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COMMENTS ON THE EAG DRAFT REPORT ON IADB STRATEGY





Guillermo de la Dehesa.



The EAG draft report is excellent and appropriately collects most of the ideas, documents and discussions of the meetings. I congratulate our Chairman Angel Gurría and all the members of his Secretariat for having produced such a comprehensive and, at the same time, clear and focused report. My comments will be, therefore, very brief.



1) Comments on the structure of the report



I do not think that the report is too long, but it is, somehow, repetitive. The IADB Executive Directors and their respective Governments and the IADB General Managers and their staffs need a comprehensive and clear document with a certain detail of all EAG ideas and  recommendations, therefore, it should have some length. Nevertheless, I think that the report should include an executive summary at the beginning in order to guide the potential readers about the main ideas and recommendations proposed by the EAG. It would, then, be preferable not to include, at the end, the somehow repetitive “summary of the recommendations”, but to initiate every section of the document with the main proposal clearly underlined and then explain the arguments behind it and, finally, go into its details.



2) Comments on the contents of the report.


II.2) Achieving a per capita income of 3.5% for the Region seems to me a very difficult target to meet. Given the expected population rate of growth of The Region is going to be around 2.5%, according to the latest U.N. forecasts for the next decades, the resulting rate of output growth should be 6%. Of all the developing countries, only China has been able to achieve it in the last decade. We should not forget that average real GDP in the Region from 1997 to 2002 (forecast) has been 2% and average growth of GDP per capita has been slightly negative.


III.1) I like very much the idea of starting the report with the new changes in the demands of the Region borrowers (Governments, Sub-governments and Private sector). When the IADB-8 replenishment exercise started, most of the Region had an easy access to capital markets. Today, although most countries in the Region have done, since 1994, a lot more additional structural reforms, it is, paradoxically, much more difficult and costly to access capital markets for most of the Region borrowers and it looks to be the case for quite some time. This is the most important factor to take into account by the new strategy of the IADB, given that it determines most of the others, i.e. less investment, slower growth, more poverty etc.


III.3) Therefore, the IADB should firmly respond, until the present situation improves, to this key challenge. This is why the proposed focus by EAG on promoting inclusive growth is so important. There is nothing new in the theory of growth: To improve human and physical capital and to create the appropriate institutional setting conductive to growth are still the key challenges. But although both are necessary conditions for increasing the rate of growth, might not be sufficient conditions, in the medium term, to attract enough capital. This is why it is so important to focus also on the promotion of domestic savings and investments. This latter issue should take more attention in the report of what it gets. The size and servicing cost of national and foreign public debt tend to crowd out private productive investment and the low fiscal revenue tends to crowd out public investment in essential infrastructures. The IADB should help countries in the Region to overcome such a vicious circle.


IV.3-60) The strong and exclusive bet in the report for hemispheric integration (FTAA), (endorsed by the Quebec Summit which asked the IADB to lead its technical implementation) without mentioning the most important sub-regional ones, (except some small ones), needs some kind of explanation. The IADB should make clear that it is also going to support Mercosur and other existing sub-regional initiatives.


V and VI) Targeted innovation of sovereign and non-sovereign borrowers instruments is one of the most important novelties of the report. There are many new ways in which the World Bank has already been giving partial guaranties to both types of borrowers to enhance the ratings of their debt or equity issues, helping them, in an efficient way, to increase the size and to lower the cost of attracting foreign or even local capital. The IADB should follow the same type of innovations as they are recommended in detail in the report. 


V.3) Emergency lending is necessary to avoid crisis or to reduce their social impact, but is going to be always a marginal and “band wagon” exercise within the IMF programs. It should be clear that emergency lending by IABD must give this institution a clear say in the discussion of the IMF programs and in their implementation. If the IMF decides suddenly, as in the recent case of Argentina, not to disburse certain loans already committed, emergency lending by the IADB will not help to avoid the crisis and it will be wasted. 


VIII.1-134) Developing an internal risk-adjusted capital adequacy framework, with an internal scoring and rating, given the huge amount of information available about its borrowers, is an excellent idea, (that is going to be compulsory in all banks when Basel 2 comes into force) but it is not easy to implement in an Institution like the IADB in which the public borrowers themselves sit in its main Board. This is the reason why central banks are very strict about, or even ban, lending by private banks to companies or persons represented in their boards. Maybe an IADB affiliate should do it, provided is given the necessary independence to develop it.


