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FOREWORD

This publication contains the official record of and additional information on the Forty-fifth Annual Meeting of
the Board of Governors of the Inter-American Development Bank and the Nineteenth Annual Meeting of the
Board of Governors of the Inter-American Investment Corporation, held jointly in Lima, Peru, from March 29—
31, 2004. It includesthe resolutions approved between the Forty-fourth and Forty-fifth Annual Meetings of the
Bank and those approved during the latter of these meetings, as well as the resolutions approved during the
Nineteenth Annual Meeting of the Corporation. It aso containsthe addresses delivered at the meetings and the
list of participants, which includes the official delegations, Senior Management and Boards of Executive
Directors of the Bank and the Corporation, and observers.
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OFFICIAL RECORD OF THE MEETING

The Forty-fifth Annual Meeting of the Board of Governors of the Inter-American Investment Bank and the
Nineteenth Annual Meeting of the Board of Governors of the I nter-American Investment Corporation were held
in Lima, Peru, from March 29-31, 2004.

The Inaugural Session opened under the chairmanship of the Temporary Alternate Governor for Italy, Mr.
Augusto Zodda. The agendas of the Annual Meetings of the Bank and of the Corporation (see page 3) werethen
approved, after which the Temporary Alternate Governor for Italy—in his capacity as outgoing Chairman of the
Boards of Governors—reported on work performed since the previous Annua Meeting. Subsequently, Mr. Pedro
Pablo Kuczynski, Governor for Peru, was elected Chairman of the Boards of Governors.

The Inaugural Session was attended by Mr. Oscar Luis Castafieda Lossio, Mayor of Lima, His Excellency
Algandro Toledo, President of the Republic of Peru, Mr. César Gaviria, Secretary General of the Organi zation of
American States, and Mr. José Luis Machinea, Executive Secretary of the Economic Commission for Latin
America and the Caribbean (ECLAC).

A. Matters considered by the Board of Governors of the Bank

1 Report of the Chairman of the Board of Governors and of the Committee of the Board of
Governors on work performed since the previous Annual Meeting

At the Inaugural Session, the Board of Governorstook note of the report of the Chairman of the
Committee of the Board of Governors of the Bank on work performed since the previous Annual
Meeting. The report appears on page 145.

2. Annual Report of the Bank and financial statements for 2003

During the Second Plenary Session, the Board of Governors adopted Resolutions AG-1/04, AG-
2/04 and AG-3/04, respectively, approving the financial statements of the Ordinary Capital
resources, the Fund for Special Operations, and the Intermediate Financing Facility Account, for
the fiscal year ending December 31, 2003.

In addition, pursuant to section 2(b) of Resolution AG-12/83, the Board of Governorsallocated to
the Intermedi ate Financing Facility Account an aggregate amount equivalent to US$72.6 million
in convertible currencies from the General Reserve of the Fund for Special Operations, as set
forth in Resolution AG-2/04.

3. Selection of outside auditors for 2004

During the Second Plenary Session, the Board of Governors selected Ernst & Young LLP as
outside auditors for the Bank, in the terms set forth in Resolution AG-2/04.

4. Sites and dates of future annual meetings of the Boards of Governors of the Bank and the
Corporation



During the Fourth Plenary Session, the Board of Governors adopted Resolution AG-5/04,
resolving to hold the Forty-seventh Annual Meeting of the Board of Governorsin Nassau, The
Bahamas, from March 20-22, 2006.

The Board of Governors al so adopted Resolution AG-6/04 whereby appreciation was expressed
for theinvitations extended by the Governorsfor Panama, Belgium, CostaRica, and Mexico. The
Board of Executive Directorswas asked to submit its recommendationsin due course concerning
the sites and dates of future annual meetings.

B. Matters considered by the Board of Governors of the Corporation

1

Report of the Chairman of the Board of Governors and Chairman of the Committee of the Board
of Governors on work performed since the previous Annual Meeting

At the Inaugural Session, the Board of Governorstook note of the report of the Chairman of the
Committee of the Board of Governors of the Corporation on work performed since the previous
Annual Meeting. The report appears on page 147.

Annual Report of the Corporation and financial statements for 2003

During the Third Plenary Session, in accordance with Article IV, Section 2(c)(v) of the
Agreement Establishing the Corporation, the Board of Governors adopted Resolution
ClI/AG-1/04, approving the financia statements of the Inter-American Investment Corporation
for the financial year ending December 31, 2003, which were part of the Corporation’s Annual
Report.

Carlos Ferdinand
Secretary of the Bank and of the Corporation
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RESOLUTION AG-1/04
FINANCIAL STATEMENTS OF THE ORDINARY CAPITAL RESOURCES
WHEREAS:

The outside auditors of the Bank, selected in accordance with Article VIII, Section 2(b)(x), of the
Agreement Establishing the Bank, have issued an unqualified opinion on the financial statements of the Bank;

The Board of Governors
RESOLVES:

That the financial statements of the Bank with respect to the Ordinary Capital resources for the fiscal
year ended December 31, 2003, containing the general balance sheet and the statement of profit and loss, are
approved.

(Adopted March 29, 2004)

RESOLUTION AG-2/04
FINANCIAL STATEMENTS OF THE FUND FOR SPECIAL OPERATIONS
WHEREAS:

The outside auditors of the Bank, selected in accordance with Article VIII, Section 2(b)(x), of the
Agreement Establishing the Bank, have issued an unqualified opinion on the financial statements of the Bank;
and

Resolutions AG-12/83, AG-3/90 and AG-9/95, and the mandate of the Board of Governors in
connection with the funding of the Bank's participation in the HIPC Initiative, prescribe that the Board of
Governors shall annually allocate amounts in convertible currencies of the General Reserve of the Fund for
Specia Operations to the Intermediate Financing Facility Account;

The Board of Governors

RESOLVES:

1 That the financial statements of the Fund for Special Operations for the fiscal year ended
December 31, 2003, containing the general balance sheet and the statement of profit and loss, are approved.

2. To alocate to the Intermediate Financing Facility Account an aggregate amount equivalent to
US$72,600,000 in convertible currencies of the General Reserve of the Fund for Special Operations.

(Adopted March 29, 2004)



RESOLUTION AG-3/04

FINANCIAL STATEMENTS OF THE
INTERMEDIATE FINANCING FACILITY ACCOUNT

WHEREAS:

The outside auditors of the Bank, selected in accordance with Article VIII, Section 2(b)(x), of the
Agreement Establishing the Bank, have issued an unqualified opinion on the financial statements of the Bank;

The Board of Governors

RESOLVES:

That the financia statements of the Intermediate Financing Facility Account for the fiscal year ended
December 31, 2003, containing the general balance sheet and the statement of changes in fund balance, are
approved.

(Adopted March 29, 2004)

RESOLUTION AG-4/04
SELECTION OF OUTSIDE AUDITORS

WHEREAS:

Pursuant to Article VIII, Section 2(b)(x) of the Agreement Establishing the Bank, the Board of
Governors has the authority to select outside auditors of the Bank;

Pursuant to Resolution AG-05/03, the Board of Governors selected Ernst & Young LLP to serve as
outside auditors of the Bank with respect to the fiscal year 2003;

Pursuant to an agreement between the Bank and Ernst & Young LLP, dated June 17, 2002, and aletter
from the Bank to Ernst & Young LLP, dated September 23, 2002, the parties may extend, on a yearly basis

through and including thefiscal year 2006, the exi sting appointment of Ernst & Y oung LLP asoutside auditors of
the Bank; and

TheBoard of Executive Directors has recommended to the Board of Governorsthat Ernst & Young LLP
be selected to serve as outside auditors of the Bank with respect to the fiscal year 2004;

The Board of Governors

RESOLVES:

That, pursuant to Article V111, Section 2(b)(x) of the Agreement Establishing the Bank, Ernst & Y oung
LLPisseected to serve as outside auditorsto certify to the general balance sheet and the statement of profit and
loss of the Bank with respect to the fiscal year 2004, in accordance with Section 10 of the By-Laws of the Bank.

(Adopted March 29, 2004)
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RESOLUTION AG-5/04

SITE AND DATE OF THE FORTY-SEVENTH ANNUAL MEETING
OF THE BOARD OF GOVERNORS

The Board of Governors
RESOLVES:

To hold the Forty-seventh Annual Meeting of the Board of Governorsin Nassau, The Bahamas, from
March 2022, 2006.

(Adopted March 31, 2004)

RESOLUTION AG-6/04

SITES AND DATES OF FUTURE ANNUAL MEETINGS OF THE BOARDS OF
GOVERNORS OF THE INTER-AMERICAN DEVELOPMENT BANK AND
THE INTER-AMERICAN INVESTMENT CORPORATION

WHEREAS:

Prior to the Forty-fifth Annual Meeting of the Board of Governors, the Governors for the following
countries offered to host annual meetings of the Boards of Governors of the Bank and the Corporation in the
years listed in parentheses. Japan (2005), The Bahamas (2006), Panama (2007), Belgium (2008), Costa Rica,
Ecuador and Mexico;

The Board of Governors, pursuant to Resolution AG-6/03, decided to hold the Forty-sixth Annual
Meeting of the Board of Governorsin Okinawa, Japan; and

The Board of Executive Directors, pursuant to Resolutions AG-1/76 and A G-5/00, decided to submit a
proposed resolution to the Board of Governors during the Forty-fifth Annual Meeting, recommending that the
Forty-seventh Annual Meeting of the Board of Governors be held in Nassau, The Bahamas;

The Board of Governors
RESOLVES:

1 To expressits appreciation for the invitations extended by the Governorsfor Panama, Belgium,
CostaRica, and Mexico, aswell as such other invitations as may be extended during the course of the Forty-fifth
Annual Meeting of the Board of Governors.

2. To instruct the Board of Executive Directors, following the procedure approved by means of
Resolution AG-1/76 and pursuant to Resolution AG-5/00, to present its recommendations concerning the sites
and dates of future annual meetings of the Boards of Governors of the I nter-American Development Bank and the

Inter-American Investment Corporation in due course, in accordance with the terms of reference set forth in
document AB-476-2.

(Adopted March 31, 2004)
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INSERT RESOLUTION ADOPTED AT THE NINETEENTH ANNUAL MEETING OF THE 11C PAGE
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RESOLUTION CII/AG-1/04

FINANCIAL STATEMENTS OF THE
INTER-AMERICAN INVESTMENT CORPORATION

WHEREAS:

Theexternal auditorsof the Corporation, selected in accordancewith Article 1V, Section 2(c)(vii), of the
Agreement Establishing the Corporation, have issued an unqualified opinion on the financial statements of the
Corporation;

The Board of Governors
RESOLVES:

That the financial statements of the Corporation with respect to the fiscal year ended December 31,
2003, containing the balance sheet and the statements of income and retained earnings and of cash flow, are

approved.

(Adopted March 30, 2004)
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SCHEDULE OF SESSIONS

Wednesday, March 24

9:00 am. to 5:30 p.m.

Thursday, March 25
8:00 am. to 6:30 p.m.

9:00 a.m. to 5:30 p.m.

9:30 am. to 1:00 p.m.

3:00 p.m. to 4:30 p.m.

Friday, March 26

8:00 am. to 6:30 p.m.

9:00 am. to 7:30 p.m.

9:30 am. to 7:00 p.m.

Saturday, March 27

8:00 am. to 6:30 p.m.

9:30 am. to 7:30 p.m.

10:00 am. to 11:30 am.

10:00 am. to 6:30 p.m.

3:00 p.m. to 6:30 p.m.

Registration of participants

Registration of participants

Seminar: “Latin American and Caribbean Social Capital in Action: Young
Entrepreneurs and V olunteerism”

Rural Competitiveness Round Table: “ Agricultural Technological Innovationin
Latin America and the Caribbean: Challenges, Opportunities, and Resources’

Round Table of the Interagency Group for Rural Devel opment and Ratification
of AECI’s Accession to the Interagency Group

Registration of participants

Seminar: “Latin American and Caribbean Social Capital in Action: Young
Entrepreneurs and V olunteerism”

Seminar: “City and Marginality: Strategies for Social, Economic and Spatial
Integration”

Registration of participants
Seminar: “New Frontiersin State Reform”
Round Table on Remittances

Seminar: “Lessons and Perspectives for Infrastructure Investment in Latin
America and the Caribbean”

Preliminary Session of Heads of Delegation to the Annual Meeting of the

Boards of Governors of the IDB and IIC, followed by Meetings of the
Committees of the Boards of Governors of the IDB and the |IC
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Sunday, March 28

8:00 am. to 6:30 p.m. Registration of participants
9:30 am. to 1:00 p.m. Seminar: “Governments and Banks: Responsibilities and Limits”
3:00 p.m. to 6:00 p.m. Special Governors' Meeting

Monday, March 29

8:00 am. to 5:30 p.m. Registration of participants
9:30 am. to 12:30 p.m. Inaugural Session (First Plenary Session)
3:00 p.m. to 6:30 p.m. Second Plenary Session

Tuesday, March 30

9:30 am. to 1:00 p.m. Third Plenary Session

Wednesday, March 31

9:30 am. to 12:30 p.m. Fourth Plenary Session and Closing Session
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ADDRESS BY MR. AUGUSTO ZODDA, TEMPORARY ALTERNATE GOVERNOR FOR ITALY, ON
BEHALF OF THE OUTGOING CHAIRMAN OF THE BOARDS OF GOVERNORS OF THE INTER-
AMERICAN DEVELOPMENT BANK AND THE INTER-AMERICAN INVESTMENT CORPORATION

First of al, | would like to thank the Government and the people of Peru—and in particular the city of Lima—for
their warm and generous hospitality. | would aso like to congratul ate the Bank’ s Management and staff for the
excellent arrangements of this Annual Meeting.

It has been agreat honor for Italy to chair the Boards of Governorsduring 2003: achallenging year for
the Inter-American Development Bank, and for Latin America and the Caribbean countries.

Inthisregard, | would like to seize this opportunity to comment briefly on the developments that have
characterized the global outlook and the Latin American and Caribbean region, specificaly, as well as the
accomplishments that the Bank has attained since our last meeting in Milan, one year ago.

Thelnternational Scenario and Latin America and the Caribbean

Although sources of uncertainty have not completely disappeared, the international outlook hasbeenimproving
since the second half of 2003.

Prospects of growth in the United States continue to be robust. Positive signals are coming aso from
Japan. Recent data show that recovery is gaining some momentum in Europe, too.

Prospectsfor the Latin Americaand Caribbean region look positive, underpinned by astrengthening of
domestic demand, signs of capital re-flow, and global recovery.

These signals are the clearest evidence that not only the reform process undertaken in the region needs
to be maintained, but reforms a so need further implementation and progress.

Reform to Promote Growth

We all know that some of the conditions needed to achieve strong and sustainable growth are: prudent macro-
economic policies; the quality of public institutions; healthy financial markets; actions to promote socia
development; increased productivity and higher income among the poorest layers of the population.

These conditions have now been included in the “New Sector Strategies Package” endorsed by the
Board of Executive Directorslast year. The new strategiesnot only signal anew vision inthe Bank’ soperations
in the region, but they also will provide guidance for all the stakeholders committed to improve the living
conditions and future of the poorest people of Latin America and the Caribbean.

To implement these new strategies, greater efforts must be made by the Bank, the international com-
munity at large and the countries themsel ves—being ultimately responsiblefor setting up the economic, legal and
social framework necessary to pursue a balanced development.

Thetask isnot easy. Asit will not be easy for the region to achieve even the first of the Millennium
Development Goals that is to reduce extreme poverty in the region by half by 2015. In fact, assuming that no
significant change in income distribution occurs, to reach such atarget would require an increase of the average
per capita growth rate of at least 4 percent per year from the 1.5 percent recorded over the last decade.
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Poverty and Inequality

Economic growth, however, is not the only factor to concentrate on. As poverty ismultidimensional in nature,
various strategies and policies can be pursued to aleviate this plague. To start with, a reduction in the huge
income inequality characterizing Latin America—itself amajor obstacle to economic growth—is needed.

If in thelong run everybody benefits from economic policiestriggering growth, it isindeed our duty to
take into consideration also the short-run impacts of these policies. We welcome therefore the Bank supported
effortsto improve the quality of poverty reduction and equity enhancement policy in the region.

In this respect, an enhanced investment in human capital is akey to success in reducing inequality: it
translatesinto a higher degree of efficiency in human resources and in animprovement of the competitiveness of
local firms.

The Private Sector and the IDB Group

Asthe global economy recovers we must ensure that no country in the Latin American and Caribbean regionis
left behind. However, various economic surveys show that the general business environment in thisareais not
satisfactory.

Over theyearsthe Bank Group has devoted considerabl e resourcesto improving theinvestment climate
in the area by eliminating regulatory barriersto private sector participation and by boosting competitivenessin
the economy.

We have seen alot of attention in the Bank on thisissue. The body of experience developed by the
Inter-American Investment Corporation, the Multilateral Investment Fund and by the Bank itself in dealing with
private sector development in theregionisareal asset. Synergieswithinthe“1DB Group” should be enhanced.
Wewant to thank Minister Kuczynski for the preciouswork donein thisrespect by his External Review Group.

On another front, we welcome the support given to the new Strategy, which will guide the IDB Group
activitiesin the private sector in the coming years. Management isnow encouraged to promptly start working on
the implementation plan. We also note, with satisfaction, the Bank’s active role in promoting the “Business
Climate Initiative” in order to improve business conditions for the private sector.

Over theyears, we have learned that the most dynamic sector of any economy, if adequately supported,
issmall business. A productive system based on a myriad of firms far from being a constraint to economic
growth can be an asset over time. The benefits of this productive system go beyond the mere economic factors.
That isto say it can contribute to reduce social inequalities and improve participationinlocal public institutions.

Werestate, therefore, our support to the Bank’s commitment of tripling by 2007 its volume of lending
operations through the banking system to micro, small, and medium-sized enterprises.

Trade and Finance

During the last decades, significant progress has been made in reducing trade and financial barriers. This
represents an important factor in sustaining global growth. The growing interdependence of markets and,
especidly, the fast movement of capital, has intensified competition over financial resources. Asaresult, the
Latin American countries end up being more vulnerabl e to competition from other emerging market economies.

Thisvulnerability isaggravated by aregional environment characterized by high public debt and fragile
financial markets.

Recent experience showsthat financial crises have had aseriousimpact on social conditions. Hence, we

should be supportive of sound macroeconomic policies aimed at improving countries' resilience to financial
crises. This strategy would be beneficial for the social conditions of the area over the long run.
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Inthe samevein, we should support local capital markets development, which contributeto reducing the
risk of financial crises by limiting countries’ dependency on external borrowing.

Role of the IDB and Development Effectiveness

Sustainable devel opment requires financial and institutional resources. The approval of over US$6.7 billionin
new lending operations is a proof of the Bank’s continuous commitment to support the development of the
region. By diversifying itslending instruments the Bank has been able during the last years to respond timely
and efficiently to the borrowing countries’ different needs. Wewelcomein thisregard the progressreport onthe
status of the new lending instruments, and the approval of the new capital adequacy framework, aiming at
preserving and strengthening the financial soundness of the Bank.

An effective Bank strategy should be supported by an effective aid policy. Following the resolution
approved at the 2002 Annual Meeting in Fortal eza, and the indications given by Governors at the 2003 Annual
Meeting in Milan, several initiatives have been undertaken by the Bank on development effectiveness. We
reiterate the importance of strengthening development effectiveness to help the Bank fulfill its objective of
poverty and inequality reduction, as well asto assist the countriesin addressing the Millennium Devel opment
Goals.

Evidence has shown that resources are more effectively and efficiently used in countries with sound
policies, institutions and governance. Therefore, we encourage the Bank to support the Latin American and
Caribbean governmentsin their effort to make the most effective use of resources.

The adoption of aresult-oriented approach by the Bank, as well as by the other Multilateral Develop-
ment Banks, may be at the basis of a virtuous circle where satisfactory results may increase support to raise
further the current level of Official Development Assistance.

Internal Gover nance

Internal governanceisakey factor of the IDB Group activity. We welcome the important progress attained by
the IDB in the field of transparency and in strengthening good governance. Thisis of crucial importance, at a
timewhen the wholeinternational financial systemisput into question and development aid policy, in particular,
is being subjected to intense scrutiny.

The adoption of the new Information Disclosure Policy, for instance, representsamajor step forward for
the Bank interms of transparency. It isimportant that the Bank will continueto follow this path and make every
effort to be at the forefront among the multilateral development banks in terms of transparency and
accountability.

Conclusion

Fellow Governors, this meeting will provide a fruitful opportunity to express our expectations and wish on the
future direction to be taken by the Bank.

| am confident that our dialoguewill contribute to the fight against poverty, which isthe core priority of
this Institution, whilst contributing to the long-term devel opment of the region.

| trust that the Bank, under the wise leadership of President Iglesias, will be well equipped to face the
challengesthat lieahead. On behalf of the Board of Governors| would liketo expressto you, Mr. President, our
sincere appreciation for your long and continued commitment to the region.

L et me also seize this opportunity to thank you, Fellow Governors, for your guidance and assistanceto
the Italian Chairmanships over the last year.
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ADDRESSBY MR. PEDRO PABLO KUCZYNSKI, CHAIRMAN OF THE BOARDS OF GOVERNORS OF
THEINTER-AMERICAN DEVELOPMENT BANK AND THE INTER-AMERICAN INVESTMENT CORPO-
RATION, AND GOVERNOR FOR PERU

Itisan honor and apleasurefor Peruto host thisimportant meeting of the IDB and of the Corporation. Welcome
to Peru and to Limal

We extend our greetings to the Representative of Italy, who chaired last year's meeting in the
magnificent city of Milan, aswell asto the Representative of Japan, where the meeting will be held next year on
the beautiful island of Okinawa.

Economic Conditions and Growth

Thismeeting takes place at aturning point for the economiesof Latin America. After along period of recession,
theregion’ smajor economies arereturning to growth. Regional GDPisexpected torise by 4.4 percent thisyear,
spearheaded by Chile and the economic recovery in Argentina, Brazil, and Venezuela. By contrast, the regional
growth rate was only 1.3 percent in 2003, and near zero in prior years.

The key question now is how to achieve more sustained, predictable growth. Growth may not be the
only recipefor reducing the poverty and unemployment that plague most of our countries, but it isaprecondition
for any reform effort.

Thelesson learned from the 1990s, during the euphoria of strong economic growth expectations, was
that macroeconomic management, especially asit relatesto exchange rates and fiscal and monetary matters, calls
for common sense and avoidance of extremes. The huge devaluations necessary in Mexico, Brazil, and later
Argentinaslowed annual growth in Latin Americaby one percentage point during the decade of 1991-2001. We
grew by only 3 percent, rather than four, despite foreign capital inflows in excess of 4 percent of annual GDP
throughout that period. Internal economic and financial imbalances cost the region dearly in recent years.
Deteriorating terms of trade were also detrimental.

One key requirement for sustained growth, then, is a viable macroeconomic framework. The other is
progress on both “first-generation” and “second-generation” reforms in such areas as education, the judicial
system, citizen security, and greater transparency and openness in credit and capital markets. Only with a
coherent program of reformstailored to the particular needs of each country can we hope to usher in aperiod of
more sustained, predictable growth than in the past 25 years.

From 1940 to 1980, Latin America and the Caribbean grew at a steady, even rate of 5.2 percent
annualy. It was a different world, of course, but we must strive to regain that momentum. Our aging
popul ations make thisa pressing need. Contrary to theimage (by now belied) of spiraling population numbers,
by 2040 more than 20 percent of the population in many countrieswill be over 60 (theratio in the United States
today islower). The need to support the ranks of the elderly will create serious problems for government-run
pension systems, with the attendant fiscal pressures.

We should capitalize on the current international environment of better prices for commodity exports
and relatively low interest rates, to turn growth around. Such favorable conditions come after many years of
severely weakening terms of trade. They will not last forever, so it behooves us to swiftly return to a strong
growth path.

The DB Group and the Private Sector
I would like to spend a few moments on the private sector’s importance for this effort. The private sector

accounts for over 80 percent of investment in our countries, making it the engine of growth and job creation.
The past 10 years of Multilateral Investment Fund support for projectsin the private sector, especially
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with microenterprises and small businesses, have been very constructive. We hope the donor countries will
continueto support thisinitiative by allocating new resourcesto use for innovative projectsthat generate growth
and employment. We aso urge Bank member countries that are not yet MIF membersto join in this replen-
ishment exercise.

During thispast year, | had the honor of chairing an External Review Group tasked by the Bank’ sBoard
of Executive Directors to study how the IDB Group can play a more significant role in supporting the private
sector. We reached the conclusion that there are two priority areas. support for small and medium-sized
enterprises, which have limited accessto credit and often operate outsi de the mai nstream economy; and support
for privateinfrastructure, especially roads, ports, and water and sanitation systems. ThelDB’scurrent structure
for delivering assistancein thesetwo areasislimited: the Corporationistoo small, the Private Sector Department
istoo isolated from the Corporation, and thereislittle linkage between these two and the area of the Bank that is
promoting such necessary reformsasastructure for local lending to the small and medium-sized enterprisesthat
make up most of the private sector, so as to enhance productivity and create more jobs. The External Review
Group studied anumber of possible modelsand, after extensive discussion within the group and with the Boards
of the Bank and of the Corporation, recommended that the IDB Group merge its activities into an expanded,
restructured Corporation that would focus principally on the two areas | have described here.

Transferring to a restructured Corporation the resources currently allocated to the Private Sector
Department would raise the Corporation’s profile in the region without the governments having to make new
infusions of fresh capital. The new Corporation could therefore address rea priorities: supporting small
businesses and remedying the region’ s considerableinfrastructure shortfalls. We believe that the time hascome
tolook seriously at this proposal, which isthe culmination of aseries of studies and task forces reaching back a
decade.

Final Remarks

| would like to make two more observations. The first concerns the importance of welcoming leading Asian
countriesinto the IDB family during the coming year. We need to broaden the IDB network to countriesthat are
managing their economies with great success and which represent the most dynamic region for international
trade. Only good things can come from increased institutional exchange with these countries, which account for
agrowing share of our region’sinternational trade.

Onefina point, beforel close. Asweall know, theindustrialized countries are discussing who will be
the next Managing Director of the International Monetary Fund. Whilethisquestionisnot directly related to this
meeting, | believe that Latin America should have a say in that process. We are minority votersin the IMF.
Unfortunately, however, the region’ s countries have been the largest IMF borrowersin recent years. We know
that there are excellent European candidates, and no doubt they will al have our support. Yet | believe—and |
hope the other Governors for Latin America and the Caribbean concur—that the selection process should take
into account the successful candidate' s familiarity with emerging-market countries, especially those of Latin
America

Theworld has changed. Bretton Woodswas 60 yearsago. Theregion’ sviewshneedto beconsideredin
those faraway capitals where such a far-reaching decision will soon be made.
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ADDRESS BY MR. JOSE LUIS MACHINEA, EXECUTIVE SECRETARY OF THE ECONOMIC COM-
MISSION FOR LATIN AMERICA AND THE CARIBBEAN (ECLAC)

| would like to express my deep appreciation to President Iglesias for his invitation to address the Annual
Meeting of the Boards of Governorsin my capacity as Executive Secretary of ECLAC. | would also like to
express my warm thanks to the Government of Peru for its hospitality.

As has been noted during these past few days, the prospects for 2004 are favorable. ECLAC’s most
recent estimates indicate that the region may grow at closeto 4 percent. This projection is primarily associated
with amore favorable global economic environment. We interpret these results from adual vantage point. On
the one hand, the data point to areversal of the trendswitnessed in the past few years. Onthe other, however, the
region has yet to recover from the effects of the crisisthat occurred more than six years ago. The slow pace of
this process has created new difficultiesthat have compounded the long-standing weaknesses of Latin America
and the Caribbean. Hence the need, at thisjuncture, to take full advantage of the potential offered by this more
favorable economic context, while bearing in mind the constraints and opportunities that it may entail.

First of all, there are clearly risks on the horizon. Thelargest economy in the world has been building
up fiscal and external imbalances that will surely drive up interest rates. The question is simply when and how
swiftly the adjustment will take place. Although we do not foresee problemsin 2004, thisisawarning signal that
should be heeded.

Second, al the projectionsindicate that the prices for anumber of the products exported by our coun-
trieswill improve. Assuggested by a number of current experiences, and given the marked instability of those
prices, the fiscal revenues derived from these resources should be used as atool for smoothing out the business
cycle more effectively than we have in the past.

The region also needs to consolidate other trade channels, in addition to its traditional commodity
exports. The development of an export base with higher value added that draws upon existing comparative
advantages and that is capable of incorporating new technologies and providing a stronger stimulus for job
creation is a task that still lies ahead. In addition to market access, we need to mount a major productive
development effort in order to take advantage of these opportunities.

Third, athough the countries have worked hard to overcome inflationary pressures and to put public
finances on amore solid footing, they have not been able to use fiscal and monetary policy toolsto produce the
countercyclical effectsthey had hoped for. Within the context of the positive outlook for 2004, the conclusionis
clear: economic policy must capitalize upon the growth phase of the cycle in order to overcome the major
constraints that have traditionally limited the effectiveness of fiscal and monetary instruments.

Onthesocial front, however, the panoramaisfar from encouraging. Poverty and indigenceintheregion
have increased: 227 million people (44 percent of the population) are now below the poverty line, while 20
percent areliving in extreme poverty. Open unemployment isverging on 11 percent. Thissituation demonstrates
the serious difficulties that the countries of the region are having in reaching the shared development goals set
forthinthe Millennium Declaration. Toillustrate this point, we might take amoment to analyze wheretheregion
standsin terms of the achievement of the Millennium Goal relating to poverty. ECLAC dataindicatethat, unless
improvements are made in income distribution, in order for the extreme poverty levels of 1990 to be halved by
2015, we would need an average growth rate of around 3.6 percent over the next 12 years; achieving the more
ambitiousgoal of halving thetotal poverty rate would require agrowth rate of closeto 5 percent per year. These
figures have to be compared to an annual growth rate over the past 13 years of just 2.6 percent. What is more,
this average conceals differing situations. Whereas, at one extreme, Chile and Panama appear to have aready
reached the goal, the countries where extreme poverty rates are above 30 percent would have to grow by around 7
percent per year in order to do so. | would like to emphasize the fact that, in aregion that exhibits the highest
levels of inequity in the world—indeed, in various countries, the average income of therichest 10 percent of the
population is 20 times higher than that of the poorest 40 percent—assuming that income distribution will remain
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constant would appear to be morally inadmissible. According to our estimates, small improvementsin income
distribution would considerably reduce the growth rates needed to achieve poverty reduction goals.

In the area of education, the broad coverage of the primary education system in the region (90 percent)
makesit feasibleto reach thisgoal before 2015. It would therefore be desirable for the middle-income countries
to set themselves a more ambitious goal: the achievement of universal coverage for secondary education.
Meanwhile, although unemployment and poverty have a greater effect on women, all the indicators show that
women are achieving higher skill levels than men. It thus appears that one of the elements that has been
associated with gender inequity in the region for decades may now be changing.

Next year, when we will be 10 years away from the date set for fulfillment of the Millennium Devel-
opment Goals, ECLAC and other United Nations bodies, together with the IDB, will evaluate the extent to which
the region has fulfilled its commitments under the Millennium Declaration. We want to make it clear, in no
uncertain terms, that in order for the countries of the region to succeed in achieving the Millennium Devel opment
Goals, the developed countries must fulfill the commitmentsto provide assistance and financing for development
that they have made in relation to the eighth Goal and, subsequently, in the Monterrey Consensus. As things
stand now, this goal is far from being achieved.

Our chances of reducing these levels of social exclusion are closely linked to our economies’ per-
formance in the short and medium terms, since the profile and dynamism of job creation are key variablesin
generating income for the poorer sectors of the population. Y et, in addition, weall know that the economy alone
cannot solve the problem. Public socia expenditure performs an essential function. The region hasraised its
levels of social spending, but it clearly needs to make more headway in this direction. Above and beyond
improvementsin the efficiency of expenditure, gradual increasesinthelevel of public sector revenues are needed
in various countries. If decisive steps are taken in this direction, then the better news that 2004 appears to be
bringing us may improve our chances of achieving the Millennium Development Goals and thus afford some
relief from the hardships that nearly half the population of our countries endures each day.

In view of the substantial challenges confronting Latin America, and given the need to consolidate a
form of economic and social progress that is in line with our nations' aspirations and expectations, ECLAC
stands ready to take an active part in this undertaking. There are two dimensions of this situation to which |
would like to draw your attention.

The first is the challenge of increasing our region’s productive potential within the framework of a
globalized economy, an economy that is now more open than in the past but that is also subject to ahigh degree
of financia volatility and unegual accessto product markets of vital interest to Latin Americaand the Caribbean.

The debate of recent years has emphasi zed theimportance of maintaining macroeconomic balancesand
adopting efficiency-enhancing reforms, and the countries of the region should pursue these tasks on acontinuing
basis. Itistruethat agreat dea has been accomplished, but the results are clearly unsatisfactory. Economic
growth isnot occurring spontaneously even though the countries now have a heal thier macroeconomy, are more
open to trade and have, in many cases, carried out sensible institutional reforms. Nevertheless, the macroeco-
nomic environment has been marked by sharp fluctuations in demand and instability in interest and exchange
rates. What is more, productivity gains are contingent upon a capacity for the accumulation of knowledge and
innovation, that is, the adoption, adaptation and creation of technology. This, inturn, callsfor active policiesand
strategic networking by the public and private sectors. There are no simple, generic formulas for the
establishment of such links. At the forthcoming ECLAC session, to be held at the end of June, we will be
deliberating with the governments on these issues.

The second dimension is the need to complement and support this productive development effort
through regional integration. Early on, ECLAC pointed out the potential offered by integration asaform of open
regionalism. Now, there is reasonable room for doubt as to what the future will bring. The proliferation of
bilateral trade agreements between Latin American and Caribbean countries and the United Statesis making it
moredifficult to form the necessary strategic partnershipswithin theregion. Furthermore, many of these bilateral
agreements have the effect of curbing intraregional trade and rai se questions asto the form that the hemispheric
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integration agreement will ultimately take and asto its possible contribution to the formation of closer linkages
for the economies of the region.

In short, the essential items on the immediate agendafor ECLAC are to gain a better understanding of
the current situation and to draw lessons that can be used in strengthening the productive devel opment of Latin
America and the Caribbean and ensuring its sustainability as the region’ s economies continue to become more
open and more integrated. Of course, our interest does not stop here. The linkages connecting labor markets,
capital markets and international migration are closely associated with the above factors. We understand that
these issues, together with the more efficient social policy that is essential in order to achieve the Millennium
Development Goals, are vital elements in dealing with our countries' burdensome legacy of poverty and dis-
tributional inequity.
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ADDRESSBY MR. ENRIQUEV.IGLESIAS, PRESIDENT OF THE INTER-AMERICAN DEVELOPMENT
BANK AND CHAIRMAN OF THE BOARD OF EXECUTIVE DIRECTORS OF THE INTER-AMERICAN
INVESTMENT CORPORATION

L et me begin by conveying my sincere gratitude to the Government of Peru for its kind invitation to stage this
Forty-fifth Annual Meeting of the Board of Governors of the Inter-American Development Bank and Nineteenth
Annual Meeting of the Board of Governors of the Inter-American Investment Corporation in Lima.

We return to Lima 33 years since we last held an Annual Meeting in Peru, a country with which the
Bank has been closely associated since its very beginning. Its first loan wasto Peru, in 1961, for awater and
sanitation project in Arequipa, the country’s second largest city. That first operation in a way defined the
institution’s vocation for social development and its commitment to expanding the frontiers of development
banking. It seemsfitting today to invoke the memory of Felipe Herrera, that bold visionary who, asthe Bank’s
first president, set our institution on its course to help combat poverty and enhance social equity across the
region.

As one of the founding members of the Bank, Peru has been an active participant in the life of our
institution for decadesand an inspirationto all of usasit hasrisen to challenges, essayed solutions, and shared its
ideals. As the eminent Peruvian historian Jorge Basadre once reminded us, “just as the fundamental law of
economics is not accumulation but rather the use of material goods to satisfy the needs of humankind, the
fundamental law of cultureis not to amass knowledge but rather to adapt knowledge to human beings so they can
fully realize their destiny.”

The Bank’ s core mission isto work with and alongside its borrowing member countriesto help all the
region’s people fulfill their destiny. Sadly, large segments of our population have become disillusioned at the
slow pace of progressinimproving their social and economic conditions and are even questioning whether we
have chosen the right path towards greater social justice. Let me offer some thoughts on where we are and how
we may move forward.

. REKINDLING ECONOMIC GROWTH

After five years of sluggish economies and worsening socia conditionsin most Latin American and Caribbean
countries, the region stands poised to enter anew and, hopefully, sustainable chapter initsgrowth, with prospects
for improved quality of life for its people.

Sincewe gathered ayear ago in Milan, the clouds of political and economic uncertainty havelifted and
theregion’ sgrowth prospects are distinctly more promising, by virtue of acombination of favorable external and
domestic factors.

On the external front, the expansion of the advanced economies along with robust growth of China's
economy have hel ped boost trade flows and raised the prices of commoditiesthat comprise most of theregion’s
exports. Meanwhile, U.S. interest rates are at a 45-year low, a positive factor in aregion asindebted as Latin
America. Funding flows and foreign direct investment which had plummeted in recent years are picking up.

The steep devaluation of the dollar, in which the region transacts so much of its business, has made
Latin America and the Caribbean far more competitive in non-dollar markets. All of these developments are
pushing up growth rates across the region, abeit with some differences depending on countries individual
circumstances.

Just asimportant have been country decisionsto hold fast to fiscal discipline during the downswing of
the cycle, at no small sacrifice, and to opt for prudent management of monetary policy. The steep devaluations
that followed in some countries are also making the region’ s economies more competitive in the global market-
place.
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In light of these gains, forecasters are predicting roughly 4 percent economic growth for the region in
2004, avast improvement over the previous five-year average that barely reached 1.3 percent.

Welcome asthisturnaround may be, we cannot be complacent. Externally driven improvementsin an
economy arerarely long-lived, astheregion’ shistory, and world history generally, can attest. Sooner or later we
can expect to see adjustmentsin the industrialized economies, particularly the United States, which could affect
the global business cycle, interest rates, and commodity prices and trigger currency realignments. The ensuing
impact on theregion’s economieswill be determined by the nature and timing of the adjustmentsand, aboveal,
on the degree of policy coordination among the advanced economies.

How, then, should we handle the current upswing in the region’ s business cycle?

Very carefully, when projecting into the long term, and building on the favorable situation in the years
immediately ahead in order to solidify economic reformsthat have worked well, revisit and reconfigure any that
have fallen short, and gear up for reforms still needed in order to enhance economic efficiency and thereby
deliver greater social benefits to the collective.

With all thisin mind, | would like to draw your attention to three issues that are relevant across the
board, even with due regard to the particularities of individual countries.

First, managing the economic recovery so asto make economies moreresilient to shiftsin the business
cycle.

Second, increasing the social dividends of economic growth to reversethe social deterioration of recent
years, and heightening the social returns to economic policies.

Third, bolstering countries' negotiating capacity both individually and collectively in preparation for
major international negotiations on the horizon.

Managing the Economic Recovery
I would like to outline four policy areasthat are of particular importance at this juncture.
Strengthening Public Finances

Public finances have come under considerable stress over thelast fiveyears. Public revenuesasashare of GDP
have held more or less steady in arange of 24 to 26 percent but governments have had great difficulty trimming
current expenditure, on account of interest on the debt plus other inflexible public expenditures. The current
account fiscal deficitsin the region’s seven largest economies rose from less than 2 percent of GDP in 1997 to
closeto 5 percent by 2002. The brunt of the adjustment was borne by public investment expenditure, whichin
2002 was lower than interest payments on the public debt.

Given the already deficient state of economic and social infrastructurein theregion, thissituationisnot
sustainable. The breathing space that may be provided by a period of moderate growth must be used to improve
tax administration, modernize the structure of taxes and make public expenditure more efficient. Thereisno
doubt that credible public finances areimportant for stability in the short run and essential to underpin growthin
the medium term and beyond.

Governmentsthroughout our region arelooking for ways of reversing the declinein public investment,
given the adverse implications of thistrend for long-term growth prospects and the countries’ ability to achieve
their development objectives. In abid to augment investment some countries are laying the groundwork for
public-private partnerships, as a means of tapping private sector financial and other resources to improve the
scale, quality, and sustainability of infrastructure investment for the provision of public services. TheIDB is
contributing to this encouraging devel opment through a number of initiatives, among them a study with the In-
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ternational Monetary Fund and the World Bank on a new methodology for treating investment expenditure in
formulating macroeconomic program goals.

Reducing Public Debt and Enhancing the Debt Profile

Latin Americaand the Caribbean today are struggling under avery heavy debt load. Much of thisburden reflects
theweight of external borrowingsand the effect of exchangerate fluctuations. Devaluations of thereal exchange
rate in recent years contributed to arapid risein the average debt-to-GDP ratio for the region from 37 percent in
1997 to 51 percent in 2002.

Debt service has become such a heavy charge on government revenues that many countries are now
giving priority to public debt management to shield themselves against the risks that the dynamism of global
financial markets can create. Latin American and Caribbean countries are especially vulnerableto volatility in
interest rates, exchange rates, and commodity prices, and their financial authoritiesare continually seeking ways
of spreading the risksto which public budgets and the economy overall are exposed.

Despitethe U.S. Federal Reserve System’ sdeclared patience, interest rates arelikely to climb with that
country’ seconomic recovery. Experience showsthat 2200 basispointsrisein U.S. interest ratestrandatesinto a
500 basis points increase in the cost of external financing for Latin America and the Caribbean. In today’s
circumstances, governments could face significant fiscal adjustment to meet theincreased cost of debt servicing,
the effects of which could choke economic growth. A clear priority isto seize the opportunities created by the
current low interest rate environment to try to extend debt maturity profiles and bring the debt-to-GDPratioto a
sustainablelevel. Prudent external debt management that capitalizes on these opportunitiesisthe countries’ best
and straightest course.

Bolstering Financial Systems

Financial intermediation appears to be stalled in many countries. In the region’s seven largest economies,
banking system credit to the private sector hasfallen by 20 percent in real terms since 1998, even though banks
are liquid and interest rates stable. The problem is not one of constraints on the supply side; we seem to be
caught in the grip of weak demand from the real economy and risk aversion on the part of lenders.

Demand could be expected to pick up as businesses see new opportunitiesin agrowing economy and a
possible reactivation of investments. Regulators haveto be ontheir guard, therefore, to prevent the recurrence of
the kind of euphoriathat in past upswingsresulted in the accumulation of bad debt and currency mismatches. In
the past that unwel come mixture has sparked banking crises that carried a high fiscal cost, and was one factor
behind the buildup of debt.

Theregion has done agreat deal to strengthen and enforce prudential regulationsfor financial activity
but, in many countries, regulatory systems are still too weak and there is insufficient legal protection for
creditors. Countries need to finish creating a suitable regulatory and oversight framework for vibrant financia
institutions in order to reduce the risks to fiscal and overall economic health in the years ahead.

Fostering a Friendly Business Climate

Sustained economic growth at a healthy rate will require a much higher level of investment than we have
managed in Latin Americaand the Caribbean in recent years. Investment isat itslowest level in adecade, some
20 percent below the 1997 peak. Macroeconomic stability will provide the needed framework for sustained
growth, but that will not be enough. A host of institutional and related reforms are necessary to regain the con-
fidence of investors. Too oftenin recent years has one country or another changed the ground rules unilaterally,
triggering uncertainty among investors about what might happen elsewhere in the region.

What is needed today, in contrast to the sweeping reforms of the early 1990s, is amore selective effort

to gain credibility and thus build firmly on everything the countries have accomplished to date. Inorder totrain
the spotlight on thisgoal, late last year the Bank invited officials, private investors and academics from most of
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our member countriesto participatein a Public-Private Summit to exchangeideas on the business climate and the
way forward. The Bank used that very visible opportunity to launch its ‘business climate initiative’ that is an
open invitation to each country to work with the Bank to remove specific impedimentsto higher investment inits
economy.

Improving the Social Dividends of Growth

When our economies grow slowly or not at al, thereis ahigh social cost borne disproportionately by the poor.
The political cost in lost momentum for reform is aso high. Since 1998 a mgjority of Latin American and
Caribbean society has been losing confidence in the possibility of improvementsin quality of lifein an open,
market-friendly economy. Thisisnot surprising in face of the growing inequality of the distribution of income,
deteriorating social infrastructure, rising unemployment, and the reversal of adecade-long trend of reductionsin
the share of the population living in poverty. In 2003 there were 20 million more poor peoplein our region than
in 1997.

Accordingly, at thisthreshold to a period of renewed growth our countries have to pay as much attention
to the distribution of the social dividend as to building macroeconomic stability and a propitious investment
climate, by adopting public policies that help create jobs and opportunities for the poor.

L et me mention here some policy prioritiesto that end.
The Labor Market

Affording remunerative employment to the largest number of people of working ageisthe principal meansfor
individuals to move into the mainstream of society and for the fruits of economic progress to be shared. Our
economies have been underperforming and, in fact, the stubbornly high unemployment is one of the major
sources of discontent with economic reforms in Latin America and the Caribbean. Last year, open
unemployment in the region averaged arecord 10.7 percent; in several countriesthe unemployment rate topped
15 percent.

Although labor legislation in general seeksto protect workers from the insecurity caused by swingsin
the economy, it can havethe perverse effect of discouraging permanent employment in the formal economy, and
is especially abarrier to young people and women. One imperative is to remove these disincentives and build
effective information, training and surveillance systems to encourage flexibility in labor markets.

Social Expenditure

It may surprise many of you to hear that in Latin Americaand the Caribbean during the last decade governments
increased social expenditure, in rea terms, by about 58 percent per capita. However, the results have been
disappointing. Throughout much of the 1990s a sizable share of thisincrease wasfunneled to restructuring socia
security systems. Had those structural reforms been postponed the burden on the public finances could only have
been more onerous. We must recognize, however, that social security benefits formal sector workers, to the
exclusion of the mgjority of the poor who toil in the informal economy.

One encouraging devel opment in recent yearsisthe concerted effort made in many countriesto protect
public spending for education and health, even in times of tight budgets. However, it isimperativeto get better
value for money as we move forward. Let me underscore three dimensions to improving the quality of social
spending outcomes:

Higher efficiency of expenditure;

Focus on greater socia inclusion; and

Encouraging greater participation by citizens.
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Efficiency of Expenditure

All of our countries subscribed to the Millennium Development Goals (MDGs) at the United Nations Millennium
Summit in September 2000 and reiterated their commitment at the Summit of the Americasin Quebec City the
following year. Many measurable targets were set, for example for reducing poverty, lowering infant and
maternal mortality and containing HIV/AIDS. Thesetargetsare at once astiff challenge and ayardstick against
which to measure progress toward greater efficiency in social expenditure.

Inthiseraof fiscal restraint, it isincumbent on each country to make sure that every outlay hasaclear
purpose and to check its progress systematically. Of course, each country should challenge itself to do even
better than the MDGs—for example, most of us should be aiming to achieve higher coverage and quality in
secondary and tertiary education since welong ago achieved universal primary education. Onemilestone onthis
path was last November’s Declaration of Brasilia, in which a number of heads of state, ministers, and civil
society representatives pledged to push for attainment of the MDGs. Thisis asignificant step forward on the
way toward 2015 which is the target year for achieving the Millennium Goals.

Enhanced efficiency of social expenditure must go hand in hand with efforts to achieve greater
progressivity, targeting society’ smost disadvantaged. Today, aswe again ook to aperiod of growth, we haveto
seize the opportunity to build robust social protection systems that will work in good times and, more
importantly, when times are bad.

There areflagship social protection programsin some of our countriesthat hopefully will inspire others
to develop similar operationstailored to their own circumstances. The common purposeisto protect benefitsfor
society’ s poorest and lay the groundwork for breaking thelinksthat are bequeathing poverty from one generation
of afamily to the next.

Social Inclusion

Inequality in income distribution in Latin America and the Caribbean is part and parcel of social exclusion,
particularly exclusion on the basis of ethnicity and race. Indigenousand Afro-Latin populationsare, asagroup,
theleast educated, the most afflicted by disease and malnutrition, the poorest of the poor. Targeting spendingisa
proven way of addressing social exclusion, but much moreimportant isthe political |eadership to spark changes
in attitudes, enact legislation and put it into practice, and develop intelligent positive discrimination schemesto
give voiceto these and other historically excluded segments of the popul ation such as persons with disabilities.
These are the building blocks of social change which is, in turn, the foundation for lasting improve-mentsin
quality of life as sought with the Millennium Devel opment Goals.

Citizen Participation

The socia dividend accruing from higher economic growth will also be greatly enhanced to the extent that
citizens partner with government to help decide on and chart the course ahead. The ethos of the welfare State
should steadily give way to more active participation of the citizenry in decision-making. We must use the
resources of society at largeto makeinroads against poverty and social exclusion. Corporate citizens could play
an especially important role here, not merely out of a sense of charity or philanthropy but because it is good
business.

International Trade Negotiations

Let meturnto atopical issue of transcendental importance for opportunities for economic growth, job creation,

social progress, and improved political relationshipsin the yearsimmediately ahead: theregional, hemispheric,

and global trade negotiations that are currently engaging the attention of al our countries.
Tradeliberalization is one of the cornerstones of the structural changes at work in Latin American and

Caribbean economies. Atfirst, inthelate 1980s and early 1990s, many countries unilaterally lowered tariff and
other barriersto trade. Today the effort isdominated by negotiationsin regional, hemispheric, and global forums,
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including landmark arrangements between countries at distinctly different levels of development. These
simultaneous negotiations severely test the capacity of many countries, especially the smaller nations, to protect
and advance their interests.

Thegloba DohaDevelopment Round and the Free Trade Areaof the Americas (FTAA) initiative have
been at center stage over thelast year. Both processes havelost some momentum over differences of opinion on
such issuesastradein agricultural goods and other topics. Since most devel oping countries—anumber of them
in our region—have a comparative advantage in agricultural production, rationalizing agricultural trade is a
unique opportunity for them to reap the economic benefits of trade liberalization. Thisissue may well finally
have to be resolved at the global level in World Trade Organization negotiation forums.

What | would liketo stresshereisthat even with theimpassein agricultura tradetalksthereisroomfor
progress and gains in the FTAA process. The key is to have a clear, common agenda and work step by step
toward the ultimate objective, with due regard always to the particular interests of the different parties to the
arrangement. Negotiations are continuing between subregional groups and the United States, including the
Central American Free Trade Agreement (CAFTA).

Bilateral arrangements between the United States and subregional groupingsin Latin Americaand the
Caribbean are not, however, asubstitutefor afull FTAA. The FTAA isaprocessrather than an event. Assuch,
it is aregiona public good that opens opportunities for cooperation in areas beyond immediate trade liber-
aization. For example, the atmosphere of cooperation created by trade negotiations has unleashed a major
physical-integration effort for investment in regional infrastructure in South America (the IIRSA) and from
Mexico to Panama (the Puebla-PanamaPlan). Ascountries engage one another, deeper forms of cooperation and
benefits will emerge that will anchor the region’s structural reform and enhance the quality of itsinstitutions.

The Bank has been closely involved, aong with the Organization of American States and the United
Nations Economic Commission for Latin America and the Caribbean, in the secretariat function of the FTAA
negotiations. Equally important, the Bank has been assisting countriesin building capacity to undertake hemis-
pheric and global negotiations and offering technical support to help with the difficult task of implementing the
corresponding changes in domestic legislation and ingtitutions.

More important yet is the critical support the Bank has been providing to some countries to enhance
their ability to competefor business, including planning for an expanded, high-quality integration infrastructure.

What needs to be stressed here is that the true challenge of this processis to trandate devel opment
promiseinto real investment, exports, economic growth, jobs, and poverty reduction—in short, into quality-of-
life improvements. The negotiation phase, difficult asit may seem, is only the beginning. Asyou know, the
Bank has developed a set of initiatives such as the competitiveness program, funding for integration infra-
structure, and loansto support fiscal and customs system reforms, to hel p countriesthrough the painful transition
and equip them to compete in agloba economy without the benefit of preferential arrangements.

The Bank’s Charter mandates our institution to work for the development of the borrowing member
countries collectively. At the present juncture, thiscallsfor scaled-up effortsto deploy regiona public goodsto
further the cause of integration. Our vocation to promoting integration is perhaps the most vivid proof that we
are “morethan abank.” It thereforeisvery gratifying to report that the Board of Executive Directors recently
approved special arrangements for funding awork program of regiona public goods.

I[I. STRENGTHENING THE BANK AND THE CORPORATION

Over the past year, we took action to further strengthen our institution and increase its capacity to work closely
with the borrowing member countriesin their quest for greater socia justice. Let me enumerate afew highlights:

A new Capital Adequacy Policy and associated procedure for fixing astandard lending rate are

now in place. Thisenablesthe Bank to align itsrisk management methods and procedures more
closely with current international banking practice. Y ou, the shareholders, have every reason to

36



be proud that, thanks to your unswerving commitment to the Bank’s financial soundness, our
ingtitution can now offer its borrowers stable loan charges that are lower than those of its
comparator multilateral development banks;

Following receipt of the final report of the External Review Group that had been appointed by
the Board of the 11C, with the goal of spurring private sector economic activity, the IDB’s and
I1C’s Management and Boards of Executive Directors directed much attention to articulating a
vision for the ingtitutions’ work in that sphere. While there still are many questions about the
benefits of a merger between the 11C and the Bank’s private sector window, the Corporation
adopted a short-term action plan and is already seeing improvementsin process efficiency and
financial performance. Inthe Declaration of Nuevo Ledn adopted earlier thisyear, heads of state
called on the Bank to triple its lending to small and medium-sized businesses and microen-
terprises. We readily accept this challenge and expect the Corporation to play a pivotal role,
along with the MIF, in ensuring that we succeed in the very important work of raising produc-
tivity and competitivenessin this sector that is central in the fight against poverty;

As a follow-on to my commitment in Milan last year regarding the imperative of aligning
internal corporate governance of the Bank with the tighter legislation that several of our member
countries had recently enacted, including the Sarbanes-Oxley Act in the United States, Man-
agement recently forwarded to the Board of Executive Directorsaset of broad recommendations
covering such areas as corporate governance structure—principally the creation of a separate
Audit Committee; relationship with external auditors and their responsibilities; and enhanced
disclosurein financial reporting. Inthe course of the past year, we adopted a staff ruleto protect
whistleblowers, established afully independent Office of Institutional Integrity, adopted aCode
of Ethics for members of the IDB and 11C Boards of Executive Directors and the MIF Donors
Committee, and made substantial progress in amending the Code that applies to staff;

The procurement of goods and services is a central activity in our line of business and also a
potential space for corrupt behavior. Last year we hired consultants to assess our procurement
rules and practices, both for our projects and for Bank procurement. We recently received the
final report on Bank procurement and expect to receive shortly the report on procurement in
Bank-funded operations. Both reports will make recommendations aimed at ensuring that we
work by ‘best practices.” This subject is on the work agenda of Management and the Board for
the months ahead;

Another of our commitments in Milan was to launch a process of civil society consultation to
frame anew Information Disclosure Policy. | am pleased to inform the Governorsthat the policy
was approved last November. Progressisalso being made on aproposal to renew the Indepen-
dent Investigation Mechanism to aign it to best practices in our comparators.

1. THE REGIONAL POLITICAL SCENE: THE LEADERSHIP CHALLENGE

Itisvital that we continue strengthening and renewing the Bank so it can continueto be an active, reliable partner
of its borrowing member countries as they strive to consolidate growth and distribute its social dividends.

In my addressto the Inaugural Session of the 1999 Annual Meeting in Paris, | underlined theimportance
of bolstering our democraciesin order to harmonize economic achievementswith social dividends. Although |
touched on thistheme in subsequent Annual Meetings, | feel compelled to returnto it once again becauseitisso
critical if we are to be successful in advancing our economies and societies.

Political developmentsin the region are giving a mixture of encouraging and worrisome signs. That
democracy is becoming firmly rooted in the region’s major countriesis a promising sign, as is the democratic
renewa of governments in countries that barely a decade ago were caught up in wrenching political-military
strife. Y et another positive signisthat some countriesin the region, which aretrying to manage severe socioeco-
nomic tensions and heed increasingly insistent calls for change, have been able to absorb and democratically
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process these tensions and demands, amidst awidespread perception that the public haslittle tolerance for non-
democratic solutions. These are encouraging signs indeed.

On the other hand, poalitical difficulties in some countries in the region today or in the recent past are
cause for concern. The media and the citizenry in those parts of the region would appear to have an image of
political instability etched in their minds.

Though all the empirical evidence suggeststhat the people of Latin Americaand the Caribbean back the
liberal democratic system asan invaluable asset, it also shows many of them to be thoroughly disenchanted with
how democracy isworking and with governments’ inability to improve the day-to-day lives of citizensand give
them hope for a better tomorrow.

In some cases, discontent reached the extreme of cutting short a presidential term, and there has been
more than one episode of civic upheaval. But every case shows that the previous complementarity between
political and economic liberalization agendasis suffering the effects of the malaise of over five years of economic
recession. Whereas the fruits of more stable economies and reined-in inflation were shared across a broad
spectrum of the population, reform and liberalization policies did not aways achieve their objective of dis-
tributing equitably their costs and benefits. When public policies are captured by private interests, small groups
or coalitionstypically carry off the lion’s share of the benefits, leaving the masses to shoulder the costs.

Disillusioned though somein Latin Americaand the Caribbean may bewith how the democratic system
isperforming, the majority still backsthat system. What, then, aretheroots of thisworrisome political instability
that plagues some countries in our region? One factor, certainly, is how gaping socia disparities or unethical
behavior in the high echelons of government and the corporate world are eroding the credibility of institutions
and the political leadership, but this does not appear to be the whole explanation.

Expert analysts of theregion’s political scene are warning us of the need for the political leadership to
pay attention to the political system and its workings. In some countries the instability is fueled by the frag-
mentation of political parties, which arefacing the challenge of changing or disappearing. The expert consensus
isthat democracy needs solid, institutionalized political partiesdriven by along-rangevision, ideas, and agendas.
The agenda to renew the party system, now being pursued, and to reconfigure the electoral system, calls for
serious reflection on the part of political leaders.

Overdll, it would appear that the electoral and political systemisnot, inall cases, appropriately aligned
with the requirements of amodern, participatory democracy that makesit possible to build consensus and forge
agreements on policy prioritiesand on institutional, political, and economic reformsthat have such asignificant
impact on the workings of society in the long run.

Astheissues of institutions and politics have moved onto the devel opment agenda, the Bank has been
working with the Organization of American States, the United Nations Development Programme, and other
agencies on research and outlining suggestionsto improve the working of our democratic political system. The
fruits of this work have been shared with the member countries in the form of publications, seminars, and
conferences.

Inlight of the many waysin which public policies can be captured by privateinterests, it isessential for
the Bank to assess ex ante who standsto benefit from the reformsthat it i s supporting and build in mechanismsto
ensure a broader distribution of the anticipated benefits. This meansidentifying and mitigating those risks that
could keep public policies from addressing general societal interests and ensuring that the fruits of progressare
equitably shared.

| believethat thisisafitting note on which to conclude my remarksto you today. If our countriesareto
seize the opportunities now opening up, it isvital that they move quickly to surmount the most seriousinstability
problems and dispel political uncertainty. Though growth will come from hard work and sustained savings,
investments, and technical change in the broadest sense, it also will depend on the international climate and the
depth of our region’s integration, by way of trade and investment, into an increasingly interdependent,
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competitive world. In the long run, the region’s advancement will depend on the ability of itsleaders to build
sturdy, rule-of-law ingtitutions which endow the economy with resilience to shocks and fairly distribute the
benefits and costs of growth. That isthe best and only course for enduring peace, stability, and progressin our
region.
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ADDRESS BY HISEXCELLENCY MR. ALEJANDRO TOLEDO, PRESIDENT OF PERU

| bring you warmest greetings from a sister country that has thrown open its doors to welcome you with
conviction and with hope for the future.

On behalf of Peru, | am grateful with all my heart to the Governors of the I nter-American Devel opment
Bank and in particular toits President, Enrique Iglesias, for their decision to hold the Forty-fifth Annual Meeting
of the Board of Governorsof the IDB hereinLima. Thisgestureisfor usademonstration of confidence, and we
are honored by it.

ThelDB, andyou, Mr. Iglesias, are key playersin meeting the daunting challenges of achanging Latin
America

| know that several countries of Asiaare seekingtojointhelDB. Peruwelcomestheir interest to draw
closer to our region, and sees this as recognition of a people that, with great effort and in the midst of many
upheavals, has set out resolutely on the road to economic growth with a human face, growth that will make
democracy not only a political ideal but also asocia reality.

ThelDB isafriend and analy in Peru’ sdevelopment. Asl pointed out last night, thefirst loan that the
Bank made wasto Peru, in 1961, for adrinking water project in Arequipa. The Bank’s continuing commitment
has been such that over a period of morethan 40 years, it has provided loans exceeding US$6 billion, primarily in
support of productive and social development projects.

Today in this hall we have assembled decision-makers in both the public and private spheres, finance
and devel opment experts from throughout the Hemisphere, and distingui shed guests from 46 countries around the
world.

The Latin American agendatoday is marked by great issuesthat are closely linked with the Millennium
Goals established by the United Nations. They pose challenges for reducing the high rates of childhood mal-
nutrition, the high levels of infant mortality, the disease of tuberculosisthat still threatensus, and HIV and AIDS.
We have committed ourselves before the United Nations to address these challenges. And there are other
challengestoo. How can we generate more public investment to build highwaysto link our countries together?
How can we make greater and better investments in education, in schools and hospitals, in electricity grids, in
drinking water? How can we meet the high expectations of society that have been building upin Peru andinthe
region for many years? How canwe avoid placing democratic governanceat risk in theregion, threatened asit is
by pressure from the streets, and at the same time manage the economy responsibly? How can we ensure that
democracy will listento Latin Americans' callsfor morejobs, higher incomes, less poverty, and greater dignity?

Our countries have made great effortsto be responsible members of theinternational financial commu-
nity, and wewill continue with those efforts. Y et thereality ismore complex, as Enrique I glesias has mentioned.
Democraciesin transition, such as Peru, are floundering in the wake of rising social demands.

Today morethan ever, Latin Americaneeds morefinancial breathing room so that it can increase public
investment, together with the private investment that, in the final analysis, isthe engine of economic growth. |
say this on behalf of a country that can point modestly to some real macroeconomic achievements: we have
grown on average at 4 percent annually in the last three years, after emerging from four consecutive years of
recession. We have one of thelowest inflation ratesin the region, amanageable fiscal deficit of 1.9 percent, and
international reserves that are at their highest level in 40 years. We have credibility with the international
financial system, asreflected in acountry risk index that isthelowest in Peru’ shistory, and that isindeed bel ow
the Latin American average. Privateinvestment isgrowing, not asfast aswe might like perhaps, but nevertheless
at around 6 percent. Our currency, the sol, isone of the most stablein Latin America. | say thiswith all modesty
and caution.

Since the beginning of our term, we have based our policy squarely ontwo central themes: responsible
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management of the economy, and agreater role for high-quality social investment that can, over the short term,
alleviate some of our peopl€e' s pent-up expectations.

Yet | must be blunt. Despite these macroeconomic successes, as the poor of our countrieswill tell us,
the benefits of economic growth are not trickling down to them. 1n other words, our macroeconomic stance may
be sound, but people’s pockets are empty.

Theman in the street seesthings quite differently. He hasno timefor abstractions—he hasto copewith
day-to-day realities. Thebanging of potsstill fillstheair. Weknow that we are competing for investment capital
and that we must not fall into that vicious circle where politics becomes ever noisier while investment, growth
and employment decline, to be followed by more poverty and more political noise. That isa pernicious cycle.

Thereisahigh political priceto be paid for delaysin delivering the benefits of macroeconomic growth.
That isthe price of governing responsibly. We are aclear example of that fact, and | come before you today to
reaffirm my conviction that we must continue on these two tracks, whatever it costs usin popularity, and | do so
because | am convinced that populism is not the answer.

The experience of the 1980s provided aclear |esson of what wemust not do. The 1980swerealost dec-
adefor Latin America, onethat saw the debt problem deepen and that imposed the heavy tax of hyperinflation on
many countries.

In Peru, the 1990s were supposed to bring progressin resolving these problems, and yet that decade too
was at least half-lost. Peru defeated hyperinflation and it rejoined the world financial community, it put down
terrorism, but it did not make any substantial inroads against unemployment and poverty. Infact, poverty in Peru
doubled during the 1990s, and the number of Peruvians living in poverty rose from 7 million to 14 million.

Just asour citizens must understand that fiscal and monetary disciplineisaprerequisitefor attracting the
investment that will fuel economic growth, whichin turnwill generate productive employment and incomes, we
must also understand that without social peace our investments will yield us little.

In Peru, we have moved someway towards achieving thissynthesis. We haveintroduced disciplineinto
macroeconomic management, particularly on thefiscal and monetary fronts, and theindicatorsaretherefor al to
see. We have made great efforts to boost employment and we now have investment commitments for the year
2004 amounting to some US$4.8 hillion.

The Camisea gas megaproject entersits second stage this year with an additional investment of US$2
billion for processing liquid gas for export. Thanksto this project, we will bequeath to the next government, to
whomever the people elect, some US$600 million in gas exports ayear, starting in 2006, when | shall no longer
be President.

For this year, we have the start-up of exploration for a mining center in one of the country’s poorest
departments, Apurimac. That mining center will produce copper and gold and will require an investment of
around US$2 billion.

The Antamina project is of asimilar magnitude. Thisyear will also seeinvestment of around US$300
million in the Bayovar project to produce sodium sulfatefor fertilizers. Mining exploration in the Alto Chicama
will also get underway thisyear, with an investment of around US$350 million, and other exploration projectsare
planned, amounting to US$180 million.

We are working hard to reach free-trade treaties with the United States, with Europe and with Asia.
Wewill not enjoy any political benefit fromthese efforts. Weareworking for the next government, and
for future generations. Y et even with these prospects, | must give you my honest opinion: whileoptimismisa

good thing, it is not enough.
Latin America needs to grow by between 7 and 8 percent over the next 15 years, in order to regain the
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per capitaincome it had in 1970. In terms of magnitude, for Peru to grow between 7 and 8 percent with its
current productive infrastructure, will require new investment amounting to some US$8 billion. Thismeansthat
the State hasamajor roleto play in creating aclimate of political, economic, social and legal stability, with clear
and transparent ground rules.

Weknow that we are competing worldwide for investment capital, and that capital will go wherethereis
legal stability. That isour responsibility.

We have agreat task ahead of us, to find innovative ways to meet the demands of responsible economic
management and to reconcile those demands with the cries in the streets. That is our challenge for the next
decade, and that iswhy we are here. That iswhy the Annual Meeting of the IDB facestoday avast agendathat
for some time now has gone beyond the strictly financial sphere.

Aboveall, wemust act with initiative and optimism. Theworst thing that could happen to uswould be
to fall into the trap of infectious pessimism. The phrase “can’t do” is not part of my vocabulary. Experiences
such asthat of VillaEl Salvador and the Gamarratextil e district—and Peru’ sother Gamarras—provethat indeed
we“can do.” Here we have thousands of microentrepreneurs who never went to afamous university yet today
are making products that can compete in price and quality on both the domestic and international markets.

Thereisan enormous potentia inour countriesthat has not been properly integrated into the market and
theeconomy. | am speaking of our poor. The poor of Latin Americaconstitute 44 percent of its population, and
yet they are only marginally involved in the productive processes of our economies and the market.

This poverty has to be addressed through public services, schooals, roads, bridges, and hospitals. The
poor are not waiting for usto givethem afish. They are demanding the chanceto learn how to fish, and to do so
they need better health care and more schools. We know that this cannot be done exclusively through private
investment: we need to increase public investment, and do it more efficiently and with greater citizen partici-
pation.

Poverty isnot an obstacle. On the contrary, it is paradoxically awindow of opportunity for breathing
new lifeinto our productive processes and markets. Fifty-four percent of Peruviansare poor people who have no
significant rolein the productive process, and yet if they did, they would have jobs and incomes. They represent
an extraordinary potential market that could buy more of the milk, the bread, the shoes and the stockingsthat our
businesses produce.

Itisintheinterest of investorsto reduce poverty and to turn this untapped potential into areal consumer
market.

It is not only our limited execution capacity that stops us from increasing public investment. The
problem also liesin the scant maneuvering room we have for increasing public spending and, most certainly, in
the constraints imposed by the ceiling on external debt.

Last year, Peru presented a number of proposalsto the Latin American Presidential Summit of the Rio
Groupin Cusco, and they wereincluded in the Cusco Consensus as “innovative financial mechanismsto streng-
then democratic governance” in the region.

One dternative, and the most logical one, is to adopt fairer accounting rules similar to those that are
applied in developed countries. But changing the public accounts systemisalengthy process. | go back thento
our proposal to separatethefiscal deficit into two parts, distinguishing between current expenditure and spending
on investment. If we can do this, | believe it would give us greater financial room for increasing public
investment.
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Several other Latin American presidents and | held conversations with Mr. Koehler when he was
Managing Director of the International Monetary Fund. | am pleased to tell you that Mr. Koehler understood the
urgency of increasing investment, and he said so publicly afew days before he resigned.

We also know that the staff of the IMF and the representatives of our Latin American governments are
working to rationalize the accounting rulesin order to approach thisissuemorerealistically. We understand that
there will shortly be meetings with representatives of the G8 industrialized countries.

Let mebefrank and direct. Speaking for Peru, and | hope for the Latin American viewpoint, | want to
see people in the International Monetary Fund who understand our culture and our region. As far as Peru is
concerned, | can say unambiguously that we are seeing afresh the candidacy of Mr. Rato of Spain for the job of
Managing Director of the IMF. We will be working within the region to this end.

A second and complementary alternative that was proposed at the Rio Summit, and which Enrique
Iglesias has already mentioned, is to create regional infrastructure authorities, specifically a South American
authority and another for Central America.

Peru is currently investing around US$200 million a year in roads, compared to the US$4 billion
required for the IRSA-Peru network alone. If aSouth American Infrastructure Authority could increase highway
investment by a further US$200 million a year, our gross domestic product would grow by an additional 1.2
percent annually. Infact, if thiswereto happenin 2004—and | know thisisnot realistic given the late start—we
could grow by 5.7 percent thisyear, and we could also create perhaps 100,000 new jobs, directly and indirectly.

L et us devote some time and energy to devising innovative mechanismsthat will give Latin American
countriesmorefinancia breathing room so that we can increase public investment alongside private investment,
and in this way ensure that economic growth is more sustainable, and that it can absorb the tremendous social
pressures that are threatening democratic governance in our region.

To conclude, | have good reasons for being guardedly optimistic about the future of Peru and Latin
America. | want to offer my heartfelt congratulations to the Governors of the IDB, to its President, and to the
private bank presidents for becoming more understanding without losing sight of the fundamentals.

| said that | came hereto reaffirm my commitment not to stray from the course of responsible economic
management, whatever that may cost in terms of popularity.

The decisions that my government is making today are not geared to the electionsin 2006. When we
make decisions of State we are thinking of future generations.

| believe we can be justly proud for having persevered in putting our house in order during the 1990s.
There must be no backsliding now, for we face new challenges.

That isthe essence of what | wanted to convey to you today. Anargument for guarded optimism about
thefuturefor Peru and for Latin America. The need to be more creative, to listen to the peoplein the streets, and
to respond more promptly to their just demands, without abandoning our duty to manage the economy res-
ponsibly. Greater public investment that will support and reinforce private investment so as to foster more
sustainable growth, better governance with innovative management on our part, more participation by civil
society, more democracy, and more solidarity.

On this note of optimism about the future of Peru and Latin America, | declare this Annual Meeting of
the Board of Governors of the IDB officially open. Thank you all for coming to Peru.



ADDRESS BY MR. GUIDO MANTEGA, GOVERNOR FOR BRAZIL

I would like to begin by expressing my deep gratitude to the Peruvian authorities and to Minister Pedro Pablo
Kuczynski, our hosts for this Forty-fifth Annual Meeting of the Board of Governors.

Thisyear, our region appearsto be emerging from the turbulence of therecent past. Wetrust that weare
witnessing the start of a virtuous cycle of growth. However, we are running behind. The economies of Latin
Americaand the Caribbean have grown by just 1.3 percent ayear on average since 1998. Thishas contributed to
unemployment, which affects 16.7 million people in our urban centers. Rural poverty was also exacerbated by
the agricultural subsidies of the developed countries. Consequently, we face an enormous challenge.

Forming part of the global economy, maintaining solid foundations and ensuring a stable institutional
environment areimperatives. But our recent experiences demonstrate that macroeconomic balance and thefree
play of market forces are not sufficient to promotethe structural changesthat are necessary for long-term growth.
We haveto articul ate the problem of investmentsin infrastructure and recognize the importance of theroleof the
State in constructing a more prosperous long-term outlook.

Accordingly, President L ula has been advocating, within the international community, arethinking of
the methodol ogy for reckoning the fiscal results of public investments. Today, profitable projects by publicly
owned companies with solid track records of good governance are not being carried out on account of fiscal
congtraints. | believethat we, the Governorsof the DB, should advocate—in collaboration with the I nternational
Monetary Fund and the World Bank—a review of the fiscal accounting of economic and social infrastructure
projects we finance. 1DB and World Bank supervision would provide assurances that such resources are used
effectively.

Thereductionin public investmentsis bringing down the demand for external financing. Thissituation
challenges multilateral organizations to develop new ways of contributing to the region’ s development.

The Board of Executive Directors and Management of the Bank were given a mandate at the Annual
Meeting in Milan, first, to create new, flexible and countercyclical instruments for the member countries and,
second, to make headway regarding the findings of the External Review Group, with aview to restructuring the
activities of the DB Group from thefinancial and organizational standpoints, in order to increase support for the
private sector in the region.

With regard to the first point, | acknowledge the efforts of Management to identify other forms of
financial support, which culminated in the approval of seven new instrumentsin 2003. However, some of those
mechanisms continue to overlook the financial constraints of most of our countries. Like the World Bank, we
should also attach greater importance to our institution’s role in promoting policy reforms and changes.

The Bank’ s lending figures for 2002-03 are eloquent. In 2002, one of the worst yearsin the region’s
history, when the countrieswerein greatest need of support, the Bank lent US$4.5 billion lessthan it could have.

In 2003, lending was also US$2.5 billion below what it could have been; the difference would have been
even greater were it not for US$3.2 billion in emergency lending. Investment loans amounted to just US$1.5
billion out of aUS$5.1 billion lending program. It isurgent to gear the Bank’ slending productsto the nature of
the demand in the countries.

Thisisthetimefor decisiveness. Having approved the new capital adequacy policy, we are now ready
to reexamine the ceilings and restrictions on specific instruments. Therole of thisBoard isto provide guidance
for the Board of Executive Directors and Management in taking the steps necessary to carry out the Bank’s
mission.

With the Bank’ sfinancia soundness and the effectiveness of its activities secured, | also propose that
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the Board of Executive Directors be given a mandate to remove specific restrictions on existing lending
instruments, allowing the size of loansto vary in function of demand for the different instruments, provided that
the sustainable lending level is always respected.

The continued postponement of decisions of thiskind is jeopardizing the Bank’s historical mission.

| would liketo turn now to the matter of the private sector. | sharethe conviction that the private sector
plays and will continue to play a fundamental role in development in the region. Nowadays, a considerable
portion of our economic infrastructure is being built and operated by the private sector. A large part of the
systemic competitiveness of our economies depends on that sector’ s performance; and itsrolein the creation of
income and jobs, in economic growth, and in poverty reduction is obvious.

At the Annual Meeting in Fortaleza it was decided, on Brazil’s initiative, to establish an Externa
Review Group to study the difficultiesfaced by the Inter-American Investment Corporation (11C). We focused
our attention on astudy of alternativesthat would makeit feasibleto expand the IDB Group’ ssupport for private
enterprise. In Milan, the Meeting of the Board of Governors underscored the need for the IDB Group to develop
and expand its forms of support for the private sector.

One year later, the concrete results of this mandate are still slim. | would like to stress the need to
complete—within 60 days, in accordance with the commitment made by Management and the Board of
Executive Directors—thework plan for implementing the Private Sector Development Strategy, particularly with
regard to expanding the scope of the activities of the Bank’ s Private Sector Department (PRI).

In that connection, | would like to directly thank the Chairman of the Board of Governors, Mr. Pedro
Pablo Kuczynski, for his contribution as coordinator of the External Review Group. The anayses and
suggestionsin the Kuczynski report are astarting point for guiding the discussions and the decisionswewill have
to take in the coming months.

| endorse the idea of creating a private sector coordination office, which would cover the activities
carried out by PRI, thellC and the M ultilateral Investment Fund (MIF). The coordinator would have the specific
objective of implementing actions and formulating along-range strategy for the work of the IDB Group in this
area. Thisofficial would report directly to President Iglesias, ashead of the entire Bank Group, and would need a
strict operating mandate, defined interms of reference, for aperiod of oneyear, which perhaps could be extended
for onemore. To ensurethe coordinator’ s political neutrality and provide for broad freedom of action, | further
propose that the person appointed not be eligible to fill the post of vice president, if oneis created.

Itisurgent to speed up theinterface between the IDB Group and the private sector. We need to work to
ensure, apart from the steps already taken by the Group, that we can produce concrete resultsthat will benefit our
countries.

| would like to close with a few words on the Bank’srole. The IDB hasaglorious past. Today itis
facing the challenge of adapting to the new reality in our countries, seeking a new focus and new forms of
support. 1t must quickly adjust its instruments to the present needs of its members and, in addition, strive to
ensure that those instruments are effective and maintain adequate disbursement levels. | have every confidence
that the IDB will be successful in the future aswell, in its steady pursuit of these objectives.
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ADDRESSBY MR. OLAV KJJRVEN, GOVERNOR FOR NORWAY

| would like to begin by thanking the authorities of Limafor hosting thisyear’s Annual Meeting in thishistorical
and vibrant city.

The projections for higher economic growth this year in Latin America and the Caribbean make us
confident that arecovery isontheway. At the sametime, the worrisome social and political landscapein some
countries suggests aneed for vigilance. Social ineguality and poverty continued on the rise in 2003, and social
unrest and political crisisin anumber of countriesled to government instability. Thereisa pressing need to act
with resolve in order to ensure that the heightened capacity is utilized to counter these alarming trends. The
benefits of growth and economic recovery must flow to all segments of the population. Exclusion is not an
acceptable option.

The IDB has taken steps to respond to the challenges facing the region and the differing and shifting
needs of its borrowers. Norway welcomes the Bank’s new, modern policy on capital adequacy, which is
farsighted and aligned with international standards and practices, with an eye to maintaining a sound financial
base. The year 2002 saw the adoption of anew lending framework, to be revisited in 2005, and a further set of
new lending products was approved recently.

We are not convinced that more flexible and fast-disbursing mechanisms are the answer to the
challenges before the region. In fact, the Bank aready hasawide array of lending instruments, yet demand for
these productsislow. In our judgment, the focus should be to improve theinvestment climate and enhance the
devel opment effectiveness of existing instruments, spurring demand for loansthat address directly or indirectly
the challenges posed by poverty and inequality. To thisend, the IDB should work closely with the IMF and the
World Bank.

Over thelast 12 months, the IDB has adopted various measures designed to sharpen thefocus on results
initscountry programs and operations. A general framework for development effectiveness, however, isnot yet
inplace. Itisour hope that the appointment of an official to head this areawill speed up the development of a
results-based management and culture within the Bank, which should be linked to the Millennium Devel opment
Goals. Inthiscontext, it will bevitally important to make sure the “ resultsagenda” encompassesthe entire Bank
through a new system of incentives to align the Bank’s functions and human resources to the new system.

A firm country focusis essential for the success of this agenda. It will be no small task to create the
sense of ownership that is needed and help devel op the borrowing countries’ capacity for management by results.
Institutional development and the creation of sound and sustainable capacity in the countries calls for amore
strategic and coordinated approach over the long term that cannot, asis often the case at present, be confined to
isolated projects and short-term advisory assistance. Wewould like to seethe Bank take on aleadership rolein
promoting dialogue on development effectivenessin the region, working hand in hand with other stakeholders.
To accomplishthisaim, standard performance indicators, efficient monitoring, and systemsto implement results-
based management need to be developed in close cooperation with the countries and other donors.

In redirecting the focus to results in the countries, the Bank’ s programs and strategies will need to be
aligned more consistently and broadly with national development strategies (or existing national poverty
reduction strategies) through concerted and tight-knit efforts with other donors. The Bank’s regional stature
givesit acomparative edge by contributing to the sense of ownership at the local level and also in coordinating
donor efforts, and this advantage should be tapped further in the future. The Bank has at its disposal the
financing instruments that are needed to participate in donor coordination mechanisms, asin the area of sector
financing. Greater participation by the Bank in joint initiatives at the country level is an important factor in
enhancing devel opment effectiveness and attaining the Millennium Development Goals.
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Thelong-awaited Private Sector Development Strategy for the IDB Group that was recently approved
gives us astarting point from which to discuss priorities and various other matters. We welcome this decentral -
ized and integrated approach to private sector development in the countries. In order to build asound approach at
thislevel, the Bank’ s strategiesfor the private sector should be aligned with national development strategiesand
it should work closely with other stakeholders such as the World Bank Group. In addition, organizing and
coordinating effortswithin the Bank that are geared to private sector development will becritical tothe strategy’s
success. We would like to reiterate here our interest in seeing the creation of an institutional structure encom-
passing the IDB Group in its entirety, with responsibility for coordinating the different entities involved in
implementing the strategy.

We fedl that such a mechanism should be functioning before consideration is given to broadening the
private sector devel opment mandate. The contribution of new eligible sectorsto the tasks of poverty reduction
and pro-poor growth must be the yardstick for Bank efforts to expand its activity with the private sector.

The new Information Disclosure Policy, thereview of the Independent I nvestigation Mechanismnow in
progress, and the strategy being devel oped on citizen participation send aclear messageto all member countries
that the IDB is committed to transparency, accountability, and broader-based participation in its operations.
Norway fully supports the IDB in these efforts. In our view, an independent inspection and investi-gation
mechanismisvital for the credibility and effectiveness of Bank operations. We are confident that the IDB, like
other multilateral development banks, will do whatever is necessary to establish an inspection mechanismthat is
transparent and independent.

In this same vein, broader citizen participation in the decision-making process is a prerequisite for
democratic governance and sustainable development, and we commend the IDB for taking concrete action to
broaden community input in the country programming dial ogue and implementing operations. Specificaly, itis
our hope that the new participation strategy will create real opportunities for socially excluded groups such as
indigenous and Afro-descendant populations, to give them greater say in national planning and development
policy formulation.

Reducing social inequality and poverty in theregionisof the highest priority to Norway asamember of
the IDB. Over the years, we have actively supported the Bank’s efforts to reduce gender inequality and social
exclusion. Accordingly, wewarmly welcome the development of an Operational Policy for Indigenous Peoples
that is consistent with theinstitutional strategic framework that is being implemented and that will bring the Bank
into linewith other multilateral development banks. The new policy should be closely linked to the Action Plan
to Combat Socia Exclusion and focus on human rights.

We areworking with the Bank on various fronts to achieve more equitable and inclusive economic and
social development intheregion. Thejoint project on fiscal reformin Central Americaaddressestheregressive
effects of taxation in the region and targets tax efficiency as aredistributive mechanism for reducing inequality
and poverty. Our joint efforts with the OAS and the IDEA on palitical parties in Central America are con-
centrating on ways in which political parties can become a more effective tool in expressing the will of the
people, with theinvolvement of political leaders, in order to instill asense of ownership of thisagenda. We are
impressed at the progress that has been made in placing the issue of ethics on theregiona development agenda
and we note with satisfaction our fruitful cooperation in thisregard. The wide response from governments, the
private sector, and civil society in Latin Americahas been unexpected but most welcome. The keeninterest this
agenda evinced showsthat people areincreasingly seeking apath to social justice and poverty reduction based on
ethicsand values. Human rights and the fight against corruption are elementsthat wewould liketo broach inthe
next phase of the Initiative on Ethics and Development.

The DB isakey development institution in theregion. In seeking the objectiveswe all shareto attain

the Millennium Devel opment Goalsin Latin Americaand the Caribbean, we are committed to continuing to work
with the Bank to reduce poverty and social inequality.

50



ADDRESS BY MR. MAURICIO POZO CRESPO, GOVERNOR FOR ECUADOR

Macroeconomic stability in a given country is a necessary but not sufficient condition for stable, sustainable
economic growth and successful integration into international markets.

In some Latin American countries, however, macroeconomic stability has been achieved at the cost of
economic growth. Thisnot only jeopardizesthe stability attained, but has called into question the legitimacy and
credibility of responsible management by various economy ministers from the region. A review of these
experiences and the extensive related literature mandates that these processes be reconsidered and that actions
and methodological concepts be redefined with a view to ensuring that stability is predicated on growth rather
than stagnation.

Tothisend, in early 2003 the National Government of Ecuador defined its major economic objectivesto
be “the stabilization of the economy, in amanner consi stent with sustained economic growth in the medium and
long term and supported by improved competitiveness, job creation, and the sustainability of public finances,
managed in such away as to reduce poverty and enhance the social well-being of the population.”

In anumber of respects, this constituted an abrupt departure from practice in afiscal year marked by
austerity and prudence in public spending and compliance with agreements reached with the International Mone-
tary Fund (IMF) when negotiating a stand-by arrangement. It also clasheswith asocial reality impoverished by
radical inequities and serious gaps in basic infrastructure.

In oneway or another, thisisacontradiction to which we have all contributed and for which weall bear
some responsibility, and | refer not only to domestic policymakers but al so to the multilateral organizationsthat
have been with us under various arrangements during the past 20 or 30 years. It is somewhat reassuring to read
the “ self-appraisals’ of the IMF and the IDB in which this view is stated quite clearly.

But progress hasin fact been made, including significant progressin all spheres of fiscal management.
On the revenue side, there have been structural changesin the tax and customs areas; on the expenditure side,
nearly all the countriesin the region now have fiscal accountability laws.

In their more substantive aspects, these laws set limits on growth of expenditure and on country
borrowing levels; they also include text relating to transparency and hence to the information flows required for
transparency. Thisisone of the most important fiscal policy transformations of the past decade.

Inanumber of countries, referenceisbeing madeto the need for a“ sustainable primary surplus.” Inthe
Andean region, this concept has been discussed in the context of macroeconomic convergence programs, in
conjunction with the importance of fiscal convergence.

This is an appropriate juncture to raise a new matter, i.e., the primary deficit and the “procyclical or
countercyclical” nature of fiscal policy.

Clearly, theresponsibilities of economic and fiscal policymakersinclude dampening the extreme swings
of the economic cycle. Themaintool availablefor doing thisisthe national budget: itsrevenue side; its expen-
diture side; and its financing. Thisall sounds well and good, since there is an identified objective and various
tools available for attaining that objective. However, every economy minister knows full well that the real
economy does not work that way, in part because some components of the budget are inflexible.

All incoming economy ministers must face the reality of a rigid national budget, that includes

preexisting alocations on both the revenue and expenditure sides, compounded by various nondiscretionary
components of
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expenditure. Once such obligations—most of which havelegislative or even constitutional backing—are added
to financial and wage commitments, the scope for addressing contingencies or redefining fiscal policy isgreatly
narrowed if not eliminated altogether.

Magjor efforts are being made to enhance the quality of expenditure; sweeping reforms have been
launched to rationalize expansion of the public sector wage bill; discussions have been initiated with respect to
transferring responsibilities and accountability; complete databases are being built on public expenditure by
section. However, all these reformsrequiretime, legitimacy, and sound governance, and are certainly influenced
by the role of the political economy in economic policy actions.

Ceilings on expenditure growth, sustainable primary surpluses, budget inflexibility, and macroeconomic
adjustment programs combine to form a genuinely complicated maze for those in charge of fiscal management.
Thisisall the more true when viewed from the standpoint of legitimate social demands associated with poverty
and social inequalities.

Accordingly, a new methodology is needed for recording public investment when calculating the
primary surplus. This appliesin particular to investment expenditure financed by multilateral institutions.

Fiscal policy in general needsto be conceived within a methodol ogical framework in which the appli-
cation of aset of policy measuresisrelated to the pursuit of economic objectivesin termsof inflation, economic
growth, and poverty reduction.

Fiscal adjustment targets should not force reductions that affect public investments known to have
critical linkages, asthiswould limit the country’ s economic and social development possibilities by precluding
the implementation of major development projects. Cutsin expenditure on productive investment and essential
maintenance operations are procyclical, and consequently are prejudicial to economic growth; they are also
highly regressive, asthey affect the most vulnerable socia groups.

Public investment in high-impact projects that enjoy positive synergy with private investment and
enhance the efficiency of social expenditure should be recorded separately under the methodology. Thisis
especially true given the current rapid pace of discussions on trade integration and liberalization.

In Ecuador, financing from multilateral organizations has made it possible to carry out development
projects that have furthered the initiative to integrate regional infrastructure in the transportation, energy, and
telecommuni cations sectors.

For 2004, economic growth in Ecuador is projected to be substantial, on the order of 6 percent, thanks
mainly to the oil sector, which is estimated to be expanding at real growth rates in excess of 20 percent. As
regardsinflation, the trends being observed clearly indicate convergence toward international levels. Although
the change in the monetary system has been an important instrument buttressing this process, the firmness with
whichfiscal policy has been conducted may well constitute the most important explanatory vector. Inflationfor
2003 was 6.07 percent on an annual basis; for 2004, average inflation is forecast at about 3.0 percent annually.

With regard to meeting the fiscal targets set in the macroeconomic program, we hopeto achieve overall
and primary surpluses ranging from 1.8 to 2.0 percent of GDP and 5.0 to 5.5 percent of GDP, respectively.

Noteworthy as well is the substantial rebound in the value of exports. While this is without a doubt
attributableto therisein ail prices, it should also be noted that nontraditional exports showed asignificant rising
trend throughout the past year. At the sametime, importsslowed, in particular thoseintended for final household
consumption, thereby confirming the favorable structural change observed in the sources of economic growth.

It isimportant that we initiate a joint regional effort, with support from the multilateral development
institutions, aimed at adjusting the methodology for recording some kinds of public investment so that they are
not included in the computation of the primary surplus, addressing at the same time the urgent need to achieve
greater flexibility in favor of amore active fiscal policy.
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We must never lose sight of the close connection between the necessary macroeconomic disciplineand
the political and social realities of our countries. Extreme stances benefit no one, and the search for perfection
often blinds us to sound, workable options. Latin Americais plagued by cases in which there is a disconnect
between macroeconomic performance and local social and political redlities.

Turning to the challengesfacing the Bank, | wishto reiterate our full support for two topics of particular
interest to the countries of the region in terms of making the Bank’s participation in poverty alleviation more
effective. Thefirst issue isthe institutional efforts to strengthen approaches to the private sector, in both the
regulatory and the financial spheres. The second concerns lending instruments that could contribute to and
supplement efforts to adapt the use of resources to the needs of borrowing countries.

The Ecuadorian economy is in the midst of a gradual transformation that will foster private sector
participation in various spheres, both in infrastructure and in services. Wewill strive to ensure that the various
objectives proposed on the basis of the work of the External Review Group chaired by Pedro Pablo Kuczynski
and, thereafter, by the Executive Vice President and the Board, take concrete form before the Okinawa Annual
Meeting.

Since October 2003, the Bank has been operating under a new capital adequacy framework that has
made it possible to demonstrate its financial soundness. We feel that this should allow for a new financing
arrangement capabl e of maximizing the return on each dollar lent to theregion. Doing sowill requiredefining a
number of criteriaaimed at measuring ever more accurately the results of Bank activities in the region.

The IDB has played an important role in support of the Ecuadorian government so as to avert any
scenariosinvolving political deterioration.

We applaud the fact that the Inter-American Devel opment Bank has set several targetsfor incorporating
a number of “best practices’ into its work with the countries, with a view to ensuring that the Millennium
Development Goals are met in each of its members.

Finally, | would like to report that the Republic of Ecuador has offered to host the Annual Meeting of
the Boards of Governors of the Inter-American Development Bank and Inter-American Investment Corporation
in 2009. The Bank will shortly begin the steps for complying with the relevant procedures for making the
respective presentation at the next meeting of the Board of Governors.

53



ADDRESSBY MR. NICOLAS EYZAGUIRRE GUZMAN, GOVERNOR FOR CHILE

It is an honor for us to participate in this meeting of the Boards of Governorsin Peru. We thank the Peruvian
government for its invitation and the people of Peru for their warm welcome. We hope to be able to make a
contribution to the matters that bring us here today.

On thisoccasion, | would liketo offer afew remarks on the international economic situation, what we
have learned about macroeconomic policies in a globalizing economy, and our thoughts about the tasks and
challenges that lie ahead for the institutions that have brought us together for this gathering.

Theworld economy isdoing better than it hasin thelast four or five years, with growth forecastson the
order of 4 percent thisyear. This development is crucial for the region’s economies since it offers promise of
higher growth that will permit usto increase public investment and socia investments. We can expect as well
that the region’ s private sector will have more accessto financing on reasonableterms. It isalso foreseeablethat
foreign direct privateinvestment will increase, with the ensuing benefitsin terms of growth and theincorporation
of new technologies and knowledge.

Business Cycle Challengesin Emerging Economies

Now that some breathing room appears to be opening after achapter of crisis, thisisagood timeto reflect about
what we can do or change, based on what we have learned in recent years.

Let me begin by laying out two factors that condition the analysis.
First, most of the emerging economies are subject to commodity shocks and financial shocks.

Second, most of the emerging economies have investment opportunities that exceed their internal
savings and will tend to be net importers of capital. Therefore, if financing is available, we will run a current
account deficit and build up foreign debt.

The main point | would like to underscore is that the cycles of demand for commodities and the
associated price cycles alter the perception of the credit risk posed by our economies. Theresult isprocyclical
behavior by investors and lenders, be they public or private, local or foreign.

When demand for commodities and commodity pricesfall, our currenciesare devalued. Thisincreases
the debt-to-GDP ratio and the debt-to-exportsratio, reduces domesti ¢ asset val ues—particularly when measured
in dollars—and heightens the credit risk from the standpoint of foreign investors and rating agencies.

This sequence of eventsis fueled and sharpened in three situations:
First, when exchange rates are relatively rigid;
Second, when fiscal policy acts procyclicaly;

The third element that influences procyclical behavior is private debt. We al know from
experience that the private sector—borrowers and lenders—al so behaves procyclically. The
1982 crisisin Chile and the 1997 upheaval in Asian markets are clear examples of private sector
overlending and overinvestment. That is why the quality and depth of the supervision of
portfolio risk in financial institutions is so important for macroeconomic stability.

It has been concluded in many quarters that part of the solution to the problem of cyclesis exchange
flexibility, but exchange rates themselves can also be procyclical.
Our approach to this problem has been to promote exchange flexibility coupled with the devel opment of



futures markets. But we must acknowledge that maintaining a flexible exchange rate policy, implementing a
countercyclical fiscal policy, strengthening supervision of the financial system, and developing liquid and deep
futures markets require alarge reserve of institutional capital, which is often absent.

Public and private international lenders need to find a way of limiting their credits to reasonable
amounts in the upswing of the cycle. Thisis not easy, becauseit is always easier to lend to someone who has
money.

Itisalso necessary to find away to keep credit from shrinking during business cycle downswings. From
the standpoint of the banks, the quality of debtors has deteriorated and from the standpoint of international
lending agencies “there is no room to lend” except to partialy refinance debt taken on during the upswing,
because there are no counterpart funds.

Y et another phenomenon is “ contagion,” where private creditors, based on their risk indicators, stop
lending and even withdraw fundsfrom all the countriesin agiven category, regardless of the underlying situation
or the sustainability of their fiscal position.

The observed or cyclical fiscal balance, like that of companies, is hot what matters when it comes to
assessing truecredit risk: attention should focus on the underlying balance, corrected for distortionsof the cycle.
Inrecent years, Chile hasanchored itsfiscal policy inarulethat permits public financesto act countercyclicaly.
We have aso strengthened institutions in order to avoid volatility in domestic credit; thus were we able to
prevent the external crisisfromturning into adomestic recession. Even so, the pace of growth during this period
has been half the 1990s average, which indicates that other players also have to equip themselves to avoid
procyclical behavior.

We are not convinced that commercial and official creditors have done all they can to reduce their
procyclical behavior. We are concerned over agreements such as Basel 11, the abandonment of effortsto create
contingent lines of credit, and the credit policiesof |Flsthat limit publicinvestment during cycle downswings, all
of which can fuel the commaodity cycle.

Combating cycle volatility in Latin American and Caribbean economies is not just an economic im-
perative, it is aso apolitical one, with short-term and long-range implications.

The depth of business cyclesin Latin America and the Caribbean erodes confidence among outside
observersand createsfrustration for ordinary peoplewho suffer the consequencesat home. Deep businesscycles
are fertile ground for prejudices and populism, that look to easy explanations for complex problems and con-
tribute nothing to their solution.

But deep business cycles are neither a curse nor an endemic feature of our nations. In thisregion, we
have the example of countries like Chile and our host, Peru, that have successfully weathered this latest inter-
national crisis.

The Global Economic Outlook

Today there are clear signsthat the world economy is recovering, asindicated by the global growth estimates|
cited at the outset. However, there are some clouds on the horizon that still are causefor concern. | amreferring
mainly to the problems that arise from the twin deficits of the world’s largest economy, imbalances that
fundamentally stem from U.S. fiscal policy. | havetwo commentsto makeinthisregard. Thefirstisthat it will
be necessary to adjust this budget in atimely, decisive and systematic manner to avoid excessive pressure on
interest ratesinthe U.S. economy. The second isthat asthe United States adjustsitslevel of spending, it will be
necessary for other economies to help propel the global economy. It is therefore comforting to observe the
recovery in Japan, which isbeginning to be accompanied by arecovery in domestic investment. China sgrowth
continues to be spectacular. It has become amajor importer of raw materials, manufactures and services, all of
which helps to explain the stronger prices for our raw materials.
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Europe will, of course, have an important role to play in the process of realigning the world economy.
We hope that the expectations of anew reduction in European Central Bank interest rates are borne out and that
the governments resol utely address the new structural challenges, which will boost growth ratesin the medium
term.

International financial conditions are undoubtedly improving. There are positive signsin Asiaand a
renewal of flows into the economies of Eastern Europe.

Although our region will grow more this year, we have the capacity to absorb much larger flows of
external investment and savings, which would allow usto help sustain international demand and growth rates.
From our standpoint, it does not make alot of sense that some of the region’s economies have been forced by
circumstances to accommodate huge current account surpluses when they should be absorbing external savings
and investing in their economic and social development.

But let us remember that the current phase of expansion will not last forever. We should seize the
moment to promote initiatives, reforms and policies that will help us reduce our region’s economic volétility.
Otherwise, development policy and the eradication of poverty and inequity—thereal work of public policy—will
continue to be subordinated to the short-term imperative of restoring macroeconomic balances.

TheRole of the IDB and the I nter-American | nvestment Cor poration

Like other Governors, on earlier occasions we have reiterated that the multilateral development banks should
redouble their efforts to attenuate the procyclical effect of their lending. With al due recognition of the IDB’s
efforts in this regard, we believe that it should help our countries build economic institutions that allow
countercyclical policiesto be sustainably applied, this being undoubtedly one of the stiffest challenges we must
tackleasaregion. In addition, the Bank’slending instruments should be fine-tuned and its analytical expertise
and ingtitutional credibility brought to bear to support the development of our capital markets and thereby
attenuate our economies’ oversensitivity to external shocks. One acknowledged example has been the successful
design of an infrastructure guarantee program that has enabled private investors to reduce their exchange risk.
Wewould liketo continue prioritizing thiswork agenda, which should |ead to the creation of innovativefinancia
products to support the region’s needs.

One thing to remember here is that the current lending framework reflects the consensus and com-
mitment of the IDB’ s sharehol dersto establish clear ground rulesin lending to theregion. Another feature of the
consensusisawork agendain such key areas as devel opment effectiveness and the new lending instruments that
seek to increase theimpact of Bank action. And, again, the Board of Executive Directors and M anagement need
to provide pertinent information on the operation of this lending framework.

We strongly support the Bank’ swork to step up itswork with the private sector. Thetime has cometo
act and we urge the Board and Management to move ahead quickly with this agenda.

We reaffirm theimportant role that the MIF has played in the region’ s devel opment and stand ready to
support the replenishment process. We hopethat new partnerswill join thisimportant initiativein thisnext stage.

Lastly, we support the admission of new Asian membersto the IDB Group. We believe that countries

such as Koreaand Chinacan contribute greatly to the region’ s devel opment and we hope to see them participate
in the next year’s meeting in Okinawa, Japan.
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ADDRESS BY MR. RODRIGO DE RATO Y FIGAREDO, GOVERNOR FOR SPAIN

First of al, | should like to express my heartfelt appreciation to the Government of Peru and thelocal authorities
for their very warm welcome and for their excellent organization of this Annual Meeting of the Board of
Governors of the Inter-American Development Bank herein Lima.

| would like to begin by highlighting the positive outlook for theregion. Although thefirst few months
of 2003 were marked by uncertainty on theinternational scene, inthe second half of theyear the world economic
situation began to improve substantially and growth to pick up, leaving behind the specter of recession in the
region.

A growth rate of 1.5 percent in an environment with moderate inflation and a strengthening of fiscal and
exchange policies warrant congratulations. In addition, intraregional trade has partially recovered, and we are
pleased to note that for the first timein recent decades L atin Americaposted apositive current account bal ance of
USS$6 billion.

The economies of Latin Americaare now accessing financial marketsat amuch lower cost. Sovereign
bond issues are recovering and risk islower in most countries, helping to stem the financia outflows of the past
few years. Theincreasein net capital inflows (US$25.8 billionin 2003, compared with US$10.6 billionin 2002)
reflects greater confidence in the region on the part of the financial community.

Projected growth for the region asawholein 2004 isencouraging: arate of between 3.5 percent and 4
percent is expected, and for the first time since 1997, no negative growth is projected for any country in the
region.

Thisyear, the uncertai nties surrounding the economies of Argentinaand Brazil have dissipated to some
extent. Argentinaposted robust growth nearing 8 percent in 2003, after the 10.8 percent drop the previous year.
We are hopeful that the measures implemented to maintain macroeconomic stability and ensure the conditions
necessary for investment as the engine of growth will indeed lead to the projected growth rate of 4.5 percent for
2004.

In Brazil, recovery of domestic demand and restored foreign investor confidence make us optimistic
about thisfiscal year, in which growth may reach 4 percent.

However, we are concerned that per capitagross domestic product in Latin Americaand the Caribbean
remains below 1997 levels, that the unemployment rate remains above 10 percent, and that poverty plagues44.4
percent of the population, or over 225 million people.

Accordingly, in our opinion, it is particularly important to stress that the region should not fail to take
advantage of these positive developments to address its weaknesses and reduce its vulnerability to external
factors, thereby increasing the standard of living in the region and eradicating poverty.

To do so, in addition to favorable external conditions, the economies of Latin America and the Carib-
bean must redouble their efforts to implement consistent macroeconomic policies—giving priority to fiscal
consolidation policies—and structural reforms that will help remedy old weaknesses.

Of particular importance will be promoting conditions for foreign and domestic capital to be used for
investment in production and developing export potential by strengthening regional integration processes and
better penetration of world markets.

Inthisconnection, itiscrucial to establish an enabling environment for investment, which isthe engine

of growth and of opportunity for stable employment.
Moreover, the region must implement the necessary policy and administrative reformsthat will leadto a
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regulatory system and institutional framework that are more efficient, transparent, and accountable. Thesewill
ultimately be the determining factors for investor confidence and growth.

The IDB has clearly demonstrated its commitment to these objectives. We therefore very much ap-
preciate the Bank’ s effortsto make new lending instruments avail abl e to the countriesin theregion. Inaddition
to enhancing its capacity to meet the new needs of its members, the Bank has been adapting its procedures to
international practices, by updating its risk management methodol ogy in keeping with a new model and capital

adequacy policy.

Bank lending surged with a 38-percent increase in disbursementsin 2003. However, the decrease in
investment lending should be addressed.

Accordingly, and to prevent fiscal consolidation from hampering public investment, Spain has been
supporting the development and implementation of formulas to allow government accounting that includes
investments made by public or private entitiesin order to remove an effective obstacle to government investment
in infrastructure, while retaining the necessary fiscal discipline and budget transparency.

We are also pleased about the recent approval of the private sector devel opment strategy, which should
be implemented without delay. We consider it equally important to move forward in the reform of the Bank’s
organizational structure.

Tothisend, aspecific program of structural reform measures should be proposed for approval beforethe
next Annual Meeting in Okinawa.

Weare very pleased with the success of the Inter-American Investment Corporation and the Multilateral
Investment Fund (MIF) this year.

Specia mention should be made of the MIF for its major contribution to the development, innovation,
and competitiveness of the private sector, particularly small and medium-sized enterprises. These successeswill
now need to be consolidated with the necessary policies and reforms, including replenishment of the MIF.

Spain wishesto reaffirmits commitment to Latin Americaand the Caribbean once again at this meeting.
In recent years we have become the second largest investor country, with a net investment of over 70 billion
euros in the past decade.

Although recent figures show a slight slowdown in Spanish investment flows, Spanish investment in
Latin America and the Caribbean is a long-term strategy. The companies will not leave as long as they can
restructure their positionsin the region, and will remain there to help foster economic growth.

From an institutional perspective, the activities being carried out by the Spanish government reflect
Spain’slong-term commitment in theregion. | would liketo point out that bilateral concessional lending chan-
neled through the lending programs managed by the Ministry of Economic Affairs has totaled over 2.2 billion
euros in the past few years.

Spain has also made special efforts for bilateral debt relief for IDB member countries. The debt-for-
investment swap programs have helped transform debt service into project financing for development and
mitigation of natural disasters.

Spain has thus provided more than 800 million euros in debt relief to Latin American and Caribbean
countries in recent years.

In addition, we have helped provide multilateral debt relief for Boliviaand Nicaraguain the amount of
US$65 million through such institutions as the Andean Devel opment Corporation (CAF) in the case of Bolivia
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(US$25 million) and the Central American Bank for Economic Integration (CABEI) in the case of Nicaragua
(US$40 million).

In this connection, recently we have strengthened our cooperation with multilateral financial institutions
in the region.

First, we joined the Andean Development Corporation asitsfirst nonregional partner and have been a
full-fledged member since January 2003.

Second, wejoined CABEI at the beginning of the month, during the visit to Spain of the Central Ameri-
can presidents, and have subscribed 10 percent of CABEI shares.

Conclusions

Inconclusion, | wouldfirst liketo highlight the opportunity to take advantage of the current favorable economic
situation that is just devel oping, to deepen the necessary reforms and promote integration of the region into the
international economy. These elements of economic policy have proven key to achieving sustained growth.

Thisisalso thetimeto develop strong institutions that will help integrate the countriesin theregioninto
theinternational economy and thereby increase their flexibility and adaptability to achanging environment, thus
reducing their vulnerability.

The IDB’s advisory role in this process is more important now than ever. Its contribution is key to
promoting dialogue among the public sector, private sector, and civil society and thus building the internal
consensus necessary for progress.

Similarly, the Bank’ s capacity to defend common interestsin the region in multilateral trade negotiations
should help address the challenges of the coming months. And Bank support for these economies should con-
tribute to greater investor confidence.

Lastly, I would liketo highlight Spain’ sfirm commitment to the region and to the institution headed by

Enrique I glesias at thisdecisive juncture, to meet the challenge of achieving strong growth that will benefit all. |
wish us all the best of luck in this endeavor.
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ADDRESSBY MR. OWEN ARTHUR, GOVERNOR FOR BARBADOS, ON BEHALF OF THE ENGLISH-
SPEAKING COUNTRIES OF THE CARIBBEAN

| have the honor today to address this joint Annual Meeting on behalf of the five Caribbean nations that are
members of the Caribbean Constituency—The Bahamas, Guyana, Jamaica, Trinidad and Tobago, and my own
country, Barbados. | am pleased to convey our delegations appreci ation to the Government of Peru and the city
of Lima for the hospitality extended to us in this city that is so unique in our Hemisphere. | must also
compliment the Management and staff of the Bank for the excellent arrangements they have made for this
meeting.

Chair, we congratul ate you on your election and your assumption of responsibility for the Bank over the
next year, which presents new challengesin accelerating the growth of our economies. Our Constituency also
thanks the Governor for Italy for the innovative developments put in place during his chairmanship, and in
particular for the greater emphasis placed on private sector operations.

Our fears concerning the adverse impact of the international economy last year on countries of the
Constituency did not materialize. We saw the beginnings of arecovery, especialy intourism. Thesignsarethat
these trends will strengthen and become more broad-based. Nevertheless, the foundations remain subject to
external vulnerabilities, both man-made and natural.

Most Caribbean countries, like othersin thisregion, shared in the incipient recovery. Theyear ended
with accel erated growth ratesin real termsin The Bahamas, Barbados, Jamaica, and Trinidad and Tobago, while
there was some deceleration in Guyana. In Jamaica, the authorities continue to have as their main focus the
improvement of the fiscal and debt situation. The objectiveisto have abaanced budget by theend of fiscal year
2005-06.

In the region, monetary and budgetary policies continued to be prudently managed, with investments
concentrated in tourism and energy, and on poverty reduction programs. We recognize that the Millennium
Development Goal's represent minimum standards, but we have set ourselves national goalsin some areas that
exceed these. Thetask ahead also includes structural diversification, achieving international competitiveness,
stimulating entrepreneurship, and ensuring that the benefits of growth are spread throughout society. Theseare
areas for which we would welcome greater assistance from the IDB Group.

A new Country Strategy for The Bahamas covering the period 2003-07 was approved by the Board of
Directorson March 10, 2004. The principal objective of the strategy will be to support the economic and social
development of the country by helping the government, the private sector, and civil society to address a broad
range of development challenges.

A new Country Strategy is being drafted for Barbados and is expected to be approved in thelatter half of
this year.

During the past year, Guyana achieved completion point under the Enhanced HIPC Initiative and
became eligiblefor debt relief of US$64 million in net present valuetermsfromthe IDB. A total of 11 technical
cooperation projectswere completed in 2003, and four new oneswere approved with avalue of US$1.8 million.

In Jamaica, the fiscal constraints resulted in areduction in the government’s public sector investment
program and this affected the pace of implementation of projects. The government and Bank officials have
undertaken an extensive review of the portfolio consistent with the fiscal objectives of the government.

Trinidad and Tobago currently hasaportfolio with an average age of threeand ahalf years, including a

Trade Sector Support Programme, the first of its kind in the English-speaking Caribbean. A new Country
Strategy is currently being prepared and is expected to be approved during the latter part of this year.
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At the regional level, the Bank has provided assistance for several aspects of the Caribbean Single
Market and Economy (CSME), including for external trade negotiationsin which the CARICOM isinvolved, as
well as assistance to the Caribbean Development Bank. As the region strives to position itself more
competitively in the world economy, there will be a continuing need for such assistance, in particular for the
preparatory and implementation phases of the FTAA, the WTO multilateral trade negotiations, and the CSME.
We should like to see the Bank moving forward in the near future to an updated regional program that would take
account of evolving priorities.

Approvalsfor the Caribbean Constituency for 2003, including private sector lending, totaled US$43.5
million for four loansand represented 0.64 percent of total approvalsfor theregion. Indollar terms, thisamount
isconsiderably below approvalsfor the year 2002 when approvalsto the Constituency total US$144.4 million for
seven loans and represented 3.2 percent of the US$4.5 billion approvals. Also, during 2003 the Constituency
recorded anegative net resource flow of US$229.1 million, reversing the positive net flow of US$20.8 millionit
had during the previous year. While we welcome the Bank’ sfirst [oan to our private sector, public sector lend-
ing reached alow of US$13 million. We believe that these figures highlight the fact that there is considerable
room for the Bank and the Constituency to work together to bring about more favorable outcomes.

We are pleased to see the implementation of the capital adequacy framework that was approved by the
Board of Executive Directorslast year. Itsintroductionisvery timely asit will not only strengthen confidencein
capital markets, but we, the shareholders and borrowers, will be able to see precisely the link between loan
charges and the Bank’ s profitability.

We fully support and will continue to contribute to the Bank’ s efforts to develop new lending instru-
ments. We expect these instrumentsto respond more closely to the particular needs of the borrowing countries.
They should have a positive measurableimpact on the lives of our citizens, asreflected in increased income and
improved standards of living.

We recognize that one of the most effective means of increasing incomesisthrough the devel opment of
our private sector. To this end, the countries of the Caribbean Constituency have been developing incentive
programs for the private sector. For example, in Barbados private sector-generated growth is being facilitated,
among other ways, by placing a cap on expenditures for government-owned entities involved in quasi-
commercia activities.

We therefore support the initiatives being taken to foster the kind of environment that is conducive to
private sector devel opment, and note that Trinidad and Tobago was one of the first countries signatory to the
Business Enhancement Project of the IDB. We welcome the Bank’ s continued intervention in this areain the
other countries in the Constituency.

We applaud the increased focus of the IDB Group on private sector activities and encourage amerger of
its private sector operations. Thisshould be donein away that would be beneficial to both the private sector and
the public sector operationsin theregion. Deliberationson thisinitiative should be concluded in the near future.

Weare pleased that for thefirst time since the creation of the Private Sector Department of the Bank, a
country in our Constituency has been ableto accessthese resources, in the form of aloan for US$30 milliontoa
Jamai can enterprise. We also note that the Inter-American Investment Corporation also approved threeloansto
the Constituency for atotal of US$23 million, thefirst timein four yearsresourceswere approved directly to the
Constituency. One of these loans went to a Barbadian company and will be used for onlending to small and
medium-sized enterprises, including those of Trinidad and Tobago and Guyana. Thetwo other |loanswere made
to enterprises in Jamaica, a tourism project and aregional financial intermediary. It is noteworthy that funds
made availableto the Caribbean private sector from the IDB Group in 2003 were substantially in excess of those
to the public sector. We expect this positive trend in lending to our private sector to continue.

Coincidentally, the MIF, which has normally been the most responsive to the Constituency, reduced its

resourcesto our countriesin 2003. Given thiswindow’ s mandate to strengthen the environment for private sector
development, we strongly support the replenishment of its resources and urge those members of the Bank who
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are not donors to the MIF, to lend their support to this very effective operation.

We notethat interim arrangements have been made for the Office of Devel opment Effectiveness, and we
urge that permanent arrangements be put in placein the near future. We believethat improving the effec-tiveness
of development interventionsin acountry isnot only the responsibility of the Bank, but also that of the country.
We look forward, therefore, to the Bank’s continued assistance in increasing our institutional capacity to
effectively prepare and monitor projects.

We note that the Bank currently has under consideration the disposal of shares that have recently
become available. We expect that this process will be completed in the near future.

In closing, the member countries of the Caribbean Constituency expresstheir continued appreciationto

the IDB Group and encourage the Board of Executive Directors and staff to pursue their innovations in
responding more effectively to the devel opment agenda of the member countries.
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ADDRESSBY MR. YUJ YAMAMOTO, GOVERNOR FOR JAPAN

. INTRODUCTION

Itisagreat pleasurefor meto addressthe Forty-fifth Annual Meeting of the I nter-American Devel opment Bank
and the Nineteenth Annual Meeting of the Inter-American Investment Corporation. On behalf of the Government
of Japan, | would like to express our gratitude to our hosts, the Government of Peru and the people of Lima, for
their warm hospitality.

Japan’s economy is on a steady track to recovery. It is supported primarily by an increase in capital
investments and exportsto Asia. To transform this momentum into a sustainable growth against the severefiscal
situation, our government will continue to implement the structural reform agenda, such as pension reform,
reform of central and local governments, postal privatization, Japan highway privatization, and resolution of the
nonperforming loans problem. Wewill a so collaborate with the Bank of Japan to overcome deflation asearly as
possible.

II. ECONOMIC ISSUESIN THE REGION
Now to the Latin American and Caribbean economies.

Helped by the recovery of industrial economies and the rising prices of primary commodities, the
region’seconomy, which had remained stagnant since the 1998 financial crisis, hasfinally bottomed out, and we
are now witnessing some positive signs of recovery.

Even in the face of adversity, some countries implement sound economic management. The GDP
growth ratefor theregion’s economy on the whole hasturned positive, and is expected to reach almost 4 percent
thisyear. Foreign capital inflows have also started to pick up, reversing the trend of aconstant declinetriggered
by thefinancial crisis. It should be commended, in particular, that Brazil and other crisis countries are making
steady effortsto promote reform with the cooperation of the IDB and other international organizations. | would
also like to highlight that Japan and Mexico reached agreements in substance on major elements of the
Agreement between Japan and the United Mexican States for the Strengthening of the Economic Partnership.

Having said that, however, | must point out that while many countriesin thisregion enjoy higher income
levelsthan Asia, income disparity has not improved. Theregion has come only halfway to overcoming vulner-
ability in financial intermediation and administrative inefficiency, and to improve enabling environments for
business to desirable levels.

Asfor Argentina, in particular, while | welcome the recent signs of economic recovery, | believeitis
indispensabl eto restore the confidence of international capital markets by resolving itsexternal debt issueassoon
as possible in order to achieve sustainable growth.

I11. IDB'SCHALLENGES

Against such abackdrop, the | DB must redressincome disparity and devel op enabling environmentsfor business
intheregion. To take on these challenges both efficiently and effectively, | believeit isessential for the IDB to
pursueitsown reforminthefollowing three areas: first, the Private Sector Devel opment Policy; second, result-
based management; and third, strengthened financial standing and improved accountability.

Private Sector Development Policy

Many of the IDB borrowers are middle-income countries. Inthelong run, the key to their economic growth lies

in private sector lending, or public-private sector partnerships, and the devel opment of enabling environmentsfor
business. These are not something the Private Sector Department of the Bank and the |1C a one should address.
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Rather, it is essential for the entire IDB Group, including the regional departments, to maximize their synergy
based on a comprehensive private sector strategy, with strengthening competitiveness and improving enabling
environment as the primary objectives of IDB operations.

In this context, | welcome the recently formulated Private Sector Development Strategy (PSDS). It
marksthefirst step in theright direction. | would like to take this opportunity to urgethe IDB to promptly detail
itsaction plan and country strategies based on the Private Sector Devel opment Strategy, and translate them into
action.

In the wake of all this, there is a move to replenish its capital for the Multilateral Investment Fund
(MIF). While MIF is a unique fund with a mandate to support micro and small enterprise, we must first give
detailed shape to the Private Sector Development Strategy of the entire IDB Group and ensure participation of
many donors before we negotiate a capital increase for the MIF. | hope al parties concerned will continue an
active discussion to this end.

With regard to the task of redressing income disparity, in addition to the af orementioned support of
micro and small enterprise, | think it is essential for the IDB to secure a socia safety net, while continuing to
raise the efficiency of social services delivery. For this objective, capacity building of civil servantsincluding
local government is indispensable.

Also, | understand the IDB isabout to conduct areview of the New Lending Framework. Inreviewing
theframework, particularly asfor the Policy-Based L ending, we need to eval uate the devel opment effectiveness
of past PBLs and cautiously examine itsimpact on the Bank’ s overall financial position.

Result-based M anagement

At the DB, implementation of the Development Effectiveness Agenda, first announced at the Monterrey Summit
and reaffirmed at a recent meeting in Marrakesh, has only just begun.

At this stage, it is essential for the IDB to pursue results-oriented policies by devising measurable
monitoring indicators, while identifying the result chain between IDB activity in each recipient country and its
development effectiveness at every stage of the lending operation—from design to implementation and
eval uation—not to mention Country Assistance Strategies. To implement all this, sharing borrowers' develop-
ment planswith other multilateral devel opment banks and bilateral donorswill beindispensable. | hopethelDB
will formulate amore detailed action plan, by activating the Devel opment Effectiveness Office established last
year.

Also, for recipient countries, it is essential to prepare the data needed to measure the effectiveness of
their development plans. That’s why the capacity-building effort in recipient countriesis vital.

Donors, on the other hand, should also spare no effort to support such activity by recipient countries.
For its part, Japan will continue to support the program for the Improvement of Surveys and Measurement of
Living Conditionsin Latin America and the Caribbean.

Strengthened Financial Position and I mproved Accountability

The Bank'’ sfiftieth anniversary isonly fiveyearsahead. To makeafurther leap forward, the IDB needsto listen
to the opinions of external stakeholders and strengthened governance to use those opinions as the food for
thought for its own capacity building.

In this regard, the new capital adequacy policy the IDB adopted last year is commendable as it
contributes to the Bank’s strengthened financial position, while clarifying the responsibilities of both
shareholders and debtors. Likewise, the new Information Disclosure Policy, launched this year, is an essential
step toward increased accountability of the Bank, though there is room for further improvements.

Regarding enhancementsto the Independent Investigation Mechanism that are currently under study, |

64



strongly hope that the proposal will lead to the establishment of a creditable mechanism that can match up to the
equivalent mechanisms at other MDBs.

V. INVITATION TO OKINAWA (CONCLUSION)

In closing, | would like to extend to my fellow Governors an invitation to our next meeting in Okinawa. Japan
and the Latin Americaand Caribbean region have built up atrusting relationship through trade and investments
over the centuries. Our economic ties, however, could never have been this strong without the history of emi-
gration that haslasted over acentury. We are proud that 1.5 million Japanese emigrants have crossed the seato
work as a bridge between Japan and this region, while contributing to the economic and social development in
theregion. At present, over 210,000 emigrants from Okinawa are activein variousfieldsin the Latin America
and Caribbean region.

Aswith Peru, it is blessed with a beautiful natural environment and vivid traditional arts. | am surea
visit to Okinawa will be a memorable experience.

I’'m very much looking forward to seeing you again in tropical Okinawain April next year.
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ADDRESS BY MR. ROBERTO LAVAGNA, GOVERNOR FOR ARGENTINA

I would like to begin by conveying my regards to al the authorities, delegations and guests here today and
expressing our specia thanks to the people and Government of Peru.

Unlike the situation last year, this year’s meeting is being held in a climate of economic recovery in
Latin America and the Caribbean and in the world economy.

After four years of economic depression—the longest and deepest in more than a century—Argentina
began to see signs of recovery in mid-2002, which strengthened in 2003 as the gross domestic product grew by
8.7 percent and inflation stood at 3.7 percent.

In the space of 20 months, over 2 million jobswere created, two-thirds of them (1.35 million) new jobs
in the private sector and the rest corresponding to emergency job creation programs. The deplorable historical
levels of unemployment caused by the crisisare nolonger present, but therateisstill high (14.5 percent). One of
the cornerstones of our economic policy isto create an additional 2 million jobs.

Higher employment, coupled with targeted social policiesand wage increases made possible by greater
economic productivity, have brought about a sharp drop in poverty and extreme poverty levels.

One very important aspect of thisrecovery isthat total investment hasincreased by nearly 50 percent
and the incorporation of imported equipment has more than doubled.

On the fiscal front, we have moved from average primary deficits of 2 percent in the 1990sto primary
surpluses of 3 percent, including central and provincia government surpluses for the first time in decades.

The financia system, which was virtually wiped out after the collapse of convertibility in December
2001, today has excess liquidity and is enjoying strong recapitalization.

The exchange rate is stable and floats freely, and reserves are being rebuilt. Asaresult, it has been
possibleto repay US$7 billion net to international lending agencies (including the IDB) over the past two years.

A crucial step was taken with monetary reunification, whereby the 14 provincial currenciesthat arose
during 2000 and 2001 were reabsorbed.

International circumstances have had both a positive and a negative impact on these developments:
positive, thanks to higher prices for our agricultural and energy exports; and negative, owing to weak regional
demand triggered by recession, particularly in MERCOSUR, and the consequent marked impact on exports of
industrial goods.

Dwindling external financing, the temporary delay in the launch of the economic normalization and
recovery program, and the arrangements with the International Monetary Fund (IMF) and other multilateral
institutions have a so played negatively in this landscape.

Thetwo programswith the |M F—the January 2003 transition program and the three-year arrangement
agreed on in September 2003—are expected to consolidate the results obtained under the policy framework
established by the authorities without external support.

Projections for 2004 indicate growth on the order of 5.5 percent, with adrop in unemployment, curbed
inflation, and further progress in ingtitutional strengthening and social cohesion.
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Although significant headway has been made, we realize we must till address a number of key eco-
nomic and social problems that are the legacy of the past decade's failed policies. We and the international
community are all keenly aware of the enormity of the task that lies ahead.

Wealso know that the fallout from social and political destabilization engendered by impoverishmentis
even more serious than that generated by high poverty levels.

| would liketo refer briefly to the arrangement with the IMF and the negotiations on the portion of the
public debt that isin default.

As President Kirchner said in his opening address to Congress last March, this administration did not
declare the default, but neither can it evade the situation it has inherited or shirk itsresponsibilities. It isintent
upon bringing the 55 percent of its debt that istoday in default back into paying status, but recognizes that the
formulas of the past are no longer applicable.

The day after agreement was reached with the IMF in Dubai in September 2003, the government made
good on its promise to present aroad map for restructuring the debt. One prerequisite for that map wasto have
an arrangement in place with the IMF that established key parameters for the financing program.

Inthisregard, the Argentine government has stressed the “ single pocket” approach. Not only isArgen-
tinanot receiving fresh money from international organizations, it has been making large net paymentsto those
institutions, on the order of US$7 billion in 2002-03 (considering principal and interest). Thismeansthat thereis
less money available to pay private creditors.

Since the debt-restructuring proposal was announced, the Argentine government has pursued the process
in good faith, obeying one basic rule: not to promise what is materially impossible to deliver. Since May 20,
2002, we have held 57 consultation meetings with creditors and will continue to do so, as part of awell-defined
program.

However, this will be a different restructuring—not just on account of its size and technical
complexities, but also because it will bethefirst oneto involve achangein the rulesthat guide the operation of
the international financia system. Unlike the situation in the 1990s and as part of the effort that we share
intellectually to counteract the effects of moral hazard, there are no more packages of international public funds
to resolve the problems of private bondholders.

Thiswill make such restructuringsless market-friendly while simultaneously requiring—in theinterest
of consistency—that some of the other rules under which the financial market operates also be adapted. The
minimum thresholds for restructuring, the terms of the new debt, the treatment of interest arrears, creditor
representation, and the resulting nominal debt cannot be the same as they were under multilateral or bilateral
rescue packages that used public funds.

Even the pari passu, which wewill respect, will have to be reexamined to differentiate between original
holders and post-default buyers.

Modifying just one of therules of the international financial system without adjusting any of the others
would be inconsistent, an intellectual error, and a source of conflict and frustration.

Evenif thereare no “public funds’ forthcoming, theinternational financial community should operate
within “public criteria’ that focus more on the objective of achieving sustainability than on acceptability.

That said, we continue to be interested in and committed to securing greater market acceptance. Our

technical work seeks to strike a balance between Argentina’ s domestic social and economic objectives and the
degree of acceptance.
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Argentina hopesto reach an agreement that is sustai nable so as not to require subsequent reschedulings,
which were frequent in the 1990s and created uncertainty that undermined investment and growth to the
detriment of all concerned.

We believe that the fiscal effort built into the current program, which has already yielded an improve-
ment of 5 percent in GDP, issignificant by any yardstick and that it will permit growth with social cohesionto be
maintained to the benefit of all, including private creditors.

The only way in which we can al win is through recovery and creation of value. By using growth-
linked bonds, holders of defaulted bondswill also be ableto benefit from the considerabl e growth potential of our
economy.

I will turn now to the IDB.

In 2002, Argentina made net payments to the Bank in the amount of US$1.07 billion, (principal and
interest); in 2003 that figure fell to US$325 million. Counting only principa payments and disbursements, the
IDB contributed net flowsto Argentinafor just under US$300 millionin 2003. We acknowledge the effort made
by the IDB, particularly since not al of the multilateral financial system has been so well disposed.

It is important to reiterate that multilateral organizations should not play a procyclical role. Their
function should be countercyclical, making anet contribution to financing development in the medium and long
terms.

There are three basic requirementsiif thisisto happen:

The concept of development (rather than adjustment policies) needs to be returned to center
stage;

Suitablefinancia instruments must be availablethat, in addition to providing liquidity, givedue
consideration to development impact; and

The IDB’ s financial soundness must be safeguarded, without resorting to financial and opera-
tional criteriathat are so restrictive that they end up limiting the IDB’ s contribution when the
region needs it most.

Thefirst step isto make full use of the annual lending capacity of closeto US$8 hillion that existstoday
and which was not wholly used in 2002-03.

At the same time, we would like to see the financing caps revised, particularly raising the ceiling for
policy-based loans (PBLS). The existing quota of US$1.5 hillion ayear islow.

Under the current financing framework, the limited use of investment lending in recent years, far below
the US$5.15 hillion available annually, should be noted.

We note with concern the attempts to subordinate PBL s to formal arrangements with the IMF, when
there are no reasonsfor this—neither by virtue of the nature of the reformsinvolved nor by virtue of the profile of
disbursements and repayments required under such linking.

With regard to the new investment instruments, it isimportant for sector reformfacilitiesand time-slice
operations to be made available as soon as possible.

It is indispensable to continue the work begun by the presidents of Argentina and Brazil to step up
investments with high development impact. Effortsto define methodsto assure funding for thoseinvest-ments—
without artificial accounting restrictions that make it difficult to provide local counterpart funds—must not be
allowed to wane.
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Asfor reform of the IDB’s private sector activity, Argentinafeels strongly that the approved strategy
should be implemented and a study undertaken on a possible reorganization. The operations of the Inter-
American Investment Corporation and the DB’ s private sector window should be made moreflexible. Argentina
al so supportsthe business climate initiative to mobilize domestic and external saving capacity and channel such
savingsinto productiveinvestmentsin our countries. Last, the replenishment of the Multilateral Investment Fund
resources should be completed, ensuring its linkage with the rest of the Bank’ s activities.

All theseissues should be viewed as an integrated whole. There can be no effective development if we
lack an adequate financing framework, with appropriate instruments and effectiveinterventionsin the public and
private sectors. At the sametime, the borrowing member countries are keen to maintain the Bank’ s recognized
financial solvency, but we also believethat overly restrictivefinancial or operating criteria—that ultimately limit
the IDB’s contribution at a time when the region needs it most—do not contribute to achieving devel opment
objectives. Inthefinal analysis, it is our peoples who bear the fundamental responsibility for whether devel-
opment and its financing are effective. Also, effective development and attainment of the Millennium Goals,
including goal number eight, requiretheindustrial countriesto adopt policiesthat are more consistent with those
objectives.

| would like to end my remarks by expressing the gratitude of Argentina and our government for the
support received from the Bank’ s member countries and, in particular, from President Iglesias, who has always
backed our country’s efforts with enthusiasm, optimism and intelligence, helping in the search for solutions.

More than asupplier of financing, the IDB is essentially adevelopment ingtitution. We are fully con-
vinced that the Bank should focus on the essence of its action, which is to improve living conditions for our
people.

Whileitistruethat we have comealong way, itisalso truethat Argentinaand the IDB till haveavery
full agendain this regard.

With the support of democratic consensus, responsi ble economic and social policiesdesignedinand for

the country, and the unremitting and constructive work of everyone, we will surely be ableto rise to all these
challenges.
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ADDRESSBY MR. FRANCISCO GIL DiAZ, GOVERNOR FOR MEXICO

It is an honor to have this opportunity to participate in the Forty-fifth Annual Meeting of the Governors of the
Inter-American Development Bank and Nineteenth Annual Meeting of the Governors of the Inter-American
Investment Corporation. | would like to express my appreciation to the Government of Peru for its hospitality
and for the warm reception we have received. | am certain that the work of this meeting will go far in streng-
thening the IDB as a catalyst of economic and social development.

At the last three Annual Meetings, the international environment was marked by a global economic
slowdown and volatile international financial markets. Inthoseyears, Latin America’ s economic performance
was at itsworst in two decades.

Y et this meeting takes place in a promising economic environment. For most countries, economic
indicators suggest that the recovery is gaining momentum.

Of particular importance is simultaneous growth in the three major trade blocs: the United States,
Europe, and Japan. Greater opportunities for expansion by emerging economies are combining with the out-
comes of national policies, to set off aboom in productive activity in the region.

According to the International Monetary Fund, Latin Americawill achieve 3.6-percent growth in 2004,
far outpacing the 2003 figure of 1 percent. Y et the recovery could be transient in several countries without
structural reformsto generateinternal sources of growth that make our economieslessvulnerableto international
turmoil.

In Mexico, fiscal and monetary discipline, proactive management of public debt, modernization of the
financial system, and institutional strengthening have helped us cope with these hard times and positioned usto
benefit from external recovery. | take this opportunity to thank the IDB for the constructive role it has played
throughout this process.

The 2004 economic program maintainsfiscal discipline. Only that can assureintergenerational welfare,
low country risk, manageabl e public debt, and the ability to fund private sector spending.

Accordingly, Congress approved the Executive Branch’ s proposal to end the year with abudget deficit
no higher than 0.3 percent of GDP, financed internally as during the first three years of this six-year admini-
stration.

In terms of financing from abroad, for the first time in modern Mexican history the government has
committed to reduce its net foreign debt, repaying US$500 million. This points up our policy of increasing
reliance on domestic debt, to make the country less vulnerable to sudden changes in the global economic
environment.

External debt management will concentrate on improving the mix, obtaining better terms, and
broadening the investor base, especially among those who invest almost exclusively in investment-grade
instruments.

In the area of domestic public financing, the amortization profile and yield curve of government
securitieswill beimproved. Maturities are aready aslong as 20 yearswith nominal fixed-interest instruments.
This establishes essential benchmarks for private debt transactions.

More than a borrowing mechanism, then, public debt policy helps to develop the national financial
market by strengthening the private sector’ s role as an engine of development.

The IDB has been avaluable partner in Mexico’ seffort to strengthen its economic underpinnings. The
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Bank has responded quickly to the need for program support in areas ranging from social development to
boosting competitiveness. The IDB has evolved over the yearsto fulfill its mandate increasingly well.

Onthesubject of the IDB’ sevolution, 10 years ago Mexico hosted the Annual Meeting in Guadalgjara,
where the value of the Bank’s contribution to the process of economic and social transformation of the region
was reaffirmed.

The Guadal ajara consensus was | ater embodied in the agreement on the Eighth Replenishment, and a
milestone was reached: recognition of the importance of economic growth with equity as the top development
priority and creation of alending facility to promote private sector development.

This conviction has guided the Bank’s actions. We have given it the resources to support poverty
reduction, enhance socia equity, advance private sector development as a catalyst, strengthen institutions, and
foster stability.

Transformation of the region and its environment calls for ongoing review of the framework in which
the Bank operates, so that it can live up to the agreements reached in Guadalgjara. Thisshould not be surprising.
Change becomes the norm for an ingtitution that, like the IDB, adapts and remains effective.

The challenge facing the Bank today is to become more responsive and shift its operations toward
meeting the needs of the borrowing member countries, while becoming financially stronger and preserving its
high credit rating.

In this regard, we welcome the new capital adequacy policy adopted by the Board of Executive
Directors with its robust methodology for measuring risk. Target levels of capital can be set using this new
formula, so asto provide protection against a wide range of credit events.

Now | would like to say afew words drawing on the goals | have described here.

We are concerned that IDB financing levels are well below itslending capacity at atime when greater
financial resources are needed to strengthen the processes of economic recovery now under way. Moreflexible
and abundant lending instruments need to be considered, to support these processes.

Structural adjustments that foster growth, economic stability, and protection of at-risk groups can be
financed within appropriate limits. One noteworthy exampleisthe DB’ ssupport for expanded financial services
torural Mexicans. Thisoperation, signed yesterday, will help to improve the terms on which bank and nonbank
financial intermediaries extend credit to rural customers.

We urge the Board of Executive Directors to continue to study the proposed new instruments with
Management, considering both their potential contribution to countries’ devel opment strategies and their financial
viability for the Bank.

The Bank should build its capacity to achieve results and to measure and evaluate the borrowing
member countries. Thiswill also facilitate our public accountability.

Accordingly, the Government of Mexico isworking with the DB on amultiyear eval uation method to
measure the impact of social programs, enabling us to get the maximum social benefit from each peso spent on
the poorest of the poor.

In Guadal gjara, we acknowledged theimportance of privateinvestment for sustained economic growth.

Wetherefore agreed to introduce loans without sovereign guarantees, so that the private sector would have access
to medium- and long-term financing.
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Today, we welcome anew, single framework for the three arms of the IDB Group that support private
sector development: the Bank, the Inter-American Investment Corporation, and the Multilateral Investment
Fund.

In relation to this new strategy, we support the establishment of atemporary high-level coordination
body with clear terms of reference, aswell as broadening of the sectorsin which the Private Sector Department
may operate. We suggest that both matters be taken up soon.

Promoting an enabling business climate is another pressing concern. Private investment flourishes
where it finds monetary and exchange rate stability, an effective legal and regulatory framework, a competitive
tax structure, and askilled workforce. That being so, adiagnostic assessment must be done of the environment in
which the region’ s private sector operates.

The DB has repositioned itself to support the private sector in creative ways that take advantage of its
installed capacity. But care must be taken to ensure that this does not increase fees or jeopardize financial
stability. | am certain that under your leadership, President Iglesias, we will soon identify how the | DB can play
aleading role as a development catalyst through such support.

Now | would like to say a few words about the Inter-American Investment Corporation and the
Multilateral Investment Fund.

Wewere pleased to hear of the Corporation’ s success, a ong with the progressreport on the action plan.
Itisasounder institution today, and can take action to increase revenue, diversify itsloan portfolio, and reduce
its credit risk exposure.

We urge Management and the Corporation’s Board of Executive Directors to develop anew business
plan that builds on previous efforts.

We also welcome the decision to hold aspecial meeting on replenishment of the Muultilateral Investment
Fund. We agree with the conclusions that emerged from the special meeting, and hope that the replenishment
takes place within the agreed timeframe.

Ten years after the Guadal gjara consensus, theregion still faces daunting challenges. Y et the Bank has
been able to reinvent itself along the way and help us find ways of achieving sustained economic growth with

equity.

Today, unlike 10 years ago, the Bank requires no replenishment. Rather, it must keep working to en-
hance efficiency, leverage synergieswith other institutions, and continue reinventing itself to fulfill its mandate.
Without a doubt, its sound financia position provides a firm foundation for new policies.

Once again, it is heartening to see that the Bank maintains its drive and determination to achieve the
goal of economic growth with equity.

Likeany other institution, the IDB can either becomeinflexible or imaginatively transformitself. | have
no doubt that we will choose the latter.

72



ADDRESS BY MR. RAMON FERNANDEZ, TEMPORARY ALTERNATE GOVERNOR FOR FRANCE

I, like those who have taken the floor before me, would like to thank the Peruvian government for hosting this
year's Annual Meeting in this fascinating country, and the Bank and its staff for the work that has gone into
staging the meeting. Asyou may have guessed from my name, | have tiesto this Hemisphere, which makesthe
pleasure of being here al the greater.

This region, with which the French people feel such a close bond, is emerging from adeep crisis. In
2003 growth here resumed, following 2002 when thiswasthe only emerging regioninrecession. The upturn can
be attributed to sounder domestic policies, and is supported by a more favorable external environment: higher
market pricesfor commodities, exchange rate trends, and the resumption of growth in theregion’smain trading
partners. More concretely, the devel opmentsin certain countriesare also encouraging. Thenew political picture
in Haiti isinspiring renewed hope. France encourages the Bank to continue its work in that country, as soon as
conditions permit, and pledgesits efforts to help normalize Haiti’ s rel ations with the international community.

In the medium term, raising the potential for growth remains essential for significantly reducing the
inequality and poverty afflicting the region, which unfortunately worsened in 2003. Thereis still along road
ahead in order to achieve the Millennium Development Goals (MDGs). The region, which is dealing with the
emergence of new global competitors, continuesto be very vulnerable to exogenous shocks.

In amore favorable overall climate, but one where nothing can be taken for granted, the support of the
Inter-American Development Bank isessential. | would liketo touch upon the three subjectsthat are the focus of
these Annual Meetings, which pursue the common aim of enhancing the Bank’ s devel opment effectiveness.

Firstly, in Milan the Governors called on the Bank to resolutely engage in the general shift towards
enhanced development effectiveness. | would therefore like to acknowledge Mr. Iglesias's firm persona
commitment to bringing development effectivenessto the fore at the Bank and in the countries. One of the keys
inthisregard is aclear analysis of objectives and expected outcomes of investments.

Admittedly, adopting results-based management isno easy task. All themultilateral ingtitutions, al the
development agencies, and all the countries face this challenge, which requires first a change in culture. The
recently established Office of Development Effectivenesswill haveto tackletwo major challenges. It must drive
theimplementation of results-based management at the Bank, working closely with the Operations Departments
and the Office of Evaluation and Oversight. France endorses the pragmatic approach presented during the
meeting of Governors on Saturday, which augurswell for thefuture. Ownership of this concept by the countries
in the region will be key to success. The Bank must therefore help the countries to build capacity and foster
partnerships and experience-sharing. Thework doneinthe OECD Devel opment Assistance Committee, which
will organize a high-level forum on thistopic in Parisin 2005, can be picked up in the region. The IDB hasto
take the lead on these issues and rel ease the means necessary for the task.

Secondly, making the Bank’ slending as effective as possible al so depends on tail oring its products and
services to the specific needs of the region.

France supports the Bank’ s innovation efforts, which were undertaken in response to the requests for
increased flexibility made in Milan. One such new instrument in the institution’s toolkit is the performance-
driven loan, for which preestablished objectives must be met, to better reward performance. The discussion of
loans to subnational entities without sovereign guarantees is also very encouraging and hopefully will lead
quickly to concrete proposals.

Obvioudly, these new lending instruments must be evaluated by reference to the Bank's financial
strength. 1n 2003, the adoption of asounder risk management policy madeit possibleto comfortably lower Bank
loan charges.

The idea, then, is not to keep creating new instruments, but to give the countries the best tools for
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reducing poverty and inequality, in keeping with the Bank’s mandate. Its primary mission is not to provide
liquidity but to help achieve sustainable development. To that end, evaluation of the results, performance, and
impact of fast-disbursing loans must be strengthened. Regrettably, the recourse and use of the new instruments
introduced in 2003 have been extremely limited so far.

The Bank must help the countries, asit aways has, with investment assi stance, guaranteeing social and
environmental criteriathat benefit everyonein theregion. From thisstandpoint, the continued drop in investment
lendingisworrisome. Beforelooking at any further increasein the flexibility of itsinstruments, the Bank should
pause to evaluate the flexibility that is already there.

Macroeconomic stability remains a prerequisite for Bank operations to have the desired impact on
reform and investment performance and a lasting impact on poverty. The Bank, together with the other
international financial institutions, should do what it can to help address thisimperative.

Thirdly, to achieve the Bank’s core objective, it has become increasingly clear that the private sector
must play itsfull rolein the region. Only better governance, increased security for persons and goods, and the
observance of lawswill make it possible to achieve sustainable development. It isup to the countriesto create
the conditions for mobilizing these resourcesfor devel opment, but the Bank can make adecisive contribution. It
can and it must engage in ongoing, rigorous dial ogue with itsmember countries. Thirteen countrieshave already
signed a cooperation agreement with the Bank since the Business Climate Initiative was launched in December
2003. The Bank likewise will help these member countries establish a framework of action and an enabling
environment for the private sector, which are essential for attracting the capital flows needed for growth, given
the region’s weak levels of national saving. Local and foreign investors alike want stronger assurances and
greater transparency. It isabsolutely essential that they be able to count on stable ground rules, becausethereis
global competition for private capital, and investors will go where assurances are firm.

This is the rationale of the IDB Group’s Private Sector Development Strategy, which has just been
approved and which France supports. The first priority isto integrate country-specific features when defining
and programming the Group’ s private sector activities. ThelDB’s Country Private Sector Development Strate-
gies must be consistent with the national development strategies.

This strategy also underscores the need for the different arms of the Bank Group to work together to
make their private sector interventions as effective as possible. In thisregard, | would like to salute the efforts
made to tighten that coordination and hope that President Iglesias will very soon be assisted in this areaby a
high-level official to coordinate the work of the three ingtitutions and pilot, alongside the President, the
implementation of the new strategy. The official could also craft proposals regarding the organization of the
Group; however, we should not alow ourselvesto become bogged down in endlessinstitutional discussionsthat
would bring usback where we started. Itisessential for these effortsto quickly trandateinto better coordination
and hence increased effectivenessin the different entities of the Bank Group that work with the private sector.

With respect to the Inter-American Investment Corporation, | have noted that the concerns voiced in
Milan over the Corporation’ s performance havelargely been dispelled. Management hasclearly implemented its
short-term action plan and achieved itsfirst convincing results.

In closing, | would like to commend the Bank Group as awhole for its work and to congratul ate you,
Mr. President, aswell as Bank Group staff, the Executive Directors, and the countriesfor the progress achieved
in 2003. | aso would like to reiterate that my country stands ready, as part of its commitment to official de-
velopment assistance, to participate fully in thiswork in and with the region. This commitment to development
should also be backed by an innovative approach to lending modalities. Asyou know, since some of youwill be
attending, next week France is organizing, together with the United Kingdom, a ministerial forum in Paris on
development finance. The British proposal for an international financing facility will be high on the agenda, as
will the work on international taxation undertaken at the request of the French President. We must be bold,
confident always that we can count on the countries of the region to move forward together.

Mr. President, my country has confidence in your institution and urges you, aswell asthe countriesin
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the region, to continue resolutely along the path to the reformsthat are a sine qua non to improve the quality of
life of the region’s people.
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ADDRESSBY MR. ISAAC ALFIE, GOVERNOR FOR URUGUAY

It isonce again our honor and privilege to attend an Annual Meeting of our Bank, thistimein the historic city of
Lima, capital of thefirst viceroyshipin South America, with al the cultural and historical import that thisentails.
| would like to thank the Peruvian authorities and the Bank’ s Management for their organi zation of this Annual
Meeting, and to express our gratitude to this city and its residents for the warm welcome extended to us.

The conditions prevailing in the region and in Uruguay as a backdrop to this Annual Meeting are
radically different from those of ayear ago. Output is expanding, the terms of trade areimproving, and capital
flows toward the emerging countries have resumed.

The data on the Uruguayan economy are highly encouraging. GDPin thefourth quarter of 2003 was up
almost 16 percent from ayear ago. Employment rose by 5.5 percent, exports increased by 18 percent in value
and 14 percent in volume, and there was significant diversification of the export markets. Inflation was contained
and the exchange rate stabilized. In the first quarter of 2004, this recovery has continued. Employment is
expanding at comparable rates, exports are growing by more than 30 percent, industrial output isincreasing by
roughly 25 percent, and both trade and agricultural activity are showing robust signs of growth.

Our policy isaimed at strengthening the business climatefor the private sector, aswe are convinced that
thisisthe true generator of wealth and employment in the economy and, in the final analysis, the basis for most
effectively combating poverty. We have cut public spending in real terms by almost a third over the last two
years. The focus of our efforts in the past year has been to reduce hidden costs in the form of prohibitions,
regulations, or ssmply bureaucracy, open up the economy, and increase investment. Competitiveness and,
ultimately, the real income level of a society are critically dependent on these factors.

When we met last year in Milan, my country wasat acritical juncture, seeking amechanismwhereby it
could avert the risks of suspending payments in the short term. We understood that finding a solution to the
public debt problem would clear doubt from the horizon and create the minimum conditions required for
consolidating economic recovery. We had no doubts about the approach but were less certain about the mag-
nitude of the results. Following the restructuring of our sovereign debt, the growth of the economy has been
explosive, as has the rebound in investment, which expanded by over 80 percent in real termsin thelast quarter
of 2003.

Therole of the international organizationsin general, and of the IDB in particular, was crucial to the
success achieved in overcoming the situation when the voluntary credit markets were not open to the region.

We would like to share some of the lessons |earned:

We must take note of the significance of aweakened cash flow. We cannot allow ourselvesthe luxury
of putting at risk thisfundamental aspect of any serious and responsible economic policy. Therecan never betoo
many measuresaimed at strengthening fiscal solvency, and thereisnever scant virtuein prudent macro-economic
management.

Budget tightening is an unsurmountabl e obstacle, and no matter how much it may pain us, sooner or
later reality will tell uswhere thelimitsare. Itisthe duty of those of us who manage society’ s resources not to
boost financing requirementsto alevel that underminesthe solvency of the public sector. Intechnical terms, we
must constantly ensure that the debt transversality condition is met.

If we genuinely wish to be ableto apply acountercyclical fiscal policy, we must maintain asufficiently
low debt-to-GDP ratio to have sufficient space to do so.
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It isimportant to have a credit market in local currency. Uruguay took afundamental step forward in
October 2003 when it successfully floated a bond issue on the international market in its own currency. This
issue was increased in early March.

Respect for preestablished rules asthey are most widely accepted, aswell asfor contracts—despite all
the effort this entails—ultimately pays off, and with interest.

Having awell-designed socia safety net, which can be strengthened in arational manner in periods of
crisis, makes it possible to maintain social peace and adequately address the effects of crisis on the most
vulnerable groups.

Trade openness is essential to development. | would like to emphasize yet again that the devel oped
countries have apreponderant roleto play in thisregard, and that the best form of support would beto enable our
output to be sold in those countries without artificial restrictions.

I would now like to turn to a few issues specific to the Bank.

In 2003, the Board of Executive Directors approved a new capital adequacy policy intended to protect
the Bank from the potential risk that could be caused by various economic and financial situations. Thispolicy
makesit possible to approach the discussion of the new financing framework with greater tranquillity and with
sufficient margin of flexibility to define the optimal distribution of resources and their maturities.

Within this framework, we believe it appropriate to emphasize our strong commitment to the financial
solvency and liquidity that the Bank must have. It isan absolute priority to maintain the rating we now have,
failing which the cost will be paid by the borrowing countries.

Accordingly, it is necessary to strengthen macroeconomic monitoring of member countriesin order to
prevent excesses.

We must bear in mind that when we are discussing investment projects, the microeconomic and
macroeconomic frameworks in which the economy functions are perhaps more important than the tangible
investment. Consequently, policy reform programs are of capital importance.

Tothisend, we ask that the Bank preparethe relevant simul ation studies, reflecting various structures of
operations, amortization periods, and disbursement methods, so that they may be used asatool in examining the
new financing framework.

Whilethe Bank has made progress with the identification and approval of new lending instruments, we
believe that it would now be advisable to work on defining general criteria on flexibility that provide the Bank
and the member countries with the necessary capacity to adapt to the new reality emerging following the crisis.

We enthusiastically support the option of increasing and improving |DB Group support for the private
sector throughout the region, asit is a driving force for development. An important step in this regard is the
Board of Executive Directors' recent approval of the Private Sector Development Strategy, which offers an
integrated approach for the IDB, thellIC, and the MIF. Along these lines, we wish to stressthe need for focusing
assistance to the private sector on initiativesthat are compatible with country strategies and based upon concrete
business plans.

To implement such plans, we concur that the proper structure is for the IDB Group to have a single
interlocutor for the private sector. This would give the IDB Group greater visibility, greater presence, and
financial room for maneuver. Inthemeantime, it isessential to attain the greatest possibleinternal coordination
among the various private sector windows of the IDB Group, and that there be a linkage with the area of the
Bank that works with the public sector.
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In keeping with these remarks, we endorse the proposal to create a coordination position at the highest
level.

Theformal establishment of the Office of Devel opment Effectiveness and the very close work with the
Bank’ s operational departments are areas of progress that we applaud.

In this connection, we find that the Bank is examining in depth its processes for formulating and
supervising operationsin order to improveits servicesto borrowers. Welook forward to thisinitiative and urge
the Bank to give priority to those operational aspects that ensure greater returnsin terms of their development
impact.

Regarding the MIF, as we indicated at the Special Committee of Governors, we support the replen-
ishment process and believe it should be implemented independently of any decisions relating to reorganization
of the IDB Group’s private sector activities.

We congratulate the I1C for the measures taken over the past year targeting improvements in its
operational efficiency and effectiveness.

Webelievethat akey challengeto theinstitution is posed by the Declaration of Nuevo Ledn having set
an objective for the IDB Group the tripling of credit support for small- and medium-sized enterprises in the
region through the utilization of financial intermediaries.

In addition, we reiterate the need for member countriesto demonstrate their support for theinstitution by
paying in the alocated capital contributions to which they have agreed.

Finally, we wish in particular to stress the approval of the initiative on nonreimbursable financing for
expanding the Bank’ s participation in regional public goods. We understand that thisinitiative will makeit pos-
sibleto consolidate the Bank’ sregional |eadership even asit contributes significantly to the devel opment of our
countries.

For al of theinstitution’s successes in 2003, to which we have not been able to properly do justicein

this brief address, we congratul ate President I glesias and the Management and staff of the Bank, and honor their
dedication and professionalism.
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ADDRESS BY MS. USCHI EID, GOVERNOR FOR GERMANY

Our meeting thisyear is overshadowed by terrorist attacksinvolving much bloodshed over the past weeks, and by
the immense suffering of many people caused by these events. | would therefore like to express my deep
sympathy with the people and families affected. The international community is called upon to counter these
terrorist and criminal acts by even closer cooperation.

| wish to thank our host country very warmly for the invitation and professional management of this
year's Annual Meeting. | am particularly happy to meet in Peru, a country possessing a very rich historic and
cultural heritage, but also showing a dynamic development into modern times.

Thank you, President Iglesias, and your staff who ensuresthe perfect organi zation and implementation
of our meeting.

Weall hopethat theimprovement of the economic situationin Latin Americaand the Caribbean will be
there to stay and will not be adversely affected by recent uncertainties in the global economy. The return to
economic growth, acontinuously low rate of inflation, and structural reforms gaining momentumin the countries
of the region give cause for optimism. The countries have undertaken substantial efforts to consolidate their
budgets and it is good to continue on this path. Further attention should now be given to reinforcing the rule of
law and property rights.

The slight economic recovery should be used to push ahead with measures aimed at reducing poverty.
The income disparities, high unemployment and the continuous lack of social security for broad parts of the
population still constitute the major challenges.

| therefore do support the IDB in its efforts towards the reduction of poverty. Supporting pro-poor
growth is the key challenge for a development bank. All efforts to promote the public as well as the private
sector must be measured in terms of their orientation towards this task. The Millennium Development Goals
constitute milestones here which must serve as an orientation also for IDB activities.

L et me mention just one central Millennium Development Goal: accessto clean drinking water. Thisis
becoming an ever more pressing problem alsoin theregion, especially in the fast-growing urban agglom-erations.
In the Millennium Declaration, the heads of state and government have committed themselves to improving
accessto clean drinking water: the number of people without accessto clean drinking water and to sanitationis
to be halved by 2015. | wish to encourage the Bank to devel op innovative conceptsfor itsactivitiesin that field,
going beyond mere financing and, for example, promoting public-private partnership.

L ooking back to what has happened since the last meeting in Milan, several positive developmentsin
the IDB come to mind.

| explicitly welcome the fact that the Bank has successfully concluded its work on the various sector
strategies. We now have seven strategies which provide guidelines for the Bank’s activities. These strategies
must now be translated into concrete projectslocally, and the Bank’ s practices and procedures must be aligned.

| take as an example environmental protection, which is of specia interest for German devel opment
cooperation in Latin America. | do welcome that the IDB recognizes environmental protection to be a cross-
sectora issue: mainstreaming environmental protection into al fields of action is undoubtedly the most
challenging and successful strategy of preserving and sustainably managing natural resources. | urge Man-
agement to provide sufficient resources and training for Bank staff to follow through on thisissue.

| also very much welcome the devel opment of environmental safeguards and the new policy to protect

indigenous peoples. Ensuring these safeguards has been—and will bein the future—a prime contribution of the
IDB to the Camisea project. It is how time to have these policies in writing as a matter of transparency and

79



accountability.

Overdll, the Bank is playing an increasing role with regard to the protection of regional public goods,
and | welcome the new financing mechanisms in this regard. | do not want to conclude my remarks on this
without mentioning the fight against HIV/AIDS. Also in thisfield, the countries of the region are just at the
beginning.

Sincethelast Governors' Meeting, the Bank hastaken anumber of important steps on the path towards
an even more effective promotion of the private sector. The IDB is about to placeits various activitiesinto an
overarching strategic framework. | do support this step and want to encourage the Bank to finalizeitsreform by
providing organizational structures that assure coherent and coordinated action of its various entities.
Furthermore, | believe that the Bank should play an important role in assisting countries to develop a more
conducive investment climate.

| am pleased to note that the IDB has intensified its efforts for improved development effectiveness.
The putting into place of a central work unit and the medium-term action plan envisaged for summer 2004 are
important steps in order to strengthen a result-based management. | wish to encourage the Bank to use the
achievement of the Millennium Devel opment Goal s also asayardstick for improved development effectiveness.

L et me conclude by saying afew words about two upcoming eventswherethe IDB must, in my opinion,
play asignificant role.

From June 1-4, 2004 the International Conference on Renewable Energieswill take placein Bonn. |
wish to invite you all very cordially to this conference. Federal Chancellor Schréder had announced this con-
ference at the World Summit on Sustai nable Devel opment in Johannesburg in 2002. Theaim of the conferenceis
to develop, together with representatives from governments and different interest groups, strategies for awider
utilization of renewable energies in both industrial and developing countries. Latin America has the natural
potential for agreater use of renewable energies, and must prepareitself for the time when oil and gas haverun
out.

It gives me pleasure that President Iglesias will participate in the conference. | am confident that the
IDB can play an eminent rolein Latin Americain enhancing an institutional framework for renewable energies
and in developing the necessary infrastructure. Germany is very willing to assist such efforts.

Secondly, the EU-Latin America Summit will take place at the end of May in Mexico. Its principal
themewill be social cohesion. Especially against the background that anoticeable reduction in poverty could not
be achieved sofar, thisissueisof great immediateimportance. Chancellor Schroder will take part in the meeting
to underscore the importance that my country attaches to the cooperation between our two continents. The
Summit may also offer an excellent opportunity for the IDB to demonstrate its competence in enhancing social
cohesion in Latin America and the Caribbean to a broader public in Europe.

| wishto assureyou, Mr. President, and your staff of my country’ sfull support inyour effortsto combat

poverty and enhance social justice in Latin America and the Caribbean, together with the regional and nonre-
gional members of the Inter-American Development Bank and the I nter-American Investment Corporation.
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ADDRESSBY MR. RICHARD TEUTEN, TEMPORARY ALTERNATE GOVERNOR FOR THE UNITED
KINGDOM

| should like to begin by joining the previous speakersin thanking the Government of Peru for hosting thisyear’s
Annual Meeting herein the historic city of Lima, and the Bank staff for their exemplary arrangements.

I would like to address three issues—the fundamental importance of the Millennium Development
Goals, ways in which the IDB can improve the effectiveness of its contribution to achieving these, and the
current debate on specific IDB instruments.

Last year’ smeeting in Milan was held at amomentous time—the war against Saddam Hussein had just
begun. The recent atrocity in Madrid reminds us that the war against terrorism has not yet been won. The root
cause of thisinsecurity liesin poverty and inequality in the world, leading to a more widespread awareness of
global interdependence on issues such as migration, terrorism and the global environment.

Thisinterdependenceisone of the reasonsthe United Kingdom is committed to the achievement of the
Millennium Development Goals aimed at halving the proportion of poor people in the world by 2015. We,
therefore, very much welcomed the initiative of President Lula of Brazil and the IDB to hold a conference last
November on Implementing the Millennium Development Goals. Theresulting Brasilia Declaration points out
that, “Weare practically half-way between 1990 and 2015. Thisisthe moment not only to evaluate the advances
made so far but, moreimportantly, to intensify individual and collective effortsto fulfil the commitmentsin order
to attain a future with peace, justice and welfare for the great majority of people, and better conditionsfor all.”
S0, asthe OAS Secretary General has said, 2005 will be avery important year, reminding usthat thereisonly a
decade to go until 2015. It will be a decisive year for us all, with the UN’s conference being held to review
progress towards the Millennium Devel opment Goals.

In aggregate terms, Latin America and the Caribbean are not yet on track to reach all the Goals. The
fact remainsthat over 130 million people—about aquarter of the population of the region—still live on lessthan
$2 per day; of these, nearly 60 million live on less than $1 a day. Asthe ECLAC Executive Secretary has
indicated, a step change is needed in the region’s performanceif it is to meet al its Development Goals.

Y ou have pointed out, Mr. President, that Latin Americaisthe most unequal regionintheworld. Asthe
IDB’s1998 report Economic and Social Progressin Latin America said, development in Latin Americaisbeing
held back by inequality. Thelow growth rates that affect this region are not only a cause of poverty but also a
consequence of high levelsof poverty. Sections of the population are being excluded from the benefits of social
and economic devel opment, from the political process and from access to justice because of their race, ethnicity
or gender. Herein Peru, it istherefore appropriate to mention the IDB’ s commitment to producing a Strategy on
Indigenous Development; the UK is pleased to be funding the consultation process for this. It will be as
important that the Strategy deliverstangible benefitsto the indigenous peoples of theregion, asit isfor the Bank
to enhance the effectiveness of its efforts to tackle the exclusion faced by Afro-descendents.

Devel opment finance—mulltilateral and bilateral—has animportant part to play in reducing poverty and
inequality, and the IDB isthelargest source of development finance to Latin Americaand the Caribbean. With
so many people in the region still to be lifted out of poverty, we must ensure that every dollar is used to
maximum effect—whether through project aid, sector aid or budget support. For the Bank, as for al other
partnersin development, it isimperative to ensure that available resources are used to have a maximum impact,
with a strong emphasis given to a results-oriented approach.

We very much welcome the creation of the new post of Chief Devel opment Effectiveness Officer and
the challenging agenda that the IDB has set itself in thisregard. The time-bound action plan will be crucial in
achieving this agenda, as will be the provision of adequate staffing and resources for the Development Effec-
tiveness Unit and | DB support to build the capacity of borrowing members. A key prerequisitewill also be close
cooperation between the Unit and the Human Resources Department to ensure that staff face theright incentives
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to adopt this agenda throughout the Bank.

Therearetwo other critical areas of devel opment effectivenessin which the Bank should build on recent
progress. Thefirstisdonor harmonization. We welcomethe Bank’ sincreasing commitment in this area—both
at themultilateral level and in specific countries. | should especially highlight the Bank’ s strong leadershiprole
in donor coordination in Honduras. This offers important lessons for the Bank’s work elsewhere in Latin
Americaand the Caribbean. | hope, too, that the Bank will participatein, and learn from, the forthcoming Joint
Country Learning Assessment of donor alignment in Nicaragua that is taking place under the auspices of the
OECD Development Assistance Committee.

The second area is lesson learning within the Bank. We recognize the Bank’ s wealth of operational
experience but believe that much more could be doneto systematize and di sseminate | essons from this experience
to create a true learning and knowledge culture. Such a culture would further enhance the quality of Bank
assistance.

As we begin reviewing the Bank’s lending framework, and the balance between investment and
policy-based lending, theissue of devel opment effectiveness becomeseven morecrucia. Inprinciple, theUK is
prepared to give serious consideration to increased use of Policy-Based Loans. However, in order to make a
rational decision on the balance between these and investment lending, we need evidence of the impact of the
Bank’s existing portfolio of Policy-Based Loans and to make ex post evaluation and measurable performance
indicators a standard feature of all such loans.

Finally, | should take this opportunity to reiterate my Minister’ swelcomefor the proposal to push ahead
with the replenishment of the Multilateral Investment Fund, given the valuable role it is playing in promoting
growth that will reduce poverty. However, as heindicated, we are concerned that reemergence of the proposed
PRI-11C merger would hold up the replenishment and possible UK participation.

Mr. President, no institution is better placed than the IDB to advance understanding of the challenges
and opportunitieswhich globalization presentsto L atin Americaand the Caribbean in terms of investment, trade
and regional integration. The UK looksforward to strengthening its cooperation with the Bank in support of the
objective for which we are all striving—a region free of poverty.
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ADDRESS BY MR. ALBERTO CARRASQUILLA BARRERA, GOVERNOR FOR COLOMBIA

It is an honor for me to participate as a Governor in this Annual Meeting for the first time. The IDB is
Colombia’s main source of multilateral financing, and its countercyclical support has helped us overcome
difficulties and revive growth in our country.

In August 2002, Colombiaembarked on aprocessof political andinstitutional changethanksto thefirm
mandate that our people granted to President Alvaro Uribe. Today, 19 months later, we can state that the
Colombian people have regained trust, security and hope in a country that was urgently clamoring for decisive
action.

The first pillar of this process is the Democratic Security Policy. A firm decision to restore law and
order to the nation, in the framework of respect for democratic ingtitutions, is now showing results that need
reinforcing. Let me mention avery elementary and basic example: vehicle flow on our highwaysincreased by
30 percent in 2003. | know itishard for many of you to understand the profound significance of thisvery smple
piece of data, because fortunately you have not suffered the sensel ess scourge of violence perpetrated by groups
that take up arms against legitimate institutions. Each family who reclaims Colombia s highways, each small
roadside businessthat is set up, is one more example—saying more than any statistic could—that confidenceis
returning and, with it, a sense of ownership and empowerment, a sense of nationhood and citizenship. Thisis
further supported by other equally simple but significant facts for a country that has been so buffeted by
terrorism: for example, the number of families displaced by violence fell by 50 percent in relation to 2002.

The second basic pillar isthefight to restore macroeconomic stability through astrict program of fiscal
adjustment and far-reaching reform of public administration at the national level. In areas as sensitive as the
pension system and labor market policy, the government has not shrunk from implementing reforms carrying a
high political cost, but which are sustainable in the long run. This commitment will be maintained.

The results are beginning to show through. The country is starting to shake off the lethargy of the last
severa years and has embarked upon a process of visible and widespread recovery. In 2003, GDP grew by
3.6 percent, the highest rate since 1995. More important than the figure itself is the fact that this growth was
driven by fast-growing, private sector investment, which increased by 21 percent (11.64 percent of GDP), while
our exports rose 9 percent in dollar terms.

We have not been alone in this process. The backing of the IDB has been fundamental. 1n 2003, the
Bank approved the largest lending package that any multilateral organization has ever granted to Colombia.
These funds made it possible to protect social spending during the adjustment period, support social security
reform, invigorate the housing sector and make the hospital system more efficient.

But the Bank has not only been present through itslending instruments. Currently it is sponsoring the
establishment of a consultative group that invitesthe international community to participatein creating sustain-
able programs to enable our campesinos to form part of the legal economy.

The Bank isaso developing the first poverty reduction strategy in amiddle-income country, aimed at
charting along-term State social policy that will transcend political and business cycles and makeit possibleto
improve living standards among the most vulnerable population groups.

In 2004, we hope to see the first action plan for private sector development, in which the Bank Group
windowsthat target this sector will significantly increasetheir exposure and identify innovative meansto support
the productive sectors, develop capital markets and promote a climate for investment.

In 200405, the Bank will support uswith loansfor improving the public utility regulatory framework,

reforms to enhance our competitiveness in order to meet commitments arising from upcoming free trade
agreements, and reforms aimed at substantially strengthening the effectiveness of the State in the fight against
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poverty.

Recent Bank decisions are very much in line with the demands of the timeswe areliving through. The
adoption of amodern capital adequacy model and the creation of new lending instruments are just two examples
of theway the Bank has been adapting to the needs of itsclients, without undermining the institution’ sfinancial
soundness.

The capital adequacy model should be seen as the starting point for reforming, in the near future, the
lending framework the Bank offersto countries. Ceilingsthat restrict lending amounts and disbursement periods
should be lifted. These make the Bank less flexible and ignore the proven capacity of its Board of Executive
Directors and Management to take decisions that are consistent both with client needs and with the capital
strength safeguards that should guide all actionsin any bank.

Colombia enthusiastically supports efforts being made to create new lending instruments, in which a
good start has been made with performance-driven and export-support loans. In thisimportant area of itswork,
and in view of the new redlities, the Bank clearly has to consider taking decisions such as the adoption of
mechanismsfor lending to financially sound subnational entitieswithout sovereign guarantees, lending inlocal
currency, greater flexibility in counterpart funding requirements, and eligible expenses, among others.

It is aso very important to move forward on other fronts. The Bank’ s invaluable support through the
emergency facility during episodes of crisis has averted incalculable social costs. Nonetheless, its short repay-
ment term, along with other aspects such as the single amortization date, have been difficult for countries like
Colombia, where economic recovery gains and the financial terms and conditions of this vital lending facility
may not always mesh completely. Thissuggeststhe need to continue searching for waysto improvethis product.

The Bank must continue responding speedily to the demands of the Latin American private sector, by
strengthening its support windows with innovative, flexible and rapid instruments. Effective backing to the
private sector cannot be provided without rethinking the course of IDB Group institutionsthat extend funding to
thissector. Operation preparation times and excessive bureaucratic procedures make the Bank less effectiveand
prevent support from arriving at the right time. In this regard, Colombia supports lifting restrictions on the
sectorsthat are eligible for financing from the Private Sector Department (PRI) and the Inter-American Invest-
ment Corporation (11C), and asks them to persevere in their search for innovative avenues for local currency
financing for our business community.

With this objective in mind, an overarching strategy that engages the PRI, the IIC and the MIF to
increase their financing and technical assistance programs cannot be delayed. In addition, the MIF needsto be
strengthened with a new capital replenishment; the demonstration effect and social impact of its operations are
sufficient justification for this.

The IDB should continue to promote trade and cultural integration among our peoples. The regional
public goods strategy, INDES strengthening, technical assistancefor countriesin preparation for the FTAA, and
the creation of the Inter-American Foundation for Culture and Development are all aimed in this direction.

Fellow Governors, the challenge that unites us today is none other than that of supporting the Inter-
American Development Bank at a time of change, backing its soundness and dynamism, and helping it to
responsibly, creatively and effectively perform—as it has done for so long—its mission of responding to the
needs of its clients.

The IDB isasound organization that isfulfilling and must continue to fulfill, asit always has done, its
vital rolein our region. Having come through severa difficult years, the Latin American people are optimistic
about the period that is now beginning, and we are embarked upon the task of making the progress we see the
length and breadth of the region—modest asit may be thus far—both sustainable and lasting. Improving results
and, more importantly, making them sustainable is our key challenge.

Inthiswearewell aware of theimportancefor the region of having aBank that isfinancially sound, and
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aBank that is even more nimble to help find solutions to the problems that are thrown in our path as part of the
everyday fascinating complexity of thispart of theworld, whichissorichin opportunitiesfor doing thingswell.
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ADDRESS BY MR. RANDAL K. QUARLES, TEMPORARY ALTERNATE GOVERNOR FOR THE
UNITED STATES OF AMERICA

On behalf of Secretary Snow, | would like to thank Peru and Minister Kuczynski for hosting our meeting.
President Bush places great value on our relationswith L atin Americaand the Caribbean, and on the work of the
IDB.

Increasing Economic Growth in Latin America and the Caribbean

| am pleased that since we gathered together one year ago, important progress has been made in reestablishing
economic stability following the shocks and uncertainties of 2002. Improved macroeconomic policies have
underpinned many of these improvements, thanks to the leadership of many in this room.

With progresstowards stability, policymakers can rightly focus on increasing growth. Whiletheregion
isrecovering—real GDP growthintheregionisestimated at 1.6 percent for 2003 and projected at 3.8 percent for
2004—we can agree that growth has been unacceptably low for the region given its potential .

Raising economic growth—specifically through productivity growth—is the lynchpin for improving
living standards. The link between growth and poverty reduction is unmistakable. In this current window of
opportunity, reforms to lock in solid macroeconomic policies are essential. Many countries in the region are
making progress in enhancing debt management, improving monetary policy, implementing structural fiscal
reformsto strengthen tax administration, institutionalizing spending discipline, and reducing rigiditiesin public
budgets.

But macroeconomic stability, while necessary, is not sufficient for spurring growth. Addressing
microeconomic impedimentsis an indispensable part of the growth agenda. This means strengthening financial
sectors and expanding accessto financing for the private sector, particularly small businesses; eliminating labor
market distortions; investing in education and infrastructure; lowering trade barriers; improving investment
climates, fighting corruption, and encouraging entrepreneurship; and harnessing the full devel opment potential of
remittances.

L et me say afew words about the role of the U.S. in this effort, and what the IDB can do to support the
efforts of countriesin the region interested in pursuing this agenda for growth.

U.S. Agendafor Increasing Economic Growth in Latin America and the Caribbean

In addition to alarge bilateral development assi stance program, the Bush administration is pursuing avariety of
initiatives to lay the foundation for higher growth in the region.

For example, we are promoting an ambitioustrade agendain the Hemisphere. The U.S.-Chilefreetrade
areaagreement iscompl ete, and an agreement with five Central American countriesand the Dominican Republic
has been negotiated. We have announced negotiations with Andean countries and with Panama. We will repli-
cate the successful trade capacity-building initiative in our dialogue with the Andean countries. Our efforts
toward a Free Trade Area of the Americas continue.

We are also working to facilitate access to a powerful source of funds for development: remittances
from workers in the United States. Building on the groundbreaking work by the MIF, the U.S. has worked to
promote increased competition and expand access to the financial system. The U.S.-Mexico Partnership for
Prosperity helped halve the cost of remittances from the United States to Mexico since 1999 and bring more
remittancesinto theformal financial sector. The United Statesiscommitted to working with Latin Americaand
the Caribbean to achieve the Summit goal of halving the average cost of remittance transfers to the region by
2008.

In addition, we are honoring our Monterrey Consensus commitments by tying increased devel opment
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assi stanceto performance through the Millennium Challenge Account (MCA). Thisfiscal year, several countries
in Latin America and the Caribbean are candidates for MCA funds.

TheRole of the IDB in Increasing Growth

We have been working positively and constructively with IDB Management to help implement our vision for
improved effectivenessat the MDBs. Thisincludesemphasison economic growth and managing for results. We
believe the IDB must give greater attention to managing for results, and expect that through the Office of
Development Effectiveness the Bank will establish a comprehensive results measurement framework.

President Bush is an active proponent of grant financing for development, particularly for the poorest
countries. Therefore, we continue to urge discussions about how the IDB can provide grants to the region,
including through the Fund for Special Operations.

Asdonors, we arevery interested in seeing resultsfrom the use of our money and intend to monitor this
more closely than in the past. But we think borrowing countries, who provide capital but also pay interest on
loans, should be even moreinterested. Therefore, wewould liketo seethe DB publicly discloseinformation on
progress during project execution. Transparency of results can be a powerful vehicle for increasing effec-
tiveness and accountability.

Effectiveness and accountability are also hampered by corruption. President Iglesias made a bold
commitment to several governanceinitiativeslast year in Milan. Sincethen, the Office of Institutional Integrity
was created, an important step. The new Information Disclosure Policy puts the Bank ahead of other MDBsin
some areas. Thereview of procurement is another areain need of change. Wewant to work with Management
to implement new policies and procedures to achieve accountable, transparent and efficient IDB corporate and
project procurement systems.

Development of a vibrant, entrepreneurial private sector is indispensable to economic growth and
poverty reduction. To catalyze growth, one of the IDB’s most effective toolsisits relationship with public and
private sector actors. The Bank’s new Private Sector Development Strategy recognizes this, and seeks to
maximizethe IDB’ simpact on private sector devel opment. Welook forward to Management’ s Implementation
Plan to realize the promise of this vision.

Consistent with the Private Sector Devel opment Strategy, we believe consolidating the Bank’ s private
sector activitiesinto one operational unit will increase efficiency and leverage the strengths of the IDB Group.
Therefore, we would support a merger of the Private Sector Department into the Inter-American Investment
Corporationto formanew II1C. Of course, this merger must be done on ascalethat isfinancialy viablefor the
Bank and new IIC. It must also preserve the focus on small and medium enterprises and retain expertise in
private sector finance for infrastructure and the broadening and deepening of capital markets. It will likely
require ahigh-level person to coordinate and bring order to the Bank’ s private sector activities, both operational
and policy, on atemporary basis.

Thisproposal is strengthened by the Memorandum of Understanding between the [1C and Multil ateral
Investment Fund to collaborate on finance for small and medium enterprises. The llC and MIF are each ideally
suited to establish this program. We wholeheartedly support thisinitiative. By combining the strengths of the
MIFand I1Cinacoordinated fashion, we al so believe the Bank Group will bewell positioned to help realizethe
2007 goal of the Nuevo Ledn Declaration of tripling credit to SMEs.

The MIF is also the primary IDB vehicle to provide grant financing to the private sector. Inthe MIF,
grant financing funded projects with demonstration effects to show how changes in public sector policies and
practices create private sector benefits. We are particularly interested in seeing MIF resources directed towards
the poorest countries to reduce the time it takes to start a business. If we are serious about creating jobs, the
average number of days to start a businessin Latin America—which at 71 is the highest of any region in the
world—must be reduced.

In conclusion, | think that important progress has been made in strengthening the region’ s economies
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over the past year. The ongoing challengeisto lay the foundation for sustained economic growth. ThelDB is
moving forward on important initiativesto improve the overall environment for growth. By working together, we
can create and maintain the policy and institutional environment that underpins lasting devel opment and makes
assistancetruly effective. The United Statesis committed to working closely with al the countries of theregion
inthis effort.
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ADDRESS BY MR. FRANCISCUS GODTS, ALTERNATE GOVERNOR FOR BELGIUM

Introduction

On behalf of the Belgian government, | would like to express our gratitude to our hosts, the Government of Peru
and the people of Lima, for their warm hospitality and for hosting these Annual Meetings. Although thisis not
thefirst timel am attending an Annual Meeting, it isstill agreat pleasure and privilege for meto be present here,
because it is atimely opportunity to reflect on progress made over the last year and the challenges facing the
region and the ingtitution.

Regional Developments

Last year the region’ s economic prospects looked rather bleak, after two years of stagnation or even recession.
But now, the pace of economic activity in the region is increasing and the economic outlook for 2004 seems
rather good, with GDP growth of about 3.5-4 percent; inflation seems to be under control and currencies have
stabilized. Economic growth provides the best opportunity for the region to reinforce economic, fiscal, and
structural reforms. Citizensand investors alike have to seethat the governments of the region are addressing the
problemsin the areaof efficiency of the public sector, theindependence of thejudiciary, and thefair distribution
of their national income. Let us use this opportunity.

The region’s current recovery, however, needs to be sustained, because the region’'s traditional
disadvantages of overindebtedness, undercapitalization of private companies, low domestic saving rates, and
excessive dependence on afew commodities or low value-added products do not disappear overnight. These
challengesremain largely unchanged and the region must therefore continue to implement sustainablefiscal and
monetary policies. Astheregion’smain provider of external public resources, the Bank hasan important roleto
play in addressing these challenges and assisting the region to instill aframework for sustained medium-term
growth and improved equity.

Development Effectiveness and M anagement by Results

The Bank has an important role to play in achieving the Millennium Development Goals (MDGs). After
Monterrey and Johannesburg, it has become important to demonstrate that the Bank is an effective and efficient
instrument in providing multilateral devel opment assistanceto theregion. The Bank isengaged in an intensive
effort to make progressin managing by devel opment results at the corporatelevel and we commend the Bank for
the important steps taken in this direction since Milan. The groundwork has been laid on the financial front
through the new capital adequacy framework and at the operational level through fine-tuning of existing lending
instruments and the creation of new ones. However, we must admit that the Bank has made less progress than
expected since March 2002 when Governors agreed on measures to enhance its devel opment effectiveness.

Last year, the Governors confirmed that devel opment effectiveness needed to beapriority for the Bank,
and several of us pointed out that strengthening devel opment effectivenesswasimportant in order for the Bank to
attain its foremost objective of poverty reduction. The Bank’s priorities are known and all stakeholders have a
common concern: they want to see the results of economic development and give national agencies and the
Bank’s staff the incentives to actually achieve results; stakeholders want governments and the IDB to become
more accountable.

The problem is not one of agenda setting, but of speed and quality of implementation, and also of
evaluation. What we need isto set benchmarkswith built-in time schedules. The goasare known: they arethe
internationally agreed Millennium Development Goals.

The President of the Bank emphasized in his closing remarks of last year's Annual Meeting that

development effectiveness needs to become pervasive and that it is not an issue that can be solely tackled from
the perspective of Bank lending. We agree with this; the Bank can and should help national governments to
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improve their use of resources to implement economic and social programs in order to reduce poverty in the
region.

The primary task for the Bank now is to accelerate the implementation process in order to ensure the
Bank’ s accountability. The effort must continue and therefore we welcome the recent announcement that the
medium-term action plan aimed at creating a comprehensive devel opment effectiveness systemin the Bank will
be ready by mid-2004.

| aso would like to reiterate that development effectiveness involves al multilateral development
agencies and that coordination among multilateral development banks (MDBS) istherefore extremely important.
In addition, Belgium wishes to emphasize that partnerships and coordination with other devel opment agencies,
including bilateral, should be part of the medium-term action plan. Borrowing member countries haveto manage
amultiplicity of individual donor projectsand initiatives. Strategic alignment, harmonization, and coordination
among all involved aretherefore key challengesto avoid any overlapping of activitiesamong institutions and to
Ccreate synergies.

| haveto admit that, looking at the enormous socia and economic disparitiesintheregion, I’ m not fully
convinced about genuine local ownership of structural reforms, achieving MDGs, or managing by devel opment
results. Appearances can be deceptive and | havetheimpression that thereisagap between rhetoric and reality.
For sustainable poverty reduction to be achieved, political will and commitment are needed. Itisuptotheregion
to demonstrate that the problems are being addressed.

Private Sector Development

To foster economic growth, private sector development is crucial. In Latin America, small businesses are a
particularly important source of economic growth and job creation. Supporting the private sector istherefore a
priority for the Bank Group. We welcome the efforts made over the past year to revitalize the Bank’s private
sector activities and to improve the coordination between the various entities of the IDB Group involved in
private sector finance.

We fully subscribe to the adoption of the Private Sector Development Strategy, which recognizes the
central role of country programming in setting priorities. Thefinancing of productive capacity buildingiscentral
to any development strategy. Creating an enabling environment for investment and enterprise development is
essential for building productive capacity and is obviously the most important strategic choice for the Bank.
Equally important are the policies that developing member countries can introduce to encourage investment.
Developing member countries can take steps to facilitate sustained investment flows. These steps include
increasing the transparency of investment regimes, nondiscriminatory treatment of investors, development of
rules on investment protection, and allowance of free capital transfers. Wewould also liketo emphasizethatitis
important that private sector operations contribute to the Millennium Development Goals. The strategy’ s main
thrust seemsto be that economic growth isanecessary condition for reducing poverty; however, weall know that
thisis not a sufficient condition.

What we like in particular about the Private Sector Development Strategy is its modesty. It is now
important to carefully sequence the steps required to implement the strategy and to fine-tunethe strategy at alater
stage. Wewould therefore liketo ask the Bank to present as soon as possible an explicit and prioritized medium-
term roadmap of actions. Once an agreement has been reached on the implementation plan, we can move
forward with the strategy itself and consider enlarging the scope of private sector operations.

We must admit that thereisagap between our expectations and the progress made regarding a suitable
structure for the Bank Group’ s private sector activities. Asl indicated last year, Belgium supports asolution that
would introduce a clear separation of private sector operational risk from the Bank’s public sector activities.

We have followed with interest the devel opmentsin thisareaand will continue doing this, and are ready

to consider proposals to further develop our private sector activities. | wish, however, to warn about
overreaction: a healthy balance between private and public sector activities needs to be maintained. Both
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activities need to complement each other. | do hope that the Management of the Bank, including the high-level
coordinator, will take this message into account. Timewill alsotell if this high-level management position will

contribute significantly to the establishment of an efficient and effective framework of coordination between the
IDB, IIC, and MIF.

In conclusion, | want to thank you, Mr. President, and also the Bank staff for your excellent work in
trying to address the Bank’ s shortcomings and to understand the full scope of the corporate reforms needed in
order to deliver results. Implementation and evaluation are vital.
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ADDRESSBY MR. JAMES MELANSON, TEMPORARY ALTERNATE GOVERNOR FOR CANADA

| first want to thank the Government and people of Peru for their kind welcome and for the excellent
arrangements made for our meeting.

Y esterday’ s speech by President Iglesias sends a message of hope. After severa years of sluggish
growth, the tide seems to be turning. Thisis certainly a welcome change since our region has been lagging
behind other parts of the world with respect to the improvement of economic conditions for its citizens.

In hisremarks, President Iglesias also talked about the achievements of the IDB during the past year.
We are particularly pleased to see that a number of internal issues have been addressed, all of which will make
the Bank a stronger voice for positive change. We wish to recognize in this regard the implementation of the
capital adequacy framework and the establishment of the office of Private Sector Credit Risk Assessment; the
approval of the Information Disclosure Policy; the growing status of the Office of Institutional Integrity; and the
approval of Codes of Ethics for both Management and the Board. The creation of an independent Audit
Committeeremainsawork in progress. Canada hasencouraged and applauded these efforts; wewill continueto
beinvolved in their development. Recent eventsin the corporate world have certainly underscored the need for
transparency and accountability.

However, as we look ahead, there are some other critical issues that the Bank must face. In my brief
remarkstoday, | would liketo focus on three of them: devel opment effectiveness, the future lending framework
of the Bank, and itsrole in private sector development.

Ontheissue of development effectiveness, you will recall that when we approved the 2002—04 lending
framework we included a paragraph on measures that the Bank would adopt to “strengthen the devel opment
effectiveness of all the instruments of its lending categories.” Now, two years later, when we will soon begin
discussions on a new lending framework, we must conclude that while the Bank has made some progressin
regard to development effectiveness, it has not moved as far or as quickly as many of us expected.

On the positive side, Management has recently announced the appointment of Mr. Lionel Nicol asthe
interim Chief Development Effectiveness Officer. We welcome his appoi ntment and we can assure him that we
will support him in his efforts. At the same time, we call on the Bank itself to ensure that his office has the
support required to enable him to fulfill his mandate.

We also have before us—as one of the documentsfor this Annual M eeting of Governors—the Progress
report on Management’ s actions in 2003 and future actions to enhance the Bank’ s devel opment effectiveness.
This document lists a number of actions that have been taken including: the preparation of new guidelines for
country strategies, stepsto enhancethe quality at entry of projects, proposalsto improve project monitoring and
project completion reports, and the establishment of a Task Force on Retooling Bank Operations.

We applaud theseinitial steps since to us they are signsthat the Bank is headed in the right direction.
But greater effort must be expended by the Bank to follow up on their implementation. Now that aChief Devel-
opment Effectiveness Officer isin place, the Bank must move with greater commitment to make devel opment
effectivenessapriority. Inanerainwhich thereisgreat demand for development resources but limited funds, the
Bank needs to be able to show to its shareholders that its activities—through all its lending instruments—are
helping to improve the living conditions of the people in the Americas.

I would now like to turn to my second topic, the Bank’ s lending framework. During the latter half of
2001, the Board of Executive Directors and then the Committee of the Board of Governors spent considerable
time discussing—indeed negotiating—anew lending framework for the Bank. Thisframework was eventually
presented to Governors as the Agreement on Measures for Enhancing the Response Capacity of the IDB.

As we have seen during our Committee of Governors' meeting here, the question of the lending
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framework isonce again on our agendaasthe current agreement expiresat theend of 2004. It seemsto methat if
we are to arrive at a consensus prior to the end of this year, then we need to repeat the process we followed in
2001. Wewould suggest that the Board of Executive Directors undertake someinitial discussion on the topic,
and then the Committee of the Board of Governors be convened once or perhaps twicein the second half of this
year to finalize an agreement.

Asameans of generating someinitial thinking on the subject, | would liketo posit three questions that
we see as fundamental to those discussions.

Thefirst question iswhat isthe appropriate blend of emergency, fast-disbursing and investment lending
for the IDB. In addressing this question we will of course need to bear in mind a number of factors. These
would include: the development challenges facing the region and the expressed needs of borrowing member
countries, the comparative advantage of the IDB with regard to other lenders in the region; the skills and
knowledge of Bank staff, at both Headquarters and its 26 Country Offices; and the financial well-being of the
Bank.

We would suggest that a second question that needs to be addressed regards what conditions should
prevail within borrowing member countries for the Bank to move to more flexible, more rapidly disbursing
instruments. For the past few years, much of the development debate has focused on theimportance of country
ownership and of ensuring that donors do not impose too heavy an administrative burden on borrowing countries.
Canada agrees with these principles and we support, in general, the use of more flexible instruments when
circumstanceswarrant. But we have not yet had sufficient discussion in this Bank on what those circumstances
are. Nor, inour view, have we yet had sufficient discussion about how to assess the impact of such operations.
If we want to make a case for greater use of such instruments we need to be able to show that they are better
suited to conditions in borrowing member countries and that they are equaly, if not more, effective than more
traditional investment lending.

The third question that we need to address is what steps can be taken to improve the efficiency and
effectiveness of all lending instruments of the Bank. In the past year, the Bank has experienced a declinein
investment lending. This may be atemporary situation or it may be a harbinger of alonger-term trend. We do
understand that in part this decline reflects aconcern of borrowers about the procedures pertaining to such loans.
As part of the process |eading to discussions on the lending framework, the Bank should thus be examining its
internal procedures and processesto help make investment |oans more attractive to borrowing member countries.

Mr. Chairman, | hope that as our discussion on the lending framework proceeds over the latter part of
thisyear, wewill find ourselvesin aposition to deal openly and frankly with these and other important questions
pertaining to lending operations. | also would hopethat by the end of the year, we will have reached agreement
on anew framework that will help place the Bank in aposition to be able to continue to contribute effectively to
the economic and socia development of the region.

I would now like to turn to the role of the IDB in private sector development, first referring to the
landmark report of the UN Commission on Private Sector and Devel opment, co-chaired by Prime Minister Paul
Martin and former President Ernesto Zedillo. To quote from that report:

“The Commission believesthat the primary responsibility for achieving growth and equitable
development lies with devel oping countries. Thisresponsibility includes creating the condi-
tions that make it possible to secure the needed financial resources for investment. Those
conditions—the state of governance, macroeconomic and microeconomic policies, public
finances, the financia system and other basic elements of a country’s economic environ-
ment—are largely determined by the actions of domestic policymakers. Their challengeisto
» launch reformsthat bring about further changesin institutional frameworksto unleash and
foster the private sector.”

In our view, it is precisely in this area of endeavor that the IDB is best placed to assist its borrowing
members—by building the enabling environment and acting as a catalyst for new approaches. It can work with
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borrowing member governments on the difficult regulatory and business climate improvements necessary for the
private sector to flourish. It can manage risk in ways private institutions cannot. It can promote public-private
partnerships.

The Bank’s private sector development efforts should, we believe, be firmly rooted in its country
strategies, and be subject to the same devel opment effectiveness disciplines as other kinds of programming.

Private sector development will drive economic growth in the region, it will provide incomes for the
poor and—under theright conditions—will reduceinequality. Thereisclearly arolefor thelDB, but it must bea
judicious and well-considered one.

We look forward to participating in upcoming discussions of replenishment of the Multilatera
Investment Fund. We are pleased with the results of the independent evaluation of the MIF, and we endorsethe
action plan for moving the replenishment exercise ahead. We will of course want to see clearly what roleis
foreseen for the MIF, and other elements of the Bank Group, with respect to SME support.

Canada appreciates the Bank’ s responsiveness to the Summit of the Americas Plan of Action, and we
value highly the support the Bank has given to borrowing countriesin their effortsto internalize and achieve the
Millennium Development Goals. Aswe move closer to the mid-way point to the target date for the achievement
of the MDGs, it may be appropriate for the Bank to assess how well it and its regional member countries are
doinginthisregard. Thisassessment might well provide auseful context for our work on the lending framework.

We redlize the shortage of grant fundsis restricting technical assistance and the financing of regional
public goods. Theblending of Ordinary Capital and soft resourcescould, if allowed, offer aremedy. Because of
the fundamental importance of capacity building through technical assistance, we strongly urgethe Bank tofind
ways to overcome this obstacle.

Wewould also encourage the Bank to make continued effortsin refining its approach, asit movesahead
inthe crucia areaof performance-based allocations—akey element inimproving the devel opment impact of our
investments.

So the main concernsin our thinking about the Bank are, again, development effectiveness, the private
sector, and the future direction of IDB lending. Andin closing, | will just add a few words about Haiti.

All of usshareadesireto see Haiti resolveits present difficulties and move toward security, democracy
and a better life for al of its people. To this end, Canada has recently contributed nearly US$10 million for
humanitarian assistance and support for UN agencies and the Special Mission of the OAS. We have sent some
500 soldiers for peacekeeping duties. And, through the programs of the Canadian International Devel opment
Agency, wewill continueto assist Haiti’ s devel opment efforts, with emphasis on such areas as basic education,
health, economic devel opment, human rights, justice, and security. We consider theinvolvement of CARICOM
and the CDB also to be crucial.

We see progress in Haiti as a critical test for our region—just as we consider the Bank to be a critical
development institution for our region. That’'s why we are eager to see this Bank live up to itsfull potential as
agent of change, asinstrument of economic and socia advancement, and asaforce for progresstoward a better
life and future for al the people of the Americas—with priority, always, for the poor.
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ADDRESS BY MR. HENRI BAZIN, GOVERNOR FOR HAITI

It isagreat honor for me to address this assembly today in my capacity as Minister for Economic Affairs and
Finance and Governor of the DB Group for Haiti. Allow meto echo my colleagueswho have spoken before me
in thanking the Government of Peru and the mayor and people of Limafor the warm welcome extended to the
Haitian del egation and for the excellent organization of this Annual Meeting of the Boards of Governors of the
Inter-American Development Bank and the Inter-American Investment Corporation. | would also liketo express
my appreciation to the Secretariat of the Bank, which has spared no effort to ensure the success of this meeting.

For me personally, it is a source of specia pleasure to once again enjoy, after a number of years, the
legendary hospitality of the Peruvian people.

As you have surely observed over the past months, Haiti has been a recurring headline in the inter-
national press. Inasmuch as the details are well known to all, what we need to keep in mind overal is that the
Haitian people’ s decades-long pursuit of democracy and a better standard of living has unfortunately not borne
any tangible fruits. Nearly half of Haiti’s citizens live in extreme poverty, a situation that is compounded by
insecurity in many and varied forms.

The problems of governancethat ensued after the contested electionsand aspiral of violence culminated
in the departure of the previous government team.

The rest is history.

On the first of March, Haiti embarked on a new phase. As stipulated in the Constitution, the Chief
Justice of the Supreme Court, Mr. Boniface Alexandre, was named acting President. A tripartite commission
comprising adel egate from the party of the outgoing President, adel egate of the opposition, and arepresentative
of theinternational community named, by consensus, a seven-member Council of Sages representing the various
sectors of the country.

The Council considered the candidatures of a number of prominent Haitians and, after conducting
interviews, recommended to the interim President that Mr. Gérard L atortue be appointed Prime Minister. Once
the choice was confirmed, Mr. Latortue—in consultation with the various sectors—formed a transition
government made up of independent public figures.

The mandate of the government, of which | am proud to beapart, isto hold democratic, honest elections
within two years and, in the meantime, to lay the foundations for better governance. Emergency measures are
under study that would help createjobs, lower the cost of living, foster social reconciliation, and reduce extreme
poverty.

To underpin our action during this period we propose to establish a humber of benchmarks and
guidelines. It isour hope that these will serve both as guideposts and as beacons for future administrations.

| would like to take this opportunity to express my government’ sgratitude to thefriendly countrieswho
have stood unflaggingly by the side of the Haitian peoplein their struggle to improve socioeconomic and political
conditions. Specia mention should be made of the efforts of the Organization of American Statesand the Central
American Common Market (CARICOM) to help us settle our differences through dialogue and consensus
building.

We have a so taken note of the I nter-American Development Bank’ s strong show of solidarity with the
Haitian people. Under the leadership of its president and with the backing of the Board of Executive Directors,
the Bank has kept its technical staff in the country and has accel erated its reengagement process.

Asaresult, the IDB istoday in aposition to resumeitsactivity in Haiti promptly, assoon asofficialsin
charge of the projects approved last year have been appointed or confirmed. On behalf of the government and
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personally, 1 would like to ask that Mr. Iglesias convey our sincere thanks to the Region 2 manager and
specialists and to the staff of the Country Office in Haiti.

It would be acommonplaceto label 2003 an especially difficult year for Haiti, with nominal growth of
0.4 percent after three consecutive years of unequivocally negative growth. Indeed, it has been quite sometime
since Haiti has had what could be termed an easy year in any sphere. The 2002-03 fiscal year began with the
signing of astaff-monitored program (SM P) with the International Monetary Fund, which madeit possibleto set
parametersfor narrowing the budget deficit, phasing out ministerial current accounts, and defining aglobal plan
for the clearance of arrears. At the end of thefirst four months of the 200304 fiscal year, however, the program
suffered some major setbacks, and deficit financing through monetary measures reached alarming levels of more
than 3 billion gourdes (approximately 3 percent of gross domestic product). Comparing this figure with the
4 hillion gourdes recorded for the entire preceding fiscal year underscores the magnitude of the financial
problems Haiti isfacing.

All hopeisnot lost, however. At the Ministry for Economic Affairsand Finance, we are confident that
we will be able to capitalize on the efforts made thus far. The government will soon resume its talks with the
IMF on the terms of an arrangement for eventual renegotiation of a program under the Poverty Reduction and
Growth Fecility. Itisto behoped that other partnerswill quickly join usin our effortsto narrow the fiscal deficit
and combat poverty.

In conjunction with thelaunching of an emergency plan, the key elements of the medium-rangerecovery
plan that we would like to proposeto our partners address several pressing challenges. First and foremost iswhat
kind of growth will help to reduce poverty and inequality with aminimum of social conflict. Inthisregard, the
new administration will take stepsto:

(i)  pursue a macroeconomic policy package consistent with short-term stability and long-term
growth;

(ii)  strengthen the role of the private sector as an engine of growth;

(iii)  formulate and implement poverty reduction programs aimed at broadening the social safety net,
enhancing the delivery of social services, especially education, health care, and the payment of
reasonable social security benefits;

(iv) launchinitiativesto make the production system generally more effective by improving physical
infrastructure, strengthening public institutions and building human capital; and

(v) boost internal savings so as to finance a higher percentage of investments, while ensuring
efficient use of capital.

I would liketo take advantage of this occasion to say that the Haitian government appreci atesthe recent
initiative of the World Bank to assemble donorsfor an initial exchange of views on the key economic problems
facing our country inlight of recent political events. Wewill soon be welcoming amission of these donorson or
around April 15. Working in cooperation with the respective Haitian institutions, the mission will be geared
towards helping us to assess our short-, medium- and long-range needs in advance of the June pledging
conference.

Asindicated earlier, the staff-monitored program with the IMF and the settling of arrearswith the IDB
made it possible for the Bank to reengage with Haiti in July 2003 and rapidly resume activities. On Decem-
ber 31, 2003, disbursements stood at US$47 million, which was unfortunately not enough to reverse the net
negative flow of resources. With the payment of US$2.5 million last week, the gap in funding flows widened
even more, to Haiti’ s detriment.

We sincerely hopethat the Bank will continue redoubling its effortsto expedite project implementation
and increase disbursement flows, especially to the social sectors, and for rehabilitation of basicinfrastructure. In
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this regard, the government will soon submit a package of specific proposals to the Bank aimed at speeding up
project implementation and disbursements and reversing the negative flow of transfers.

The damage caused by poalitical unrest these past few months has had fallout in all sectors. The
government, the private sector, and civil society are working to assess the losses in money terms. The most
conservative estimates are already in excess of US$600 million nationwide.

Tocitejust afew examples, school buildings and facilities—of which the country had too few to begin
with—now need to be entirely rehabilitated or replaced. Many business establishments and thousands of
microenterprises in the formal and informal sectors have virtually lost their operating base. The net effect has
been a drastic drop-off in economic activity, burgeoning unemployment and dwindling tax receipts.

We must also tackle a number of serious and long-standing environmental issuesin order to break the
vicious circle that has led to Haiti being left with a choice between a* never-ending disaster” and a*“disastrous
end”.

Moreover, and perhapsaboveall, strong measures need to be taken within the framework of applicable
legislation to ensure the safety and security of human lives and property.

To mitigate negative factors that could potentially lead to severe complicationsin an already difficult
transition, the government islooking to undertake avast program of job creation and |abor-intensiveworks. We
trust that all our partners—I repeat, all our partners, both Haitian and foreign—will find it in their heartsto work
with usin this endeavor according to their capacities.

Haiti’ s private sector has without a doubt been one of the hardest hit victims of the events of past
months. It nolonger playsits pivotal rolein economic growth and job creation. Coincidentally, looking through
the documentation distributed for our meeting here, | could not help but notice that one of the focuses of the DB
Group’ sdiscussions has|ong been the adoption of astrategy for effective devel opment of the private sector inthe
region.

Even though Haiti has thus far not been able to benefit at all from the expertise and assistance of the
IDB’ s Private Sector Department (PRI) or the Inter-American Investment Corporation (11C), thoughiit definitely
has had support fromthe Multilateral Investment Fund (MIF), we wel come and commend thework undertaken to
ensure more efficient coordination of these institutions and we support the idea of engaging a high-level
coordinator to work on behalf of the president of the Bank to assure harmonization and effectiveness of the
actions of PRI, the |1C and the MIF.

It goeswithout saying that the IDB Group should persevereinitseffortsto actively identify investment
opportunitiesin countries such as Haiti where such opportunities are less conspicuous, and to promote projects
and encourage investors to take part in them.

Haiti has an extremely dynamic private sector that is eligibleto borrow without sovereign guarantee and
should be the object of such lending operations. We strongly support the granting of financial and technical
assistance directly to private sector projects aswell as effective involvement by this sector in national dialogue.
The government also hopes to continue to receive from the IDB Group the necessary support for creating an
enabling environment for private enterprise. In addition, this would help to reduce the country risk as well as
project financing costs.

| would liketo return for amoment to the work of the Multilateral Investment Fund, which got off to a
very promising start in Haiti. However, problems associated largely with the political situation have kept our
country from benefiting in recent years from the MIF s full range of instruments, expertise and experience in
order to strengthen institutions and undertake the necessary reforms for devel opment of the private sector.

Despite the MIF s active and very visible support for microenterprise in Haiti, | know that President
|glesias and the Manager of the MIF, Mr. Donald Terry, have always wished that the MIF could do morefor us.
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The Government of Haiti truly hopes that the MIF swork will not be slowed down or scaled back because of a
scarcity of resources.

The government also hopes that Haiti will resume its place amidst the MIF donors. We furthermore
support the proposed replenishment of resources of this institution which, as we all are aware, was created
precisely in order to help solvethe problems of countries such asHaiti. Wefeel it would bewell for usto makea
contribution to the capital increase, at the appropriate time, drawing on our own resources.

Itiswell known that the dual objectives of reducing poverty and fostering the private sector benefit from
the promotion and devel opment of microenterprise. Wewould therefore be happy to receive from the respective
MIF departments the necessary instruments for taking part in this replenishment, in order to examine them as
soon as possible.

Before closing, allow meto reiterate the commitment of the transition government—of which | havethe
honor of being a part—to work towards national reconciliation, better living conditions for the people of Haiti,
the laying of a foundation for sound and transparent governance, and the holding of honest and democratic
€l ections within a maximum of two years.

My last point isonethat | wish to underscore especially: the government will betaking avery proactive
stance in combating open or rampant corruption, both active and passive. Corruption has become an endemicill
acrossthe region but has taken on extraordinary proportionsin recent yearsin Haiti. To thisend, wewould like
to set up—with the help of our friendsin theinternational community—a unit within the Ministry of Economic
Affairs and Finance tasked specifically with fighting corruption, to track down this malady wherever it may
manifest itself in the government.
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ADDRESS BY MR. OSCAR KNAPP, GOVERNOR FOR SWITZERLAND

On behalf of Switzerland, | would like to extend my gratitude to the Peruvian authorities for their excellent and
generous arrangements and their warm welcome in this beautiful country.

The Region

Ladies and gentlemen, | feel much more comfortable today than ayear ago when looking back on the region’s
recent performance. After along period of recession and stagnation that began in 1998, the region experienced
economic growth in the order of 1.5 percent in 2003. Moreover, theimmediate outlook isa so promising, with
economic growth poised to reach almost 4 percent in 2004. In other words, | am relieved to say that after one of
itsmost severe crisesin several decades, Latin Americais set to return to the growth path from which it had been
thrown off by the deterioration of international financial conditions and the slowdown in globa economic
growth.

Degpite this cautious optimism, there is no reason to be complacent. The region’srecovery isfragile
and its mid-term prospects uncertain dueto the legacy of the crisisof the past fiveyears. Of particular concernis
the deteriorating public debt situation in various countries, which will constrain the capacity of governmentsto
support the economic recovery and risksincreasing theregion’ svulnerability to external shocks. Moreover, most
of theregion’sfinancial systems remain fragile, unequipped to accommodate sudden changes in inter-national
financing flows, and not yet in amood to finance new productive-capacity expansion.

Y et perhaps most worrisome isthe fact that in many Latin American countriesthe public mood is one of
frustration at the failure of the past decade of economic and democratic reformto deliver moretangible social and
economic progress. Indeed, after some notableimprovements, theincidence of poverty isonceagain ontherise,
estimated to have increased by two percentage points to 44 percent since 2000, and unemployment has reached
record levels. Moreover, the region remains the most inequitable region of the world, and social inequity is till
rising in many countries. Asaresult of this sobering legacy, popular appetite to advance the free-market reform
agendahaswaned, and social and political unrest in some countries might even lead to areversal of past reforms.

In addition, athough democracy has proven to be surprisingly resilient in the face of such adverse
socioeconomic circumstances, the risk of unstable or even failed States in certain parts of the region can no
longer be denied.

The Need for Continued Reform

| share the view that the disappointing return from the past decade of reform can be attributed to the following
factors: (i) theregion’ schronic vulnerability to financial crises; (ii) thefailureto fully implement macroeconomic
and structural reforms; (iii) the lack of progress in implementing institutional reforms; and (iv) the region’s
entrenched inequality which has prevented economic growth from swiftly translating into poverty reduction.

| strongly believe that it would be a grave mistake to backtrack on the past reform path. Rather, the
region should move ahead with its reform agenda, albeit adjusted in light of the recent experiences and lessons
learned. The governmentsof theregion areinthe driver’sseat for this process, and responsibility for successor
failure rests ultimately with them. However, we are al committed to the achievement of the MDGs. In this
regard, | would like to assurethe governments of theregion of Switzerland’ sfull support, and | remain convinced
that the IDB can strongly support this difficult process on the basis of its policy dialogue, analytical and sector
work and lending operations. | would like to propose the following reform agenda.

First, governments must find ways to reduce the region’ s dependence on volatile external capital flows.
Theintroduction of competitive exchange rates represents afirst step in theright direction. Most importantly,
however, is the need for financial market deepening. In an attempt to promote saving and borrowing in local
currencies, governments of the region should vigorously pursue pension and financial market reforms. No less
decisive are measures for strengthening the competitiveness of local producers in their own local markets by
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building up more adequate savings and credit institutions.

Second, athough governments have demonstrated their commitment to fiscal discipline, they need to be
more attentive to the need to restrain spending in good times so as to enlarge their room to maneuver to pursue
countercyclical fiscal policies. Tax reform, in particular with respect to the mobilization of the resourcesrequired
to strengthen institutions and to finance and implement urgent devel opment programs, should beapriority inthis
context. Tradeand regional integration aretwo important areasin which momentum has been lost during the past
years. Enhancing the competitiveness of the economy, and an additional effort to devel op the human resources
for that purpose, is of utmost importance. It is also important that the region’s policymakers renew their
commitment to trade liberalization and actively seek a breakthrough in regional and global trade negotiations.

Third, governments must continue to pursue and deepen institutional reforms. Such reforms, arguably
among the most diffuse and complex parts of the agenda, include measures and policies aimed at strengthening
the rule of law, combating corruption and reducing the regulatory burden for businesses.

Fourth, governments need to step up their effortsin reducing their countries' flagrant inequality. There
isagrowing body of evidence showing that inequality has undermined the region’ s growth potential and that the
creation of equal opportunities and a more equitable distribution of income are a necessary prerequisite for
sustai nable economic growth and devel opment. I1n pursuing more equitable policies, governments should seek to
introduce property taxes and progressive income tax regimes. |In addition, it is crucia that governments
undertake more to help the poor gain assets by facilitating accessto education and vocational training, promoting
land reform programs and introducing property titles.

Progresssince Milan

| am very pleased to see that after much debate in the Board and avery constructive public consultation process
the Bank has adopted anew Information Disclosure Policy. The new policy represents aquantum leap in terms
of enhancing the Bank’s transparency to the outside world and puts the IDB on the same level as the other
MDBs. Of course, the new policy will haveto proveitself during the upcoming year, itstrue valueto be gauged
by the extent to which stakehol ders can make use of theinformation disclosed. Nevertheless, in my view the new
policy clearly testifies to the Bank’s ongoing commitment to strengthen its accountability.

Another major achievement of the Bank during the past year was the approval of the new capital
adequacy framework which concluded the long and, at times, difficult discussions over this topic. | strongly
welcome this approval since it equips the Bank with a capital adequacy policy that isequal if not superior toits
peer institutions and should give it a sound financial footing to weather possible future financial storms.
Moreover, asafurther positive consequence of thisnew policy, the Bank will be ableto set standard |oan charges
that are lower and more stable than under the previous policy and compared with other MDBs.

The introduction of the new capital adequacy framework has given rise to demands on the part of
various shareholders to revise the new lending framework. Although it is somewhat premature to reopen this
discussion, | am aware of the importance various shareholders attach to this topic and the topic of flexibility.

| believe that any revisions to the new lending framework must comply with demands for enhanced
development effectiveness, not threaten the financial soundness of the Bank and must bein linewith the Bank’s
mandate as a development institution, guaranteeing a fair share of resources to all borrowing countries. That
said, | would liketo express my concerns over the Bank’ s growing emergency lending portfolio. Inmy view the
Bank should be involved less in helping to mitigate the consequences of financial crises, and much more in
helping to prevent them. | would hence strongly welcome the reall ocation of unused resources for emergency
lending to other strategic purposes. In this regard, an option worth further exploring would be to deploy such
resources for financial market reforms, trade and integration and private sector operations.
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Last year, the Bank once again demonstrated its willingness to address the evolving needs of its
borrowing member countries by adopting four new lending instruments. | welcome this momentum and would
like to commend the Bank in particular for the development of the innovative and very promising performance-
driven loan instrument. However, when viewing thelist of new lending instruments scheduled for discussion this
year, | wonder whether thislong-standing effort has entered aphase of decreasing returns. Indeed, | believethat
we have reached a point at which we should start exploring theidea of devel oping strategies for middle-income
and low-income countries involving distinct lending instruments for each country group. | am convinced that
such a differentiated approach would respond better to the changing needs of the borrowing countries than a
further proliferation of instruments.

Development Effectiveness

| would liketo expressmy regret that the recruitment of anew Chief Devel opment Effectiveness Officer (CDEO)
has run into unforeseen difficulties and that the scheduled work on enhancing the Bank’s development
effectiveness has hence been delayed. As repeatedly stated on various occasions, Switzerland attaches the
greatest importance to this issue.

Nevertheless, | acknowledge the Bank’s past and more recent efforts in this area. Among the steps
initiated in 2003 to enhance the Bank’ s development effectiveness, | would like to single out for special praise
thereview of quality at entry, which will hopefully lead to the establishment of aQAG-like structure at the Bank,
and the devel opment and approval of the performance-driven loan instrument, which represents the first MDB
loan instrument truly linked to results. Generally speaking, | believe that the Bank has made considerable
progress in “doing the right things’ (country programming) and in “doing these things rightly” (monitoring,
measuring and evaluating).

The immediate challenge for the Bank isto develop along-term vision and to make sure that all of the

Bank’ sinstitutional aspects, including its culture and incentive framework, are aligned towards achieving results.

Looking somewhat further down the road, the next major challenge for the Bank will be to enhance country
ownership of the concept and to help the borrowing countries increase and align their capacities.

Addressing these challengeswill bethe responsibility of the newly appointed CDEO, to whom wewish
to assure our full support. We are aware that implementation of this part of the agendais particularly difficult
and will require sufficient time. Thefirst major step in thisdirection will be the elaboration of the medium-term
action plan, which we look forward to discussing as soon as possible.

Private Sector Development Strategy

Mr. President, | would like to turn my attention now to atopic which Switzerland accords highest priority and
which will remain at the top of the Bank’ s agendathisyear: the Bank’srolein private sector development. In
this connection, | would like to thank the External Review Group (ERG) for its work and recommendations,
which | have read with great interest. Asit turns out, it is unrealistic to merge the Private Sector Department
(PRI) withthe lIC. | therefore welcome that the Bank instead focused on devel oping a coherent private sector
development strategy which aims to increase the coordination, effectiveness and quality of the IDB Group's
interventions in the private sector.

| support the new strategy and agree with its main thrust. In particular, the Country Private Sector
Development Strategies promise to be an innovative mechanism to enhance the devel opment impact of the IDB
Group's private sector activities and improve internal coordination. However, | would like to emphasize the
following expectations: first, itiscrucial that the Bank coordinate closely with other institutionswhen hel ping to
develop an enabling environment for business. Second, the DB Group’ s private sector activities should focuson
promoting SM Esand must achieve measurabl e resultsin terms of job creation and income generation for the poor
and middleclasses. Finally, the strategy needsto befollowed up as soon as possible by atime-bound action plan,
containing clear outcomeindicators and specifying theinstitutional, human resources and financial implications.

Implementation of the Private Sector Development Strategy is a daunting task that goes well beyond
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overseeing and coordinating the IDB Group’ s activities. The person in charge of thistask hasto provide active
leadership within the Group and impose a private sector mentality on operational departments. Moreover, this
person must also develop abroader vision of the Bank’ s role in the private sector and explore various options,
including the proposal to merge PRI withthe lIC. Mr. President, although we welcome your proposal to appoint
atemporary coordinator, we would urge that such a position not only have a coordinating function, but rather
have full responsibility to develop and implement the IDB Group's private sector approach. While organiza-
tionally attached to the IDB, such aperson would in practice manage al three private sector entities of the IDB
Group. Such a set-up has worked well at the World Bank Group.

Inc

Following the losses of last year, | am very satisfied to see that the 11C is back on the track of financial
profitability, achieving asmall net income of US$2 millionthisyear. Although thispositiveresult reflectsin part
the improved economic situation of the region, it can also be attributed to the measures initiated last year.
Indeed, the Corporation has recovered mainly by slashing costs. Hence, the challengefor theimmediatefutureis
to enhance its business operations. |1C Management has aready taken steps in this direction by proposing
promising follow-up actions stemming from the ERG’ srecommendations. Looking ahead, the major challenge
for the 11C will beto find its role within the IDB Group.

Conclusions

In certain respects, the region and the Bank arein asimilar situation: after difficult and challenging times, both
are facing a window of opportunity for far-reaching reform. Whereas in the case of the region this involves
reinvigorating its past reform agenda, the Bank should vigorously take on the challenge of implementing the
proposed reforms in the areas of development effectiveness and private sector development. Flexibility and
pragmatism, coupled with a sense of urgency, should be the guiding principles for both.
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ADDRESS BY MR. DIEGO LUIS CASTELLANOS, TEMPORARY ALTERNATE GOVERNOR FOR
VENEZUELA

Here in our region, we are witnesses to what are apparently paradoxical situations. Economies whose
macroeconomic indicators appesar to reflect ahigh degree of efficiency, redistributive market mechanisms based
on increasing wealth, employment, and returns on such factors as technology, and aform of resource alocation
that bolsters fundamental elements for the enhancement of well-being—such as supply and demand—contrast
with progressive social discontent that threatens our democratic institutions. We believe that we are overlooking
something in this paradox. We are witnessing a parallel increase in the type of exclusion that serves as a
breeding ground for imbalances and poverty. This prompts usto ask ourselves. what part are our institutions
playinginall this? Arethey, perhaps, geared to complex, complicated accounting mechanisms designed for use
in statistical yearbooks and for satisfying the egos of economic policymakers, or to simple policy mechanisms
that permit the realization of the moral, spiritual, and material aspirationsof our citizens? Weask ourselves: Are
we cultivating our societies on a basis of inclusion or of exclusion?

The market economy provides us with a channel for the expression of our preferences, desires, and
feelings. Itisapillar of democracy. But the crucial conditioninthisrespect isthat wemust all have accesstoiit.
Thisisthe challenge of development, of our institution: to bring about institutional change that will ensure that
infrastructure, policy, and reforms areinclusive, that society isinvolved in forging its members own destinies,
that those who govern are aware of their institutional bounds and of the commitment they owe to society.

We need effectivetoolsfor development, toolsthat can be used efficiently in the creation of well-being
and equity, toolsthat contribute to transparency and accountability for what is done and what goalsare achieved.
We cannot have atype of growth that isreflected solely in economic indicators and that has nothing to do with
our happiness as a society. Thisis the central paradox that we must confront, and this is the challenge to be
overcome by our institution in the next 20 years.

In Venezuela, we are committed to achieving growth on the basis of the increasing satisfaction of the
aspirations of humankind. Education, health, housing, and drinking water are priorities for us, but so is the
creation of a productive society in which people fed that they control their own destinies, where exclusion is
uprooted, where growth reflectsthe workings of marketsthat are free from the types of asymmetriesthat generate
positive indicators in tandem with striking inequalities.

To attain these objectives, we have employed mechanismsthat are largely misunderstood; our missions,
citing our teacher Simén Rodriguez, and our “delirium” embody a profoundly revolutionary philosophy: either
weinvent, or wefail. This placesusapart and may subject usto criticism, but we are convinced that the results
will serve as a showcase for the path to be taken by our region. A heterodox path that leads us beyond simple,
elementary diatribe, beyond the question as to whether we are neoliberal or not, or whether we should abide by
requisite accounting procedures.

We have undertaken literacy missions, missions to educate people in arts and crafts and to provide
higher education, healthcare missions—such as the Barrio Adentro plan, which has provided healthcare on a
mass scal e to our poorest communities—and missionsto givecitizensarolein the production apparatus. Weare
now in a position where we will soon be ableto declare Venezuelafree of illiteracy. We have set ourselvesthe
task of achieving, in large measure, the Millennium Devel opment Goals, not in 15 years, but in seven. Thisisa
policy commitment.
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Democratic participation, whereby citizens are aware and avail themselves of their rights, hasbecomea
fundamental value. Thisiswhy Venezuelaisin the news; we Venezuelans are engaged in a search for our own
society and identity. Political education is the key to having active citizens and is our staunchest aly in

combating social exclusion.

Venezuela wishes to attest to its commitment to continue to uphold the inter-American spirit and
democratic values through the work of the Inter-American Development Bank and its institutions.
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ADDRESSBY MR. NORBERTO DELGADO DURAN, GOVERNOR FOR PANAMA

| would like to thank the Peruvian government and, in particular, our hostsin Limafor their warm welcome and
hospitality at this meeting. In this session, we would like to share with you the most salient aspects of the
Republic of Panama’s economic and social development policy.

Theyear 2003 saw an upturn in Panama’ s economy. Gross domestic product (GDP) rose at areal rate
of 4.1 percent, reversing abusiness cycle marked by decel eration and adjustment. Most sectors performed well,
laying the foundation for the country to enter the global market.

Panama has focused on social reform, government finance, productivity enhancement, and support for
strategic sectors, with an eye to creating the conditions needed to achieve higher rates of economic growth and
sustained human development.

To that end, in 2000-02 the national government accorded priority to consolidating macroeconomic
stability asa State policy. It therefore passed the Fiscal Responsibility Act—the product of national consensus
on the urgent need to regulate public sector borrowing—with a target of reducing net government debt to 50
percent of GDP and net foreign debt to 35 percent of GDP, in 15 years. In addition to capping thefiscal deficit at
no more than 2 percent of GDP, the act stipulates that when growth exceeds 1.5 percent, theincreasein debt may
not exceed 80 percent of the percentage increase in GDP.

Thislegislation also changed the State’ s budget apparatus. Duringthefirst year thelaw wasin effect, it
generated a primary surplus and reduced the debt-to-GDP ratios | mentioned earlier. For example, the ratio of
total net public debt to GDP fell by 1.7 percent; projected over time, thiswill enable usto meet thetarget in half
the time allotted.

To underpin these adjustments, atax reform was approved with aview to boosting government revenue,
improving the State’ s capacity to meet social needs, and making the tax system more equitable, efficient, and
streamlined. Figures from 2003 reflect the progress made to that end. Tax collections rose nearly 10 percent
over 2002. There was also a shift in the distribution of taxes, which has resulted in better income distribution
while balancing the fiscal burden and incorporating economic agents that were paying little or no taxes.

In 2003, several components shaped the implementation of the government’s economic policy. A
countercyclical policy was adopted to consolidate the economic recovery; public debt management was made
more efficient, which is essential for maintaining the confidence of investorsand credit rating agencies alike; and
state financing was kept at reasonable costs. | should aso highlight the initiatives aimed at modernizing the
State, such asimplementation of e-government, the financial management system, and the foreign trade system,
which use information technology to connect the State with the populace through more efficient and transparent
management; as well asthe initiative to restructure formerly State-run enterprises and activities.

These changes include an aggressive liberalization policy. In 2003, free trade agreements were
approved and implemented with El Salvador and Taiwan, as well as agreements with the Dominican Republic
and Colombia. Negotiationswith Central Americacontinued, Panamabegan talkswith Singapore, and work was
launched on an agenda for a free trade agreement with the United States. This is an important step in
transforming and modernizing Panama’ seconomy inthe mediumterm. It will have apositiveimpact in the short
term thanks to the perception fostered by aliberalization policy, which encourages direct investment.

To prepare ourselves and to address the new situation, we have worked to boost productivity in the
primary and secondary sectors, enhancing the country’s competitiveness. A law was passed to encourage
domestic and foreign industrial and agroindustrial investment, in keeping with World Trade Organization
standards.

In addition, steps were taken to promote competitiveness by creating conglomerates in areas such as
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agroindustry, technology, tourism, logistics, and transport.

Inthe context of the social policy—one of the main elements of the development strategy in 2003—the
national government raised the minimum wage by 4.1 percent; together with the 13 percent increasein 2001, this
helped to boost the purchasing power of lower-income workers by approximately 9 percent, outpacing average
inflation over the last decade of 1.1 percent. Priority was given to meeting the needs of the disadvantaged
population by improving its productive capacity through programsfor sustainable development in remote areas,
sustainable farm production, microenterprise development, vocationa training for youth, and rura road
construction, among others. These are all key elementsin promoting job-creating activities.

These socia and economic achi evementswere made possible by thework and commitment of President
Mireya Moscoso’s administration. We must acknowledge, however, that Panama still faces some major chal-
lenges. We must strengthen these policies to consistently achieve growth rates over 5 percent and to have the
capacity to maintain macroeconomic stability during slowdowns in the global economy, so as to prevent an
adverse social impact on our countrymen.

We areworking to form aconglomeratein the Panama Canal for activitiesrelated to air, maritime, rail,
and land transport and logistical activities, to further enhance our long-standing calling asahub for trade and to
help the Panamanian economy grow sustainably.

Moreover, athough we have closed our fiscal accounts with low deficitsin recent years, there are till
limitationsin terms of State financing. Panamawill not abandon its effortsto increase social and infrastructure
investment financed with domestic savings. To that end, it must rationalize public spending and craft apolicy to
reduce the size of the State—a policy that should be implemented during periods of growth, when counter-
cyclical policies are not needed.

With this in mind, we find very fitting the Inter-American Development Bank’s efforts to design
strategiesthat help the private sector in our countriesto become the true engine of development for our peoples.
Nonetheless, we must not forget that our institution, through the Multilateral Investment Fund and the Inter-
American Investment Corporation, has taken steps that have contributed to our progress.

At the end of the road, we want to see the necessary care taken to protect the original raison d’ étre of
these institutions. development of our peoples, reduction of poverty, and inclusion of disadvantaged sectors.

AsLatin Americabeginsanew business cycleand, in the case of my country, aswe approach achange
in administration, we in Panama are aware that economic growth in the immediate future will no longer be
determined by a recessionary cycle and that now is the time to promote structural adjustments that stabilize
economic development and allow for equitable distribution of the fruits of that process.

In closing, | would like to present my complimentsto the Governors, the Board of Executive Directors

of the Bank, President Enrique Iglesias and the two Vice Presidents of the Bank, senior management, and the
entire staff who work day in and day out so that our Bank can continue to promote progress in our countries.
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ADDRESS BY MR. DIONISIO BORDA, GOVERNOR FOR PARAGUAY

| have the honor of speaking on behalf of Paraguay on the occasion of the Forty-fifth Annual Meseting of the
Inter-American Development Bank and Nineteenth Annual Meeting of the Inter-American Investment Cor-
poration. | add my congratulations and thanks to the Government of the Republic of Peru for its generous
hospitality and excellent organization of this event in the beautiful city of Lima.

After seven years of recession, in 2003 the Paraguayan economy rebounded, with economic growth of
2.6 percent, closed the year with inflation at 9.6 percent compared to 14 percent in the previous year, and
increased its international reserves by 50 percent. The fiscal deficit was brought down to 0.6 percent of GDP,
which issignificantly lower than the 3 percent it hovered at in thelast five years and, above al, wewere able to
avert the imminent threat of a year-end suspension of payments. This effort culminated in the signature of a
Standby Arrangement with the IMF, thefirst in 46 years.

In 2004, the economic recovery will continue, with prospects for growth of close to 3 percent, 8.5
percent inflation, and aprimary surplus of 1.5 percent of GDP. Thesefiscal results are chiefly supported on the
income side by a major tax administration effort and on the expenditure side by reform of the public sector
pension system, which has been the largest component in the growing fiscal deficit in recent years. However,
this economic recovery will not allow for sufficient growth in jobs to ease the country’s 16 percent unem-
ployment rate.

Our country’s achievements and its prospects for this year are the result of the regiona economic
recovery, the ‘boom’ referred to by President Enrique Iglesias at the Monterrey Summit, and of the determined
efforts of the current administration, which took office on August 15, 2003.

First of al, the government isresolved to restore confidence and credibility in State institutions so that
public policieswill be effective. Thefight against corruption and tax evasion has begun to produce results, with
an increase in tax revenues of about 40 percent. Also, with IDB support, the government has established a
Government Procurement Bureau and launched an electronic portal for tender calls and purchasing of 203
agencies that make up the Paraguayan State. Also, the Ministry of Finance has established a Unit for Trans-
parency and Participation to enlist civil society organizationsin the fight against corruption.

Second, the government is committed to advocating governance and legal certainty so as to promote
public and private investments. Last year, the new administration and the Congress agreed on a legislative
agendafor six crucial billsto enablefiscal sustainability and stronger finances. So far, three have been enacted:
reform of the public sector pension system, deposit insurance, and restructuring theinternal debt. One house has
cleared another bill—the Customs Code—and two others—the bill on administrative reorganization and fiscal
adjustment and the bill on reform of the public banks—are being examined by Congress. Theselawswill allow
us to build a fiscal and financial framework conducive to sustained economic growth. Also, this year the
government and political parties have reached aconsensus on the appointment of six of the nine Supreme Court
justices, to begin the awaited judicia reform. We are working to build the institutions needed to enable
investment and job creation, with aview to reversing 21 years of stagnation.

Third, the current administration is determined to improve the efficiency, effectiveness and equity of
public policies. It haslaunched several initiativeswhose resultswill be seenin the coming years. They include
the creation of the Project Monitoring and Evaluation Unit, with external financing; the Business Environment
Unit to remove obstacles and create incentivesfor private investment; and the Social Cabinet, with participation
by the Ministry of Finance, to coordinate social policies, measure the efficiency and impact of social spending,
and make headway in implementing the strategy for the reduction of poverty and inequity, in pursuit of the
United Nations' Millennium Devel opment Goals.
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On behalf of my country’s government, | would like to express my support and encouragement to the
Bank’s Board of Executive Directors and Management in their determined approach to development effec-
tiveness. As a borrowing member country, we very much wish to ensure that our interventions—through
investment or policy |loans—have the desired development impact, particularly when operations of this kind
impose obligations on future generations.

Wealso add our votein favor of the replenishment of resources of the Multilateral Investment Fund. In
its 10 years of existence, the MIF has had a significant positive impact on the region’s private sector, and
Paraguay is no exception.

We applaud the strengthening of Bank action with the private sector. We see approval of the private
sector strategy asthefirst step in this direction and urge the Board of Executive Directors and Management to
work carefully on itsimplementation. We hope that in the “country focus’ the strategy will duly consider the
diversity of the borrowing member countries and provide effective support for the smaller economies. In our
view itiscrucial in thisprocessto promptly appoint acoordinator, in line with the report presented by the Board.

We support the initiative to improve the business climate. Paraguay was one of thefirst signatories of
the Bank’s Aide Memoire that served as a starting point for the work with the Bank. Our country is very
interested in improving relations between the State and the market to generate genuine, sustai nable employment
that will contribute to the well-being of every member of society, as the ultimate goal of public policies.

We congratulate the Bank and its President for overseeing the recovery of our economies with pro-

fessional integrity and without losing sight of the social responsivenessthat has always been characteristic of the
Inter-American Development Bank.
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ADDRESS BY MS. BRIGITTE WINDISCH, TEMPORARY ALTERNATE GOVERNOR FOR AUSTRIA

First of al, | would like to thank the Peruvian authorities and the city of Lima for their warm welcome and
hospitality. Itisagreat honor to spend these daysin such abeautiful country. | even had the pleasureto realize
that we share the same colors—red-white-red—in our national flags.

Region: Economic Growth Prospects — Remaining Problems— Role of the IDB

The short-term economic outlook is quitefavorable. Growth has resumed or gained momentum in most countries
of theregion. Thelast year already showed arather positive trend. Growth expectationsfor theregion for this
year are on average up to 4 percent. Economic development has benefited from improved international
conditions, like stronger demand from major industrialized countries. Also, financia market conditions have
improved with capital coming back, albeit slowly.

Nevertheless, the medium-term outlook is still hampered by some uncertainty. Structural social and
economic problems have not yet been resolved. Many of the poorer and more vulnerable social groups are still
suffering. Poverty ishigh and socia exclusion still aproblem. Thereisalack of employment possibilities, and
wage inequality has not improved. Thisisthe reason why, to alarge extent, market reformsinstalled in the last
years have been discredited. Confidence in the outcome of reform processes has weakened considerably.

Not only is economic management questioned in this context, but also the political system in general.
We cannot be complacent about the extent of reforms achieved so far because there is a danger here: when
peopl e are disappointed with the results of democracy, thiscan evolveinto aworrisomethreat to democracy inits
entirety. Therefore, it isstill important to establish the conditions necessary for astable political and eco-nomic
environment.

A lot of work needsto be donein order to hel p the region meet these challenges. The Bank’ stask here
is to provide the necessary support in analyzing and helping with crisis situations. Nevertheless, we want to
emphasize that the Bank’ s core mandate must remain to act asalong-term oriented devel opment bank focused on
sustainable economic and social devel opment.

Lending — Capital Adequacy Model and Palicy

In 2003, the Bank committed US$7 hillion, which signifies an almost 50 percent increase over the poor 2002
figure. Nevertheless, if one excludes the very sizable emergency loans, it becomes obvious that the declining
trend in lending activities has not been reversed and isindeed quite worrisome. Investment projects—which aim
at long-term, specific development objectives—only accounted for 23 percent of total approvalsin 2003, while
the fast-disbursing, policy-based loans surpassed investment lending with a quota of 25 percent.

Asweall know, the lending framework adoptedin early 2002 put acap on the overall amount available
for policy-based lending. Althoughwefully agreethat fast-disbursing |oans have animportant roleto fulfill, we
would like to see that when the new lending framework is elaborated, investment lending will be shielded from
the trend towards fast-disbursing instruments.

We appreciate that the Bank’ s new capital adequacy model and policy werefinally approved last year.
With the new policy, the Bank is well prepared to meet the requirements of rating agencies and international
financial market actors. Moreover, the new policy and model allow more stable and lower loan charges for
borrowers. With this, one important step was set: to allow the Bank to act predictably and countercyclically.
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Private Sector: MDGs— General Framework — Coordination

Strengthening private sector activitiesin theregion is till one of the main issues on the agenda. We recognize
that the private sector must be supported to improve the contribution it can make to economic development. But
economic growth aloneisnot enough. Growth isneeded inwhich the poor are ableto participate. Otherwisethe
Millennium Development Goals, especially eradication of extreme poverty, will hardly be achieved.

In general, transparent, stable and predictable conditions are necessary for encouraging private sector
activities. Effortsto improve the overall business climate in the region should therefore be the prime strategic
objective of theBank. Inthisregard, thework to put political and structural changes on track to create abenign
business climate must be continued.

We warmly welcome the new comprehensive Private Sector Devel opment Strategy and the business
climate initiative as a general framework to provide aroadmap for the IDB Group asawhole. Thisframework
stresses the key function that the country level will play in the implementation of the strategy, an approach we
fully support.

This framework should also help to guide essential organizational changes to ensure an effective
structure for the implementation of the defined objectives. We would welcome an accelerated effort in
establishing an effective coordination mechanism for the private sector arms of the IDB Group. Asregardsthe
creation of acoordination position, we can support theinstallation of ahigh-level coordinator on aninterim basis
directly reporting to the President. We also recall that this position needs clearly defined terms of reference and
that the appointment should be made in a transparent process.

Direct support to businesses and projects should only go so far as additionality is ensured. In this
regard, we would also recommend the Bank to act prudently in deciding in which economic sectors to expand.
Moreover, as the financial resources of the IDB are not unlimited, the establishment of new activities must not
touch the financia integrity of the Bank.

Although we support the private sector activities, we want to emphasize again that the IDB’s core
mandate must remain to act as along-term oriented development bank.

Development Effectiveness — Culture of Results— L eading Role of the IDB

We fully support the Bank’ sinitiative to establish a comprehensive devel opment effectiveness system thereby
creating a“culture of results’. In this context, we welcome the creation of the new development effectiveness
office with its recently appointed Chief Development Effectiveness Officer.

We are looking forward to the Bank carrying out an analysis of itsinstruments and processes from the
perspective of development effectiveness. This should lead to the necessary definition of the long-term objec-
tives of a Bank-wide development effectiveness system. An action plan describing the steps needed to move
forward will be the logical result.

Asitisimportant to use existing resources effectively, strengthening collaboration with other devel op-
ment agenciesin order to exchange views and lessons|earned isessential. Moreover, asaresult of coordination
and collaboration, all countriesin Latin America and the Caribbean should be able to share in best practices.
This should aso help to avoid additional burdens on the countries’ administrative capacities.

Moreover, we urge the IDB to establish aleading role in development effectiveness in the region.

Final Statement

Finally, let me take this opportunity to thank you, President Iglesias, and the staff of the IDB Group, aswell as
our Executive Directors and their staff for the professional work done during the last year.
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After having asked the Bank to move things forward in several fields of activities, | would like to
conclude by wishing the Bank and all its partnersin development cooperation that we can summon up enough
enthusiasm and energy to achieve the necessary results and the overarching goal of our efforts—which is, of
course, poverty reduction.
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ADDRESS BY MR. GERARD STEEGHS, TEMPORARY ALTERNATE GOVERNOR FOR THE
NETHERLANDS

Let me begin by complimenting our Peruvian hosts for a most graceful and accomplished organization of this
year's Annual Meeting of the IDB and IIC. Not even here for aweek, | aready feel at home, only feeling sad
with therealization | will haveto leave againin acouple of days. It hasbeen said by some that Peru was special
to the gods, who chose this part of the world to land from outer space. | do not necessarily share that belief in
any great detail, nor have | come from that far—but | do feel that it would have been the right choice for them as
itisfor this Annual Mesting.

I will focus on the importance of private sector development for economic growth and poverty
alleviation and the three prerequisites for effective and sustainable operations of the entire IDB Group, i.e.,
cooperation, development effectiveness, and financial soundness.

But before discussing the private sector activities of the Bank, | would like to share with you our
perspective on achallengethat affects both regional and nonregional shareholdersof thisBank. A challengethat,
if addressed correctly, would be the centerpiece of a better business climate and result in productive jobs,
profitable businesses, and poverty aleviation. And instead of costing money it will lead to higher tax returns.
Thistruly soundslikea*“freelunch” and many economists claim that “freelunches’ do not exist. Well, perhaps
they do exist.» The chalenge | am referring to is reducing the cost of doing business.

Already within Latin Americaand the Caribbean one coul d observe conspicuous differencesin nationa
regulation. For instance, in the beautiful city of Limathe cost of starting a business is limited to less than a
quarter of annual per capitaincome. However, it ranges from one to more than 300 percent in other capitals.
And whilefulfilling the required procedures can take over 200 days in some countries, the same firm would be
set up within aweek in Puerto Rico. Thisis specifically achalenge for the region, for which the Bank could
certainly offer its support.

In arecent publication on doing businessin 2004, the World Bank determined that heavier regulationis
generally associated with greater inefficiency in public institutions, more unemployment, corruption, and lower
productivity. Perhaps more importantly, excessive regulation was seen to have a perverse effect on the very
peopleit was meant to protect. Given the dominance of microenterprisesin theregion, and the fact that reducing
the cost of doing business will promote their growth and formalization in the economy, the benefits that can be
reaped are obvious. not only higher economic growth, but growth that benefits particularly the more vulnerable
population groups.

The Dutch economy would definitely also benefit from lowering the cost of doing business. Therefore,
reduction of administrative burdens has been made one of our top priorities. Thishasled to acommitment to cut
the burden by aquarter within this Cabinet period. During the Dutch Presidency of the EU in the second half of
2004, we hope to contribute to a strengthened European approach to the administrative burden.

The Dutch method is based on measuring the administrative costs related to regulations by putting a
price tag on theinformation requirements, consisting of time and money spent to fulfill these requirements. They
aremultiplied by the number of times companies haveto fulfill these requirements per year. Thisindicator helps
to identify which parts of legislation need to be cut back, modernized, or harmonized without harming the
intended policy objectives. For the Netherlands, thisexercise uncovered atotal administrative burden equivalent
to US$21 hillion of which approximately 90 percent isimposed on small and medium-sized enterprises.

| think this approach could berelevant for the IDB and its shareholdersaswell. Substantial progressin
this region has aready been made in completing first-generation reforms. Nevertheless, my exampleindicates
that there remains ample opportunity to increase growth and alleviate poverty through deregulation.

Weare convinced that the IDB Group can play an essential rolein accumulating and sharing knowledge,
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assisting in regulatory reforms through lending and technical assistance, and regaining the necessary public
support for policy reforms. Inthose countriesthat have PRSPs, the IDB’ s private sector strategies should clearly
be linked to this process. We appreciate the efforts that resulted in the recently approved Private Sector
Development Strategy. Since intensified coordination within the IDB Group is aprerequisite for a satisfactory
implementation, we welcome the creation of atemporary high-level management position to guide this process.

With regard to expanding the mandate of PRI, | would like to emphasize the significance of expertise.
The IDB Group should retain knowledgeit hasacquired in the fields of development effectivenessand credit risk
mitigation, and build thistype of expertisein new areasof operation. Expanding the private sector operations of
the Bank into new sectors could increase its performance in the field of poverty alleviation. It would also
diversify the portfolio.

However, given limited | DB resources and the minimum scale of activities required to build and retain
sufficient expertise in a certain sector, we feel the IDB Group should avoid spreading itself too thin. A fine
balance between expansion on the one hand and selectivity of sectors and due attention to the accumulation of
more generic sectoral knowledge on the other hand could play an important role in ensuring development
effectiveness and mitigating credit risks.

In addition to expertise, | can seethree prerequisitesfor effective and sustainable operations of theIDB
Group: cooperation, development effectiveness, and financial soundness.

Firstly, it isimportant to realize that many bilateral, multilateral, nongovernmental, and national actors
areinvolved in addressing the important issues of thisregion. What is needed is effective coordination at the
operational levels in order to avoid duplication and ensure synergy and specialization. Incorporating com-
plementarities with the actions of other multilateral and bilateral donors and coordination in the forthcoming
Country Private Sector Development Strategiesisin our view a promising initiative.

Secondly, the Bank should continue to assess the impact of its operations and swiftly implement a
comprehensive system to ensure and measure its devel opment effectiveness. Itisonly inthisway that we will
know whether the Bank is on the right track when combating poverty and promoting pro-poor growth. Indeed,
assessing theimpact of current lending instruments should take precedence over introducing new ones. Aswas
visible in my previous example on Dutch deregulation, first assessing the impact of present policies or instru-
mentsisthe key to achieve real results.

Finally, throughout their operationsthe IDB and |1C need to walk afine line between maximizing their
reach and guaranteeing that the cost of capital remains sufficiently low and risksfor shareholderslimited. Inthis
regard, we are pleased with the adoption of a capital adequacy framework by the IDB, which takes the risk
profile of itsportfolio into consideration. The newly adopted |oan charges methodology isacornerstone of IDB
financial policy. It remains essential to keep IDB policies such as expanding the mandate of PRI or a possible
institutional realignment consistent with this framework, ensuring the financial solidity of the Bank. Intime, a
similar capital adequacy framework for the I1C would be useful. Wewould liketo congratul ate the Corporation
on its recent return to profitability.

As has been aready made clear in a more eloquent way by both President Iglesias and our host,
President Toledo, widespread poverty and an exceedingly unequal distribution of income remain the most
stubborn challengesfor both the countries of the region and the IDB Group. The Millennium Development Goals
add to that challenge and will require the region to pull together to an even greater extent, in order to make a
determined effort to reach the goals by 2015.

Private sector development, if done right and within the context of sound financial policies, can be an
invaluable instrument to meet al of these challenges. But private sector development by itself is not enough,
however essentia it may be. The latest data, as has been stressed by many with satisfaction, show that growth
has returned to the Latin American region. It isup to our governments and the IDB Group to make sure that it
truly benefits all.

ADDRESSBY MS. MARIA ANTONIETA DE BONILLA, GOVERNOR FOR GUATEMALA, ON BEHALF
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OF BELIZE, COSTA RICA, EL SALVADOR, GUATEMALA, HONDURAS, AND NICARAGUA

On behalf of the Governments of Belize, CostaRica, El Salvador, Guatemala, Honduras, and Nicaragua, | would
like to express our gratitude to the Government of Peru and the authorities of Lima for the warm welcome and
hospitality extended to usduring our stay in this magnificent city. | would also like to thank the Inter-American
Development Bank, and President Iglesiasin particular, for their unflagging support of our countries’ effortsto
eliminate poverty and to help our people build a better future for themselves.

Latin America and the Caribbean continue to experience difficult social and economic conditions.
Against this backdrop, Central America has not been immune to the effects of the worldwide economic
slowdown, deteriorating terms of trade, and other shocksthat have adversely affected theregion. Nevertheless,
expectationsfor apickup in growth are encouraging. The progress made towardsimplementing structural reform
in Central Americais a sine qua non for higher growth rates and we are sanguine about the prospects in the
immediate future.

Wearefirmly committed to the democratic process, the rule of law, transparency, poverty reduction, and
the efficient use of resources, and are resolved to integrate our economiesinto the process of globalization. The
political and economic costs of these processes, however, are still considerable. A stable macroeconomic
framework governed by fiscal discipline continues to be a central component of efforts to achieve these
objectives.

Investment in human capital, the removal of trade barriers, the privati zation process, effortsto attain the
Millennium Development Goal's, support for microenterprise and small and medium-sized businesses, reforms
and initiativesto create amore favorable business climate, and reformsto enhance the efficiency of the Stateare
indicative of the actions under way in each of our countries over the last decade. Tepid growth in the region,
though, is attributable to more than just unfavorable economic conditions. The region must also continue to
strengthen its institutions, since institutional shortcomings hinder effective progress, poverty reduction, and
economic recovery. In Guatemala, for example, the new administration of President Oscar Berger that took
office on January 14 has been having trouble moving forward with its program because of the deteriorated
institutional framework it inherited. Thissituation istheresult of thefiscal problemsleft behind by the previous
government and of persistent cases of corruption involving the previous administration that have cost the country
millions of dollars.

The policy agenda of Guatemala's new government centers, therefore, on probity, transparency,
efficiency, consensus building, and reactivation of the Peace Accords, with a focus on resolving the fiscal
problems affecting the economy and on creating a setting that fosters productivity and national competitiveness.

Theregion clearly faces many different challenges that must be tackled in order to preserve the gains
made heretofore. For instance, institutions need to be strengthened and reform consolidated in order to spawn
opportunities for growth and employment.

Also, wefeel the freetrade agreementswith countriesin this hemisphere and in other parts of theworld
are meaningful instruments that should continue to be promoted and consolidated. In this regard, Central
America has undertaken important initiatives such as the signing of the Free Trade Agreement with the United
States. If the countries of Central America are able to capitalize on this opportunity, their people will benefit
directly from increased investment and employment.

Another areawhere headway has been made is the Puebl a-Panama Plan, which will help forge stronger
economic and socia ties within the region. The Central American countries recently introduced specific
measuresto facilitate the free transit of personsand goods, with aview to putting in place before long aregional
customsunion. All of these effortswill naturally require financial and nonfinancial support fromthelDB Group.

At this year's Annual Meeting, we will be discussing ingtitutional issues of major importance to our
countries as shareholders and as users of IDB resources. | would like to mention here a few points of
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significance to Central America.

The private sector window was established to promote the development of small and medium-sized
businesses. Itisconsidered especially important in the region that review of the private sector windows should
rest on the premise that these facilities need to be financially sound and that their shareholders are governments
with an interest in development. Our region supports greater involvement by the IDB Group in private sector
development and welcomes the strategy to promote the sector.

Moreover, an assessment of the private sector in small countriesisessential for an efficient restructuring
of PRI and the Corporation so they can have a better understanding of the needs and nature of this sector.
Clearly, the objective of such an assessment must be to pursue development and complementarity with the
products available in the financial systems of these countries, not to compete with them. We would liketo see
more assistance for small States like the Central American countries in order to broaden their access to
mechanisms in support of small and medium-sized businesses.

Itisour hopethat the review of the IDB Group private sector windows and the problems affecting them
will not be detrimenta to the Multilateral Investment Fund (MIF) and that it will not be impaired by new
coordinating mechanismsthat could have anegative impact on its dynamic nature, assistanceit providesto these
countries, and its fast response. Through the MIF, the IDB Group has played aleading role in private sector
development and the reforms that have spurred competitiveness. As aregion, then, we would urge all of the
countries represented here to join us in endorsing a replenishment of resources as soon as possible.

Oneissue of overriding importanceto all of ushereishow to assist theregion’ s poorest countries. The
shortage of concessional funding is a major stumbling block to growth and poverty reduction efforts in these
countries, and thisis cause for concern. That iswhy we believe the question of an FSO replenishment must be
addressed and given the priority it deserves.

Asto the financing framework, in Central Americait isfelt that, because the Bank is a devel opment
institution, investment programs should continueto be the cornerstone of itswork and conditions should be more
flexible. In our view, sector programs should continue to focus on reform to support development in the
countries, based on a long-term perspective. All Bank-supported operations should emphasize devel opment
value added, leaving major liquidity concerns to institutions which have that as their core mandate.

Wefirmly believethat the Bank should continue assisting small economiesthrough innovative programs
such asthe Action Plan for C and D countries. In our judgment, the Bank must help these countries expand their
absorption capacity, where the additionality of resourcesis essential for reaping the expected benefits.

All that | have mentioned here touches on another crucial issue, the devel opment effectiveness of the
IDB Group' sfinancial and nonfinancial products. Wewould like to express our satisfaction with effortswithin
the Bank to monitor the development effectiveness of its activities.

Lastly, | would like to say that the Central American countries reiterate their commitment to active

involvement in all activitiesthat help the DB Group to accomplish its overarching objective: “the development
of Latin America and the Caribbean.”
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ADDRESSBY MR. JAVIER CUEVAS ARGOTE, ALTERNATE GOVERNOR FOR BOLIVIA

In the absence of Governor Xavier Nogales, it falls to me to speak on behalf of a country that is currently
experiencing a very difficult moment in its history.

The persistent economic crisis, social conflicts, and precarious political stability in Bolivialed to a
change of government through a constitutional succession in October of last year.

The new administration, headed by President Carlos Mesa, has inherited a country in crisis where the
three main short-term macroeconomic problems are growing unemployment, the large fiscal deficit, and weak-
nesses in the financial system.

With aview to addressing these challenges, the government unveiled an Economic and Social Program
to the nation in January of this year, whose primary objectives are economic recovery and stability.

The approach to preserving economic stability centersmainly on agradual reduction of thefiscal deficit.
Thefirst goal isto lower the deficit from 8 percent of GDP in 2003 to 6.8 percent in 2004. In order to achieve
thistarget, the government hastaken stepsto reduce current expenditures, adopting aclear policy of austerity and
seeking congressional passage of abill creating afinancial transactionstax, which aready has Senate approval.

To spur economic recovery, measures have been taken to revitalize labor-intensive sectors, promote
domestic industry in government procurement, and boost exports.

After taking actionsto emerge from this crisis, the next most important task before the government isto
ensure the export of natural gas. In light of the strong opposition to gas exports seen in October 2003, the
government has had to schedule a referendum for June 2004 and draft a new hydrocarbons law to submit to
Congress. A favorable outcome to the referendum and passage of thislaw are key to making viable the sale of
gasto foreign markets, which is crucial for Bolivia s economic future.

Along with theurgent need for the kind of increased economic growth that woul d reduce unemployment
and strengthen the financial system, it isimportant for Boliviato meet the Millennium Development Goal's of
satisfying basic needs and reducing poverty. Working toward these goals is a responsibility shared with mul-
tilateral organizations whose support will be essential now and in years to come.

Given the weaknesses in the public finances, external credit has been a mgjor factor in helping to
contain social conflict. Inthisregard, it isimportant to underscorethe Inter-American Development Bank’ sfirm
support for financing the public sector deficit at the end of 2003.

Considering thevital importance of external resources, especially those of the IDB, in the devel opment
process for the region’s countries, | would like to put forward four proposals.

Thefirst isto replenish the Multilateral Investment Fund (MIF), given the favorable evaluation of its
contribution to date. In the specific case of Bolivia, MIF resources have been essential for the growth in micro-
finance. This replenishment should not be contingent upon institutional changes in regard to private sector
lending, and it isimportant for more IDB member countries to join this Fund.

The second proposal isthat the Fund for Special Operations (FSO) be replenished, sinceit hasdropped
by 20 percent and is expected to disappear over the next four years. Access to concessional resources is a
pressing need for Boliviagivenits heavy debt burden, which iswhy we proposethat IDB Management prepare a
study on replenishing these resources for alonger period of time.

Thethird proposal centers on the need to maximize theimpact of IDB support for the private sector. For
this to occur, there must be a sufficiently stable economic and political climate to attract domestic and foreign
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investment. Inthisregard, wefeel that IDB lending to the private sector ought to minimize the biases that may
hinder the development of domestic capital markets, channeling loans primarily toward the development of
microenterprise and small and medium-sized businesses, and | eaving large companiesto tap the capital markets
for financing.

Fourthly, we propose the appointment of a private sector coordinator who will be responsible for the
three financing windows. We further suggest that credit be extended to all economic sectors.

In addition to these four proposals, it isimportant that the IDB maintain balancein itslending, gearing
resourcestoward theimplementation of public and private sector projects, the design of public policies—vital to
improving institutions—and helping countries contend with emergencies resulting from natural disasters and
political conflicts.

At the same time, it would be incumbent upon countries that receive external financing to develop
monitoring systems for an efficient and effective alocation of the financia resourcesthey receive.

In closing, | wish to express our support for President Enrique Iglesias sinitiative to create the Inter-
American Foundation for Culture and Economic Development. We are convinced that the promotion and support
of culture and the arts will constitute a major contribution toward reducing poverty, especialy in rural areas
where culture can help to improve the population’ s standard of living. | would a so like to commend and thank
the Government of Peru and authorities of the City of Limafor their hospitality and their excellent organization
of this Annual Meeting of the Board of Governors of the Inter-American Devel opment Bank.
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ADDRESS BY MR. AVNER HALEVI, TEMPORARY ALTERNATE GOVERNOR FOR ISRAEL

The difficult economic situation in part of Latin Americaand the Caribbean in the last few years, which has, in
fact, been somewhat alleviated during 2003, continues to be a serious challenge for our institution; namely, to
provide the adequate assi stance which member countries may expect in such times, and, at the sametime, not to
exposethe DB to an unjustified financia risk. | wish to open my statement by encouraging the Management and
the Board of Executive Directors, who cope with this challenge on aday-to-day basis, and to thank them for their
effortsin thisregard.

Thefocusof our institution on specific strategies and i nstruments has been constantly updated over time
and adjusted to changing circumstances. In the last decade, various new strategieswere devel oped to copewith
such changes, including, but not limited to, the Enterprise Development Strategy for SMEs and the Capital
Markets Development Strategy (1995), or the Financial Markets Strategy (1999). Thisyear, the|DB embarkson
anew Private Sector Development Strategy. Thisisanimportant initiative that we welcome very much, and on
which | would like to focus in my remarks.

The importance of having an orientation on private sector development could not be underestimated.
Despitethe recent progressin stabilizing the economic situation, Latin Americaand the Caribbean still perform
poorly intermsof growth and poverty reduction. Infact, the unsatisfactory progressin reducing poverty places
the ability to achieve the millennium goals in question. Therefore, there is a need to enhance the overall
devel opment process and make it more constructive. The private sector should have akey rolein any attempt to
improve the development process, as has been shown by a number of studies and also recognized by other
multilateral devel opment organizations. Thisrole stemsfrom thelarge weight of the private sector in economic
activity and its ability to produce opportunities for all, which meansthat private sector development has a high
potentia to contribute to a pro-poor growth process.

The most recent version of the Private Sector Devel opment Strategy that has just been approved by the
Boards of Executive Directorsis, in our view, a convincing conceptual framework. Moreover, itisparticularly
encouraging that the strategy emphasizes the important element of improving the business climatein the region.
Aswe know very well, the quality of the business climateis crucia for asuccessful private sector devel opment
process. The explicit incorporation of this element into the new strategy asamain pillar isaclear signal of the
intention to increase the effectiveness of the strategy.

Given the fact that a good conceptual framework is already in place, the test of the strategy and its
consequent success will now depend on its implementation. It is all the more important that in the next few
months a thorough consideration will be given to some crucia issues, so as to enable the Bank to specify in
operational terms how these issues will be handled. Let me point out briefly some of these issues.

Onesuchissueisthe coordination and realignment of the Private Sector Devel opment Strategy with the
public sector arm of the Bank. Thiscoordination isrequired to effectively improve the business climate through
proper implementation of necessary reforms by governments in the region.

A second issue is the necessary coordination required among the three private sector windows of the
Bank, and probably the possible extension of this issue to the question of merging or reorganization of the
various agencies.

Another issueistherisksinvolved in entering into certain new sectorsin which the Bank does not have
much expertise or capability to assess and managetheserisks. Practically, the question ishow theseriskscan be
avoided. To the extent that entering into new activities provesto be necessary, aframework for a cautious and
gradual approach should be worked out.
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The last issue, in my opinion, is how to make sure that programs and operations of the Private Sector
Development Strategy will be of a results-oriented nature. This is related to the general broad subject of
devel opment effectiveness, which has been on the agendafor quite sometime. 1t would be very fortunateif the
Private Sector Devel opment Strategy, as a priority strategy of the Bank, could become a pilot for development
effectiveness from the outset of its operations.

To sum up, theseissues should receive convincing answersin order to make theimplementation of the
new strategy more successful. | want to encourage the Bank to move in the direction of producing such con-
vincing answers.

Finally, | need not say that the ultimate objective of our institution isto raise the standard of living in
Latin American and Caribbean countries. Withthisin mind, the ever-present challengefor the IDB istoidentify
the needs of countries in the region and to provide them with the necessary assistance. This, after al, is the
fundamental reason for our participation and support of the organization. | would liketo take this opportunity to
praisetheingtitution, the staff, and President Iglesiasfor their devotion to this demanding mission, aswell asfor
their persistent effort to meet the Bank’s goals. | would also like to join other speakers and to thank whole-
heartedly the city of Lima and the Government and people of Peru for hosting this Annual Meeting in such a
friendly and well-organized way.
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ADDRESSBY MR. JOSE MORENO, TEMPORARY ALTERNATE GOVERNOR FOR PORTUGAL

It iswith great pleasure that | address this distinguished meeting on behalf of the Government of Portugal. |
would like to join the speakers who took the floor before me in thanking the Peruvian authorities for their
hospitality, as well as the Bank staff for their efficient organization of this Annual Meeting.

After aperiod of sluggishnessin theinternational economy, in 2003 we witnessed modest real economic
growth. The outlook for 2004 for the region is encouraging, with a projected growth rate of close to 4 percent.

However, we should not forget that this positive overview also includes some elementsthat are causefor
concern. Thesewill require ongoing efforts by the Bank aswell as by the member countries. Slow growthin per
capitaincomein the past decade, growing unemployment, and low productivity have brought poverty rates up
instead of down.

I would like to turn now to the central issue of this Annual Meeting, the private sector. Poverty
reduction isthe core objective of the Bank and economic growth isaprerequisiteto achieving it. Growth cannot
occur without astrong private sector. Inour opinion, the Bank and the Corporation play akey part in developing
the private sector through both investment lending and technical assistance.

We would like to commend the Bank on finalizing the Private Sector Development Strategy, which
congtitutes a sound foundation for preparing action plans and coordinating the various arms of the IDB Group.
Thefinal decision on the future structure must be based on a detailed analysis of the market’ s absorption capa-
city, the comparative advantages of the Bank, and al the costs involved.

We also welcome the initiative launched by the Bank to improve the investment climate. Thereisno
doubt that sustained poverty reduction will depend to agreat extent on an enabling business climate, which can
only be achieved through such factors as political and macroeconomic stability, the rule of law, and adequate
infrastructure and services. Improving the effectiveness of these foundationswill be the challenge for the Bank
and its member countries in the coming years. Thiswork, which will have a country focus and involve coor-
dination and joint action by the institutions involved, will undoubtedly be fundamental for the initiative to be
successful.

We wish to congratul ate the M anagement and Board of Executive Directors of the Corporation for the
work they have done over the past two years. The positivefinancial performancein 2003, though still modest, is
just oneindication of the progress achieved. After adifficult period, the results of the measurestaken under the
2003-04 Action Plan are beginning to be visible.

The Corporation will have to continueits effortsto improve the quality and impact of its current project
portfolio and of future projects, respond more effectively to market needs and work jointly and in coordination
with the other arms of the Bank Group. The lessons learned from implementation of the Action Plan, together
with the recommendations of the External Review Group, should lay the foundation to devise the Corporation’s
future business plan.

With regard to the MIF, we are pleased with its groundbreaking operations and the good results
obtained, asreflected in the outpouring of appreciation by the beneficiary countries. We have high expectations
that new members will be joining the MIF.

Asfor the Bank itself, we are pleased to note the significant increase in the volume of both lending and
disbursements to levels more in line with the Bank’ s financial capacity.

We must recognize that the decrease in investment lending and increase in the volume of policy-based

lending isatrend the Bank shareswith its sister organizations. Accordingly, inour view, greater harmonization
and coordination with the operations carried out by the World Bank and the International Monetary Fund are
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essential in order to maximizeresults. Any significant increase in thistype of operation should be subject to the
Bank improving its capacity to assess its development impact.

Along the same lines, any diversification in the Bank’s available lending instruments, along with ex-
pansion of its Private Sector Department, should be contingent on real market needs, the Bank’ s capabilities, and
a detailed assessment of the results obtained through the current instruments.

Although we are aware of the socia difficulties resulting from the implementation of structural ad-
justment programs, which affect above all the poorest segments of the population, we believe that theregionison
theright track. Implementation of responsible macroeconomic policies and legal and institutional stability will
no doubt lead to a cycle of sustainable economic growth.

The case of Brazil is a good example of reconciling reforms and macroeconomic management with
social programs, in order to alleviate the adverse impact of the reforms.

| would not want to end my statement without expressing my appreciation for the Bank’s work on
devel opment effectiveness, namely through its appointment of an official to head up the new unit. Actualy, the
impact of an ingtitution can only be assessed if it is quantified, a very difficult exercise in the area of devel-
opment. All the sectorsin the Bank therefore need to make a special effort in this respect.

In conclusion, although we are aware that much remainsto be done, | would liketo highlight the Bank’s
consistent responsiveness to the crisis situation in recent years. With a clearly more positive outlook now, we
would like to reiterate our support. We trust that the IDB Group, under the effective leadership of President
Iglesias, will continue to devise and implement appropriate means of reducing poverty in the region.
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ADDRESS BY MS. IRENA SODIN, ALTERNATE GOVERNOR FOR SLOVENIA

It isapleasure and honor for meto address this distingui shed audience today on behalf of my Government. | too
would like to express sincere appreciation to the Government of Peru and the people of the historic city of Lima
for hosting this meeting.

Last year, Latin Americaand the Caribbean finally began to recover from recession and stagnation that
were threatening to undermine the achievements of the structural reforms. The Bank, likewise, managed to
considerably increaseitslending volume. Although we would have liked to see alarger number and volume of
investment |oans, we acknowledge the pressing need for, hopefully, atemporary increasein emergency lending
to support afragile recovery of the borrowing members. Having said so, we are however, not disappointed with
the progress made towards meeting the IDB-8 mandates. 1t isworth noting that lending for poverty reduction and
social equity was higher than projected.

Let me now touch upon some of the main strategic issues that we find particularly important for the
Bank’s future focus.

To begin with the private sector issues, we note with satisfaction the approval of the Private Sector
Development Strategy that constitutes an important foundation for potential private sector enhancement. While
we would like to commend the Management for the work done so far, thisis still far from being a “mission
accomplished”. With the strategy now in place, we would like to encourage the Management to work out the
time-framed implementation plan without delay. Given its sensitivity and complexity, we do not expect it to be
perfected in the relatively short term. We believe, however, that under the guidance of the recently established
Ad-hoc Committeeit could be elaborated in detail sthrough a comprehensive dial ogue based on asolid analysis.

Acknowledging the demand for greater flexibility, expressed by the borrowing members, and being
aware of the headroom for private sector lending, we too are ready to consider the possibility of gradually
extending the private sector mandate. A word of caution, however, is hecessary. In principle, we would not
oppose extending this mandate, provided that underserved and | ess-devel oped countries—particularly poor and
small ones—aregiven priority and the poverty reduction focus of projectsisensured. Webelievethat in keeping
with the intention to corroborate the country focus of the Bank’s operations, country-specific private sector
development action plans for such countries would be warranted first.

It goes without saying that in the course of transforming the private sector operationstoward enhanced
devel opment impact, both coordination among three private sector unitsaswell asthat between the private sector
units and public sector departmentsis essential. Likewise, the Bank should further step up its cooperation and
coordination with sister institutions to be able to fully utilize its comparative advantages.

Turning now to another equally important strategic issue, we were pleased to learn from the report on
development effectivenessthat the Bank made progresstoward strengthening measurableresultsin the past year.
Though we are aware that streamlining of management for resultsisacontinual processrather than aone-time
mission, we wish that more had been achieved. Clearly, thereis till alot to be done. Transformation of the
Bank’ s cultureinto aresult-oriented one can not be done overnight and can not be achieved successfully unless
the sense of ownership is shared by all the Bank’s departments and, equally important, by all the borrowing
country governments. In this regard, we would like to welcome the appointment of the Chief Devel opment
Effectiveness Officer for coordination of activitiesinthisarea. Wewelcome hiscommitment to preparethe Mid-
term Action Plan by this summer, which we are awaiting with great interest.

The Bank must continue to be aflexibleinstitution adequately responding to the needs of itsborrowing
members. It should be capable of providing an adequate toolkit of instruments and a mix of borrowing
modalities. In so doing the Bank should, however, not lose sight of the long-term objectives of poverty and
inequality reduction. Givenitsrelatively modest sizein contrast to the development finance needs of theregion,
the Bank can add value only if its support is provided in adevel opmentally effectiveway. Inour view, ideasto
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increase fast-disbursing loans or introduce new instruments should be considered from this perspective rather
than from the short-term needs of liquidity provision. Since the investment loans have proven the capacity to
create developmental impactsin terms of poverty reduction, which is at the heart of the IDB mission, wewould
like to urge the Management to step up its effortsin improving thislending modality first. We of courseremain
open-minded about considering acautiousincrease of the Policy-Based L oans once they have demonstrated their
ability to create verifiable devel opmental impactsand are approved in acoordinated manner with the World Bank
and IMF programs.

| would like to reiterate the commitment of the Republic of Sloveniato the Bank. Let me conclude by
expressing our appreciation to the staff and the Management of the Bank and especially to you, President
Iglesias, for your firm leadership.

In conclusion, | wish that asthe result of well-executed social sector programsin Peru, the poor of this
country could also experience some of the unforgettable events we were exposed to in the last three evenings.
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ADDRESS BY MR. PASI HELLMAN, TEMPORARY ALTERNATE GOVERNOR FOR FINLAND

L et me begin by expressing my government’ s appreciation to the authorities of our host country Peru and the city
of Limafor their generous hospitality in hosting this Annual Meeting. | asowant to thank the| DB Management
and staff for the professional and high-quality preparations of the meeting.

Thefact that the general economic outlook in the region has shown signs of improvement sincethelast
Annual Meeting is encouraging and something that should strengthen our drivefor further and stronger progress.
Wearein agood position to continue thiswork, because at the global level thereisan unprecedented consensus
onwherewe should aim our devel opment efforts. The Millennium Declaration and the Millennium Development
Goals have established the set of objectives that we are to achieve. | am happy to note that the IDB’s Man-
agement has again indicated the full commitment of the IDB Group to these objectives. Nevertheless, alot of
work for all of usremainsto be done, in order to put into concrete action—particularly at the country level—the
pledges and commitments made at the global level.

President | glesias stated in hisremarksto the meeting of the Committee of the Board of Governorshere
inLimathat “Latin Americaand the Caribbean claim the sad distinction of having one of the widest disparitiesin
income distribution and opportunities, aswell asin accessto health, education, water, sanitation and electricity
services.” We believethat thisisamessage to be taken seriously. The “global dea” madein Monterrey at the
Financing for Development conferencein 2002 included commitments and responsibilitiesfor all countries. All
countries have pledged to take full ownership of their own devel opment and to seriously commit to the principles
of good governance, democracy and human rights. And the international community has committed to
supporting devel oping countriesin this process, by means of investments, trade, devel opment assistance and debt
relief when appropriate.

The recently published report by the World Commission on the Social Dimension of Globalization,
established by the International Labour Organization and co-chaired by the Presidents of Finland and Tanzania,
made a strong point on the need to rethink globalization. The report emphasized that instead of focusing on the
preoccupation with markets, the emphasis has to change to preoccupation with people. In practice, this would
mean more emphasison social dimensionsof globalization. Thereport further emphasi zed that each state should
“ensure high and stable economic growth, provide public and socia protection, raise the capabilities of people
through universal access to education and other socia services, and promote gender equity.” That, the report
states, is also a precondition for fair globalization.

The forthcoming summit in Guadalgjara between the European Union and the Latin American and
Caribbean countrieswill a so enhance the commitment of these two regionsto development in Latin Americaand
the Caribbean. Wethink that theimportance of President Iglesias’ above-stated argument on more equal income
distributionisillustrated also by the fact that social cohesion will be one of the central themes of the summit in
Guadagjara. Andto add to this, when an institution such asthe | DB that should be and is combining the pursuit
of economic growth with emphasis on equity and social development, we believethat gender equality must come
in asan integral, cross-cutting element in all activities.

One of the implications for the IDB of the importance of al thisis, in our opinion, an even stronger
country focusin operations. Progress made on issues such as harmonization, cooperation and coordination with
other actorsat the country level isabsolutely crucial for the successof the Bank. Also, working very closely with
the governmentsand other playersin the country environment, especialy civil society, will enhancethe results of
operations. The Bank needs to fully align its activities with national strategies, be they poverty reduction
strategies or other nationally designed and owned development strategies. We are happy to note that the IDB’ s
country strategies have been evolving in thisdirection, but would liketo call for continued effortsto enhancethis
development.
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L et me turn to some specific organizational challenges that the Bank as a devel opment institution will
need to successfully deal with in the very near future.

First, Finland is fully backing the Bank to support private sector development in the region. A well-
functioning and strong private sector isnot only essential for development within acountry, but isalso the basis
for devel oping foreign trade opportunities. In the case of the Latin American and Caribbean region werecognize
the activerole of the Bank in trade issues at the regional level, and capacity-building efforts at the country level.
We would welcome amore proactive role for the Bank in deepening the interregional trade arrangementsin the
spirit of the Doha development agenda in order to maximize the benefits of trade for poverty reduction. The
importance that my country attachesto trade as an engine for development isillustrated by the fact that last year
Finland decided for the first time to combine the ministerial responsibilities for foreign trade with the res-
ponsibilities for international development cooperation in one ministerial portfolio. To have one minister in
charge of both trade and devel opment is an exampl e of our response to the demandsfor greater policy coherence.

With this line of reasoning, Finland welcomes the recently approved Private Sector Devel opment
Strategy. We also strongly support the proposal to appoint a high-level official to beginlooking at all activities
of the various parts of the IDB Group that deal with the private sector in a coordinated manner. It isindeed
necessary that the IDB as awhole will be able to contribute more strongly to this sector. At the sametime, we
emphasize that as adevelopment institution, the IDB’ s activitiesrel ated to the private sector need to be strongly
linked to the institution’s overarching mission to support long-term, sustainable economic and social devel-
opment, and also to be aligned with national development strategies and the Bank’ s country strategies.

Second, we continue to underscore the importance of the issue of development effectiveness. We
recognize that genuine progress hasrecently been achieved inthe Bank’ s approach and operations and wewish to
commend President Iglesiasfor his strong personal commitment in taking thisissueforward. Encouraged by this
progress, we are looking forward to seeing further consolidation of theissuewithin the Bank, to adherenceto the
implementation timetable proposed in the action plan, to the preparation of a single development effectiveness
framework for all Bank operations, and eventually to the IDB becoming aleader on development resultsin the
region.

Third, thereistheissue of new lending instrumentsand operationa policies. | wishto emphasize, again,
therole of the IDB asadevelopment ingtitution. All activities and instruments need to have a strong and direct
link to poverty reduction and the Millennium Devel opment Goals. In our opinion, the IDB should adhereto the
agreed lending framework for 2002-04. We will, naturally, be ready to participate constructively in the
forthcoming discussion of a new multiyear framework for the year 2005 and onwards.

Fourth, | believe that the issues of internal coordination, aswell as transparency and accountability in
the IDB Group are essential for the IDB to useits resourcesin the most effective way possible, and to be ableto
demonstrate this also to the outside world. Interna coordination means strengthening cooperation and
coordination between all levels of the Bank Group, at the strategic level and at the operational level in the
countries. Significant advancements have been achieved on transparency and accountability, for example, inthe
form of the new disclosure policy and the Independent Investigation Mechanism. It is the duty of al of usto
follow up on this, to make sure that the policies and mechanisms are fully visible and reflected in the reality of
the Bank’ s day-to-day work.

Let me conclude by stating Finland’ s appreciation of the IDB’s commitment to sustainable economic

and social development in the Latin American and Caribbean region. Finland continues to appreciate the
opportunity to be a partner of the IDB for the benefit of thisregion.
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ADDRESS BY MR. ARNE RODIN, TEMPORARY ALTERNATE GOVERNOR FOR SWEDEN

First of al, let me begin by thanking the Peruvian authorities and the city of Limafor hosting thisyear’s Annual
Meeting and for its warm hospitality expressed to all of us.

The general economic outlook for Latin America improved during the past six months and we can
cautiously hope that the worst is behind us. Y et the effects of the recent recession and in certain cases outright
crises will be with us for some time ahead. The economic recovery for the region as awhole is continuously
modest and several downside risks still prevail.

Inthelight of achieving the MDGs, including reducing poverty by half, we note with deep concern that
poverty rises and income inequality grows. Poor economic growth during several years, increased
unemployment and widening wage gaps contribute to socia distress and discontent in parts of the region.
Moreover, in several countries we see a decline in confidence in governments’ ability to tackle issues such as
governance, corruption, social exclusion and inequality. Thisis seriousin that it may many timesresult in a
weakened trust in democracy that could ultimately lead to political and social unrest as we have seen recently.

The Bank is uniquely placed to play a significant role in the development of the region, through its
knowledge, itsexperience, itslargefinancia resources, itsleverage and not | east the legitimacy it derivesfromits
regional character. The Bank must continueto pursue its mandate as adevel opment institution by supporting the
countries in the region to achieve sustainable economic growth, enhanced social equity and gender equality.

In order to fulfill thisrole, the Bank must continuously reinvent and assessitsdlf, that is: itsstructure, its
internal practices and its modus operandi, to ensure that it remains relevant. Inthat context, Sweden wishesto
address certain issues that have been discussed during the past few days. development effectiveness, private
sector development and the Bank’ s future lending framework.

We welcome several of the Bank’s initiatives with regard to strengthening the development
effectiveness agenda of theinstitution, such asthe appointment of the Chief Devel opment Effectiveness Officer,
increased participation from country office staff in project formulation, improved indicators for results and
evaluation, as well as the Bank’s involvement in the international roundtable on managing for development
resultsin Marrakesh earlier this year.

However, a successful and full implementation of the development effectiveness agenda requires
substantially more and, most importantly, aconsistent focus on measuring and monitoring the results achieved by
the Bank. A sustainable impact on the Bank’s operations and activities calls for nothing less than a cultural
change. Itistherefore crucia to establish the incentivesthat promote amore results-oriented culture within the
institution, which in turn would encourage a broader ownership. Securing necessary human and financial
resources for the Development Effectiveness Unit is crucial.

Closely connected to increased devel opment effectiveness and ownership isthe participation of theIDB
in harmonization and coordination processes. Particularly important is the Bank’s alignment with national
development strategies and coordination initiatives at the country level. This reduces the demands on
governments and enhances ownership, transparency and accountability. Holding the government directly
accountable for the national development strategy reduces the risk of conflicts with regard to the government’s
accountability to its domestic constituency on the one hand and to development agencies on the other.

We are pleased to report that several, successful coordination and co-financing projectshave been setin
motion between Sweden and the Bank during the past year; one of them being the fiscal reform processesin
Central America where the governments and several donors have been working jointly in the development of
operations, drawing upon respective experiences and comparative advantages.

A monitoring system based on result-oriented indicatorsis highly dependent on extensive and reliable
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data. In-country capacity building and improvement of statistics, accounting and reporting are therefore of great
importance with aview to strengthening the country’ s own monitoring capacity. Indicators should be extracted
from the national development strategy, chosen by the borrowing country, aligned with the MDGs and
harmonized with other donorsin the country. We welcomethe Bank’ srecognition and urgethe IDB to continue
cooperating with other MDBs and the UN in this work to build on best practices.

The private sector has an obviousrole to play in generating the necessary growth needed for reducing
poverty and increasing equity. A stable and secure environment is essential to stimulate business devel opment
and not |east to attract both foreign and domestic investment. Stable institutions play an indispensablerole here
of which a sound and transparent legal systemis vital.

We applaud the approval of a coherent private sector strategy for the IDB Group and we urge that
continued measures are taken to improve and strengthen coordination withintheentities. Itiscritical that ahigh-
level, private sector management position, externally recruited, is given a clear organizational mandate and
responsibility to develop and secure implementation. Ensuring that the private sector strategy does not lose
alignment with the overall objective of the Bank, contributing to increased devel opment and poverty reductionin
the region cannot be stressed enough. Increased lending to and investment in private sector entities through the
IDB isnot an end in itself. Operations with the private sector should only be seen as a means to achieve the
overarching devel opment mandate of the IDB.

We certainly welcome that the Regional Public Goods Initiative was recently approved, and look
forward to further discussing the concrete actions within this promising initiative. However, we are somewhat
concerned with the Bank’s definition of Regional Public Goods, which we find rather broad. We therefore
encourage proposals that give predominance to public goods requiring broad international cooperation, and are
key international public goods, instrumental for alleviating poverty in the region, and of common interest for an
equitable and sustainable global development. These goods may include efforts to address problems such as
environmental degradation and epidemiological diseases.

Finaly, in order to meet the changing needs of borrowing countriesin the most appropriate way, it is
important to continuously review the lending instruments of the Bank. However, wefirmly believe that we must
first evaluate the existing framework and lessons learned. This will undoubtedly establish a sound basis for
forthcoming discussions on anew multiyear framework starting in 2005, which we expect to be accompanied by
reliable and measurable performance indicators. It must be ensured that increased lending flexibility neither
cloudsthe Bank’ s objective of efficiently contributing to improved well-being for the poor, nor jeopardizes the
Bank’sfinancia strength and soundness. This cannot be stressed enough.

In closing, let me point out that Sweden feel s that much has been done and we stand behind the overall
thrust of the recent initiatives and reforms President Iglesias has set in motion. We must now build on this
momentum to ensure that the Bank is ableto continue playing asignificant rolein helping countriesin theregion
face their development challenges, and set them on the path to attaining the Millennium Development Goals.
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ADDRESS BY MR. APOLINAR VELOZ, TEMPORARY ALTERNATE GOVERNOR FOR THE
DOMINICAN REPUBLIC

On behalf of the Dominican Republic, its government, and its President Hipdlito Megjia, | would liketo say how
pleased we are that the city selected for the work of the IDB and |1C Boards of Governorsis Lima, a city of
unique architecture that hasjustifiably been declared a World Heritage Site and, above al, isacity of friendly,
welcoming, and warm people.

| would also like to take this opportunity, on behalf of my country, to thank the IDB and its president,
Enriquelglesias, for thetimely financial and technical assistance that has hel ped to mitigate the negative impacts
of the financia crisis affecting our country. The IDB rose to the task and, for this, the Government of the
Dominican Republic wishesto expressits gratitude publicly. In my brief address, | shall make reference to the
activities being carried out by the current administration to put the Dominican Republic back on the path of
stability and growth, and to do so against the backdrop of the global economic setting. | will also comment upon
anumber of IDB programs that we regard as vital for devel opment of the region.

Despite the significant slowdown in the global economy in 2001 and the slow reversal of thissituation
in 2002, recovery in the past year has been vigorous, driven by growth in the U.S. economy, arebound in Japan,
and vigor in most of the East Asian countries. This, combined with the return to growth in Europe and robust
performance of the stock markets, makes for avery promising outlook for 2004.

The global economic recovery in the latter half of last year was conducive to revitalized trade, which
expanded at arate comparable to that of 2002. However, this growth fell short of compensating for the sharp
contraction in 2001 and also was shy of the high growth rates recorded in the 1990s. But in the economies of
Latin Americaand the Caribbean, exportsincreased, not only in volume but in price terms, and became the most
dynamic factor in demand, enabling the region to achieve a substantial trade balance surplus and to reactivate
growth.

Alongside these factors, however, there is serious concern in the region with regard to the path of
foreign direct investment (FDI), which has continued to decline for the fourth consecutive year. 1n 2003, FDI
dropped by 25 percent, to alevel below the annual average for the period 1990-2002. It isessential to improve
this performance, as such investment constitutes a significant supplement to the external saving needed to
increase gross capital formation in support of growth and devel opment.

While the external sector indicators (tourism, national and export processing zone exports, and
remittances) have rebounded considerably from last year, the Dominican economy failed to expand because of
the impact of the financia crisis triggered by the collapse of one of the major banks in the financial system, as
well as assistance to maintain liquidity in two others. Such financial assistance to rescue depositors generated
uncertainty, as reflected in the loss of confidence on the part of economic agents. This led to, anong other
explanatory factors, amassive repayment of private debt in foreign exchange, which had already been declining,
and in turn accelerated the pace of currency depreciation, thereby increasing inflation and interest rates, a
situation that constituted a disincentive for domestic investment and demand. As a result, the Dominican
economy, for the first time in more than a decade of high growth, experienced a contraction of roughly 0.4
percent in 2003.

Even though the government now in officeisin the midst of an electoral campaign, it has madeit clear
that macroeconomic stability is its fundamental priority. This responsible attitude is being well received by
economic agents and by the international financial community. To boost the credibility of the new stabilization
policies being implemented and their financing, the Dominican Republic signed a stand-by arrangement with the
International Monetary Fund (IMF) in August 2003. The aim of this arrangement isto strengthen regul ation of
the banking system and ease exchange and inflationary pressures. However, the government’s decision to
purchase shares of Unidn Fenosa, the owner of the power distributors Edenorte and Edesur, prompted the
suspension of thefirst review of the program until apanel of international experts could evaluate thefiscal impact
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of thistransaction. Upon completion of this process, and after an intense analysis of macroeconomic conditions
with the technical team from the IMF, in mid-February 2004 the IMF Executive Board approved thefirst review
of the arrangement.

The arrangement required the enactment of variouslawsin support of the program and of governance,
which has been done. It is anticipated that implementation of the stabilization program will enable the
Dominican Republic to weather the crisisand return to the path of growth with macroeconomic equilibrium that
charac-terized our economy over the past decade.

It should be noted that, within the program, a balance of payments financing gap of US$320 millionis
projected. While such agap impliesthat the country isfacing atemporary liquidity problem, it isnot suggestive
of a solvency problem. With a view to closing this gap, financing has been requested from multilateral or-
ganizations. Another option considered is Paris Club debt restructuring of 2004 maturities and outstanding
payments from 2003, a decision which constitutes part of the IMF arrangement.

With strong support from the International M onetary Fund, the Inter-American Development Bank, and
the World Bank, the Dominican authorities are now engaged in adopting the measures contemplated in the
arrangement, in particular those relating to ingtitutional strengthening of the Superintendency of Banks and the
follow-up objectives of improving bank regulation and supervision, enhancing transparency, and fully
categorizing its operationsin the manner currently being implemented by therest of thefinancial system. Thisis
being done openly, and has hel ped to boost the confidence of economic agents, the immediate results of which
are reflected in the appreciation and stability of the exchange rate in recent weeks.

In the fiscal area, the government’ s objective this year is to achieve a primary surplus of 1 percent of
gross domestic product (GDP), through an increase in taxes and a reduction in expenditure on the order of 2
percent of GDP. The funds made available by the debt renegotiation with the Paris Club will be used to reduce
the quasi-fiscal deficit, ascal culated in accordance with the IMF arrangement. A monetary policy consistent with
fiscal policy hasbeen based on restricting the growth of the monetary aggregates by boosting theinterest rateson
the Central Bank’s financial instruments.

In recent years, and particularly after the crisis referred to above, there has been an increase in the
support extended to the Dominican Republic by the Inter-American Development Bank in sectors such as
education, agricultural reform, and modernization of the State. This entailed the timely, significant, and rapid
approval of loansfor social reform and consolidation of thefinancial system; theseloanswere disbursed at atime
when the Dominican Republic was most urgently in need of external resourcesin order to meet itsinternational
commitments. Special mention should be made of the loan to finance the Financial Sector Consolidation and
Reform Program.

We are pleased to note the approval of the IDB strategy for financing private sector projects. We also
believe it extremely important, as soon as circumstances permit, to expand the activities of the Private Sector
Department to encompass other productive sectors in the economies of the region, and tourism in particular.

We reaffirm once again our support for areplenishment of the resources of the Multilateral |nvestment
Fund (MIF) and the establishment of an action plan for theimmediate future, given theimportant role that these
funds play in reforms and in private sector expansion. We further support the actions aimed at improving
development effectiveness, and we support the increase in IDB financing for microenterprises and small and
medium-sized businesses with a view to meeting the Millennium Development Goals. Thereis aso one other
factor of particular importancefor theregion: thefourth consecutive year of declinein foreign direct investment
intheregion. Accordingly, we support the IDB’ sintensification of investment lending in order to offset, to some
extent, this pronounced decline, which substantially limitsthe levels of gross fixed capital investment required
for theregion’ sgrowth and suggests the need to study the possibility of increasing the resourcesfor sector loans
and policy-based loans.
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The IDB has worked extraordinarily hard to serve as a catalyst and source of support for regional
initiatives to open trade and achieve economic integration. Integration isone of the IDB’sgoals, and it should
move forward with itseffortsin that direction daily. The Dominican Republiciscommitted to making effortsto
adapt its public and private institutions to the various requirements emerging from the integration processesin
which we are engaged. Consequently, the country will continue to need support from the IDB in these areas.

Thisassistance would be timely inasmuch as the Dominican Republic has signed afree trade agreement
with the United States that has enabled usto join the U.S.-Central American Free Trade Agreement (CAFTA),
opening up new prospectsfor trade and allowing for greater insertion of the Dominican economy into the North
American market. These new possibilities should be reflected in avigorous boost in the production of tradable
goods intended for this megamarket.

Finaly, we wish once again to thank the IDB, and President Iglesias in particular, for the rapid and
fraternal response to our requests made in difficult times, especially in the past year when the support received
was of vital importance. This fraternal mission and capacity of the IDB, which stands ready regardless of
whether the calamitous circumstancesresult from natural disasters, external economic shocks, or domestic crises,
further underscores the strategic function of an institution which we should all regard as a source of pride.
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ADDRESS BY MR. GIOVANNI REDONDO, YOUNG ENTREPRENEUR

We would like to share our thoughts and ideas with you today as representatives of Latin American and
Caribbean youth: theyoung entrepreneursin the social and economic sector selected by the IDB totakepartina
seminar on “Latin American and Caribbean Social Capital in Action: Y oung Entrepreneursand Volunteerism.”

Young people have a strategic role to play in development and building social capital. We are
committed to greater social equity and inclusion, encouraging active citizenship, and working toward social
justice in the region with ethics as the cornerstone.

The scourge of poverty and exclusion still afflicts our countries, affecting primarily children, young
people, women, indigenous peoples, and those of African descent. That being so, our commitment to change
emphasizes full and active citizenship as an extension of our Latin American and Caribbean identity.

Weknow thiswill requireanew culture of citizen participation that rei nforces sustainable devel opment
models and fosters collective leadership.

Y outh volunteerism has clear potential to support the social integration process through development-
oriented policies and programsin the region. Volunteerism, then, must be a priority focus of social investment
strategies.

Theregion’ syouth face steep challenges. unemployment, poverty, alack of accessto quality education,
little say in decision-making processes, the digital divide, and environmental degradation. Thesearejust afew of
the areas urgently in need of attention. 'Y oung people areready, willing, and able to take on the leadership role
that the region’ s development demands.

To do so, we need the strong and steadfast support of all development stakeholders.

We call upon leaders in the public sector to:

invest strategically in youth;

build into government policies the active and strategic role that young people play in de-
velopment;

promote volunteerism and youth entrepreneurship as tools for building social capital; and
encourage young people to take part in policy design, implementation, and evaluation.
We call upon civil society to:

strengthen networking opportunities, so that young peopl e can share experiences and make the
most of their efforts and resources;

get actively involved in the design and implementation of youth development programs and
policies;

foster consultation and dialogue with socia agents working for development;
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introduce monitoring and evaluation mechanisms, to clearly determine the impact of certain
practices on the community; and

make organi zations more transparent in terms of process, outcomes, and resource management.
We call upon the private sector to:

actively engage young peoplein their economic and productive activities,

step up technological research and development, so that it reaches more of the population;

give young people opportunities for training and work experience;

strengthen socially responsible practiceswithin firms, opening and supporting avenuesfor youth
participation; and

enter into multisector strategic partnerships to support innovative youth initiatives.

We call upon international organizations to:
support the youth devel opment efforts of governments, civil society, and the private sector;
provide technical and financial assistance to develop youth policies and programs;

ensurethat social investment in youth is as effective as possible by making best use of resources
and setting up transparent mechanisms for allocating them;

coordinate work with other international organizationsactiveintheregion, to promoteapositive
image for young people; and

facilitate the exchange of views, know-how, best practices, and lessons|earned on youth-driven
initiatives.

Weare confident, therefore, that the Bank’ sBoard of Executive Directorswill welcomethe proposal put
forward at the seminar’ s Closing Session by Mr. Enrique I glesias, President of the I nter-American Devel-opment
Bank, in relation to the possible establishment of a youth venture fund.

Young people are the future. But we are also the present. We are you, your children, your most
enthusiastic employees. Weare prepared for action. Through our daily commitment, we have shown that we can
make L atin Americaand the Caribbean a place where all our dreams of social equity, justice, and solidarity come
true.

Now, morethan ever, we have the knowledge, the means, the desire, and the strength to make it happen.
The time has come, and change is within our reach. The futureis now.
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ADDRESSBY MR. ENRIQUEV.IGLESIAS, PRESIDENT OF THE INTER-AMERICAN DEVELOPMENT
BANK AND CHAIRMAN OF THE BOARD OF EXECUTIVE DIRECTORS OF THE INTER-AMERICAN
INVESTMENT CORPORATION

We have come to the end of thisimportant and historic meeting in Lima. My first words are ones of thanks to
President Alegjandro Toledo and his government for their very warm welcome and all the support they have given
usin making thismeeting asuccess. In particular, | would liketo thank the Chairman of the Board of Governors,
Minister Pedro Pablo Kuczynski, a friend of the Bank’s and my own, in addition to everyone who made such
great effortsto further the activities of our Annual Meeting. We know what it takes to organize these activities,
in terms of time and hard work. Our hosts have done it very well, as the Governors and delegates have
unanimously agreed. Efficiency has prevailed here and, above all, warmth, which is highly appreciated.

| would also like to thank the Minister of the Interior for the commitment and professionalism with
which the security needed for the normal pursuit of our activitieswas provided. | aso thank the mayor of Lima,
with whom we have a relationship of very close cooperation, and the mayor of San Borja who gave me, as
representative of the Bank, the keysto thisimportant locality and was our host herein hisdistrict. Wethank the
mayor of San Isidro aswell, who inaugurated the Paseo de las Naciones on the occasion of our meeting, an event
we will always remember as a symbol of this city’s hospitality.

My appreciation also goes to the Director of the Museo de la Nacion for the opportunity to hold this
meeting in a museum. | am very glad of it. Cultureisahighly important factor in the life of nations. Devel-
opment is more than economic, more than social, and even more than political: it is spiritual self-realization.
Thereforewe call for recognition of the cultural foundationsof thiscountry, which hasmillenary culturesthat are
mirrored in its traditions and way of life. This brings us closer to the magnificent reality of the history of this
great country. | say thisbecause the Bank hasalwaysrespected cultural values and | hopethat we will bear them
in mind even more in the future.

Attended by 7,000 people, this meeting was the largest in our history, which has left us pleasantly
surprised. To alarge extent thisreflectsthe extraordinary attraction of thisbeautiful and historic capital of Peru.

Itisdifficult to summarizethe activitiesthat took place over theselast few days, including the seminars
that preceded the meeting. The Governors participated actively in them. Ten points can be highlighted fromthe
discussions during the last three days, five of them related to Bank policy and the others to Bank governance.
The Governorswill soon receive, through the Board of Executive Directors, the particul ars of the main comments
of each delegation and awritten version of my remarks.

The first main general policy message referred to the economic climate, which was stressed in the
Inaugural Session by President Toledo, the Secretary General of the OAS, and the Executive Secretary of
ECLAC. Thismeeting has taken place at a very important time in Latin America and the Caribbean, when al
indications are that we are emerging from the recession and beginning to grow again. The Governors mentioned
thisas something very important: Latin Americaisbeginning to grow again and this opens up opportunities, with
the necessary provisos. It isgrowth subject to the test of time and the vicissitudes of the international situation.
But it isimportant to realize that growth offers a platform for consolidating the gains of the past, addressing
shortcomings and, above al, building defensesin our countriesto contend with future cyclical downturns. Itis
also the right moment to promote efficient social development. We are at avery specia juncture that arouses
prudent, cautious optimism and calls for our best skillsto manage the recovery well in the coming years.

The second important message sent by the Governorsrefersto the need for any adjustments madeto also
attempt to reduce the vol atility and vulnerability of our economiesto theinternational cycle. Thechallengeisto
promote our own development strengths and not to depend exclusively on external factors. And by our own
strengths, | mean those intrinsic to the countries and those stemming from regional cooperation. In Latin
America and the Caribbean, this is a vigorous source of economic stimulus that should be exploited. The
Governors urged the Bank to make a new contribution to combating the recessive effects and instability of the
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international economic situation. This essentially implies modernization of the Latin American economies.
There is no aternative in today’ s world; we need to compete, as the Governors mentioned in their addresses.
Thismeansto open up unfalteringly to international competition, with the risksthat implies, making the most of
the benefits and trying to reduce the costs inherent in these policies.

The third message that emerged from the Inaugural Session, and which was later reiterated by the
Governors, refers to social issues. Social problems continue to be of concern. We are concerned about the
aggravation of poverty, which has occurred despite reforms and economic growth. We continueto be concerned
about inequality in Latin America. Unemployment has risen to high levels, the highest since the crisis of the
1980s. And, of course, we continue to be concerned about problemsrelated to exclusion, which has deep ethnic
roots in Latin America.  Consequently, social issues continue to be the core objective of policies. All the
Governors placed special emphasis on this great task that our actionsin Latin Americaand the Caribbean must
accomplish. The Bank has been committed to social matters from the beginning. Fifty percent of its operations
focus on socia development and therefore this message, which wasreiterated over and over again by all of you,
is clearly a fundamental mandate—a seminal one—for the presence of the Bank in Latin America and the
Caribbean.

A fourth message sent by President Toledo and the Governorsrefersto the United Nations Millennium
Development Goals, endorsed by all the governments in the United Nations system. They bind usal. The
Millennium Devel opment Goals are economic, social, and international, particularly in the area of trade. They
are the key reference points for the Bank’s relations with its member countries and should be given specia
consideration in the preparation of country action programs. Our next meeting in Okinawa will focus on an
analysis of progresstowardsthose goalsin the middle of this decade and the positive and negative prospectsfor
attaining them, based on the status of our economies.

The fifth message of note referred to policies for the development of economic infrastructure. In the
Governors' discussions and in the seminars preceding the meeting, it was made clear that we are facing alarge
infrastructural deficit. Investment has fallen in recent years, including investments in productive and social
infrastructure, which could become a serious obstacle to future economic growth.

In this regard, the importance of investing in infrastructure as a countercyclical element and of
mobilizing domestic savings and resources was pointed out, and the role of infrastructure in deepening the
integration of Latin America and the Caribbean was also emphasized. | recall that just a few months ago, a
meeting of the Heads of State of the Rio Group was held in Cuzco, where the central topic of discussion wasthe
need to increase investmentsin infrastructure, with the Bank being asked for more vigorous support in thisarea.
All thisillustrates how thisissue has been at the heart of the debate.

Eleven South American countries signed the Letter of Lima, which pointed out the need to adjust the
treatment of investmentsin fiscal accounts. This discussion made it possible to emphasize that investmentsin
infrastructure have a different fiscal impact from other expenditures, and therefore they should be treated
differently by international agencies, particularly the International Monetary Fund. The governmentsthat signed
the Letter of Lima, and undoubtedly all the rest, are concerned about the weakening of the Bank’ sactionsin the
field of infrastructure, which we know very well reflects the lack of counterpart resources on account of the
scarcity of fiscal funds. They call for the accounting rules for spending on infrastructure to be revised and for
multilateral lending agencies, particularly the IMF, to alow for differentiated and specia treatment of such
spending, inviting those agencies to reflect thisin their policies. This subject has been highlighted on several
occasions by the Heads of State, particularly by President Lagos of Chile, President Toledo of Peru, President
Lulaof Brazil, and President Kirchner of Argentina. Thereisclearly ademand for actioninthisfield, asstatedin
the Letter of Limato the international agencies.

These are the five key elements highlighted by the Governors, which are aimed at the policy of the

Bank, asan economic and socia cooperation agency. Asfor matterstouching on the workings of the Bank from
within, which was the other phase of our meeting, four issues were highlighted here in particular.
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Thefirst hasto do with the private sector. Asyou know, the Bank has been working with the private
sector for many years and we have different entities devoted to this area. In recent years, we have looked
carefully at the most effective way the Bank can organize to work with this sector. Minister Kuczynski chaired
an External Review Group, whichissued a series of recommendationsthat the Board of Executive Directorshas
been examining in recent months. Now we can add the approaches arising from this meeting, which | will
summarize below.

First, broad support was expressed for the Bank’s strategy for private sector development, which is
viewed as akey factor for giving impetus to our economies. It istherefore important to implement the strategy
quickly.

In this regard, broad support was expressed for the Bank’ s initiative to improve the private business
climatein the region, atask that will be led by the Executive Vice President. Our action to improve efficiency
also received support, including the creation of the post of a high-level coordinator. This initiative will be
discussed by the Board of Executive Directors.

Support was also expressed for the proposal to step up Bank action with respect to small and medium-
sized enterprises (SMEs). We have been pioneersin promoting their development, and even pioneersglobally in
the devel opment of microenterprise. The Bank, under the direction of my predecessor, Mr. Antonio Ortiz Mena,
began to work with microenterprisethree decadesago. Thisactivity should be given more emphasis, particularly
after the Declaration of Nuevo Ledn, signed by our member countries in the region. In the declaration, they
asked us to triple Bank support for SMEs in the coming years and that is what we propose to do. In this
discussion, the Governors expressed their concern regarding the institutional form that the Bank’ s support for the
private sector takes. Some Governors supported the External Review Group’ srecommendation to mergeall the
Bank’ s private sector windows—the I nter-American Investment Corporation, the Multilateral Investment Fund,
and the Private Sector Department. Others had doubts. The matter will be examined in greater detail by the
Board of Executive Directorsin the coming months.

Inaddition, firm support was expressed for the Muultilateral Investment Fund (MIF), which hasprovento
beavaluabletool for Bank cooperation with the governments. Great support was expressed for replenishing the
resources of the MIF, which will be the topic of discussion at a meeting with the Governors next July.

The second issue referred to the flexibility of the Bank’ sinstruments—a highly important subject that
the Board of Executive Directors has been examining intensely. The Board hasworked in close coordination on
thisissue, discussing various aspects. One concernisthefailureto useour full lending capacity. Thissuggests
that the problem is not just the lack of fiscal resources, which means that there is much to gain from examining
the flexibility of the instruments at our disposal. The Governors expressed their concern over the need for an
effective evaluation of what has been done until now, particularly inthe areaof policy-based lending. During the
discussions, several questions were raised that | believe are going to guide the debate. First, what is the
appropriate mix of investment loans, fast-disbursing policy-based |oans, and emergency loans? What should the
internal conditionsin the country beliketo usethismix of loans? And last, how can we analyze the devel opment
effectiveness of each type of loan? It isnot amatter of having moreinstrumentsjust for the sake of having them,
but of improving the Bank’ s capacity to cooperate and efficiently apply its resources.

Thethird issue had to do with the devel opment effectiveness of our cooperation—an old topicin these
forums that has become very important again in recent years. | think that the Governors appreciate the efforts
made by the Bank’s Management in thisarea. It is noteworthy that the Governors have mentioned the need to
establish a great partnership between the Bank and the countries to improve efficiency in the use of the
ingtitution’s resources, which signifies support for the work plan that the chief of the Bank’s Development
Effectiveness Unit isto present this year.

Lastly, the topic of institutional governance, where the efforts being made in the areas of information

disclosure andinstitutional transparency, with the establishment of the Office of Institutional Integrity, have been
recognized.
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This, in short, iswhat we believe emerges from the views expressed by the Governors on policy issues
and the Bank’ s performance. They are the main guiding principles that emanate from this event in Lima.

| would like to turn now to another component of these meetings. Y ears ago, we began to hold seminars
at our meetings to look at specific topics of interest for Latin America. Academics, technical experts, policy-
makers and representatives of civil society participate. Onthe occasion of this meeting, five seminarswere held
last week, all on highly topical issues.

One dealt with the subject of governments and banks, and examined the role of the Statein the banking
sector through the public banks; actionsto address crises; and the results of experience with government financial
support for the banks.

A second was on infrastructure investments, aresponsibility of both the public and private sectors, and
the need for new financial structuresto facilitate the provision of public and private funds and the strengthening
of partnerships, which are becoming increasingly important in Latin America.

Another seminar was entitled “New Frontiers in State Reform”. This area was recognized as a great
challengefacing L atin Americatoday, perhapsthe most difficult reform, sincein addition to reforming the public
administration, it is also necessary to reform policiesfor the consolidation of democracy, for the functioning of
democratic ingtitutions, for the strengthening of governance. Reinventing the State was discussed, as was
reinventing awelfare state that takes into account the needs, potential and limitations of the region.

The seminar on City and Marginality was attended by representatives of the municipality of Limaand
the mayors of several important citiesin the region, who participated actively. Ideaswere shared on how to reach
the sectors bypassed by development, which now include a large part of Latin America's population, having
grown with the rapid urbanization in the last 20 years. The analysis of thisissue emphasized that things can be
done, asillustrated by experiencesin Peru, Mexico, and Brazil. The municipalitiesare playing avery important
role in this task, thanks to their direct contact with hitherto bypassed zones and their wealth of experience in
mobilizing resources, which is often difficult for central governmentsto do. This seminar taught about dealing
with poverty, marginality, and violence in today’ s difficult timesin Latin American cities.

Thelast seminar dealt with thetopic of young entrepreneursand volunteerism. How could | put it better
than the young peopl €' srepresentatives have? Wethank them very much for their presence and for their strong,
constructive, and fresh message. 1t doesusal good, particularly those of uswho are no longer young but who
are motivated by the same spirit. Thisseminar dealt with the many facetsof the subject. In Argentinaand Brazil,
volunteerism accountsfor about 2.5 percent of the national product. Itisvery importantin Latin Americatotalk
about these things, which are above and beyond current issues, but which form part of socid life.

The Bank also held round tables on topics such as technological innovation in agriculture and
remittances.

The host country also organized very interesting seminars. One, organized by the Peruvian University
of Applied Science and AID, was on trade integration. ALIDE and COFIDES held another very interesting
seminar on practices for financing SMEs.

Inclosing, | would liketo point out that these meetings enable usto establish closer contact between our
institution and its Governors. The discussion, so rich in its many facets and levels, strengthens the Bank’s
fundamental commitment. We are committed to Latin Americaand the Caribbean, to the different aspects of its
economic and social development. These commitments are the Bank’ sessence. It isvery important to keep our
great mission in mind at all times. We are aBank at the service of the countries, at the service of society in the
broad sense; we are more than a Bank, as Felipe Herrera said. This can only be possible with an efficient
organization and capabl e and motivated human resources. Lastly, | would like to say that we feel very closely
bound by the warmth of this country and its people, for which | am sincerely grateful.
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REPORT OF THE CHAIRMAN OF THE COMMITTEE OF THE IDB BOARD OF
GOVERNORSON ITSACTIVITIESSINCE THE LAST ANNUAL MEETING

The Committee of the Board of Governors, appointed pursuant to Resolution AG-5/70, held its Eighty-seventh
Meeting in Milan, Italy, on March 22, 2003. No meetings have been held since then.

Eighty-seventh Meeting — Milan, Italy, March 22, 2003 (document CA-452)

Summary of the Eighty-sixth Meeting of the Committee

The Committee approved the summary of its Eighty-sixth Meeting, held in Fortaleza, Brazil, on
March 10, 2002 (document CA-448).

Measures for enhancing the response capacity of the Inter-American Development Bank.
Progress on theimplementation of the New L ending Framework (document CA-450)

At the beginning of the meeting, the Chair of the Policy and Evaluation Committee of the Board of
Executive Directors read a text, included in document CA-450, by means of which the Board of
Executive Directors proposed aclarification to the Committee of the Board of Governorsregarding the
implementation of certain aspects of paragraph 8(a) of the Annex to Resolution AG-1/02, adopted by
the Board of Governorson March 1, 2002. Thisclarification readsasfollows: “ During 2003, the annual
limit on the amount of Ordinary Capital policy-based lending (up to the equivalent of US$1.5 billion)
may beincreased by: (1) up to anadditional 15 percent; and (2) the difference between the 2002 annual
[imit and the total amount of Ordinary Capital policy-based loans (PBLS) approved during that year.
During 2004, the annual limit may be increased by: (1) up to an additional 15 percent; and (2) the
difference between the equivalent of US$3 billion and the total amount of Ordinary Capital PBLS
approved during 2002 and 2003. Asindicated in Resolution AG-1/02, policy-based lending is subject
to maintaining the aggregate lending limit of the equivalent of US$4.5 hillion of Ordinary Capital
resources during the 2002—2004 period, which may not be exceeded under any circumstance.”

The ensuing discussion revolved around two main issues. (i) the carryover of resources for policy-
based loans (PBLs) from 2002 to 2003; and (ii) the three windows to be established under the new
lending framework (emergency lending, PBLS, and investment loans).

A magjority of the Governors supported the carryover of PBL resourcesin the context of theclarification
proposed by the Board of Executive Directors and cited in paragraph 2.1 above.

With regard to the three windows, several Governors came down in favor of revising the limits and
terms established for them, so that the Bank could make their use more flexible and be in aposition to
adopt a countercyclical role. Other Governors expressed concern over the fact that the PBLs were
growing too quickly and the level of investment loans was declining. They were against reopening the
discussion on the lending framework approved only one year earlier.

The Committee Chairman concluded that there was a consensus on carryover of PBL resources from

2002 to 2003, and that other matters raised during the meeting would continue to be discussed sub-
sequently at the Special Governors' Meeting.
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Progress report on actions carried out in 2002 and proposed future actions to strengthen the
Bank’s development effectiveness (document CA-451)

The Executive Vice-President referred to the actions taken by the Bank in 2002 pursuant to Resolution
AG-1/02, to improve the areas of: (i) country strategies and programming; (ii) project design;
(iii) project implementation; and (iv) organizational and institutional matters. Mr. Flannery also referred
to the actions that the Bank was planning to take in the 2003—2004 period and presented amedium-term
plan of action that would beimplemented to create acomprehensive devel opment effectiveness system
at the Bank.

The Governorsindicated that the Bank’ s action in the area of development effectiveness should seek to
balance results with the cost of achieving them, both from the standpoint of the Bank itself and the
borrowing countries. The framework to be applied should not be costly in budget terms or staff
requirements. Nor should it introduce bureaucratic processesthat would impede project preparation and
execution.

The Governorsindicated that strengthening devel opment effectiveness wasimportant so that the Bank
could be fully compliant with its objectives of poverty and inequality reduction as well as the
Millennium Goal s agreed upon in Monterrey. They noted that the Bank should make specific decisions
and begin as soon as possible to implement the medium-term action plan, without waiting for all
methodological aspects to be established.

Lastly, Management was asked to submit another progress report the following year on the Bank’s
actions to strengthen its development effectiveness. The Committee wished to see the head of the
Office of Development Effectiveness appointed soon.

Other distribution:
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REPORT OF THE CHAIRMAN OF THE COMMITTEE OF THE 11C BOARD OF
GOVERNORSON ITSACTIVITIESSINCE THE LAST ANNUAL MEETING

The Committee of the Board of Governors, established pursuant to Resolution ClI/AG-3/92, held its Twenty-fifth
Meeting in Milan, Italy, on March 22, 2003. No meetings have been held since then.

Twenty-fifth Meeting — Milan, Italy, March 22, 2003 (document CI1/CA-88)

Summary of the Twenty-fourth Meeting of the Committee

The Committee approved the Summary of its Twenty-fourth Meeting, held in Fortaleza, Brazil, on
March 9, 2002 (document CII/CA-83).

Report on the Corporation’s operating and financial resultsfor 2002. Oral presentation

The most significant aspect of the General Manager’ sreport wasthat the |1 C had recorded abook loss
of US$41.8 millionin 2002. Thislosswas chiefly the result of theincreased provisioning necessary in
those countries most affected by economic difficulties. Most of these projectsinvolved enterprisesthat
were having difficulties but had not gone bankrupt. The Corporation was therefore committed to
helping them overcome their difficulties.

In this context, Management reduced administrative expenses, thereby achieving savings of US$1.4
million over the approved budget for 2002, downsized the Headquarters staff by 6 percent, transferred
severa positionsto the region, and reorganized the operations structure. It alsoidentified thefollowing
four areas of activity to help improve the Corporation’s financial sustainability: (i) cost reduction;
(ii) increased process efficiency; (iii) asset quality; and (iv) revenue generation.

Report by the Chairman of the | I C External Review Group (reference document Cl1/CS-532-1)

Mr. Pedro Pablo Kuczynski, Chairman of the IIC’s External Review Group (ERG), established at the
request of the Board of Governors, presented a report on the work done by the ERG to date. The ERG
reached the preliminary conclusion that thefuture of the lICislimited: itisvery small inthe context of
financial flows to the Latin American private sector, it has very limited recognition in the recipient
countries, it cannot afford amuch needed and substantial expansion in marketing and promotion, and it
suffersfrom somerigiditiesinitsoperation. Subject to further discussion, the ERG concluded that the
revamping of the I1C should be part of an overall realignment of the IDB Group’s private sector
activities. The Multilateral Investment Fund (MIF) should retain the independence it was originally
given under its charter, not only because of its distinct donor base, but also because of its strong track
record and demonstrated performance as an agent for innovation in Latin America and the Caribbean.

The ERG isconsidering proposing the following organizational structure: an1DB Vice-President would
bein charge of coordinating all private sector activities and would beresponsible for anew affiliate that
would group together the 11C and the Bank’s Private Sector Department. Its capital structure would
includethat of 11C plusthe corresponding capital withinthe | DB earmarked to support the private sector
loans, up to 10 percent of the Bank’ spaid-in, callable capital and reserveresources (or alternately up to
10 percent of outstanding loans). Consequently, no new capital contributionswould be required from
the countries.
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The Governors suggested that the ERG: (i) examine ways to promote private investment in activities
for which there is a market but that the Bank does not finance; (ii) consider participating in the
financing of infrastructure concessioning to private enterprises, which could take theform of guarantees
or syndication; (iii) review all the legal, financial, economic, and organizational aspects that
implementing the proposed arrangement would involve; (iv) consult with both I1C and IDB staff;
(v) proceed with caution and be sure that the proposed objectives are achievable; (vi) determinewhether
it would be legally possible to transfer the capital of existing multilateral institutions with different
membershipsto anew entity, and examinethepolitical and legal issuesfor Bank shareholderswho have
opted not to become shareholders of the II1C; (vii) consider the policy and supervision issues arising
from the proposed new position of vice-president and itsindependence; and (viii) consider the proposal
that the |1C be absorbed by the IDB instead of creating anew affiliate. The Governorsalso pointed out
that before they could discuss a new structure, they would need to see an expanded strategy for IDB
Group action in the private sector.

Other distribution:
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Japanese Embassy in Peru
Lima

Nobuo Kobayashi

Third Secretary

Japanese Embassy in Peru
Lima

Y oshihiro Masuda
Second Secretary
Japanese Embassy in Peru
Lima

Takashi Miura

Section Chief

Office of the Vice Minister
for International Affairs

Ministry of Finance

Y oshihiro Miwa

First Secretary

Japanese Embassy in Peru
Lima

Ken Miyazato
Section Chief
Okinawa Secretariat

Y ukako Mizunuma
Staff
Tokyo

Kenji Mori

First Secretary

Japanese Embassy in Peru
Lima

Nobuyoshi Muroga

First Secretary

Japanese Embassy in Peru
Lima

Tomoo Nagao

Second Secretary
Japanese Embassy in Peru
Lima

Rie Nagase

Officia

Japanese Embassy in Peru
Lima

Ko Narai

Deputy Director

Office of the Vice Minister for
International Affairs

Ministry of Finance

Y ubun Narita
Ambassador

Hideki Nonoguchi

Deputy Director

Planning and Coordination Division
International Department

Bank of Japan

Takeshi Okano

First Secretary

Japanese Embassy in Peru
Lima

Toshimitsu Saiuchi
Deputy Director
Ministry of Finance
Tokyo

Kazushi Sato
Alternate Deputy Secretary General
Okinawa Secretariat

Kiyoshi Tanahashi
Official

Japanese Embassy in Peru
Lima

Hayato Tanaka

Section Chief

Office of the Vice Minister
for International Affairs

Ministry of Finance

Tomohiro Tanno

Third Secretary

Japanese Embassy in Peru
Lima

Naoko Tokumoto

Third Secretary

Japanese Embassy in Peru
Lima

Taichi Tsunoda
Researcher

Japanese Embassy in Peru
Lima
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Y oshiki Usuki
Personal Secretary to the Senior
Vice Minister of Finance

Toshio Watanabe
Minister

Japanese Embassy in Peru
Lima

Fusaichi Y achi

First Secretary

Japanese Embassy in Peru
Lima

Mexico
Governor

Francisco Gil Diaz
Secretario de Hacienday Crédito Pablico

Alternate Governor

Alonso Garcia Tames
Subsecretario de Hacienday Crédito
Publico

Temporary Alternate Governors

Andrés Conesa L abastida
Titular de laUnidad de Crédito Plblico
Secretariade Hacienda'y Crédito Publico

Ricardo Villanueva
Embajador de México en € Pert
Lima

José Sidaoui
Subgobernador
Banco de México

Héctor F. Reyes Retana Dahl
Director General
Banco Naciona de Comercio Exterior

Luis Pazos

Director General

Banco Nacional de Obrasy Servicios
Publicos

Ricardo Sanchez Baker

Director General Adjunto de Deuda
Piblica

Secretariade Hacienda'y Crédito Publico

José Alfredo Galvan

Agregado de Prensa
Embajada de México en el Per(
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Advisors

VerénicaBaranda

Subdirectora de Planeacion y
Programacion

Banco Nacional de Obrasy Servicios
Publicos

Antonio Castafio Leal

Director General Adjunto de Captaciony
Coordinacion de Crédito Externo

Secretariade Hacienday Crédito Publico

Irene Espinosa

Consgjera Principal

Oficina del Director Ejecutivo
Banco Interamericano de Desarrollo

Agustin Garcia-L 6pez
Director Ejecutivo
Banco Interamericano de Desarrollo

Timoteo Harris

Director de Financiamientos
Internacionales

NAFIN, S.N.C.

Mario Laborin
Director General
NAFIN, S.N.C.

Jos Schellaars

Deputy Director

Western Hemisphere Department
Ministry of Foreign Affairs

Paul W. A. Schellekens
Dutch Ambassador to Peru
Lima

Advisor

Mark Bezemer

Policy Advisor

International Financial Relations
Department

Ministry of Finance

Nicaragua

Governor

Norman José Caldera

Ministro de Relaciones Exteriores

Ministerio de Hacienday Crédito Publico

Alternate Governor

Eduardo Montealegre
Ministro de Hacienday Crédito Publico

Sergio Lozoya

Consgjero

Oficinadel Director Ejecutivo
Banco Interamericano de Desarrollo

Federico Patifio
Director General Adjunto
NAFIN, SN.C.

Salvador Rojas Aburto
Director General Adjunto de Finanzas
Banco Nacional de Comercio Exterior

Alejandro Werner Wainfeld

Titular, Unidad de Planeacion Econémica
de laHacienda Plblica

Subsecretaria de Hacienday Crédito
Publico

Netherlands
Temporary Alternate Governors

Gerard Steeghs

Deputy Director

United Nations and International Financial
Institutions Directorate

Ministry of Foreign Affairs

Ministerio de Hacienday Crédito Publico
Temporary Alternate Governors

Salvador José Sacasa Cisne
Asesor Econémico
Ministerio de Relaciones Exteriores

Mario Alonso
Presidente Ejecutivo
Banco Central de Nicaragua

Eduardo Luis Montiel
Ministro de Hacienday Crédito Publico

Advisors

Carlos Amador
Managua

Radl Amador
Presidente
INVERCASA

Arturo Arana Ubieta
Senior Vice President
Banco de la Produccién, S.A.

Roberto Arguello
CEO Advisor
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Julio David Cérdenas Robleto
Asesor

Ramiro N. Ortiz G.
Director Regional
Banco de la Produccién, S.A.

Ramiro Ortiz Mayorga
Presidente de la Junta Directiva
BANPRO

Luis Alberto Rivas
Gerente General
Banco de la Produccién, S.A.

Gilberto J. Serrano
Grupo LaFise

Roberto Zamora
Presidente
Banco de Crédito Centroamericano

Norway
Governor

Olav Kjorven

State Secretary, Deputy Minister of
International Development

Temporary Alter nate Governor

Aracelly Méndez
Directora de Crédito Publico
Ministerio de Economiay Finanzas

Advisors

Peter Allen
Asesor Econémico
Ministerio de Economiay Finanzas

Gustavo Chellew Schroeder

Asesor del Ministro

Ministerio de Economiay Finanzas
Domingo Latorraca M.

Asesor Econémico del Ministro
Ministerio de Economia

Eduardo Linares

Director Ejecutivo Suplente

Banco Interamericano de Desarrollo
Par aguay

Governor

Dionisio Borda
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Ministry of Foreign Affairs
Alternate Governor

Nils Haugstveit

Director General

Department for Global 1ssues
Ministry of Foreign Affairs

Temporary Alter nate Governor

Ingvild Belle
Counsellor
Ministry of Foreign Affairs

Advisors

Hege Araldsen
Ministry of Foreign Affairs

OlaBrevik
Ministry of Foreign Affairs

Panama
Governor

Norberto Delgado Durén
Ministro de Economiay Finanzas

Ministro de Hacienda
Alternate Governor

José Ernesto Blittner
Viceministro de Economia e Integracion

Advisors

Manuel Caballero
Asesor Financiero-Gabinete

Victor Casartelli

Consgjero

Embajada del Paraguay en el Pert
Lima

Orlando Ferreira Caballero
Consgjero Principal

Oficina del Director Ejecutivo
Banco Interamericano de Desarrollo

Angel Gabriel Gonzélez
Presidente
Banco Central del Paraguay

Francisco Ogura Kono

Director

Direccién de Politica de Endeudamiento
Ministerio de Hacienda



Emilio Ortiz Trepowsky
Gerente de Estudios Econdmicos
Banco Central del Paraguay

German H. Rojas|.
Presidente
Banco Naciona de Fomento

JuliaVdillaLaconich
Embajadora del Paraguay en €l Per
Lima

Peru
Governor

Pedro Pablo Kuczynski
Ministro de Economiay Finanzas

Alternate Governor

Javier Silva Ruete
Presidente
Banco Central de Reserva

Temporary Alternate Governors

Fernando Zavala

Viceministro de Economia

Roxana Cérdova

Secretaria General

Ministerio de Economiay Finanzas

Rene Corngjo
Secretario Ejecutivo
PROINVERSION

Carlos Giesecke
Director General de Programacion
Multianual del Sector Publico

Nahil Hirsh
Superintendenta
SUNAT

Juan José Marthans L.
Superintendente
SBS

Andrés Montoya
Asesor
Ministerio de Economiay Finanzas

Juan José Neyra

Consgjero Principal

Oficina del Director Ejecutivo
Banco Interamericano de Desarrollo

Carlos Pereyra

Ministerio de Economiay Finanzas

Kurt Burneo Farfan
Viceministro de Hacienda
Ministerio de Economiay Finanzas

Waldo Mendoza B.
Director General
Asuntos Econémicosy Sociaes

Félix Jiménez
Director General de Crédito Publico
Ministerio de Economiay Finanzas

Renzo Rossini
Gerente General
Banco Central de Reserva

Edgaer L. Zamalloa
Asesor
Ministerio de Economiay Finanzas

Advisors

Aida Amézaga
Superintendenta
Superintendencia de Bienes Nacionales

Maria Cecilia Blume Cilloniz

Jefa

Gabinete de Asesores

Asesor Senior del Director Ejecutivo
Fondo Monetario Internacional

Jaime A. Pinto Tabini
Director Ejecutivo Suplente
Banco Interamericano de Desarrollo

lvan Rivera
Asesor Senior del Director Ejecutivo
Banco Mundial

Mariadel Carmen Rivera

Jefa

Coordinacion de Préstamos Sectoriales
Ministerio de Economia

Daniel Schydlowsky
Presidente
COFIDE

Nelson E. Shack Yalta
Director General
Direccion Naciona de Presupuesto

Dominga Sota
Asesora
Ministerio de Economiay Finanzas

José Miguel Ugarte
Asesor
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Ministerio de Economiay Finanzas
Portugal

Temporary Alternate Governors

José Moreno

Subdirector Geral de Assuntos
Europeus e Relacdes Internacionais

Ministério das Financas

Maria Manuela Ferreira Simdes
Head, Division for Multilateral Affairs
Ministry of Finance

Slovenia
Alternate Governor

Irena Sodin
State Under-Secretary
Ministry of Finance

Spain
Governor

Rodrigo de Rato y Figaredo

Ministro de Economiay Vicepresidente
Primero

Bernardo Hernandez San Juan

Consgjero Econdmico 'y Comercial de
Espafiaen Lima

Advisors

Enrique Alberola

Responsable de la Unidad de Economias
L atinoamericanas

Banco de Espafia

Anade Vicente

Responsable de Fondos Fiduciarios

SG Instituciones Financieras
Internacionales

Javier Fernandez Gonzdez
Jefe de Comunicaciones
Ministerio de Economia

Federico Ferrer

Director General
Departamento | nternacional
Instituto de Crédito Oficial

José Gasset
Presidente
COFIDES

Luis Madonado
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Temporary Alternate Governors

Alberto Nadal Belda
Secretario General de Comercio Exterior
Ministerio de Economia

Beatriz Viana Miguel

Directora

Gabinete del Vicepresidente Primero
Ministerio de Economia

Ramén Guzméan

Director General

Financiacioén Internacional
Ministerio de Economiay Hacienda

Angel Martin Acebes

Subdirector General

Instituciones Financieras Multilaterales
Ministerio de Economia

Angel Torres Torres

Subdirector General

Instituciones Financieras Multilaterales
Ministerio de Economia

Carlos Diaz Vacarcel
Embajador de Espafiaen el Pert
Lima

Asesor del Ministro de Economia
Ministerio de Economia

Paloma Ruiz-Esteller
Directora
Ministerio de Economia

Mercedes Sanchez P.
Jefa de Gabinete
AECI - Ministerio de Asuntos Exteriores

Rafagl Soriano
Subdirector General
AECI - Ministerio de Asuntos Exteriores

José Vifids

Director Genera de Asuntos
Internacionales

Banco de Espafia

Suriname

Governor

Humphrey Stanley Hildenberg
Minister of Finance



Temporary Alter nate Governor

André E. Telting
Governor
Central Bank of Suriname

Advisors

Georgetine Tjalim
Economic Affairs Department
Ministry of Finance

Erick Vaseur

Head, Research and Documentation
Department

Central Bank of Suriname

Sweden
Temporary Alternate Governors

Arne Rodin
Swedish Ambassador to Chile
Santiago

Hannah Brogren
Desk Officer
Ministry for Foreign Affairs

Advisor
Trinidad and Tobago

Governor

Camille R. Robinson-Regis, M.P.
Minister of Planning and Devel opment

Alternate Governor

Victoria Méndez-Charles
Permanent Secretary
Ministry of Planning and Development

Advisors

Patricia Lee Browne

Acting Director

Project Planning and Reconstruction
Division

Ministry of Planning and Development

Amoy Chang Fong

Deputy Governor
Central Bank of Trinidad and Tobago

Walda Dottin-Matthew
Advisor to the Minister

Anslem London
Secretary for Finance and Planning

Stefan Sandberg
Consul-General in Peru

Switzerland
Governor

Oscar Knapp

Ambassador, Delegate of the Swiss
Government for Trade Agreements

State Secretariat for Economic Affairs

Alternate Governor

Peter Bischof

Head of Latin America Division

Federal Department of Foreign Affairs

Temporary Alternate Governors

Alois Rafael Steiger

Swiss Agency for Development and
Cooperation

Roy Suter

Senior Economist

Multilateral Financia Institutions

State Secretariat for Economic Affairs

Tobago House of Assembly

United Kingdom

Alternate Governor

Gareth Thomas

Parliamentary Under-Secretary of State
for International Development

Temporary Alternate Governors

Richard Teuten
Head of Latin America Department

Department for International Development

lan Brooks
Manager for the Regional Development
Banks

Department for International Development

Advisors

Alison Cochrane
Private Secretary to PUSS

Department for International Development



Marfil Francke

Socia Development Advisor
DFID Peru

Lima

Stephen Kidd

Socia Development Adviser

Latin America Department

Department for International Development

Mark Lewis
Representative
DFID Peru
Lima

Stewart Mills
Alternate Executive Director
Inter-American Development Bank

Carlos Santiso
Governance Adviser
DFID Peru

Lima

Victor Zamora

Social Sectors Adviser
DFID Peru

Lima

United States

Mathew Haarsager

Financial Attaché

United States Embassy in Argentina
Buenos Aires

Kerri Dizoglio

Financial Economist

Office of Development Finance
Department of State

Salvador Enriquez
Financial Economist
Office of Economic Policy
Department of State

Advisors

Terrence Checki
Executive Vice-President
Federal Reserve Bank of New Y ork

Heidi Cruz

Director

Office of Latin Americaand the Caribbean
Department of the Treasury

Skip Fischer

Senior Professional Staff Member

Committee on Banking, Housing and
Urban Affairs
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Temporary Alternate Governors

Randal Quarles

Assistant Secretary
International Affairs
Department of the Treasury

Nancy Lee

Deputy Assistant Secretary
Western Hemisphere and Eurasia
Department of the Treasury

Mark Jaskowiak

Director

Office of Multilateral Development Banks
Department of the Treasury

Ramin Toloui

Director

Office of Western Hemisphere
Department of the Treasury

Carrie McKellogg
IDB Desk Officer
Department of the Treasury

Gianluca Signorelli
Peru Desk Officer
Department of the Treasury

U.S. Senate

José A. Fourquet
Executive Director
Inter-American Development Bank

Salvatore Fratto

Deputy Assistant Secretary
Public Affairs

Department of the Treasury

Gene Harris

Director

U.S. Commercial Liaison
Department of Commerce

lvy Melinda Kosmides

Counselor

Office of the Executive Director
Inter-American Development Bank

David Lippeatt

Deputy Economic Counselor
United States Embassy in Peru
Lima

Sarah Lockart
Advisor, Legidative Affairs
Department of the Treasury



Barbara Matthews

Senior Counsel, International
Committee on Financial Services

U.S. House of Representatives

David Merkel

Deputy Assistant Secretary
Legidative Affairs
Department of the Treasury

Héctor Morales
Alternate Executive Director
Inter-American Development Bank

Allen Rodriguez

Senior Counselor

Office of the Executive Director
Inter-American Development Bank

Nilmini G. Rubin

Professional Staff Member
Committee on Foreign Relations
U.S. Senate

Jonathan R. Scharfen

Chief Counsel

Committee on International Relations
U.S. House of Representatives

Christopher Schons
Legiglative Assistant
Uruguay

Governor

Isaac Alfie
Ministro de Economiay Finanzas

Temporary Alternate Governors

Julio de Brun
Presidente
Banco Central del Uruguay

Daniel Cairo Vila

Presidente

Banco de la Republica Oriental
del Uruguay

Milka Barbato

Vicepresidente

Banco de la Republica Oriental
del Uruguay

Fernando Gonzédlez Mérquez
Director General
Ministerio de Economiay Finanzas

Fernando Scelza
Ministerio de Economiay Finanzas

U.S. House of Representatives

Jennifer Simon

Professional Staff Member
Committee on Foreign Relations
U.S. Senate

Manuel Solbes

Director Comercia y de Desarrollo
Corporativo

COFIDES

Timothy Stater

Economic Counselor

United States Embassy in Peru
Lima

J. Curtis Strubel
United States Ambassador to Peru
Lima

Jonathan Webster

Economic Counselor

United States Embassy in Peru
Lima

Barbara White

Associate Director

U.S. Commercial Liaison
Department of Commerce

Advisors

Horacio Bafico
Ministerio de Economiay Finanzas

Aureliano Berro
Secretario General
Banco Central del Uruguay

Umberto DellaMea

Gerente de Division Politica
Econémica

Banco Central del Uruguay

Ariel Fernandez Cova

Gerente

Division Operaciones Internacionales
Banco Central del Uruguay

Juan E. Notaro Fraga
Director Ejecutivo Suplente
Banco Interamericano de Desarrollo

Carlos Steneri
Representante Financiero del Uruguay
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Venezuela
Governor

Tobias Ndbrega Suérez
Ministro de Finanzas

Alternate Governor

Jorge Giordani
Caracas

Temporary Alternate Governors
Diego Luis Castellanos

Presidente

Banco Central de Venezuela

Mary Dager

Gerente de Relaciones Internacional es
Banco Central de Venezuela

Advisors

William Castillo
Director de Secretaria
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Ministerio de Finanzas

Luis Dévila
Caracas

Alegjandro Dopazo
Director Genera de Finanzas Publicas
Ministerio de Finanzas

Rafael Eduardo Isea

Consgjero

Oficinadel Director Ejecutivo
Banco Interamericano de Desarrollo

Ali Lenin Aguilera
Caracas

Fidel Ramos

Consgjero

Oficinadel Director Ejecutivo
Banco Interamericano de Desarrollo

José Algjandro Rojas Ramirez
Director Ejecutivo
Banco Interamericano de Desarrollo



EXECUTIVE DIRECTORS, ALTERNATE EXECUTIVE DIRECTORS
AND COUNSELORSOF THE INTER-AMERICAN DEVELOPMENT BANK

Argentina and Haiti

Eugenio Diaz-Bonilla
Martin Bés
Ericq Pierre
Miriam Centurion

Austria, Denmark, Finland, France,
Norway, Spain and Sweden

Michel Planque
Paal Aavatsmark
Marta Blanco
Christina Wedekull
Karla Schestauber

Bahamas, Barbados, Guyana,
Jamaica and Trinidad and Tobago

Luis Alberto Rodriguez
Havelock Brewster
Joanne E. Riley
Maureen Vernon
Talmon Brice

Belgium, Germany, Israd, Italy,
The Netherlands and Switzerland

Michaela Zintl
Paolo Cappellacci
Lukas Siegenthaler
GueniaDe Mayo
Pieter Moorrees

Belize, Costa Rica, El Salvador,
Guatemala, Honduras and Nicaragua

José Carlos Castafieda
Sandra Regina Midence
Nelly Lacayo-Anderson
Rall Barrios
Alberto Franco Mgjia

Bolivia, Paraguay and Uruguay
Juan E. Notaro Fraga
Jorge Crespo-Velasco
Orlando Ferreira Caballero
Ignacio Corlazzoli

Brazl and Suriname

Martus Rodrigues Tavares
José Frederico Alvares

Jorge M. Leandro
Selma Pantel
Canada

Charles P. Bassett
Alan F. Gill
Frangois Lafond
Jonathan Caldicott

Chile and Ecuador

German Quintana
Victor M. Acosta
Pedro P. Auger

Marco Varea

Colombia and Peru

Luis Guillermo Echeverri
Jaime A. Pinto Tabini
Ivén Duque
Juan José Neyra

Croatia, Japan, Portugal, Sovenia

and United Kingdom

Y oshihisa Ueda
Toshitake Kurosawa
Stewart Mills
Andrej Kavcic
Takara Teranishi

Dominican Republic and Mexico

Agustin Garcia-L 6pez
Héctor Santos
Irene Espinosa
Sergio Lozoya

Panama and Venezuela

José Alegjandro Rojas
Eduardo E. Linares
Rafael Eduardo Isea
Fidel Ramos

United States of America

José A. Fourquet
Héctor E. Morales
Allen Rodriguez
Ivy Melinda Kosmides
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EXECUTIVE DIRECTORSAND ALTERNATE EXECUTIVE DIRECTORS
OF THE INTER-AMERICAN INVESTMENT CORPORATION

Argentina and Haiti Israel, Japan, Portugal and Spain
Eugenio Diaz-Bonilla Marta Blanco

Martin Bés Miguel Empis
Austria, Belgium, Germany, Italy Panama and Venezuela

and The Netherlands
José Alegjandro Rojas
Paolo Cappellacci Eduardo E. Linares
Pieter Moorrees
United Sates of America
Bahamas, Barbados, Guyana, Jamaica
and Trinidad and Tobago José A. Fourquet
Héctor E. Moraes
Luis A. Rodriguez
Havelock Brewster

Belize, Costa Rica, El Salvador, Guatemala,
Honduras and Nicaragua

José Carlos Castafieda
Sandra Regina Midence

Bolivia, Paraguay and Uruguay

Orlando Ferreira Caballero
Juan E. Notaro Fraga

Brazil and Suriname

Martus Rodrigues Tavares
José Frederico Alvares

Chile and Colombia

Germén Quintana
Luis Guillermo Echeverri

Denmark, Finland, France, Norway,
Sweden and Switzerland

Christina Wedekull
L ukas Siegenthaler

Dominican Republic and Mexico

Agustin Garcia-L 6pez
Héctor Santos

Ecuador and Peru

Jaime A. Pinto Tabini
Victor M. Acosta
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OBSERVERS FROM NONMEMBER COUNTRIES

China, People’ s Republic of

Xinrong Fu
Deputy Director
Ministry of Foreign Affairs

Feng Jiang
Chief Representative
PBC’s Representative Office for the Americas

Chengyue Jiao
Deputy Director
People' s Bank of China

Qi Jdin
Director General
People’ s Bank of China

Chao Li
Deputy Director-General
People’ s Bank of China

Xiaochuan Zhou
Governor

China, Taipei

Jih-Cherng (Alex) Ho
Director of Economic Division
Taipei Economic and Cultural Officein Peru

Yen-Chu Hsiang
Representative
Taipei Economic and Cultural Officein Peru

Tien-Mu Huang

Deputy Director Genera
Bureau of Monetary Affairs
Ministry of Finance

Chih-Chiang Lee

Sun-Yuan Lin
Assistant Director General
Central Bank of China

Tzu-Pao Yang
Secretary General
International Cooperation and Development Fund

Korea

Kwang-Hae Choi

Director

International Financial Institution Division
Ministry of Finance and Economy

Jin-Ho Chung
Korean Ambassador to Peru

Kwang-Won Chung

Deputy Director Genera
International Relations Office
Bank of Korea

Seong HoaHong
Korean Embassy in the United States

Weon Kyong Jo

Senior Deputy Director

International Financial Institution Division
Ministry of Finance and Economy

Y ung-Joon Jo
First Secretary
Korean Embassy in Peru

Gwang-Lim Kim
Vice-Minister
Ministry of Finance and Economy

Soon-Tae Kim

Director

Latin American and Caribbean Regional
Cooperation Division

Ministry of Finance and Economy

Yo-Suk Kim
Consul
Korean Embassy in Peru

Sang-Won Kwon

Assistant Director

International Financial Institution Division
Ministry of Finance and Economy

Hyun-Joo Lee

Deputy Director

International Financial Institution Division
Ministry of Finance and Economy

J-EunYu

Deputy Chief of Mission
Korean Embassy in Peru
Russia

Anatoly Kuznetsov
Russian Embassy in Peru

Yuri Lezgintsev

Second Secretary
Russian Embassy in Peru
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OBSERVERS FROM INTERNATIONAL ORGANIZATIONS

Andean Community

Alfredo Barnachea Garcia
Director Ejecutivo

AngelaDurén Figallo
Consultora

Héctor Maldonado Lira
Director General

José Ribero
Coordinador

Ximena Romero Rugel
Gerente de Proyecto

Alexis Vaencia
Coordinador del Proyecto

Armonizacién de Politicas M acroeconémicas

Allan Wagner Tizon
Secretario General

Andean Development Cor poration

Arnaldo Altet Arrieta
Director Adjunto en el Per(i

Marcela Benavides Alfaro
Programa Andino de Competitividad en
el Perd

Félix Bergel
Director

Oscar Manuel Blanco Sanchez
Consultor Asociado

Ana Mercedes Botero
Directora de Desarrollo Cultura y
Comunitario

L. Enrique Garcia
Presidente

Alegjandro Gumucio
Ejecutivo Principal

Victor Hoyos
Asesor del Presidente

Germén Jaramillo
Director Representante en el Pert

Fidel Ramiro Jaramillo B.

Vicepresidente de Estrategias de Desarrollo
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Victor Domingo Loero Nagaro
Director Adjunto

Vicepresidencia de Infraestructura
Lima

Claudia Martinez
Vicepresidenta
Desarrollo Socia y Ambiental

Luis Enrique Pérez Ordofiez

Ejecutivo Principal

Vicepresidenciade Industriay Sistemas
Financieros

Lima

Bernardo Reguena
Director, Desarrollo Social

Bartolomé Rios Hamann
Economista Pais

Hugo Sarmiento
Vicepresidente, Finanzas

Eleonora Silva
Directora, Tesoreria

Antonio Sosa
Vicepresidente de Infraestructura

Peter Vonk
Vicepresidente de Banca de Inversion

Bank for International Settlements
(BIS)

Angus Butler

Deputy Chief Representative

Office for the Americas

André Icard
Deputy General Manager

Agustin Villar
Senior Economist
Caribbean Development Bank

Compton Bourne
President

Desmond Brunton
Vice-President, Operations



Center for Latin American Monetary
Studies

Kenneth Coates
Director-General

Central American Bank for Economic
Integration (CABEI)

Harry Brautigam
Executive President

Arnaldo Pasguier
Executive Director for Nicaragua

Roberto Pereira
Head, International Finance Department

Nick Rischbieth
Chief Financial Officer

Alfredo Skinner-Klée

Executive Director for Guatemala
Central American Monetary Council
Miguel Chorro

Secretario Ejecutivo

Council of Europe Development Bank

Raphaél Alomar
Governor

Nunzio Guglielmino
Vice-Governor Delegate
Economic Commission for Latin America

and the Caribbean (ECLAC)

AliciaBércena
Secretaria Ejecutiva Adjunta

Maria Elisa Bernal
Asistente Especial

Rebeca Grynspan
Directora de la Sede Subregional en México

José Luis Machinea
Secretario Ejecutivo

European Commission

GloriaAlvarez
Agente de Comunicaciéon y Culturaen el Pert
Giovanni Bonfiglio

Alain Bothorel
Consejero Econémico en el Perti

Manuel de RiveraLamo
Secci6én Cooperacion en € Pert

Mendel Goldstein
Embajador
Lima

European I nvestment Bank (EIB)

Susan Antz
Loan Officer

Alberto Barragan
Head of Division - Latin America

Francisco de Paula Coelho
Director
Departamento AméricaLatinay Asia

Isabel Martin Castella
Vice-President and Member of the
Management Committee

Food and Agriculture Organization of
the United Nations (FAQO)

Gustavo Gordillo de Anda

Subdirector General y Representante
Regional para AméricalLatinay € Caribe

Chile

Selim Mohor

Tesfai Tecle

Director

Iberian-American Federation of

Financial Institutions (FIBAFIN)

Rosa Maria Gelpi
Consgjera

Norberto Juan Giudice
Secretario Ejecutivo

Carlos Alberto Heisecke
Secretario General

Marta Cristina Lasso R.
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Presidenta

Ricardo Maitsch
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