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FOREWORD

This publication contains the official record of and additional information on the Fortieth Annual Meeting of the Board of Governors
of the Inter-American Development Bank and the Fourteenth Annual Meeting of the Board of Governors of the Inter-American
Investment Corporation, held jointly in Paris, France, from March 15 to 17, 1999. It includes the resolutions approved between the
Thirty-ninth and Fortieth Annual Meetings of the Bank and those approved during the latter of these meetings, as well as the
resolutions approved between the Thirteenth and Fourteenth Annual Meetings of the Corporation and those approved during the latter
of these two meetings. It also contains the addresses delivered at the meetings and the lists of participants, which include 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 Fortieth Annual Meeting of the Board of Governors of the Inter-American Development Bank and the Fourteenth Annual
Meeting of the Board of Governors of the Inter-American Investment Corporation were held in Paris, France, from March 15 to 17,
1999.' The Inaugural Session was held in the Grand Auditorium of the Paris Convention Center. The plenary sessions of the Boards
of Governors of the Bank and the Corporation, as well as the Seventy-ninth Meeting of the Committee of the Board of Governors of
the Bank and the Nineteenth Meeting of the Committee of the Board of Governors of the Corporation, were held in the Salon
Concorde, on Level 7 of the Convention Center.

The Inaugural Session opened under the chairmanship of the Governor for Colombia, Mr. Juan Camilo Restrepo Salazar. The
Agendas of the meeting of the Bank and the meeting of the Corporation (see page 9) were then approved. The outgoing chairman
reported on the activities of the Committee of the Board of Governors of the Bank and the Committee of the Board of Governors of
the Corporation since the previous Annual Meeting” and expressed words of farewell.®

Subsequently, Mr. Dominique Strauss-Kahn, Governor for France and Minister of Economy, Finance, and Industry, was elected
Chairman of the Boards of Governors. Mr. Christian Plerret Minister of State for Industry and Temporary Alternate Governor for
France, took the floor.*

The Inaugural Session was attended by His Excellency Mr. Eduardo Frei, President of Chile; His Excellency Mr. Jacques Chirac,
President of France; and His Excellency Mr. Julio Marfa Sanguinetti, President of Uruguay. Mr. Michel Camdessus, Managing
Director of the International Monetary Fund; His Excellency Mr. César Gaviria, Secretary General of the Organization of American
States; and Mr. José Antonio Ocampo, Executive Secretary of the Economic Commission for Latin America and the Caribbean, also
attended the session.

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

1. Report of the Chairman of the Boards of Governors and Chalrman of the Committees of the Boards of Governors
on work performed since the previous Annual Meeting.

At the Inaugural Session, the Board of Governors approved the report of the Committee of the Board of Governors
of the Bank and the report of the Committee of the Board of Governors of the Corporation on work performed
since the previous Annual Meeting. '

The report of the Committee of the Board of Governors of the Bank and the report of the Committee of the Board
of Governors of the Corporation appear on pages 155 and 165, respectively.

2. The Annual Report of the Bank for 1998

During the Fifth Plenary Session, thé President of the Bank reported to the Board of Governors on the activities
conducted by the institution in 1998 and on the current situation of and prospects for Latin America and the
Caribbean.

3. During the Fifth Plenary Session, the Governors adopted Resolutions AG-2/99, AG-3/99 and AG-4/99, approving
the financial statements of the Ordinary Capital resources, the Fund for Special Operations, and the Intermediate
Financing Facility account, respectively, for the fiscal year ending December 31, 1998.

In addition, pursuant to section 2(b) of Resolution AG-12/83, the Board of Governors allocated to the Intermediate
Financing Facility account an aggregate amount equivalent to US$34.5 million in convertible currencies from the
General Reserve of the Fund for Special Operations, as set forth in Resolution AG-4/99.

Documents GN-2088 and CII/GN-153 contain a detailed summary of the meetings.
Documents AB-1965 and CII/AB-639 contain the text of these reports.
3 Document AB-1974, CII/AB-645 contains the text of this address.

4 Document AB-2020, CII/AB-693 contains the text of the address.



Site and date of future annual meetings of the Boards of Governors of the Inter-American Development Bank and
the Inter-American Investment Corporation

During the Fifth Plenary Session, the Board of Governors adopted Resolution AG-5/99 concerning the site and
date of future annual meetings of the Boards of Governors of the Inter-American Development Bank and the Inter-
American Investment Corporation, whereby appreciation was expressed for the invitations extended by the
Governors for the United States, Chile, Brazil, and Italy. The Board of Executive Directors was asked, in
accordance with the procedure for determining the site of the Annual Meeting appearing in Resolution AG-1/76, to
submit its recommendations in due course to the Board of Governors, pursuant to the terms of reference set forth
in document AB-476-2.

The Governor for Italy proposed an amendment to Section 1(a) of the Regulations of the Board of Governors,
pursuant to which the annual meeting would be held in a nonregional country once every three years and in
regional countriés the remaining two years. The Chairman of the Board of Governors instructed the Board of
Executive Directors to study this proposal and forward its recommendations to the Board of Governors for
consideration.

Election of Executive Directors of the Bank for the 1999-2002 period

During the Closing Session, held immediately after the Fifth Plenary Session, at the request of the Chairman of the
Board of Governors of the Bank, the Governors for Chile and Spain were appointed to act as tellers and were
charged with supervising the balloting and tallying of the votes received in connection with the fourteenth general
election of Executive Directors of the Bank. On the basis of the tellers’ report, the Secretary announced that the
Governors who were entitled to vote pursuant to Article VIII, Section 3(b)(ii) of the Agreement Establishing the
Bank had elected the Executive Directors who were to hold office from July 1, 1999, through June 30, 2002. The
following persons were elected:

Mr. Guy Lavigueur Canada

- Mr. A. Humberto Petrei ’ Argentina
Haiti

Mr. Daniel Andrade Ribeiro de Oliveira . ) Brazil
Suriname

Mr. Moisés A. Pineda . Dominican Republic
. Mexico

Mr. Jorge Baca Campodénico Colombia
Peru

Mr. Mario Marcel Chile
Ecuador

Mr. Rail Boada . Bolivia
Paraguay
Uruguay

Mr. Edgard Guerra Belize
: Costa Rica
El Salvador
‘Guatemala
Honduras
Nicaragua

Mr. George Reid . Bahamas
Barbados
i) Guyana
: Jamaica
Trinidad and Tobago

Mr. Bruno Mangiatordi ’ Belgium
Germany
Israel
Italy
" Netherlands
Switzerland



Mr. Alvaro Rengifo Abbad Austria
Denmark
Finland
France
Norway
Spain
Sweden

.Mr. Toru Kodaki Croatia

Japan

Portugal
Slovenia

United Kingdom

The report presented by the Secretary confirmed that, with the exception of two, all the countries had elected their
respective candidates. Accordingly, and pursuant to the Regulations for the Election of Executive Directors, an
extension was granted to allow those countries to elect their respective Executive Directors. The extension was not
to continue beyond June 30, 1999, the date on which the current term would expire. Once the election was
completed, after the two countries had voted, the respective official notification, announcing the full list of names
of Executive Directors and the countries that had elected them, would be forwarded to the Board of Governors for
information. '

Matters considered by the Board of Governors of the Corporation

1.

Annual Report of the Corporation for 1998

During the Fourth Plenary Session, the Governors adopted Resolution CII/AG-2/99, approving the financial
statements of the Inter-American Investment Corporation for the financial year ending December 31, 1998, in
accordance with Article IV, Section 2(c) of the Agreement Establishing the Corporation.

.During the Fourth Plenary Session, the Governors took note of the introductory remarks by the Chairman of the

Board of Executive Directors and of the report by the General Manager of the Inter-American Investment
Corporation on its past activities and its plans for the near future.

Election of Executive Directors for the 1999-2002 period

During the Closing Session, held immediately after the Fifth Plenary Session, at the request of the Chairman of the
Board of Governors of the Corporation, the Governors for Chile and Spain were appointed to act as tellers and
were charged with supervising the balloting and tallying of the votes received in connection with the sixth general
election of Executive Directors of the Corporation. On the basis of the tellers' report, the Secretary announced
that the Governors who were entitled to vote pursuant to Article IV, Section 4(c) of the Agreement Establishing the
Corporation had elected the Executive Directors who were to hold office from July 1, 1999, through June 30,
2002. The following persons were elected:

‘Mr. A. Humberto Petrei . Argentina
Haiti

Mr. Daniel Andrade Ribeiro de Oliveira . Brazil
Suriname

Mr. Moisés A. Pineda ~ Dominican Republic
Mexico

Mr. Enrique Camacho Matamoros Colombia
Ecuador

Mr. Jorge Baca Campodénico Chile
Peru

Mr. Rail Boada Bolivia

: Paraguay

Uruguay



Mr

Mr

Mr

The report presented by the Secretary confirmed that, with the exception of two, all the countries had elected their .
respective candidates. Accordingly, and pursuant to the Regulations for the Election of Executive Directors, an
extension was granted to allow those countries to elect their respective Executive Directors. The extension was not
to continue beyond June 30, 1999, the date on which the current term would expire.
completed, after the two countries had voted, the respective official notification, announcing the full list of names
of Executive Directors and the countries that had elected them, would be forwarded to the Board of Governors for

. Edgard Guerra

. George Reid

. Georges Cihuuc

. Rits De Boér

. Alvaro Rengifo Abbad

information.

) Carlos Ferdinand .
Secretary of the Bank and of the Corporation

Costa-Rica
El‘Salvador
Guatemala
Honduras
Nicaragua

Bahamas

Barbados

Guyana

Jamaica

Trinidad and Tobago

France
Germany
Switzerland

Austria
Denmark
Italy
Netherlands

Israel
Japan
Spain

Once the election was
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AGENDAS

AGENDA OF THE FORTIETH ANNUAL MEETING OF THE BOARD OF GOVERNORS OF THE INTER-AMERICAN

DEVELOPMENT BANK
1. Election of the Chairman of the Board of Governors
2. Report of the Oommittee of the Board of Governors on the work done since the last annual meeting
3. Annual Report of the Bank. Financial statements for 1998:
- Ordinary capital resources
- " Fund for Special Operations
- Intermediate Financing Facility Account
4. 'Election of Executive Dix;ectors.for the term 1999 to 2002
5.

Place and date of future annual meetings of the Boards of Govemors of the Inter American Development Bank and the
Inter-American Investment Corporation

AGENDA OF THE FOURTEENTH ANNUAL MEETING OF THE BOARD OF GOVERNORS OF THE INTER-AMERICAN
INVESTMENT CORPORATION

1.

2.

Election of the Chairman of the Board of Governors
Report of the Committee of the Board of Governors oﬂ its work since the last annual meeting
Annual Report of the Corporation. Financial statements for 1998

Remarks by the Chairman of the Board of Executive Directors

Election of Executive Directors for the term 1999 to 2002
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RESOLUTIONS ADOPTED BETWEEN THE THIRTY-NINTH AND
‘ THE FORTIETH ANNUAL MEETINGS OF THE BANK




RESOLUTION AG-6/98
" REMUNERATION OF EXECUTIVE DIRECTORS

WHEREAS:

The Committe of Governors designated pursuant to Resolution AG-8/91 has examined the situation with respect to the
remuneration of the Executive Directors and made recommendations in that regard;

The Board of Governors

RESOLVES:
- To accept the recommendation of the Committee and, pursuant to Article VII, Section 2(b)(v), of the Agreement

Establishing the Bank, to increase by 3.5 percent the remuneration paid to the Executive Directors, effective April 1, 1998.

(Adopted July 29, 1998)

RESOLUTION AG-7/98

AUTHORIZATION TO GRANT THE BOARD OF EXECUTIVE DIRECTORS
INCREASED FLEXIBILITY TO APPROVE EMERGENCY SECTOR LOANS

WHEREAS,

The economies of many of the Bank’s borrowers have been negatively impacted by recemt developments in the
international financial markets, and the Bank wishes to make emergency loans to assist its borrowers in mitigating these impacts;

The Board of Governors has, in approving Dbcumem AB-1704, limited (1) the amount of policy based lending to 15% of
the cumulative lending program under the Eighth Replenishment; (2) the amount of lending to A and B countries to 65% of total
lending; and (3) the percentage of total costs of any investment project that may be financed in foreign exchange by the Bank; and

The limits on the amount of policy based lending, the amount of lending to A and B countries and the percentage of costs
financed in foreign exchange create a severe constraint on the Bank’s ability to assist its borrowing members with emergency loans;
and the Directors and management of the Bank have concluded that the limits established in Document AB-1704 must be relaxed
temporarily if the Bank is to participate in concerted international efforts to support its borrowers.

The Board of Governors

9

RESOLVES:

(1) That, for a period of one year from the date of this resolution, the Board of Executive Directors is authorized to
approve emergency loans as exceptions to (a) the 15% cap imposed on the amount of total resources allocated to policy based lending
in accordance with ‘paragraph 2.55 of Document AB-1704; (b) the indicative goal to lend 35% of total lending to Group C and D
countries in accordance with paragraph 4.5 of Document AB-1704; and (c) the limits on the percentage of total costs of any
investment project which may be financed in foreign exchange by the Bank as set forth in paragraph 2.91 of Document AB-1704; and

(2) ‘That the Board of Executive Directors shall determine which loans shall be considered "emergency loans™ to be

included within the exception established in paragraph 1 of this resolution.

(Adopted December 11, 1998)
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RESOLUTION AG-1/99

AGREEMENT ON CONCESSIONAL RESOURCES
OF THE BANK AND RELATED MATTERS

Whereas, the Inter-American Development Bank (the “Bank”) needs additional convertible currency concessional
resources to (1) carry out its mandate of poverty reduction, especnally in the poorest countries; and (2) meet the exceptional needs
caused by recent natural disasters; . .

Whereas, the Bank has substantial local currency resources in the Fund for Special Operations which, if converted, would

provide additional resources to help the Bank fulfill its mandate in the poorest countries and deal with the natural disasters in some of
these countries; and

Whereas, the Committee of the Board of Governors met on December 9, 1998, discussed the contents of Document CS-
3170-14 entitled “Meeting the Need for Concessional Resources”, agreed on a proposed ten point program for concessional
resources and related matters, and recommended that this agreement be submitted to the full Board of Governors for approval;

The Board of Govemnors

RESOLVES THAT:

The agreement recommended by the Committee of the Board of Governors which is set forth in Annex A to this resolution
is hereby approved.

The Board of Executive Directors and the Management are hereby directed and authorized to take all necessary steps to

implement the agreement set forth in Annex A.

(Adopted February 22, 1999)

Annex A
Agreement reached at the Seventy-eighth Meeting of the

Committee of the Board of Governors
(December 9, 1998)

Brazil makes available 80% (US$718 million) of local currency. All other countries except for D-2 countries make available 65%
(US$1,435 million) of local currency.

Taking into account availability, types and sources of resources, and the agreed lending program, conversion flows will be
established by the Board of Executive Directors in consultation with Management.

Total D-2 country resources will be converted after the year 2009. In the exceptional event that the D-2 countries are not able to
fulfill this commitment, non-borrowing countries will undertake to find a solution to the problem without further commitment by
borrowing countries.

Each non-borrowing country will make its best efforts to accelerate payment of its ﬂow of FSO convertible-currency resources under
the Elghth General Increase in Resources.

The agreement implies acceptanice by the Board of Governors that the net income of the Bank’s Ordinary Capital, beyond that
provided for in the Eighth Replenishment agreement, will not be allocated to the FSO or HIPC.

The remaining local-currency resources will be available to the issuing countries in accordance with the applicable regulations.

The non-borrowing countries undertake to make their best efforts in contributing to the Fund for Reconstruction of Central America,
on a voluntary basis.

The IDB contribution to the HIPC facility for Honduras, if eligible, will be financed from FSO resources.

The proposals in document CS-3170-14 regarding “Improving the Bank s capacity for effective management”, “Country distribution
of lending”, and “Lending to the private sector” are agreed.

The IFF, FSO, and TC financial program, and HIPC for Nicaragua, as proposed for the years 2000-2008, and the US$100 million
contribution to finance reconstruction for Central America, as set forth in document CS-3170-14, are agreed.
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RESOLUTIONS ADOPTED AT THE FORTIETH
: ANNUAL MEETING OF THE BANK




RESOLUTION AG-2/99
FINANCIAL STATEMENTS OF THE ORDINARY CAPITAL RESOURCES

WHEREAS:

The outside auditors of the Bank,'selectgd in accordance, with Article VI, 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, 1998, containing the general balance sheet and the statement of profit and loss, are approved. -

(Adopted March 17, 1999)

RESOLUTION AG-3/99

.

FINANCIAL STATEMENTS OF THE FUND FOR SPECIAL OPERATIONS

WHEREAS:

The outside auditors of the Bénk, 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 Special Operations to the Intermediate Financing Facility Account;

The Board of Governors

RESOLVES:

1. That the financial statements of the Fund for Special Operaﬁons for the fiscal year ended December 31, 1998,
containing thé general balance sheet and the statement of profit and loss, are approved.

2. To allocate to the Intermediate Fmancmg Facility Account an aggregate amount of the eqmvalent of

US$34,500,000 in convertible currencies of the General Reserve of the Fund for Special Operauons

(Adopted March 17, 1999)
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RESOLUTION AG-4/99

I . 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 financial statements of the Intermediate Financing Facility Account for the fiscal year ended December 31, 1998,

containing the general balance sheet and the statement of changes in fund balance, are approved.

(Adopted March 17, 1999)

RESOLUTION AG-5/99

. PLACE AND DATE OF FUTURE’ANNUAL MEETINGS OF THE
BOARDS OF GOVERNORS OF THE INTER-AMERICAN DEVELOPMENT BANK
AND THE INTER-AMERICAN INVESTMENT CORPORATION

WHEREAS:
The Governors for the United States, Chile, Brazil, and Italy have, prior to the Fortieth Annual Meeting of the Board of
Governors, offered their countries as sites for annual meetings of the Boards of Governors of the Bank and the Corporation to be

held in 2000 and subsequent years; and

, It is expected that during the Fortieth Annual Meeting of the Bank's Board of Governors other Governors will offer their
countries as the sites of future annual meetings of the Boards of Governors of the Bank and the Corporation;

The Board of Governors
RESOLVES:

1. To ekpress its appreciation for the invitations extended by the Governors for the United States, Chile, Brazil, and
Ttaly, as well as such other invitations as may be extended during the course of the Fortieth Annual Meeting of the Board of
Governors.

2. To instruct the Board of Executive Directors, following the procedure approved pursuant to Resolution AG-1/76, to
present its recornmendations concerning the place and date of future annual meetings of the Boards of Governors of the Inter-

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 17, 1999)
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RESOLUTIONS ADOPTED BETWEEN THE THIRTEENTH AND THE
FOURTEENTH ANNUAL MEETINGS OF THE CORPORATION




RESOLUTION IIC/AG-3/98

(N

DESIGNATION -OF EXTERNAL AUDITORS

The Board of Governors
RESOLVES:

That, pursuant to Article IV, Section 2(c)(vii), of the Agreement Establishing the Inter-American Investment Corporation
and in accordance with Resolution CII/DE-5/95 adopted on February 21, 1995, the firm of Price Waterhouse is selected, with respect
to the fiscal year 1998, to serve as external auditors to examine the general balance sheets and the statements of profit and loss of the
Institution, in accordance with Section 8 of the By-laws.

(Adopted August 3, 1998)

RESOLUTION IC/AG-1/99

ADMISSION OF BELIZE TO MEMBERSHIP IN THE CORPORATION
AND SPECIAL CAPITAL INCREASE

WHEREAS, Article II, Section 1(b) of the Agreement Establishing the Corporation (the “Agreement”) provides that the
Inter-American Development Bank (the “IDB”) member countries that are not founding members of the Corporation may accede to
the Agreement and become members of the Corporation on such date and in accordance with such conditions as the Board of
Governors of the Corporation may determine by a ma]onty of at least two-thirds of the votes of the members, which shall include
two-thirds of the Governors;

WHEREAS, Article II, Section 2(c)(i) of the Agreement provides that the Board of Governors may increase the
authorized capital stock of the Corporation by two-thirds of the votes of the members, when such increase is necessary for the
purpose of issuing shares, at the time of initial subscription, to members of the IDB other than founding members, provided that the
aggregate of any increases authorized does not exceed 2,000 shares;

WHEREAS, Belize, a member country of the IDB, has applied for admission to membership in the Corporation; and

WHEREAS, pursuant to Section 9 of the By-laws of the Corporation, and after consultation with representatives of the
Government of Belize, the Board of Executive Directors of the Corporation hereby recommends to the Board of Governors to admit
Belize as a member of the Corporation pursuant to the application by them submitted.

The Board of Govemors

RESOLVES:

1. ~ That Belize shall become a member of the Corporation when the Chairman of the Board of Executlve Directors of
the Corporation shall have declared that Belize has fulfilled all the following requirements:

(a) It shall have subscribed to 30 shares of the capital stock of the Corporation having a par value of
US$10,000 (ten thousand United States dollars) per share, on the following basis:

The amount subscribed to the capital stock of the Corporation shall be subject to payment made in United
States dollars in four equal yearly installments within four years after the date on which Belize accedes to
the Agreement, or by such future date as the Board of Executive Directors may determine.

(v)  Its duly authorized representative shall have signed the original of the Agreement deposited with the
General Secretariat of the IDB. .

() It shall have deposited with the General Secretariat of the IDB an instrument setting forth that it has
accepted or ratified, in accordance with its laws, the Agreement and all the terms and conditions prescribed
in this Resolution, and that it has taken the steps necessary to enable it to fulfill all of its obligations under
the Agreement and this Resolution. .
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. l
(d) It shall have represented to the Corporation that it has taken all action necessary to sign the Agreement and
deposited the instrument of acceptance or ratification as contemplated by Section 1(b) and 1(c) of this
Resolution and it shall have furnished to the Corporation such information in respect of such action as the
Corporation may have requested.

Belize may accept the conditions and fulfill the reqliiremgnts established for membership until January 18, 1999,
provided, however, that if extraordinary circumstances are deemed by the Board of Executive Directors so to
warrant, the Board may postpone such date.

Pursuant to Article II, Section 2(c)(i) of the Agreerhent; in order to effect this recommendation, the Corporation’s

-authorized capital stock is increased in the amount of US$300,000 (three hundred thousand United States dollars)

through the issuance of 30 shares in favor of Belize, in accordance with the terms and conditions prescribed in this
Resolution: -

(Adopted January 20, 1999)



RESOLUTION ADOPTED AT THE FOURTEENTH
ANNUAL MEETING OF THE CORPORATION




RESOLUTION IIC/AG-2/99

FINANCIAL STATEMENTS OF
THE INTER-AMERICAN INVESTMENT CORPORATION

WHEREAS:

The external auditors of the Corporation, selected in accordance with Article IV, Section 2(c)(vii), of the Agreement
"Establishing the Corporation, have certified that the balance sheet and the statements of income and retained earnings and of cash
flow were prepared in accordance with generally accepted accounting principles;

The Board of Governors
RESOLVES:

That the financial statements of the Corporation with respect to the fiscal year ended December 31, 1998, containing the

balance sheet and the statements of income and retained earnings and of cash flow, are approved.

(Adopted March 16, 1999)
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SCHEDULE OF SESSIONS

Wednesday, March 10

9:00 a.m. to 6:30 p.m.

Thursday, March 11
8:00 a.m. to 6:30 p.m.

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

Friday, March 12
8:00 a.m. to 6:30 p.m.

9:30 a.m. to 6:00 p.m.

Saturday, March 13

8:00 a.m. to 6:30 p.m.
9:00 a.m. to 1:00 p.m.
9:30 a.m. to 5:45 p.m.

3:30 p.m.

Sunday, March 14

8:00 a.m. to 6:30 p.m.
.9:00 a.m. .to 1:00 p.m.

2:30 p.m. to 6:30 p.m.

3:30 p.m.

Monday, March 15

8:00 a.m. to 5:30 p.m.

9:30 a.m. to 12:30 p.m.

3:00 p.m. to0 6:30 p.m.

Tuesday, March 16
9:00 a.m. to 5:30 p.m.
9:30 a.m. to 1:00 p.m.

3:00 p.m.

Wednesday, March 17

9:30 a.m. to 12:45 p.m.

Registration of participants

Registration of participants .

Forum: Development and Cult;xre

Registration of participants

Forum: Development and Culture (cont.)

Registration of participants

Seminar: Powerful Alliance: SMEs, Technology, and Private Capital

. Seminar: Facing up to Inequality

" Preliminary Session of Heads of Delegation to the Fourteenth Annual Meeting of the Board of

Governors of the Corporation; followed by Meeting of the Committee of the Board of Governors
of the Corporation

Registration of participants -
Seminar: New Initiatives to Tackle International Turmoil

Seminar: Breaking the Poverty Cycle: Investing in Early Childhood

_ Preliminary Session of Heads of Delegation to the Fortieth Annual Meeting of the Board of

Governors of the Bank; followed by Meeting of the Committee of the Board of Governors of the
Bank

Registration of participants
Inaugural Session (First Plenary Session)

Second Plenary Session

Seminar: The Euro and its International Impact
Third Plenary Session

Fourth Plenary Session (Inter-American Investment Corporation)

Fifth Plenary Session and Closing Session
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FIRST PLENARY SESSION

MARCH 15, 1999

INAUGURAL SESSION



MR. JUAN CAMILO RESTREPO SALAZAR, OUTGOING CHAIRMAN OF THE BOARDS Ol-'; VGOVE.RNORS OF THE INTER-
AMERICAN DEVELOPMENT BANK AND THE INTER-AMERICAN INVESTMENT CORPORATION AND GOVERNOR FOR
COLOMBIA, AT THE INAUGURAL SESSION

‘The Inter-American De\"elopment Bank has brought us to this city where, as Victor Hugo so rightly said, ideas are developed to be
enjoyed and put into practice elsewhere. We have come to once again fulfill our commitment to dialogue and multilateral cooperation,
and to reaffirm our determination to.continue the process of transforming Latin America and the Caribbean.

Lrbeny, equallty, fraternity have always been guldmg principles for the Americas. Nevertheless, I think that until now we
have praeuced liberty more than equality or fraternity in Latm America. We hope that this meeting of the Boards of Governors will help
us find a balance.

On behalf of the member countries we should like to express our deep appreciation to the Parisian authorities and to all of
France for their hospitality and their efforts, which have made the smooth progress of this meeting possible.

Colombia has had the honor of chamng the Boards of Governors of the Inter-American Development Bank and the Inter-
American Investment Corporation in the year m whlch the Bank celebrated the fortieth anniversary of the OAS resolution that provxded
for-its establishment.- ~

In 1998, with operations totaling close to US$10 billion, the Bank showed that it was capable of responding effectively to the
region’s needs and that it is an essential parmer in the ﬁnancmg of economic and social development programs m 1ts borrowmg member
countries. . .

Colombia was especially pleased to have been able to help resolve the problem of scarce concessional resources at the IDB.
Despite the exchange and fiscal difficulties being experienced by some of the borrowing member countries, the commitments they have
made to forgo the use of a significant percentage of the local currencies available in the Fund for Special Operations constitute an act
of generosity towards the 12 countries who receive concessional loans, and in particular Bolivia, Nrcaragua Haiti, Honduras, and
Suriname.

Indeed, an additional US$2.4 billion were channeled through this agreement to the countries most in need. There are still some
gaps to fill with regard to the possibility of a debt alleviation program for Honduras and the financing of country and regional technical-
cooperation operations in all the borrowing member countries. We hope that the nonborrowing countries will do everything they can to
strengthen the FSO and to cover its deficiencies, advancing the contributions to which they committed during the Eight Replenishment
negotiations. : .

“"The Latin America of today is very different from the Latin America of 40 years ago. Our countries have made enormous
progress in terms of demographic and health indicators. They have urbanized vigorously and have advanced significantly in their
industrialization and export-diversification processes. They have triumphed in the fight against illiteracy, in the expansion of essential
public services, and in providing opportunities to the middle-classes.

* In addition, with the experience gathered reglonally and together with a2 new generanon of economists and institutions that
shaped what was called the “Washmgton consensus”, Latin America discovered the markets, opened its borders, and entered a period
of far-reaching economic and political reforms.

Today it is clear that this Washington consensus needs to be rethought in at least three areas. The first and most strongly felt
by many Latin American countries refers to the need to evaluate the impact of market globalization. The second calls for deepening the
relationship between monetary and exchange policies. Lastly, the need for rapid response on the part of multilateral organizations to face
the increased volatility of international markets has become obvious.

In recent years. the values of democracy have become firmly instilled in our region. We have been able to maintain
macroeconomic discipline, defeat hyperinflation, and make public services more efficient. Yet this has not been enough. As the IDB noted
in a recent sudy on the impact of the reforms, in the 1990s not only did we grow on average at rates below those that characterized the
1960s and 1970s. but unemployment in many of our countries is reaching explosive levels.

'In terms of income distribution, progress has been neither substantial nor generalized. Today, there are still 150 million people
living in poverty in the region. We must give new meaning to the role of the State in each of our modern societies.

In the proposal on guidelines for future Bank action, submitted to us for consideration last year, the need for social reforms
in tandem with economic reforms was brought to our attention.

We can no longer delay placing an emphasis on building States where the rule of law prevails, in which the core of any legal
or economic institution is the human being and his or her dignity as such. We are confident that in Latin America it is possible to create
room for the coexistence of a strong private sector, a2 dynamic and competitive economy, and a strengthened State that works efficiently
toward advancing social Justxce .

For Colombia, strengthening the State must necessarrly proceed along the paths of peace. To that end, from the outset the
government of President Pastrana has made it clear that endmg the long period of violence that the country has experienced must be a
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national priority. We know that, without the scourges of guerrilla activity, the paramilitary, and drug trafficking, our economy could have
grown by an additional two percent annually.

As a significant first step toward peace, the national government has offered all the guarantees and conditions needed to
establish a favorable amosphere that promotes rapprochement between the parties in conflict. Moreover, the Solidarity Fund for Peace
has been established as an instrument for channeling resources, and for coordinating action at the institutional, national, international,
regional, and local levels. The Fund has three sources of financing: contributions from the national budget; proceeds from peace bonds
that will be purchased by Colombian companies and citizens with substantial incomes; and lastly, international cooperation, which will
allow resources from all countries and multilateral credits to be mobilized to promote peace. The establishment of the Solidarity Fund
for Peace is a real opportunity for the international community to contribute effectively to the settlement of armed conflict in Colombia.
A generous contribution to the Peace Fund will reinforce our efforts toward achieving this goal, in which the IDB, under the leadership
of its President, has played a fundamental role.

Adjustment of public finances was an equally important task for the new government. All necessary measures have already
been implemented for 1999. Spending was cut by one percent of GDP. -A tax reform was approved that will generate revenue equal to
approximately one percent of GDP, and the Congress has granted the government the authority to streamline the public sector. In this
context, the IDB approved a US$500 million credit for deepening structural reforms in the counuy

In order to avoxd a systemic crisis in the financial sector, a temporary tax on finarncial transactions was passed in order to
obtain resources to strengthen the financial sector without incurring quasi-fiscal costs. All of this helped to provide access to external
borrowings, and Colombia has now obtained virtually all the financing it needs for the remainder of this year.

At the outset of the current administration, the exchange band moved nine points, foreshadowing the shift that would take place
in December. This movement calmed the exchange market and ended to expectations of devaluation, making possible a 40 percent cut
in interest rates in the last six months.

This past January 25, in the midst of this reorganization process, our country was struck by a terrible earthquake that destroyed
most of what we call “the coffee belt”. All Colombia was moved by the outpouring of generosity from the international community. I
should like to take this opportunity to thank all countries and the Inter-American Development Bank for their solidarity. Thanks to the
new emergency lending facility established by the IDB late last year to support countries faced with natural disasters, we were able to
receive, very expeditiously, the first disbursements of a US$20 million loan. The costs of the investments we must make i in order to
recover are very great. The estimated cost for rebuilding the affected area is approximately one percent of GDP.

The reasons that motivated us to create the Inter-American Development Bank forty years ago take on special significance
today. We are living in a world that is becoming increasingly complex, in which political, economic, and technological events are moving
at a dizzying pace and are extending beyond the old geographical and political borders. Old ideas of sovereignty have had to give way
to the rules of integration and multilateral cooperation. The years 1998 and 1999 were complicated for Latin America and the Caribbean.
The uncontrollable forces of nature as well as movements in the international financial markets that ongmated elsewhere pummeled our
economies.

As the IDB’s Office of the Chief Economist put it so well, at the outset of the crisis in August 1998 most of the world’s
emerging markets, including those in our region, lost a great deal of their access to external financing even though their economies do
not show any significant intrinsic weaknesses. What is even worse, the markets seemed to make no distinctions. Financial volatility and
increases in spreads for Latin American bonds were the result of the contagion effect. Investors rushed to cover their positions and to
pull out investments in emerging markets in light of the uncertainty created by the Russian moratorium.

We are aware that our countries must come to depend less and less on the fluctuations of external financing by increasing their
internal savings capacity and reducmg their fiscal deficits.

If we make strides with respect to the variables outlined above, we will be able to hold firm in our insistence that the
international community open its markets to us. We need to promote greater trade flows in such protected sectors as agriculture. In this
sphere, we need to do more. What better setting than this meeting of the Governors in Paris, taking inspiration from the European Union’s
proven capacity for dialogue, to issue a call along these lines to the economic ministers and heads of government of the Group of Seven
natons.

In addition, we should like to encourage the International Monetary Fund, the World Bank, and the other multilateral financial
organizations here with us today to strengthen the instruments at their disposition to help countries overcome their crises.

Happily, the Board of Governors of the Inter-Amencan Development Bank decided to establish a new emergency lending
facility that has enabled us to have access to additional resources in a timely and expedited manner, subject to achieving cle.ar reform
goals.

It is a source of particular satisfaction for Colombia to have presided over the meetings of the Committee of the Board of
Governors that led to a more judicious indicative target for distribution of the volume of lending among the various countries.

To that end, it was arranged that 35 percent of the Bank’s lending must be directed to countries with a per capita gross

domestic product below US$3,200. This indicator is much better suited to gauge the IDB’s efforts in the countries in most need in the
region. The private sector window has also been strengthened. Thus the Bank will be able to channel a greater volume of resources to
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businesses that are entering into competition in the public utilities. Similarly, we applaud the authorization given for an increase in the
maximum value and percentages for financing projects in Group C and D countries. Without doubt, these actions will have a positive
impact on private-sector businesses in Latin America and the Caribbean. ,

The commitment of the member countries of the Inter-American Investment Corporation to increase the institution’s capital
by US$500 million marks a major step forward in supporting small and medium-sized enterprise. Through this increase, their access to
scarce external fm:mcmg is unproved as are conditions for Creating new job opportunities.

The support that we received fronii all the member countries during this year was fundamental for reaching these agreements,
and provides further pr_oof of their confidence in the fumre of me region and in the opportunities that multilateral cooperation affords.

. We should like to express our deep gratitude to all the members, and most especially to the President of the Bank Mr. Enrique
V. Iglesias, who has made development in Latin America and the Caribbean a vital mission.

v
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MR. CHRISTIAN PIERRET, TEMPORARY ALTERNATE GOVERNOR FOR FRANCE, AT THE INAUGURAL SESSION

First of all, I would like to thank my fellow Governors of the Bank for having asked France to chair our annual meeting. The Governor
for France, Mr. Dominique Strauss-Kahn, has unfortunately been called to Brussels today to attend the Council of Ministers of Finance
of the European Union, which is to examine the multiyear public finance plan. The countries that have adopted the euro as their currency
are supposed to perform a joint review of the budgetary policy of each country, and today it is France’s turn to present its program to
its partners. At a time when the euro represents an essential enclave of stability for an international financial community that is
experiencing turbulence elsewhere, I am sure you will understand that Mr. Strauss-Kahn himself had to represent France in Brussels.
He therefore asked me to chair this meeting on his behalf. I can assure you that he is of course anxious to return this very evening and
" to join you for the rest of this event here in Paris,

‘It is a great honor for France and for me to host this meeting in Paris. This is an important time for our Bank. For one thing,
the IDB is celebrating forty years of development work in Latin America and the Caribbean, an anniversary that also falls at an important
time when world attention is focusing on the stakes of development and development financing in the region.

In recent months Latin America has been suffering from the impact of the international financial crisis that has been sweeping
the world.

Despite a decade of very rapid growth and development, the Hemisphere must face international financial instability. Private
capital, which in a few years has become the primary source of financing for emerging countries, is being diverted to less risky
investrnents. At the same time, plunging growth in Asia led to a drop in the prices of raw materials, which are also an essential source
of income for developing and emerging countries.

In this context, restoring stability and growth should naturally be our priority, while we continue to target long-term
development. Our Bank, our individual countries, and the entire international financial system should work towards this goal together.

1 would like to discuss three points in particular that I believe should guide the activities of the Inter-American Development
Bank and that reflect the keen spirit of cooperation among our countries that the Bank embodies: the reforms needed to overcome the
crisis, private-sector development, and the sense of solidarity that binds us in the Bank.

Ambitious reforms are needed to overcome the crisis and pursue development

The Bank has already adapted its rules for intervention so that it can provide support, alongside the International Monetary Fund and the
World Bank, for the countries in crisis. The IDB’s support for early intervention in crisis situations is essential and fully consistent with
its mandate. This expression of solidarity is in no way incompatible with the Bank’s long-term mission to provide financing for
development. On the contrary, the Bank must not allow its valiant, longstanding efforts to be jeopardized by economic shocks.

While the Bank has done fine work for all its borrowing members, for certain countries to achieve recovery, reforms clearly
must be implemented, especially in the financial sector. On a larger scale, we need a worldwide effort to organize our own monetary
and financial system and oversight of capital flows.

We must strengthen the capacity of international financial institutions to oversee capital flows and prevent disequilibria from
occurring. We must also establish common rules to fight financial transfers that are not transparent, particularly those conducted through
offshore centers. This approach has become clearly necessary since the beginning of the Asian crisis. Some progress has been made
in certain institutions, but we have to go further.

) We must also strengthen the governance of our institutions to give them the mandate and the political legitimacy necessary
to intervene on behalf of their Governors during a crisis situation. To this end, France has proposed that the Interim Committee of the
International Monetary Fund be strengthened by transforming it into a ministry-level decision-making body, the Council established under
the IMF Charter. Such a body, on which all the member countries are represented, is the most appropriate for making policy decisions
on financial stability and crisis management that concern the entire international financial community.

Similarly, the governing bodies of development banks need to be strengthened to help them better support the borrowing
countries. In this spirit. IMF President James Wolfensohn has proposed enhancing the role and status of the Development Committee.
France fully supports this approach.

Today. the primary lender and provider of assistance for Latin America is the Inter-American Development Bank. It is
therefore only natural that at the political level as well, IDB President Enrique Iglesias should have an opportunity to see us renew our
confidence in his action and hear our suggestions, on a regular basis. I would therefore like to propose that we meet at least once a year
in a ministry-level Committee of Governors that would be called the Latin American Development Committee.

The IDB and the Inter-American Investment Corporation have a major role to play in private-sector development
Private investment is the engine of financing for development in emerging countries.

At a time when investors may turn away from emerging countries, the IDB and the IIC have a2 major role to play in helping
restore investor confidence.
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The purpose of the decision by the Board of Governors of the Bank to increase the volume of private-sector operations and
to augment the IIC’s capital is to give the Bank Group the means to take decisive, effective action to promote investment. France fully
supports these decisions, and is pleased with the admission of new members to the Corporation, testimony to its successful support for
small and medium-sized enterprises, which represent an essential link in the economy, and in development.

I hope that the Bank Group continues energetically and effectively in this direction.

However, it is important to properly target efforts to promote private investment. Like other internationa! institutions that work
to develop the private sector, the Bank and the Corporation should not focus on quantity. Regardless of the type of operation or its size,
the Bank and the Corporation have a volume of operations that remains smali compared with overall flows. Alone, they therefore cannot
remedy a massive outflow of private capital. Only action by the countries concerned and the international community as a whole can
do that. Moreover, higher volumes could jeopardize the quality of their operations.

Accordingly, the Bank and the Corporation must seek two essential effects to restore investor confidence:
@) a demonstration effect, through the qual'ity of their operations; and
(ii) a leveraging effect, by attracting private financing.

Lastly, we must beware of facile solutions, which have a primarily quantitative approach and would lead to long-term problems
without even providing substantial improvements in the short term. An example of such risky instruments is guarantees for bond issues.
It is important not to eventually create a debt structure problem in the borrowing countries. Care must be taken instead to create a
genuine leveraging effect and ensure that it would be greater than that of lending. A crowding-out effect must be avoidéd at all costs.
Guarantees can be a useful, effective instrument to promote investment, provided they remain in the framework of a specific investment
or financing project. We should therefore be prudent in our use of this instrument, and I hope that more in-depth studies can be conducted
on the leveraging effect and systemic risk before guarantee operations are launched.

1 would like to commend the President of the Bank for his decisive efforts to give the Bank Group the necessary technical and
financial capacity to handle the issues at stake. France is fully confident that the Bank will meet this objective.

The Bank’s members are bound by a sense of solidarity towards Latin America and the Caribbean

In 1998, the Bank affirmed its role as a pioneerihg institution for development financing in Latin America and the Caribbean. Spurred
by the President, the community of the Bank’s member countries was able to mobilize the entire international community to help finance
reconstruction of the Central American countries devastated by Hurricane Mitch.

At the same time, ﬁ{e borrowing countries of the Bank demonstrated a tremendous sense of regional solidarity by reaching
a long-awaited agreement with all the member countries on the Bank’s concessional resources.

In my opinion, these two major achievements reflect the solid ties of solidarity among our countries embodied by the Bank.
The effort made by the borrowing countries for the concessional resources of the Bank will mobilize enough internal Bank resources to
finance a substantial development program for the poorest countries. Concurrently, the nonborrowing countries are directly mobilizing
financial resources for the poorest countries, which urgently need them, especially for reconstruction in Central America.

France expressed this sense of solidarity by providing immediate aid to the countries affected by Hurricane Mitch, by writing
off its official debt with those countries. France has also provided financial assistance for the plan to support countries in crisis.

The Bank has been the hub of these expressions of solidarity and I know that President Iglesias has a great deal to do with it.

France itself has made a commitment to this effort by maintaining the highest level of official aid for development among the
G7 countries. The European Union as a whole is the pnmary source of official aid to all the regions in the world. In Latin America,
it accounts for 42% of the total

Since this aid is essential for the poorest countries, both France and Europe wish to maintain it at a high level. In particular,
France would like to see a special effort being made for the heavily indebted poor countries as the second millennium closes. It has
therefore proposed an initiative to its partners to forgive the debt burden for these countries for a generation.

France is proposing that, once a country is deemed eligible for the Heavily Indebted Poor Countries Initiative, its commercial
debt be reduced to the level required to achieve sustainability, beyond 80% if necessary. It is also proposing that the burden of official
concessional debt be canceled for 30 years, and that all of this support be provided upon eligibility.

We should also bear in mind that other countries suffer from an excessive debt burden. France has therefore proposed that
all countries eligible under Naples terms have two thirds of their commercial debt canceled instead of just 50%. We will have to take
a position on this matter in the Paris Club very soon. We can also help indebted countries reduce the service on their debt and attract
private capital through debt-for-investment swaps. France unconditionally supports this approach.

All of France’s efforts are meaningless, though, if they are not shared by all the creditors. France therefore stresses the need

for equitable sharing of official development financing. I hope that the multilateral institutions and donor countries can make contributions
proportionate to France.

41



In conclusion, I would like our meeting to take place under the sign of confidence in our Bank, its staff, and its leaders, and
in the vigor and relevance of its action. . B :

I hope that the meeting will enable us to provide optimal momentum and guidance for the action of the Inter-American

Development Bank and the Inter-American Investment Corporation. On behalf of France, I intend to do my best to serve this objective
while chairing this annual meeting.
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STATEMENT BY MR. ENRIQUE V. IGLESIAS, PRESIDENT OF THE INTER-AMERICAN DEVELOPMENT BANK AND
CHAIRMAN OF THE BOARD OF EXECUTIVE DIRECTORS OF THE INTER-AMERICAN INVESTMENT CORPORATION,
AT THE INAUGURAL SESSION

Introduction

I should like, first of all, to extend a very warm welcome to the Governors of the Inter-American Development Bank and Inter-American
Investment Corporation, and the many ot.her colleagues and friends who are joining us_for this Annual Meeting of the Boards of
Governors.

We wish to offer a very special vote of thanks to the Governmerit of France and to its Finance Minister, Mr. Strauss-Kahn,
for their support in staging this year’s annual meeting and their assistance with the many arrangements that have set the scene for our
gathering in these splendid surroundings. .

Visiting Paris has always been a delight, indeed a privilege, for people the world over, but this city holds very special meaning
for the people of Latin America and the Caribbean. Our countries and our history owe much to France and its legacy to the culture and
values that are the cornerstones of our Western civilization.

Our affinity, our sense of communion and spiritual identity with France, have been distilled in the words of the French poet
of Uruguayan origin, Jules Supervielle, who wrote:

Far off within ourselves

We hold France in our arms
Each thinking himself unseen
And alone with her.

It is particularly gratifying to be assembled in Paris this year as the Inter-American Development Bank marks forty years of
partnership with the region. The birth of the Bank four decades ago gave tangible form to a shared.vision of the governments of Latin
America, the Caribbean, and the United States. Its creation was, for its time, a brave adventure driven by a bold mission: to fashion
an institution that would serve the region’s economic and social interests, one that would be creative but rest on firm footings, imprinting
its own unique style on its relations with its member governments and with Latin American and Caribbean society.

Some twenty-five years ago the Bank broadened its horizon to welcome countries from outside the region as full members.
France was one of the first nonregional partners in our mission to further the economic and social advancement of Latin American and
Caribbean nations individually and as a region.

It fell to the Bank’s first president, Felipe Herrera, to begin shaping our organization’s personality. His successor, Antonio
"Ortiz Mena, and I in turn have sought to preserve and fortify the traits that make us unique. Chief among them are our commitment to
keep pace with the forces of change, as nations forge truly modern economies; to search for solutions to the region’s multifaceted social
problems; and to help propel regional integration as the backbone of Latin American and Caribbean economic life today. In so doing
we have held fast to our own unique approach. Against that backdrop, the regional member countries, which hold a majority of the
Bank’s capital and play a significant role in directing and managing the institution, have demonstrated at every turn their commitment
to responsible action. Today, the Bank’s capital stock stands at US$100 billion. Our institution has mapped out a set of ambitious goals
for itself, not least among them the Eighth Replenishment targets, and in their pursuit it is deploying dynamic new instruments in a
continuing quest to improve efficiency within its own walls. Thus newly strengthened the Bank will continue to serve Latin America
and the Caribbean in a timely and effective manner.

I shall take the opportunity here to extend special thanks to the President of Brazil, Mr. Fernando Henrique Cardoso, for the
invitation to hold a2 meeting at the end of this year in Quitandinha, Petropolis, to mark the Bank’s fortieth anniversary and provide us with
a forum in which to think about the future course of our institution. It was in that very city, in 1954, that the idea of creating a
development bank was given fresh impetus and, thanks to the impressive efforts of President Juscelino‘Kubitschek in the following years,
the Bank was formally established in 1959. The Quitandinha meeting will give us a chance to reflect on what we have accomplished thus
far, and on the role that will fall to the Bank in Latin America and the Caribbean in the coming decades.

As far as 1998 is concerned, the Bank remained the region’s main source of development resources for the fifth consecutive
year. Both disbursements and approvals were at record levels of US$6.6 billion and US$10 billion, respectively. The Corporation
approved US$223 million, over half of these resources having gone to support projects in the smaller countries. Multilateral Investment
Fund approvals totaled US$137 million. The details are contained in the annual reports for the Bank and the Corporation, which have
been distributed to the Governors. .-

I shall now turn to events and trends in the global economy that have implications for Latin American and Caribbean
development, and share some of the lessons learned from the economic events of 1998 and the region’s performance this past year.
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International Economic ‘Trends

It is not my intention here to offer an ixi-depth account of the global economy in'the recent past; all of you are fully versed in the events
of these last twelve months. I could perhaps sum up 1998 as a year of sharp contrasts that have left an indelible mark on the emerging
economies, the Latin American and Caribbéan economies among them..

Although the performance of the major. industrial economies in 1998 was sufficiently strong to sustain two percent growth
overall in gross domestic product, there is much debate today as to the prospects for those economies in the immediate future. Many
analysts see them as solidly positioned for continuing growth; others are not so sure. The doubters point to concerns and uncertainty
about the likelihood that the growth rates of recent years can realistically be sustained. We feel confident, however, that the industrial
economies overall, and the U.S. economy in particular, will continue to grow, and that the global growth rate will hold firm in 1999.

The situation has been less rosy for many of the emerging economies this past year. The Asian crisis of 1997 had already
rocked the global marketplace and left currency crises, recession, and social and political upheaval in its wake. Although some of these
economies are showing promising signs of recovery, the economic slump in Asia is still a serious concern. The picture darkened last
year as Russia plunged into economic and financial turmoil; the ensuing financial instability took a particularly severe toll in August and
September. These events have had many serious consequences,-including a decline in commodity prices, which in many instances
_plummeted to thirty-year lows, and the widening of the financial spreads that emerging country borrowers have had to pay to secure new
loans or roll over existing ones.

The Situation in Latin America and the Caribbean
Continuity of modernization and reform processes
We have had occasion in the past to describe our region’s extraordinary recovery from the deep-seated crisis of the 1980s.

Latin American and Caribbean countries were able to stabilize their economies, closing the book on an era of fragility and
devastating inflation. For many countries in the region, this has meant a return to fiscal balance and sound monetary policy, and the
entrenching of market economies. The region managed to regain its place at the forefront of the emerging economies and win back the
confidence of global financial markets, from which direct private investment and short-term capital flows reached some US$65 billion
in 1998. . ’ : . ’

In the process, these countries were able to move quickly to liberalize and open their economies unilaterally by reducing tariffs,
easing nontariff restrictions, and launching aggressive regional integration initiatives in pursuit of a new "open regionalism.”

"These successful recovery efforts paved the way for modernization initiatives and structural reforms bearing on the size of
the State, the liberalization of markets, and the preeminent role of private enterprise in economic activity.

There were signs in 1997, when economic growth reached an average rate of 5.5 percent, that even stronger growth was a
possibility because of the expected deepening of reforms.

Against this backdrop of continuing modermization and healthy growth, there were reasonable expectations that countries would
" "be able to craft policies to successfully combat poverty, exclusion, and unemployment, and to improve the distribution of income. Just
as these legitimate expectations were taking hold—when many segments of society were beginning to show impatience after years of
painful adjustment and sacrifice—the region found itself caught up in the spillover from the Asian crisis and then the financial turmoil
stemming from Russia. These events severely dampened performance of the region’s economy in 1998.

)

The Impact of the Global Crisis and Natural Disasters
The year recently ended was one of the worst our region has had to endure in decades.

. Natural disasters: El Nifio caused serious damage in all the Andean countries, Ecuador and Peru being the hardest hit;
Hurricane Georges raged through the Dominican Republic, leaving destruction in its wake; and Hurricane Mitch took a heavy
toll in human lives and production infrastructure, the latter losses being estimated at fully two-thirds of gross domestic product
in Honduras and three-fourths in Nicaragua.

. In the context of the Asian crisis unleashed in 1997, which pushed.down economic growth worldwide, the Latin American
and Caribbean economies saw massive withdrawals of portfolio investments and difficulty of access to international capital
markets. ’

. ~ World prices for the region’s expoﬁ commodities plummeted. Oil prices fell by 30 percent, on the back of a five percent

decline the previous year. Copper prices also plunged, for a cumulative decline of over 30 percent from the last quarter of
1997. Prices for sugar, wheat, and coffee fell by more than 20 percent.

Individual economies in the region sustained damage on a variety of fronts:

. Exchange rate pressures, which for several countries meant a loss of 10 percent or more in international currency reserves.
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. Tumbling security values with stock exchange declmes of 30 to 50 percent at the height of the crisis (although these losses
were, eventually, largely reversed).

. Interest rate hikes, in part to contain exchange rate pressures, but ultimately also a corollary of increased uncertainty and
volatility. .
. Lower fiscal revenues.and higher public debt service payments.

When one considers the force of the external factors that played out in the global arena in 1998 and their spillover into
domestic economies, the region’s economic performance is encouraging. A few figures tell the story:

. The region reported 2.5 percent growth overall, or 4.5 percent if Brazil is excluded.
. Only two countries, Guyana and J. aﬂlaica; reported negative growth.
. Inflation held firm, averaging 10 percent for the region overall; only two countries, Ecuador and Venezuela, posted inflation

rates higher than 20 percent

One could speculate that the serious problems that unfolded in 1998 are not fully reflected in the year-end figures, and that
the brunt of the upheaval will show in 1999. But, once again, the region has surprised us with its strong showing in these early months
of 1999. The crisis in Brazil, for instance, had milder aftershocks than the upheaval in Russia, as evidenced by the performance of
national stock markets, interest rates, and the exchange situation in the other countries in the region, not to mention Argentina’s recent
bond issues in global markets. It is a regrettable fact of life that stable economies are typically less newsworthy than troubled ones.

This positive picture notwithstanding, the events of 1998 and Brazil’s straits have added to Latin Americans’ sense of
frustration and uncertainty, and have raised fresh concerns.

The Challenges Ahead

I see five questions taking shape today in various quarters in the region. I would like to take a few moments here with you to offer some
answers.

1. Are Latin America and the Caribbean equipped to deal with the instability that accompanies globalization?

2.0 ~ Doesit maké sense, at the current juncture, for the regipn to hold fast to its policies of more open economies and markets?
3. In the present climate, what can the region do to' combat poverty and deal with inequality?

4. Is thei'g a future for the regional integration efforts on which our countries ha\;e embarked in recent years?

S.I ‘What will b;a the cost, in terms of survivél of our démocracies, of a failure to s‘atisfy the social needs of the many

disadvantaged Latin Americans?
A. Can we contend with the instability that globalization brings?

The first question is whether Latin America and the Caribbean can contend with the instability that seems to characterize globalization.
As a preface to my remarks, I would remind you that although some parts of the developing world—particularly East Asia—have been
more unsteady in the 1990s than in the 1980s, conditions in our region have in fact been more stable. A number of countries, it is true,
have had to withstand severe shocks, among them Mexico, Argentina, and Uruguay, which were buffeted by the so-called "tequila crisis"
of 1994-95, and some countries are weathering serious upheavals as we speak. But, unlike the widespread distrbances of the 1980s,

these more recent crises have been confined to a handful of countries. Fears of a domino effect in the region have proven to be baseless,

and there appears to be no wholesale drift toward instability or recession.

What this suggests is that Latin American and Caribbean countries are anything but defenseless in the face of global volatility.
It is by now common wisdom that sound fiscal policy and orthodox monetary and financial management are a sine qua non for stability.
But another tenet is gaining currency: the old orthodoxy, it posits, is not enough; to put it another way, in a world where liquidity can
change from one day to the next and confidence is gained and withdrawn just as quickly, it is simply not enough for a country to be
solvent. Countries also need to build defenses against financial swells—too much liquidity one day, none the next. Sometimes our
countries’ future is viewed with unbridled optimism only to be followed closely by apocalyptic pronouncements.

This is not the time to go into details as to the form such defenses might take to assure liquidity and credibility, but I would
like to sketch out some general ideas. One necessary condition to assure proper management of the treasury is a public debt maturity
profile spread out comfortably over time. Countries need contingency funds, and the treasury needs to be able to tap into liquid reserves.
The liquidity of domestic financial institutions also needs to be safeguarded, by way of adequate reserve requirements and assured external
support arrangements, such as access to standby lines of credit. Several countries in the region have come up with innovative approaches
and have done a great deal to shore up their lines of defense, with impressive results.
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As for the credibility question, we well know that countries become credible not by making promises but by taking action to
make sure that past mistakes will not be repeated. A country with a history of fiscal or monetary imbalances must do more than produce
healthy results, which could prove to be fleeting. It needs to adopt concrete, lasting fiscal, exchange rate, and monetary rules and
institutions; obviously, this cannot happen overnight.

This does not mean that our region should content itself with the international financial status quo. In today’s global economy,
countries may find themselves with no choice but to take their monetary and exchange rate arrangements back to the drawing board.
Along these lines, it is gratifying to see discussion being fostered in the region on the pros and cons of various exchange rate approaches.
Perhaps Latin America and the Caribbean should be exploring regional approaches with an eye to a new financial order, to see how
macroeconomic policies might be made to dovetail and regional integration schemes could be advanced.

It is my belief that we should look at times of crisis as opportunities for reflection. This is precisely what has happened in
recent months as the architecture of the global financial system has come under scrutiny, with much discussion of how best to avert global
financial crises. It is important that a policy agenda to keep globalization from destabilizing the developing economies include regional
initiatives. Moreover, we must seek avenues to ensure that our region’s concerns will be duly taken into account when decisions are
adopted on a new global financial architecture.

B. Do pro-market policies have a future?

. A second question is whether there will be a shift toward more intervention in the operation of markets. More specifically, will countries
erect or restore barriers in the belief that, in so doing, they can ward off the kind of instability that has plagued their economies recently?

To judge from the events of the past months, the answer to this question is "no.” Even in the throes of the most recent global
upheaval, not a single country in the region has shown signs of pulling back from the global economy: there have been no controls levied
on capital movements and no barriers raised to international trade, other than some temporary and mainly administrative measures.

Indeed, work is proceeding apace in another core policy area, that of reforms to bolster the private sector’s role and
involvement in the economy, and to underpin the sound operation of markets. Major progress was made in 1998 in privatization
programs in such countries as Argentina, Brazil, and Mexico. In the current international climate, some elements of these programs have
had to be put on hold; however, the governments in question plan to pick up where they left off the moment market conditions allow.
The same holds true for the financial reforms under way in the region.

All this serves to confirm, yet again, that the structural reforms of the past have proven their worth. I say “yet again” because
each time a crisis has flared up in a country, it has stirred doubts about the continuity of reforms. Today, the governments and people
of Latin America and the Caribbean truly understand that a more open economy, privatization, and the other structural reforms these
countries have put in place to make markets operate better have been good for investment, for productivity, and for economic growth.

C. In the unstable climate that appears to be globalkzatian s corollary, will policies to combat inequality and poverty be effective?

A third question on many minds is whether the skewed distribution of income and wealth in the region today will continue; or, posing
the question another way: do globalization and efficiency compromise the hope for greater equality?

-

The region has good reason for posing this question:

. Economic stabilization and the recovery of growth in the 1990s have not made a dent in the incidence of poverty in the region.
On the contrary, the number of people living in poverty, which had fallen steadily during the 1970s to around 90 million in
1980, stands today at 150 million or about one-third of the population. Although it is not difficult to imagine that the situation
could have been worse had inflation not been tamed, no one can be complacent about the scale of poverty in our midst.

. Income distribution in the region is the most highly skewed in the world. This holds true regionwide: Costa Rica and
Uruguay, for instance, have the most equitable distribution profiles in the regxon relatively speaking, but the gap is far more
pronounced than the world average.

. The wage gap in the region between skilled and unskilled workers is the widest in the world.

. Those of fewest means—as always—stand to suffer most from the unstable conditions prevailing in several of the region’s
economies at present. The impact of a macroeconomic crisis is passed on to the poor in ways that are well known. These
include declining economic activity with resulting losses in employment opportunities and family income, changes in relative
price structures, and reduced coverage by public services as a result of cutbacks in social spending. In response, families are
forced to adopt measures in the short term whose long-term consequences are often irreversible. Child employment, school
leaving, malnutrition, deferral of preventive health care and treatment, violence, family break-ups, and weakened communities
are some of the results. We know that this occurred in the wake of the 1995 Mexican crisis, and it is bappening again as a
result of the turbulence in Asia and Russia.

The issue of inequality thus should remain at center stage at this time of global financial upheaval and macroeconomic

mstablllty in a number of countries in the region. The improvised approaches of the past clearly need to give way to policies and
institutions that can equip countries to make their way through new crises.
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The bright spot in this picture is that equity and efficiency are not at all mutually exclusive, according to findings of studies
by our own organization and others such as the Economic Commission for Latin America and the Caribbean, the World Bank, and the -
Brookings Institution. However while sound markets are necessary, it is clear that other initiatives are needed to come to grips with the
problems of poverty and income mequallty

That the roots of inequality in Latin America and the Caribbean run deep is painfully evident in the educational sphere.
Education is one of the great dividers in the region, clearly echoed in its social strata. Quite apart from the considerable difference in
the quality of education received by the wealthy and the poor, the heads of Latin America’s wealthiest 10 percent of households have,
on average, three years more schooling than the next 10 percent, and seven yeats more schooling than heads of households in the poorest
30 percent. The problem is not always that children have no schools: in access to the early grades, Latin America is on a par with East
Asia. Nor does education spending appear to be the issue: although conditions vary from one country to another, overall, Latin America
and the Caribbean spend much the same on education, in the aggregate, and particularly for primary education, as other groups of
countries at a similar stage of development.

A further finding of our studies is that the gap between the haves and have-nots tends to widen as overall economic conditions
improve. There are a wealth of opportunities for the minority who have capital or school diplomas, and meager prospects for the others.
Gaps between city and rural dwellers are widening. The more fortunate workers earn good salaries and have strong social safety nets;
the vast majority make do in the informal economy. None of this is news to Latin Americans. .

This lack of equal opportunity should be one of our great concerns. Experience shows us that unequal access to the means
of producing income is just as serious as inequities in the income distribution itself. Where opportunities are not open to everyone,
societies cannot be cohesive or political systems stable, a point to which I shall return in 2 moment. Just as important, the lack of
opportunity for broad segments of a country’s populationis a constraint for its development, inasmuch as it keeps a country from making
efficient use of all its resources. . .

However, this situation could be turned around in the coming decades. In what may be a unique demographic juncture, the
region is in a position to break its legacy of inequality if it takes the right steps. In the early part of the coming cenwmry, thanks to
declining birthrates, there will be a temporary increase in the share of the population that is of working age, before the percentage of
elderly begins to mount. During that interval, in which a record share of the population would be producing and earning, education and
job opportunities can be boosted, along with savings. The challenge will be to choose the right policies, on a variety of fronts, to make
the most of this particular set of circumstances. It will be essential to ensure,.for instance, that labor.and social policies facilitate the
entrance of women and young people into the labor force, that credit will be readily available to small-scale producers, and that education
reform policies will make education systems operate better. More broadly, it is essential that every individual, every citizen, has equal
access and is accorded equal treatment in dealings with the State. This will mean equitable administration of justice, transparency in
decisionmaking processes, and eradication of corruption.

Countries in the region are making progress in all these areas, in some cases with Bank support. The region thus has good
reason to be optimistic: we have a window of opportunity in which to resolve the problem of inequality and poverty, and we can do it.
While the best conceived policies will take time to show results, the time for action is now.

D. What are the prospects for the regional integration efforts currently under way?

Regional integration in Latin America and the Caribbean is playing a central role in.the processes of economic reform, modernization,
and democratization. The open regionalism of the 1990s has allowed the region to deepen and widen trade liberalization, signal market-
oriented commitments to investors, and lock in policy reform. It also served as a platform for export experience in manufactured goods
with the associated opportunities for enhanced productivity to prepare countries for the challenges of globalization. Intraregional trade
additionally has served as a cushion for uncertainties in the international economy, providing export markets for goods that confront much
protection abroad and an outlet for trade when the world economy is slugglsh Indeed, in the 1990s the growth of intraregional trade
consistently outperformcd trade with the rest of the world.

Latin America and the Canbbean are a formidable presence in the international economy. According to International Monetary
Fund figures, the region accounts for 8.8 percent of world output and 4.4 percent of global trade.  Japan, by comparison, produces 7.7
percent of total world output and accounts for 7.1 percent of all international trade.

However, having observed waves of financial volatility and the instability of the adjustment processes they cause in the region,
some analysts and others are asking whether even that most dynamic of our regional integration movements, the Southern Common
Market (MERCOSUR), is still viable.

Obviously, integration processes may be vulnerable to the effects of financial turmoil or other shocks such as those arising
from unpredictable natural disasters. However, experience shows that integration agreements, once firmly in place, are more than an
umbrella for “sunny days™ and are capable of “weathering storms.” Fortunately, our regional integration processes can draw on a
number of assets to help sustain them in these difficult times. - .

First, integration today is rooted in a development strategy that emphasizes progressive liberalization of trade with the rest
of the world. As you know, over the last ten years external tariffs have been radically reduced and nontariff barriers eliminated, and
all but one of the IDB’s borrowers are now members of the World Trade Organization (WTO) and bound by its trade discipline. This
commitment to open markets is further reflected in the limited and temporary measures of a protectionist nature used by countries to offset
the effect of external shocks. Second, our economies have undergone radical transformations and are better placed today to respond to
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the uncertainties of the world economy than they were in the mid 1980s. Finally, the rapid pace of regional integration processes created
new forms of interdependence among countries with their own political legitimacy that are difficult to reverse quickly. Regional schemes
also have their rules and discipline that complement and reinforce those of the multilateral trading system.

The current international context of volatile capital flows and slower growth of trade will make it difficult to maintain the
momentum that has characterized integration efforts in the region during this decade. The devaluation and recession in Brazil will depress
its imports and eventually boost its exports, and hence could affect the trade’ balances of its principal regional trading partners in
MERCOSUR. However, those countries have shown a remarkable capacity for collective pragmatism in resolving trade tensions in the
‘past, an experience which should serve them in good stead in the current situation.

While the region has seen the early benefits of open regionalism and has held its course in some trying circumstances, there

is 2 need to further strengthen the institutional base for integration. The launching of a new millennium trade round in the WTO would
serve to broaden and deepen multilateral liberalization and discipline and signal the international community’s commitment to open
markets. In the same vein, it is important that countries push forward the development of their regional integration schemes and
- hemispheric and other negotiations, such as the proposed Free Trade Area of the Americas (FTAA); the European Union’s cooperative
* initiatives and free trade negotiations with MERCOSUR, Chile, and Mexico; as well as the participation of Chile, Mexico, and Peru in
the Asia-Pacific Economic Cooperation Council (APEC). Finally, it is important that individual countries keep their markets open. In
this regard, Latin America must develop more direct macroeconomic instruments to deal with fiscal and balance-of-payments disequilibria
that may arise from external shocks or domestic policy errors, so that trade instruments can be freed for trade policy.

E. The stability of democracy

1 shall now turn to the fifth and final question I sketched out a few moments ago: can we sustain the democratic framework that several
countries have been able to rebuild in recent years? Or, as many fear, will mounting social pressures push us back to autocracy—overt
or veiled—and close off forums for discussion and political opposition, just when our people have become accustomed to these democratic
avenues for input, thanks to party systems and the many other channels that empower them with a voice in decisionmaking?

Here, as in all these issues, I think we should start by acknowledging the facts. Democratic forms of government have
continued to flourish or have been rekindled in our borrowing member countries in recent years, unmoved by successive economic
upheavals and despite very serious social problems, such as imbalanced income distribution and exclusion. At certain critical junctures,
when democracy has been on the line, institutions have held firm and the citizenry has made clear its backing for the way of life these
nations had won back. According to public opinion polls, the overwhelming majority of Latin Americans see democracy as the best form
of government, although not everyone in every country is satisfied with how democracy or political parties may be operating.

Latin American democracies are hardly unique in confronting, from time to time, complex circumstances that prevent them
from taking timely decisions to solve their problems. But, by the same token, as experience in many parts of the world has shown us,
crises can also set the stage for the removal of political roadblocks, by triggering a realignment of interest groups and changes in
perceptions of the costs and benefits of the status quo versus potential new policies. Several Latin American countries have weathered
such situations in the past decade and democracy has emerged unscathed, albeit with some major institutional shifts and accommodations.
Democracy in the region, in other words, has been put to serious tests and has come through successfully, as it will surely continue to
do.

Today, however, the region’s democracies are under pressure as the State-tries to cope with mounting demands to reduce
poverty, exclusion, and unemployment; tackle skewed income distribution; and, at the same time, combat the phenomenon of "adjustment
fatigue” that comes of protracted reform efforts. As if the pressures building within their own borders were not enough, countries also
must contend with unexpected external shocks that can spill over from the global marketplace.

‘When the economic climate can be so unsettled and poverty, exclusion, and inequality are still so much in evidence, it is hardly
surprising that there would be questions about the future of democracy in our countries. There are sound reasons for such concerns:
history shows us that when a political system proves incapable of rising to the challenges of the moment, authoritarian ideas at either end
of the spectrum find fertile ground. But the challenges facing us today, and those that await us in the years ahead, cannot be tackled with
authoritarian approaches or any other outdated prescription. The Latin American and Caribbean countries have learned this lesson, at
tremendous social cost.

We should be confident now as we look toward the future. For the first time ever, and for an unprecedented length of time,
all our member countries have democratically elected governments. As the next step, these electoral' democracies need to become full-
fledged democracies, in which the various branches of government are truly independent of one another but work in harmony. Such
genuine democracies are built around solid political party systems; they have strong regulatory and oversight agencies and a professional
civil service that can shield the State and public policy from the undue influence of corporate, family, or other interests. This complex
apparatus has yet to be put in place in many countries. Such democracies also need to nurture the synergy that comes of cooperative
relations between national and subnational governments. As a further essential component of governance there must be opportunities
for the public at large to offer its input, to lay the foundation for public policies that will truly answer to the needs of the citizenry.
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The Bank’s Role at the Present Ji uncture

The inexorable effects of globahzanon not to mention the turbulence of the 1995 and 1998 crises, have been felt by the region when in
the throes of sweeping changes. Countries are seeking to further stabilize and modemize their economies and become players in the
global marketplace. In the process, they have been looking very much to the private sector, at home and internationally.

Against this backdrop, we may well ask what the Bank can do to help, in pursuit of its core mandate of supporting economic
and social development in its borrowing member countries. The responsibilities that would fall to us in this sphere complement but by
no means substitute for those falling to the International Monetary Fund and the World Bank.

Lines of action

In the present circumstances, and still within the framework of the Eighrh General Increase in Resources, the Bank can work with and
support the region through the following lines of action.’ .

1. Support country efforts to deepen economic reforms, particularly adjustments that will shore up fiscal systems, improve the
climate for local and foreign private direct investment, and create an enabling environment for private capital flows to the
region, so as to foster full participation by every segment of society, and pamcularly the most disadvantaged, in economic
activity. .

2. Support social investment, particularly to cushion the impact of the external crisis on the people of Latin America and the
Caribbean. A key focus here would be support for microenterprise and small business, an area in which the Bank has a wealth
of experience itself and can offer the unique facilities of the other two IDB Group arms, the Inter-American Investment
Corporation and the Multilateral Investment Fund.

3. Support the strengthening of regulatory and oversight systems notably in the banking industry, as lines of defense for countries
to function in the current mtematronal chmate

4. Support country efforts to strengthen their executive, legislative, and judicial branches.

5. Support integration processes. ‘

6. Promote the transfer of knowledge, experience, and best practices to our borrowers. This type of support, facilitating internal

discussion and access by political leaders and economic agents to national and international experiences, is more important
now than ever, as countries buffeted by the external crisis and the associated challenges and dislocations, and confronted with
new and growing demands, find themselves rewriting their economic policies. The Bank has recenty stepped up its
involvement in this sphere, promoting country dialogues in various public and private forums, as well as comparative analyses
of problems and solutions.

. New instruments available to the Bank to lend this support

A 1998 decision by the Bank’s Board of Governors left our institution better equipped to respond to the financial cnsls by making
available a new one-year US$8.8 billion emergency facility that uses the institution’s headroom.

" The emergency line is being used in particular to cushion the impact of the current financial turbulence on economic activity
generally. It will help countries deepen economic reforms and rehabilitate banks, protect social spending, and support small businesses
and microenterprises. The new facility will support lines of action envisaged in the Eighth Replenishment mandates as well as provide
liquidity in foreign exchange to countries requiring such assistance.

Likewise, in 1998 the Bank’s Governors resolved the problem of concessional resources requirements for the next nine years,
including the funds needed for the Bank to participate in debt reduction efforts in Bolivia, Guyana, and Nicaragua, with an allotment for
technical cooperation as well. Moreover, there is acceptance in principle of a contingent liability to meet the cost of debt relief for
Honduras, should this country become eligible.

I should like to commend all the Bank s borrowing member countries for their undertakmg to transfer to the convertible
currency window of the Fund for Special Operations (FSO) a total of US$2.4 billion in FSO local currency holdings. These funds will
be targeted for support mainly to the less developed of the Bank’s borrowing member countries. This manifestation of solidarity is
deserving of our profound appreciation and respect. The magnitude of this action can only be fully appreciated when one realizes that
there is no precedent among multilateral institutions for the full burden of the provision of addmonal concessional resources to fall on
its borrowing members

However, this new arrangement does have one worrisome side effect: a steep reduction of funds for the Bank’s regional
technical cooperation program, the seminal IDB activity that embodies the deeply rooted tradition of cross-border cooperation within Latin
America and the Caribbean. I would urge the Bank’s member countries to activate the Technical Cooperation Fund envisaged in the
Eighth General Increase in Resources. This would reposition the Bank to mobilize regional cooperation, as it has throughout its history,
at every economic, social, and institutional level.
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Closing Remarks

The history books will be ambivalent, at best, about the strides made by Latin America and the Caribbean in the twentieth century. Until
the 1980s, our region was posting the strongest growth rates in the world, and when the figures for the century are tallied, it will no doubt
figure among the fastest-growing regions in the world. But alarming indices of poverty, exclusion, and inequality have been a constant
as well. These are the true challenges before us as the millennium approaches

The region was put to a severe test in the 1980s, as it cast off obsole(e economic paradigms and economies were shaken to
the core by the external debt crisis. The response was swift in political and economic arenas alike. Countries embarked on sweeping
structural reforms that reshaped economies and laid the groundwork for solutions to serious social problems, most of which are with us
still. What these reforms did not always take into account were the risks that would be part and parcel of the globalization of trade,
finance, investment, and corporate structures.

In the trade arena, it took the international community several decades to establish the World Trade Organization, and it will
be some time before we see truly unfettered markets for trading goods and services the world over. In the case of capital flows, by
contrast, the pace of globalization has been dizzying. The same integration that yielded unquestionable benefits for financial markets left
them exposed to a new set of risks. .

It became clear, in the process, that the international financial architecture would need to be revamped, this being a subject
of discussion today in the Group of Seven and Bretton Woods institutions, as well as in other forums. The developing countries must
have a direct and effective say in these discussions, as parties to any debate on global issues.

On the domestic front, the emerging economies found themselves lacking the kind of financial institutions and instruments to
meet the new demands of global finance. Latin America had no choice therefore but to implement painful exchange rate, fiscal, and
monetary adjustments to stabilize its economies and send positive signals to the global financial markets, and it did so with courage and
determination. Thus, I can end this presentation on an optimistic note, confident in the region’s capacity to rise to the challenges it faces
in this complicated set of circumstances I have made mention of today. -

It would be quite unrealistic to think that the next chapter will be an easy one. Indeed, the current year promises to be a
particularly difficult one, as countries no doubt will watch their growth rates slip below 1998 levels, contend with continuing instability
outside their borders, and face up to pressures that could jeopardize the continuity of their economic and social policies.

. This- is not the first time we have sounded a note of caution in these annual overviews of the region’s performance and
prospects. As far back as 1995 we warned of volatility risks and the dangers of excess credit and overspending. Precisely for that
reason, over the past four years, the Bank has accorded priority support to reforms in financial systems, bank regulation and oversight,
and the strengthening of fiscal institutions. At each of these annual gatherings we have also been calling attention to the sluggish pace
at which the reforms are beginning to make an impact on social problems arid the attendant impatience in our societies with seemingly
endless adjustment.

Finally, I would like to leave you with some reflections more of a political than of an economic nature.

A fundamental reason why our region can boast one of the strongest growth rates in the twentieth century yet still have such
widespread poverty and inequality is that its political systems are not functioning well. With few exceptions, our public policies have
been ineffectual not because the underlying technical design is deficient, but because, in the absence of a broad democratic institutional
base, it has been very difficult for governments to truly address the needs and aspirations of the citizenry. It is no coincidence that
countries with the deepest-rooted democratic institutions, culture, and tradition enjoy the highest standards of living and show the highest
indices of social inclusion and cohesion. .

The structural flaw in the political systems has consequences at home and abroad. At home, countries cannot easily strike
a balance in public policy between “economic efficiency” and “social efficiency.” In other words, they cannot ensure that economic
growth and social justice go hand in hand, in a truly democratic system. On the external front, the delays in, and failings of, the various
moves toward integration—that perennial dream of our liberators that has lost nothing of its currency—can in part be traced directly to
recurring political instability, sudden changes in government, and shifts in decades-old ground rules.

To keep pace with globalization, we have no choice but to integrate inwardly and outwardly. We will not be able do so unless
we have strong democratic systems in place. There bas been much talk in recent years of values, culture, and institutions, as well there
should be, but these elements are only part of the picture. There is no way around it: politics is vital to the life of a people. Institutions
are more than the sum of organizational engineering elements that go into their creation and operation; they are an essential part of what
we know as politics. Issues bearing on judicial reform, strengthening of parliaments, and promotion of civil society are parts of initiatives
for reforming and modernizing the State, and core concerns in political reform efforts to deepen and bolster democratic systems.

In Latin America and the Caribbean today, one aspect of thé stréngthening of the State is decentralization of responsibility
for providing many traditional public services. Central government functions are being transferred to local and other subnational
governments. State-owned enterprises are being privatized and private enterprise is beginning to undertake activities that had aiways been
the preserve of the State. Among the functions previously reserved for the central government but now the bailiwick of private enterprise
and local institutions are education, public health, culture, transportation and communications, electric power, water supply and
environmental sanitation, housing, and urban development.
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Today local institutions, by which I mean municipalities and othier subnational government agencies, have a dual role: they
are advocates for citizens in their geographical area in dealings with the State and, within their own jurisdictions, they are the local
articulators of State functions and responsibilities. In that capacity they have become a force for political and cultural integration.

Decentralization is essentially a political and administrative process whereby powers are shifted to new decisionmaking centers,
new government jurisdictions, which must determine how to apportion the funds they raise themselves or receive as transfers from the
State. Many of the decisions that affect the day-to-day life of the populace are being shifted to the local level, particularly in arenas in
which the economic, social, cultural, and political elements of community life are played out. These new decision centers have taken
some early initiatives, but their efforts to articulate their new responsibilities are proving to be far more daunting in restricted economic
circumstances than would be the case in a climate of economic growth. The new challenges are many; the resources to.address them
are becoming scarcer every day. . .

Clearly, there is a need for new formulas for the interaction of the State and civil society, to keep pace with the changes afoot.
More than ever before, this will mean working closely with local government and civil society while drawing maximum advantage from
the free play of market forces. The deepening of the democratic process by developing and drawing on the strength of the social capital
in our countries is imperative if the region is to take full advantage of the demographic window of opportunity to make significant inroads
against poverty, inequality, discrimination, and other endemic social ills in the first decades of the new millennium.

Here again, as in the outlook for our economic progress, I see every reason to be optimistic about the future of our region.
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MR. MICHEL CAMDESSUS, MANAGING DIRECTOR OF THE INTERNATIONAL MONETARY FUND, AT THE
-INAUGURAL SESSION C

At the outset, I would like first of all to thank Enrique Iglesias for the honor he has done me of inviting me to address this forum following
his remarks this morning. Knowing him well, I wondered for a moment what reasons he might have Had for inviting me. Did he want
to put me to the test as one who seeks to be a prophet in his own country?... I think what he really wanted was to let you experience
firsthand the closeness and warmth of the relations between our two institutions; although this is a constant, it is never more true than
in difficult times such as these. But every honor has its obligations, and mine this morning is to use the working language of the IDB.
1 beg the French-speakers among you to forgive me, and also those of you who are Spanish-speaking, as my Spanish may grate on your
ear: S.l -

It goes without saying that I concur wholeheartedly with the visionary and perspicacious analysis provided by President
Iglesias. Allow me merely to add to his comments the experience of the IMF—an institution you have asked to take the lead in combating
the crisis—and then, based on that experience, to try to respond in part to some of the questions that President Iglesias has so opportunely
brought to your attention.

It is true that these last few years have taught us much about the meaning of globalization and the opportunities and risks that
it entails. Your countries’ experience in this area points up three important aspects:

First, your countries seized the opportunities that came their, way, and, beginning in the early 1990s, attracted sizable capital
flows that played a key role in the highly desirable acceleration of their growth;

Second, owing chiefly to their sustained efforts to overcome the debt crisis and to base their growth on macroeconomic
stability, public deficit reduction, and structural reforms, your countries fortified themselves in such a way that they were able,
collectively, to withstand the shocks delivered by the crisis and to do so in a most impressive manner—even though, of course, the effects
of the crisis began to be felt in 1998 and will continue with greater severity in 1999. But I would like to highlight one aspect of their
success in particular: the extraordinary resilience demonstrated by the region, which is due in large measure to the prompt, responsible
reaction of policymakers in confronting the situation head-on, as well as their efforts, over the last 10 years, to implement broad reforms
that have provided the region with sound financial systems and a framework of more flexible policies. It is encouraging that investors
now seem to be starting to discriminate more clearly among countries, based on their individual economic strengths and the consistent
focus of their economic policy;

Third, the hardest-hit countries—Mexico in 1994-95 and now Brazil—have demonstrated their ability to respond with bold
programs capable of attracting vital international support and to create new bases for stronger and more sustainable growth. This is what
Mexico accomplished, and we all applauded its success, and this is what we now expect of Brazil, because we all know how strong the
current program is, because we are all aware of the authorities’ determination to implement the program resolutely and without delay,
and because we are convinced that all its partners in the highly promising task of developing this great country—be they banks, private
creditors, or friendly governments—will continue their support and will appreciate the special importance of bolstering Brazil’s valiant
efforts in these difficult times. Confident of the supplementary funds that will be forthcoming from all its partners, in addition to our
own contribution of $18 billion, I have decided to submit the program for the approval of the Fund’s Executive Board at the end of this
month or in early April. The success of this program will be Brazil’s, but it will also benefit Mercosur and its member countries.

‘What more, then, can your countries do now, when we know that 1999 will be extraordinarily difficult for all—when you are
faced with repairing the damage of horrific natural disasters and adjusting to the slowing of world economic growth, falling export prices,
exchange pressures, reduced external financing, and increasing interest rates and spreads? What can be done when, as a result of all
this, the prospects for near-term growth have evaporated and a drop in per capita output is expected this year, with a consequent rise in
poverty?

First, for individual countries, it is true that there is no quick fix and no substimute for the kind of prudent, consistent
management that inspires market confidence. But what does such management consist of?

. The relentless defense of macroeconomic stability, with all its implications for fiscal policy, and a necessarily flexible
approach to monetary policy.

. The deepening of structural reforms, as there is still considerable scope for pursuing privatization, increased flexibility in
labor markets, and further advances in the area of banking legislation and supervision.

. And, lastly, pursuing the second generation reforms that your countries pioneered, with IDB and World Bank support, long
before they became generalized in the international debate on the new financial architecture. It is now clear to everyone that
investor confidence can be won only through good governance, transparency, and stronger market institutions.

But, as we all know, this globalized world of ours requires an additional dimension. At this point, I feel compelled to respond
to President Iglesias’s fourth question: “In these circumstances, do regional integration efforts have a future?” My answer is categorical:

! The first paragraph of the address was delivered in French.
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yes, now more than ever. However, I am not going to discuss theory with you today. Instead, since we are the guests of one of the 11
countries currently in the process of creating a new currency, the Euro, which immediately established itself as the world’s second reserve
asset, with an impressive stabilizing and defensive effect on the economies adopung it, I would like to encourage you to take a few
moments to think about this experience. .

Above all, I want to stress that what we admire here today is not the result of an ingenious strategy to achieve monetary
integration among economies with very similar characteristics. On the contrary, it is essentially the result of a persistent effort to achieve
macroeconomic convergence, which, since the early 1980s, in a context of initially very different situations and perspectives, steadily
created the conditions necessary for the adoption of a common currency. This economic integration effort is now culminating with the
creation of the single currency. Of particular relevance, however, is the benefit that each of these economies has drawn, over this long
interval, from these convergence efforts: that of being able to join forces to gradually root out problems created by inflationary
imbalances and protectionist demands. This same route is open to all of your countries as well, to ensure the success of national efforts
and reforms. Regardiess of the final monetary option chosen, the convergence and regional integration of your economies is essential
to the strengthening of your countries and their ability to adapt to the new international financial environment—regardless, I repeat, of
the final monetary mtegranon option chosen. The fruits of these convergence efforts—the difficulties of which I fully recognize—could
be invaluable:

. They would provide further evidence of the region’s determination to meet the challenges of a globalized economy and to
continue managing their economies in a coherent and stable manner;

. . Through an exchange of information and opinions, policymakers would be able to better assess the risks facing each country
and formulate more appropriate policies;

. In addition to fostering the éonvergence of national policies, they would help governments consolidate domestic political
support for their policies, warding off protectionist or backtxacking tendencies;

. Lastly, they would offer a means of assessing the impact that policy changes in one country have on its nelghbors thus limiting
the possibility of destabilizing unilateral decisions.

There are several ways of promoting such regionalism, and indeed many forums already exist. I would like to stress its
importance in three areas: macroeconomic policies, finance, and trade. :

I have already said enough about macroeconomics. I need only add that just as the International Monetary Fund makes itself
available to the G-7 and other groups and regions, it is there to assist you in your efforts to facilitate a frank and open regional discussion
of the economic policies being implemented. A convincing first step in this direction was taken last September when finance ministers
and central bank governors from Latin American economies with regular access to financial markets met at Fund headquarters in
Washington to discuss their situation and policy options in the aftermath of the Russian crisis. This experience could be expanded to
periodic meetings, with broader representation and with countries possibly organized into subregions to ensure the active participation
of all. Such meetings would provide fertile ground for the discussion of novel ideas and for gradual policy convergence.

Second, you may wish to consider a coordinated regional approach to financial supervision. If any lesson has emerged from
the crises of the past few years, it is the necessity of decisively strengthening financial systems. The Basle Core Principles for Effective
Banking Supervision represent an important step toward defining standards that are applicable throughout the world. I urge Latin America
and the Caribbean to put these principles into practice as quickly as possible. But could you not go one step further? To give a strong
boost to confidence in the region, why not consider complementary regulatory measures better attuned to the specific circumstances of
the region? Let me give you one example: The Basle Core Principles recommend a minimum capital adequacy ratio, duly weighted for
risk. But as the exposure of banks in the region may be greater than among more diversified international banks, a higher ratio may be
needed, and indeed some countries have already come to that decision. Other regulatory issues such as accounting standards and portfolio
valuation, or the proper criteria to assess banks’ internal risk management policies, also could benefit from a regional definition based
on international principles, adjusted to regional circumstances. All these aspects could in turn benefit from closer cooperation between
national supervisors and renewed efforts on the part of the regional association of supervisors, with ongoing support from the IDB and
the IMF.

The third area is trade. Evidence continues to mount of the close links between export performance, the degree of trade
liberalization, and economic development. This is a lesson learned long ago in this region and most countries have remained firmly
committed to open trade regimes. Indeed, progress has continued towards a further reduction in tariffs, including through the launching
of the negotiations for the Free Trade Area of the Americas. However, in times of crisis, the risk of trade tensions increases. Trade
policy can never be—nor should it be—used as a substitute for macroeconomic policy adjustment, and it is essential that we keep trade
liberalization at the forefront of governments’ agendas. I have no doubt that countries in the region will continue to eschew protectionism
and will avail themselves of existing regional mechanisms, such as Mercosur, to preserve and accelerate the liberalization of their
economies. Regional trade liberalization initiatives can offer important benefits, but we must avoid the disorderly proliferation of
overlapping and sometimes conflicting regional trade arrangements. It is therefore essential that we promote dialogue and make certain
that regional initiatives progress in a decisive and nondiscriminatory manner toward the liberalization of trade.

I feel certain that your responses to this very important question will be far more imaginative than my own. Allow me,
however, to answer another ques;idn, which is surely on many people’s minds: what does the IMF plan to do in these difficult times to
help the IDB support its member countries? First, we will, of course, continue doing our utmost to fulfill our traditional role, and, in
particular, to increase our support to the 11 countries which already have or which are negotiating programs with us, representing total
commitments of as much as SDR 21 billion (US$28 billion). What this means now is bringing discussions to a successful conclusion,
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particularly those with Ecuador and. Venezuela, and playing as active a role as possible in assisting the victims of Hurricane Mitch, to
mention only a few programs. But beyond this, our mission is to contribute to the international community’s efforts to find the most
appropriate response to the poorest countries’ severe debt problem and to create a new capability to enable us to grant contingent lines
of credit to countries which, despite prudent macroeconomic management, are vulnerable to the volatility.of financial flows. In this way,
we hope to have a catalytic effect, facilitating the creation of the banking lines of defense that President Iglesias mentioned. Indeed, this
new approach could be one of the first components of the new architecture of the international financial system, which the Interim
Committee will discuss in Washington at the end of next month. The objective of this discussion should be to provide your countries with
the stable, equitable framework necessary for sustainable, high-quality growth.

This is a time of great challenges for Latin America and the Caribbean. But when I reflect on the courage of the people and
governments of this great region—whether it is the efforts of the countries hit by financial turbulence to withstand contagion, the
indomitable spirit,of the people of Central America as they rebuild from the destruction of Hurricane Mitch, or the tenacity of the island
nations of the Caribbean in the face of a difficult external situation—I am convinced that the region will progress to even greater heights
and will be strengthened by this crisis. And rest assured that we at the IMF will do all we can, in close cooperation with the IDB, to
make that come to pass.
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MR. CESAR GAVIRIA, SECRETARY GENERAL OF THE ORGANIZATION OF AMERICAN STATES, AT THE
INAUGURAL SESSION

The IDB’s invitation to this forum every year gives us the opporeunity for free arid open reflection, which is always welcomed in the
ecumenical atmosphere that characterizes the work of Enrique Iglesias. During our deliberations today, 1 would like to change the focus.
Rather than merely enumerate the mix of policies and remedies appropriate to today’s circumstances, I propose to think out loud on some
of the questions cropping up here and there, which no one seems to feel obliged to answer—or to answer as conclusively as
usual—because we have lost much of our certainty. Every day seems to bring more of these new questions, adding to the previous day’s,
which we have not even begun to answer. .

The question before us today is: what has caused the great volatility in capital flows that seems to be the most undesirable
characteristic of globalization thus far? Is the contagion effect an unstoppable phenomenon that will overwhelm the markets without
restraint or compassion? What do we really think of Professor Krugman’s suggestions about returning to exchange controls? Can we
£0 back to a system where emerging economies have someone across the table with whom to discuss debt rescheduling? Can we move
towards a more secure international financial system" Weren't all the reform proposals thwarted when the fixed exchange rate system
was eliminated? Or when the so-called debt crisis erupted? Are we capable of maintaining national sovereignty, a better regulated and
supervised international system, and a global capital system simuitaneously? Are an international bankruptcy court, or a global bank,
or a global regulatory agency in our future?

The doubts, concerns, fears, and proposals that abound are compounded by 2 process of mutual recriminations. The message
from the markets is that information and transparency are inadequate and the adjustment process too slow. It is as if an increasingly pent-
up sense of impatience were suddenly vented. At the same time, governments are being accused from all sides of sacrificing growth
unnecessarily, raising interest rates excessively, destroying the social safety net for our poor and disadvantaged, and protecting bankers
at the expense of society’s weakest members.

In the panic of the moment, our markets systematically overreact without distinction between good policies and bad ones,
temporary adjustments and structural ones, sound companies and unsound ones.

Strong voices in the media and among important public figures are taking the IMF, the World Bank, and all multilaterat
economic institutions to task and urging them to discuss their policies openly and publicly. Other voices, like the Wall Street Journal
or George Shultz now call for the elimination of such institutions. And this time, the harshest opinions come not from some maladjusted
leftist intellectuals or third world leaders but from distinguished economists, giving the impression that all economic and financial
orthodoxy has suddenly disappeared. In reaching such conclusions, good arguments are likely mixed with foolish ones.

But Professors Sachs and Krugman—and the Wall Street Journal itself—are clearly the cream of the academic establishment,
and their diverging opinions can no-longer be silenced by authoritative pronouncements. I personally do not share their views but they
have made us stop and think, made us doubt; their statements require judicious responses and can only be validated or refuted as events
unfold, as is the Malaysian experience, for example.

. Itis also disconcerting that the economic policies of certain powers are, in the main, being criticized not by remnants of the
Marxist left but by the economic authorities of their'main trading partner, as in the case of Japan.

Moreover, uncertainties doubtless extend beyond mere economic concerns:

. Are there features of the new model—which some like to call neoliberal—that are intrinsically unfair, that do not eliminate
poverty or that actually work against the poor?

. Will the model always and inevitably be déemed to worsen income distribution?
. Do the technocrats really care about social policy or education or health?
. Will the merger process now fashionable reawaken the threat of monopoly long dormant during the upsurge in domestic and

international competition?

Or, turning to other topics, what is happening with crime in Latin America and the Caribbean, where average homicide rates
have doubled over the last decade, seeming to nullify efforts towards justice system reform and investments in domestic security?

Every day we seem to be farther from, not closer to an educational system that can help us face the problems of our
disadvantaged while preparing us for the challenges of globalization.

Accusations of corruption have also multiplied. Is this because there is now greater freedom to air them? Or has globahzauon
brought corruption in its wake? Orisita product of greater democracy and civil liberties? t

And what can we say about the dangers to our culture, which seems to evaporate before the onrush of globalization—a concern
no doubt to those who have come to talk about culture and development.

And how can we communicate all these doubts in a simple question? How can we move beyond our perplexity at such a
panorama—beyond the fear of change, the desire to retreat into our own concerns or into a nostalgic vision of the past? The problem
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is that these episodes are not only disconcerting for our citizens, or for fabor or industry—they are disconcerting for the very political
and economic leaders who must make decisions in our countries every day. Nor does academia seem to have the answers. In our current
situation, all we seem to encounter in that quarter is more questions.

The time has therefore come to set fear aside and begin, today in this very forum, to search for more orderly, more collective,
and more meaningful answers, to help renew our faith in the path we have chosen towards modernization and reform. That is the only
way to seize the opportunities inherent in globalization, while avoiding its harmful side effects.

The elitist, closed, and dverly economic approach of “the Washington Consensus” must give way to such an effort. The old
model has proven too authoritarian, too jealously guarded, and too-dogmatic—a matter of faith not easily questioned in public debate.
Its relevance, moreover, has been completely overtaken by the events of recent years, and only a few fragments of it can be preserved.

The wisdom and remedies of that old model must now be replaced by a broader, more political approach, based on a wider
social consensus, participation by many more interest groups and sectors and a better understanding of the modern media, technology,
civil society, and our increasing economic, political, and social interdependence.” For example, determining how to support a country
having problems is no longer a matter reserved for economists or investment “gurus.” Judgments based on solid technical knowledge
are of course important, but so are public opinion, surveys, and political positioning, as we saw during the 1995 Mexican crisis.

We need better international regulations—more of the IMF rather than less—with a stronger mandate, better qualified staff,
greater transparency and accessibility, far more resources, and policies formed through open debate. Some of the Fund’s old
“prescriptions,” as they are affectionately called by economists, remain valid. There is a certain measure of bad faith in maligning the
Fund’s programs while ignoring the fact that better programs will most probably require more, not fewer, resources. But it is also true
that the Fund’s role in protecting international investors and banks needs some careful reconsideration. The excessive secrecy, for
instance, is no longer acceptable. The problems in Asia are also being reinterpreted as a failure to anticipate the chain reaction in world
markets. And it has become clear that capital mobility is incompatible with weak financial systems. :

During periods of retrenchment, when mrkem become more conservative and less liquid, conditions demanded by investors
surpass the orthodoxy of the Fund and the Bank themselves, which makes it more difficult for our leaders.to reach judicious policy
decisions and for the Fund and Bank to explain or justify disproportionate market reactions.

A more efficient State, with greater rcgulaiory power, better justice and education systems, and a better social safety net, is
increasingly in demand. In the 1980s, the new agenda was greater trust in market mechanisms; we must now turn our attention to the
new responsibilities of the State.

To make privatization such a major component of the policy discussion is to be caught in an outdated and simply ideological
debate, for its opponents as well as its supporters. It is time to shift our focus from those themes to more important institutional issues:
the State and its role in economic development. This is not exactly a new topic, but one that has taken on new relevance.

But to turn now from these digressions and come back to the Washington Consensus, the new responses, the new agenda must
transcend our perspective as bankers and embrace a much broader range of interests, where political parties and leaders play a central
role, and—for all their limitations and flaws—are the first to contend with the surprises sprung by markets or governments. They are
perhaps the only ones able to convey messages far more complex today than in the past.

The other thing we can be certain of is that no one is going to perform the task for us of answering the complex questions we
face today. No one possesses the wisdom that certain institutions and individuals had in the past. Today, our efforts must be much more
collective, much more comprehensive. We will no doubt make mistakes and learn the hard way, just as we have unequivocaily done
during these recent years of financial turmoil. To everyone’s (and our own) surprise, it has been more difficult to find a good set of
policies than it has to rally vigorous political support behind the policies we have tried on many occasions.

My thanks again to Enrique Iglesias and to the IDB for providing a forum for these comments. We hope that the OAS will

be able to contribute to the discussion on the new agenda and to the search for a new consensus. I believe the organization is particularly
well placed to do so during this time of integration and collective action.
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MR. JOSE ANTONIO OCAMPO, EXECUTIVE SECRETARY OF THE ECONOMIC COMMISSION FOR LATIN AMERICA
AND THE CARIBBEAN, AT THE INAUGURAL SESSION

A year ago, when the Board of Governors of IDB met in Cartagena, the international financial crisis that had broken out in Asia was
beginning to make itself felt in Latin America and the Caribbean. World financial markets were starting to rebound at that time, however,
and this buoyed our hopes that the .impact of the crisis on our region would be fairly mild. These hopes were not borne out. The even
greater disturbances experienced in the international capital market in the wake of the Russian moratorium of August 1998 have been
compounded by the uncertainty that has arisen as a result of the industrialized countries' delay in finding effective means of coping with
the crisis and the sharp downturn in raw material prices on the international market. This has triggered an economic slowdown and has
propelled a number of the medium-sized and large countries in our region into outright recession.

In seeking to deal with this difficult situation, during the past year and a half the region's economic authorities have displayed -
a degree of determination to implement adjustment measures of a magnitude perhaps never before seen in the region's history. We are
therefore convinced that, given a favorable international economic environment, our region will soon extricate itself from its present
difficulties. There is no question as to the fact that the scope of the disturbances experienced by the region is a reflection of serious flaws
in the international financial order and particularly of the marked asymmetry existing between an increasingly sophisticated, yet unstable,
international financial system and the institutions that regulate it. In short, the world lacks the types of institutions that financial
globalization requires.

There is a growing awareness of this fact at the international level, where the discussion of these issues has given rise to a
consensus on a number of issues. These areas of agreement are reflected in the statements issued by the Group of Seven, the Heads of
State and Government of our region, the International Monetary Fund and other international organizations, including a document recently
drafted by the economic and social agencies of the United Nations in whose preparation ECLAC played an important role. There is
consensus as to the need for the industrialized countries to maintain expansionary policies so long as the present financial uncertainty
persists and for contingency financing to be made available to buttress troubled economies before --rather than after-- their international
reserves reach critically low levels. There is also a basic agreement about the wisdom of improving the flow of information, developing
international codes of conduct in various areas and upgrading prudential regulation and supervision at the global level; there are stll,
nonetheless, many differences of opinion as to which institutions should be entrusted with this responsibility at the international level.
A consensus also exists as to the need for more effective oversight of all countries’ macroeconomic policies, especially during the bouts
of financial euphoria that engender such crises, and for a means of ensuring that the industrialized countries’ macroeconomic policies
will be consistent with the objective of stable, non-inflationary growth for the world economy.

Just as importantly, today it is widely recognized that programs aimed at liberalizing the capital account must be properly
sequenced and must be implemented cautiously, especially in relation to short-term flows. There is also an awareness that strong
prudential regulation and oversight mechanisms at the national level are a prerequisite for any such process and that, whatever the nature
of the international rules that are instituted in this sphere, they must include safeguards for coping with difficult circumstances. The
international community has also recognized the need to establish orderly debt workout mechanisms to deal with critical external debt
problems and to ensure an equitable distribution of the burden of adjustments. And there is also a broad consensus as to the need to
strengthen our social safety nets to protect the vulnerable groups in society from the harmful effects of adjustment processes. I must also
note, however, that this last tenet has thus far adYanced primarily in terms of rhetoric rather than in actual practice.

Alongside these important areas of consensus, however, there are many differences of opinion, some of which are of vital
concern to the developing countries. I would like to refer briefly to five of them here. The first and foremost of these issues is the
financing of contingency mechanisms. The periodic contributions made by industrialized nations to IMF or for specific contingency loans
have proven to be a highly unreliable funding mechanism. Under these circumstances, it is clear that we need to design much more
reliable instruments to respond rapidly to the demand for additional liquidity in times of crisis. The active use of special drawing rights
for this purpose would surely be the best way of doing so. In fact, and this is my second point, the active use of special drawing rights
in international finance is of the utmost importance to developing countries. The current state of affairs should therefore serve to restore
this instrument to the central role that it should play in the international financial order.

The third issue is the most controversial of all. Outside of an influential circle, the consensus view is that the conditionality
of the International Monetary Fund has been carried beyond what can be perhaps considered reasonable bounds. It has, in particular,
been extended to include questions relating to economic and social development institutions and strategies, which fall within the purview
of other international organizations and of legitimate national authorities, and should be founded upon broad-based social pacts. Thus,
the current discussion should also help us to arrive at a2 new agreement as to the limits of that conditionality, which will, in turn, endow
it with the required legitimacy. The fourth point I would like to make here is that, so long as we lack an adequate order and, most
importantly, clear-cut rules regarding access to appropriate amounts of contingency financing, the developing countries should, in our
view, maintain their autonomy in the management of their capital accounts.

Finally, the present situation provides an invaluable opportunity for re-thinking the role of regional and subregional financial
institutions. We are convinced that an international financial order that is based on a network of regional and subregional reserve funds
and development banks, rather than on a few international organizations, will contribute not only to the stability of the world economy
but also to more equitable conditions at the global level. Latin America and the Caribbean should therefore work to strengthen existing
regional and subregional financial agencies and to compiement them with new mechanism of cooperation in this area.
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Distinguished Members of the Board of Executive Directors, Members of the Board of Governors and Chairmen:

The crisis has given us the chance to re-think the entire world financial order and to use that collective analysis as a basis for
more effective and more balanced forms of international cooperation. In addition to offering our ongoing collaboration in this task, I
would like to emphasize the fact that the Inter-American Development Bank and the eminent Latin American who presides over it,
Enrique Iglesias, are also natural leaders of such an effort. I would also like to underscore to the leadership role that France has played
throughout the past year on this front, which makes this great nation, held in such high esteem by the Latin American and Caribbean
region, a strategic partner in the reforms that the developing world is entitled to demand to ensure a more appropriate international
financial order. ‘
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MR. JACQUES CHIRAC, PRESIDENT OF:FRANCE, AT THE INAUGURAL SESSION

France is pleased to welcome this meeting of the Inter-American Development Bank. We can measure the prestige of this institution by
the distinguished figures who have honoured us with their presence. Today the Bank plays a prominent role in the life of the international
community, as it celebrates its 40 years of existence—40 successful years in the service of development in Latin America and the
Caribbean. S LT i :

The countries of Latin America strove ardently to create this institution. And we Europeans believed in it from the outset and
have joined its major shareholders.

Since 1959, the Inter-American Development Bank has established itself on the international economic and financial scene.
It has responded to your demands and provided you with the necessary funding. It has understood that development must benefit people.
It has given full weight to the social dimension of growth. And it has worked to strengthen public institutions. Today, it knows that the
great challenge for the future is to give people access to education.

Throughout all these years, the Inter-American Development Bank has kept its innovative spirit and exacting standards intact,
as well as its capacity to respond immediately as the situation requires.

Yes, the.development of Latin America and the Céribbean, the spectacular emergence of so many of your countries, and the
consolidation of their success, owes much to the Inter-American Development Bank. And to its President, Mr. Enrique Iglesias, to whom
I wish to express our esteem and our gratitude, and I know I speak for you all.

Enrique, my friend, we know each other well. I know how much energy and conviction you bring to the service of what is
for you not so much a mission as a humanistic ideal. With you at the helm, the Bank is in good hands.

Téday, your institution and the countries it supports are experiencing the backlash of the grave financial crisis, the first real
crisis of globalization, which originated in Asia two years ago.

I am only too well aware of the painful consequences this is having on certain of your countries and your peoples. But I am
confident. I know that your economies are now built on solid foundations, thanks to the reforms accomplished.

-In my visits to Latin America, I have seen for myself the renewal and the rich fabric of your democracies, the vitality of
economies restored to health, and the quality of your programmes to roll back poverty. You have successfully broken with the forces
of conservatism and modernized your societies. -

Today, your economies have the capacity to weather “heavy storms”. They are led by men of conviction and strong will.
I know the resolution of my friend President Fernando Enrique Cardoso and I am confident in Brazil’s economic programme. I know
the tenacity and courage of my friend President Carlos Menem, as well as yours—my dear friends Eduardo Frei and Julio Maria
Sanguinetti—and of your leaders in other countries.

Crises put solidarity to the test. Over many years now, Latin America and the Caribbean have made remarkable efforts to
strengthen their regional integration. That is the way of the future. The only way. The current difficulties must not be allowed to throw
you off course. That is the lesson we in Europe have learned from crises past.

But the entire international community needs to be mobilized. We must act together so that the necessary reforms in the
international financial system can be implemented in 1999. This is not about calling globalization into question. Having built your
development on open world markets, you know that the solution will not come from withdrawing into yourselves, from a return to
protectionism, for we would all suffer from that. We will never be rid of crises, but we can prevent them or limit their effects. To that
end, the international financial system needs to be made more stable.

France has already formulated a certain number of proposals on that score. I won’t dwell on them here. Nevertheless, I
would like to recall the responsibilities of the private sector. One cannot expect public institutions to do everything. States, and the major
international institutions, including your own, cannot by themselves bear the entire burden of resolving crises. Private creditors must
also become involved. ’ ‘

But I also want to say that we will not be able to reform the international monetary system and make it more stable without
the consent of all. That is why France has proposed a summit in Paris, if possible this autumn, to be attended notably by the heads of
State and Government of the IMF Interim Committee’s member countries, so that together they can solemnly adopt the reforms our -
system needs. L '

As key players in the world economy and directly concerned by these questions, Latin America and the Caribbean should be
present too. That is the whole point of this initiative. We need your advice and your experience.

But the answer to the present difficulties must also contain a social dimension. These crises are gravely impacting the living
conditions of millions of men and women, and they could even jeopardise the very future of democracy.

We must fight poverty to ensure that globalization leaves nobody by the wayside. And we must ensure effective solidarity
among nations.
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France is the G7’s largest aid donor in prbporu'on to its naﬁonal wealth, and the second-largest in the world in absolute terms,
behind Japan. It accounts for 20% of all aid provided by the European Union, which in turn is the largest official aid donor in Latin
America. It relentlessly pleads in every forum for an increase in development aid, particularly for the poorest countries.

Hurricane Mitch was met by a tremendous upsurge of solidarity. I visited the area a few days after the hurricane, seeing for
myself the immense human devastation in the four countries affected. The situation called for an exceptional response. The international
‘ community responded to your appeal, Mr. President, and marshaled powerful support. In addition to its immediate financial aid, France
cancelled the totality of its official aid debt clalms on the devastated counmes Since then, Paris Club creditors have granted generous
treatment for the next three years. 2

Beyond these emergency situations, I would like to see a definitive solution found at last to the ever-recurring problem of debt.
The G7 summit in Lyons, in 1996, made significant progress, but we'need to go further. That is the thinking behind the proposals put
forward by France for the forthcoming G7 summit in Cologne. They are precise proposals, based on the principles of generosxty, equity,
and responsibility.

Generosity, to begin with. Bilateral debt cancellation should exceed 80% for the poorest countries. Concessionary solutions
must be worked out for the other countries burdened by unsustainable debt. We also need to find a solution to the problem of multilateral
debt for those countries that need it, even if that means selling off a part of the IMF’s gold reserves if necessary.

Next, equity. All creditors must contribute to this exceptionat effort. The burden must not fall exclusively on those countries
that have provided the most substantial financial support to the poorest economies in the past. The burden must be spread among all
countries.in propomon to their wealth.

Finally, responsibility. This gesture must be devoted entirely to dcvelopinent, with as its counterpart sound management and
good governance.

Mr. President, I salute your institution’s commitment to a model of development that respects national identity and the human
soul. That is precisely what is on the agenda of your 40® Annual Meeting. It is also one of the great challenges of the future: how to
reconcile development with authentic culture; to make a success of globalization by giving training and work to all men and women, and
a better quality of life, allowing them to preserve their language, traditions and values.

There is nothing more important than roots, memory, history; these are each human being’s intimate compass bearings, the
building blocks of their deepest being. The danger, at this time of globalization, is uniformity, a single language, a single culture, a one
and only lifestyle imposing itself everywhere. Throughout its history, human beings have been enriched by dialogue between peoples,
by the confluence of differences and the mingling of different sensibilities! The cultural vigour of our two continents should combine
to ensure diversity in tomorrow’s world!

France also encourages, and we have often spoken of this, Mr. President, recognition of indigenous peoples, so that the future
does not signify for them extinction of their ancestral way of life, the death of thousand year-old civilizations, the loss of an inestimable
cultural and human heritage of which our world is in such dire need. That is shy France is giving substantial aid to your Bank’s fund
for indigenous peoples.

All these questions will naturally be at the heart of our great Summit in Rio. For the first time in history, and at France’s
instigation, the heads of, State and Government of Latin America, the Caribbean and the European Union will be coming together next
June. .

They will give new and ambitious impetus to the longstanding and close ties that bind our countries. They will build a great
economic, political and cultural parmership for the 21* century, by bringing together our great regional groupings which are now
emerging as focal points of peace and democracy, stability and progress.

In the economic sphere, the European Union is already South America’s leading trade partner, investor, and aid donor, and
this situation is set to become even more pronounced. We must draw all of the appropnate consequences in terms of the agreements
between our two groupings.

More and more of our banks and businesses are opening up for business in your countries. Cross-shareholdings are
proliferating; hence the importance of bodies to provide support for private investment. With that in mind, I welcome the decision of
the Bank to step up its co-financing with the private sector and the decision of its shareholders to strengthen the capital of the Inter-
American Investment Corporation.

) " The Inter-American Development Bank is an essential link in this integration process. And your presence here in Paris today,
for the 40” anniversary of your institution, is 2 powerful illustration of our common determination to enter the next millennium together.

Mr. President, as you commence your proceedings, I want to reiterate France’s confidence and gratitude for everything you
yourself and all of your staff are doing to develop Latin America and the Caribbean and strengthen the fraternal bonds between our
peoples. .

I wish every success to all Ministérs, Governors and Delegates attending this Annual Meeting.
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Enrique, congratulations on another year of your successful leadership—with the Bank’s prompt and successful response to financial
crises, the IIC back on track and the FSO funds agreement finally resolved. Burke, welcome. We look forward to working with you.

It is good that our Bank is strong because the challenges it must meet are formidable. Inclusive prosperity that works for all,
integration that supports growth and brings our Hemisphere together and strengthening each of our democracies—these were our central
challenges in Guadalajara and they are our central challenges today. But to meet those goals our immediate priority after the events of
the past year must be to maintain our forward momentum. So, rather than stressing these broader themes today, I want to focus on the
narrower financial aspect.

Stable finance will not alone educate our children, protect our environment or build our nations. But these things cannot happen
without stable finance that tames the cycle of financial boom and bust that has been part of this region’s history far too often—for far too
long. Now more than ever, if the gains of the past decade are to be preserved, we must work together to build Latin American confidence
in finance—and build financial confidence in Latin America.

* What will this require? Above all, it will mean planning for the long term. If governments live day by day, so will investors.
The best financial managers hope for the best—but plan for the worst. Finance ministers and multilateral development banks (MDBs)
need to take the same approach. They need policies that will serve them in bad times as well as good. This past year, many in Latin
America have again been learning this lesson the hard way.

The Return of Volatility

A year ago in Cartagena, we all took cautious good cheer from the fact that the first six months of the Asian crisis had mainly passed
‘Latin America by. Looking around the Hemisphere today we can see that our caution was well-grounded:

. We have seen events in Brazil that challenged the region’s largest economy in its vital commitment to low inflation and steady
growth and sent unwelcome tremors through several of the region’s markets.

. " We have seen the return of roller coaster inflows of foreign capital. In 1997 around US$37 billion in net lending flowed into
the eight largest economies in the region and was running at an even faster pace until the Russian crisis last summer. Today,
one prominent private forecaster is predicting a net inflow of a just US$5 billion this year.

. We have seen another dramatic downward spiral in commodity prices. This has inflicted major terms of trade shocks on Chile,
. Venezuela, Mexico, Ecuador and others—costing, in some cases, more than 5% of GDP.

. And we have seen major natural disasters in countries that had already seen more than their share: with hurricanes hitting
Honduras, Nicaragua, El Salvador, Guatemala, the Dominican Republic and Haiti, floods from El Nifio and another tragic
earthquake in Colombia. We in the United States are very aware that a disaster of comparable scale to Hurricane Mitch in
our own country would do more than US$3 trillion worth of damage and cost around 500,000 lives: more than the number
lost in all of our wars this century combined. ’

These major shocks will take their toll on the region for some time to come and no country will be left untouched. But past
policies made some countries more vulnerable to these shocks than others. And the decisions governments take today will shape their
capacity to contain them: ’ .

. In Mexico. Argentina and Chile, a steady commitment to stable macroeconomic policy, strengthened financial markets and
careful planmng have provided some important resilience to contagion and helped contain its effects. Further steps to build
up these economies’ defenses will only help them continue to ride out the storm.

. Brazil can succeed only with resolute pursuit of sound and strong fiscal and monetary policies. But these steps, along with
the removal of past exchange rate pressures and the return of capital as normal conditions are restored, should provide a basis
for the_reestabhishment of confidence and growth in a country that, on some measures, achieved the fastest average rate of
growth in the world in the hundred years before 1980. In this context, the indications of support for sound policies in Brazil
that have been received in recent days from both the private and the public sector have been encouraging.

. Other economis. notably Ecuador, will face perhaps even steeper challenges in the months ahead as they work to achieve
stability. What will be critical will be to resist mis-diagnosis. It would be a mistake if the external element allowed the more
important and fixable domestic roots of the crisis to go unaddressed.

. For the countries where the destruction has been greatest, help cannot come too soon. We can all take pride in the fact that,
among other things, the FSO funds agreement has allowed the IDB to commit major new funds to rebuilding Central America.
Let me recognize and applaud the solidarity shown by borrowers, whose conversion of FSO local currency will make this
commitment a reality. For its part, the United States is willing to increase the pace of encashments of its FSO contribution
to further support these ends.
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Building Financial Confidence

At this time when the global economy is weak and growth is imbalanced, the goal of sustaining financial confidence—and the flow of
capital that confidence can bring—is a goal for Latin America that is a goal that all can share.

However, in this region especially, our goal must not and cannot be to play the same record over. It is not enough for us to
act to revive confidence today; this time we must show we have the means to maintain that confidence tomorrow.

What will this require? I would focus on four core elements:
Prudent Public Management of Risk

The first is adapting countries’ financial policies to the challenge of better developed financial markets than we have ever had globally
before. That means governments guarding against the risks that the speed and dynamism of these markets can create. And it means their
taking better advantage of the opportunities for better spreading and managing those risks that have been created at the same time.

That means more prudent debt management. We now know that countries are courting trouble when they reach for cheap
short-term capital. We saw it in Mexico, with the increasing resort to issuing dollar-denominated Tesobonos in 1994, and we saw it in
Russia in the encouragement of foreign purchases of domestic GKOs. Countries in this region need to think long and hard about the
structure of their liabilities, their exposure to rollover and other risks; and about new structures that share more risk with lenders. And
they need to recall that longer term debt is the simplest and best kind of insurance of all.

At the same time we need to recognize that, while modern financial markets offer less room to err, they equally provide
greater scope to plan and prepare. A modern financial planner looks to the futures markets when looking to reduce the company’s
exposure to price swings. Especially in Latin American countries so exposed to interest rate, foreign exchange and commeodity price
swings, finance ministries should be thinking along the same lines, looking for ways to spread or hedge against the risks to which
government budgets and the economy as a whole are exposed. And nowhere will innovation be more welcome than when it comes to
mechanisms to dampen the effects of feast-to-famine swings in commodity markets. The crude stockpiling or price control approaches
that were tried in the past have long since been discredited. But commodity price-based fiscal stabilization funds, such as Chile’s
CODELCO, mark a different and more promising approach which other commodity-dependent nations should explore.

The IDB and other multilateral development banks can help countries’ efforts in all these areas: first, by providing greater
technical assistance to public officials to help them analyze, understand and respond to the risks in their national balance sheets, and
second, by helping governments overcome domestic reluctance to pay the price of such insurance, by supporting appropriate public debt
management and hedging programs in MDB lending operations. The IDB’s work in Venezuela exemplifies this idea. So does the World
Bank’s recent work to give countries the opportunity to enter into hedges to offset certain types of exposure created by World Bank project
lending. .

Deeper Flows of Capital

Building resilience to crises is partly about better management of public balance sheets. But equally important is the resilience of the
domestic financial market. Notably:

. Countries need to pursue pension and other reforms that promote higher domestic savings and more efficient domestic
investment. While we think of the global capital market when we think about Latin America, the most important capital market
is the one at home. A country with a broader, deeper domestic financial market is less prone to external risks and less
dependent on external funds. In all of our nations, more domestic savings, better channeled, is the best route to faster growth
and greater stability.

. They need to accelerate the pace of creating a domestic financial infrastructure that is more conducive to absorbing the right
kind of capital. That means developing a sound financial infrastructure built on effective supervision and regulation and
appropriate prudential management. And it means transparent accounting and corporate governance and effective domestic
bankruptcy regimes.

Private foreign financial sector participation can and already does support these goals in Latin America. Today fully 50 percent
of the banking sector, 70 percent of private banks, in Argentina are foreign-controlled, compared to 30 percent in 1994. In Mexico more
than one fifth of banking sector assets are foreign-controlled. As these countries are learning, the result is a deeper, more efficient
financial market—and external investors with a greater stake in staying put.

And the international financial institutions have their own critical role to play. Let me applaud the IDB and MIF’s support
for the work of the Committee on Hemispheric Financial Issues created at the Summit of the Americas in Miami in 1994, And let me
urge them to continue with their efforts to disseminate application of the Basle Core Principles for banking supervisors across the region
and help develop key parts of the infrastructure for stronger, more efficient national financial markets.

Appropriate Tools for Crisis Response
Preparing for crisis is also about preparing effective ways to respond to crises. Governments in Latin America—and the international

community as a whole—need to be sure they have modern tools to respond to modern crises, and, critically, more effective tools to
protect people from their effects.

64



The IDB, in line with similar innovations by the IMF and the World Bank, has taken an important step here with the creation
of conditioned, fast-disbursing premium interest rate emergency loans—for Argentina, Colombia and most recendy, Brazil—to help
defend against the runs on confidence that modern capital markets can produce. Lookmg forward, the IDB and other MDBs need to think
+ about further expanding their lending instraments, in two ways.

First, they could further encourage strong policies—before crisis strikes—by providing some backstop for private contingent
facilities that countries develop to protect against contagion, such as those pioneered by Mexico and Argentina. Any MDB participation
in such facilities will need to be appropriately designed and priced, and will need to be approached carefully, and with an eye to the
headroom and reserve requirements that could cause it to crowd out other lending. But the IDB’s support for Argentina’s repurchase
agreements with a consortium of private banks is surely a welcome new departure.

Second, we are convinced that credit enhancements, used strategically, can help to reduce the damage that a sudden loss of
market access can bring. This will be an unpomnt area of innovation for the future. The use of such enhancements should be guided by
a number of principles:

. They should be conditioned on strong policies;
. They should be used to maintain a-well-balanced structure of governmental liabilities;
. They should be for countries trying to regain market access, not just to reduce borrowing costs;

. And, once again, they need to be appropriately designed and priced, so they leverage significant private capital without
compromising the Banks’ balance sheets. .

These are important ideas for preventing and resolving crises involving the private sector. Other ideas are also under discussion
in the international community—and the voluntary agreements entered into by Korea’s private creditors and the different voluntary
agreements that have been reached in Brazil’s case are very welcome.

‘ It will be important as we work through these issues going forward to remember the central irony of financial crises—that while
they are usually caused by there being too much lending, they are prolonged by there being too litde. To be sure, excessive flows of
capital were no doubt an important element in these crises. But excess confidence in emerging markets is not a problem we face today
or likely will face in the very near future. If the risk not so long ago was that investors were undertaking too many bad loans, the risk
today is that they will fail to make enough good ones.

There is another, perhaps even more important aspect to MDBs’ role in responding to crises: minimizing the destructive
impact of crises on the crucial mission of ensuring the development and prosperity of all our people. The best—the primary—reason for
wanting to respond better to crises is to lessen the economic and social distress that crises bring. But then preparing for crises has to
mean preparing every member of our economy to cope with their effects.

Effective social safety nets are morally right because they provide a floor below which no one should be permitted to drop.
And they make sense in narrow economic terms: because they can act as automatic stabilizers for the economy in a downturn; and
because ad)ustmems that are less painful for people are more likely to be made in good time.

The IDB has heeded President Clinton’s call last September for all MDBs to step up their efforts to build effective social safety
nets and promote core labor rights in this Hemisphere, but we can and must do more. As the President said, “if we want countries to
do tough things, we have to protect the most defenseless people in the society and we have to protect people who get hurt when they didn't
do anything wrong.” )

Enduring Exchange Rate Regimes

No government’s search for better ways to prevent crises can overlook the place where so many past crises have begun—in the market
for foreign exchange. To sustain confidence in the future, Latin America, perhaps more than most, will need exchange rate regimes that
can command the trust of domestic citizens and of foreign investors, accommodate regional and global integration, and stand the test of
time.

The merits of fixed versus floating exchange rates are forever debated and surely vary greatly from situation to situation. But
the allure of stability in this region is strong and in that context the subject has recently arisen whether countries should dollarize.

The decision to make another country’s currency one’s own would be hugely consequential for any country that has to be
considered in a careful and extended manner. On the one hand, dollarization offers the attractive promise of enhancing stability in the
dollarizing country by adding to the credibility and discipline of its own economic and financial policies and advancing its integration with
the world economy. On the other hand, the country also must be prepared to embrace that discipline—and accept the potentially significant
. consequences of doing without the independence to adjust the exchange rate or the direction of domestic interest rates.

While there are many issues, possibilities and approaches, it would not be appropriate for United States authorities to adjust
their bank supervisory responsibilities, access to the Federal Reserve discount window, or the procedures or orientation of U.S. monetary
policy in light of another country’s decision to dollarize its monetary system. Any country contemplating dollarization will have to weigh
carefully these considerationsand many others. It will surely be appropriate that its representatives do so in consultation with the United
States authorities so that we can jointly think through the implications for both of our economies.
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The Enduring Agenda

There are those who say that to call on the IDB—and the international financial institutions more generally—to focus on crisis response
is to distract them from their primary development mission. On the contrary, stable capital flows and sound finance are necessary to the
steady economic growth on which the primary development mission of higher living standards and widening opportunities depends.

The platform of stable finance is one upon which so much can be laid—so much that will further the goals for the Americas
that we laid down in our Guadalajara meeting in 1994 and the Santiago and Miami Summits. Even as the storms of crises are overhead
we must not forget those goals—the goals of inclusion, integration, increased prosperity and strengthened democracies. Nor must we
forget the important steps we have already taken toward them.

Looking across our Hemisphere today, I am confident that a quiet dynamic of progress has taken root in the last years of this
century that will not easily be reversed. After twelve months that have seen President Clinton go to Latin America three times, visiting
six countries, no one should doubt the United States’s continued stake in—and commitment to—this region’s success. And we look
forward to celebrating our shared progress and cooperation on home ground next year when we meet in New Orleans. But every
interruption is an interruption our citizens can il afford. If the twenty-first century is to be the century of the Americas, then its final
decade must continue to be the decade of Latin American reform.
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In keeping with tradition, 1 want to start by thanking the people and Government of France for the especially warm reception they have
. extended us, and to congratulate them for the excellent arrangements that have been made for this meeting, the fortieth in the Bank’s
*history. I would also like to take this opportunity to welcome our new Vice President, Ms. Burke Dillon. We all recognize her broad
experience in development issues, and we are sure that her time in ‘the Bank will be most productive. She will have the full support of
my country.

Moving on to the economic topic, the experience of the last few years makes it clear that we are going to have to get used
to living with volatility and instability in intermatiopal markets. It seems a long, long time since we wrapped up the Eighth Replenishment
Agreement, at a time when we were looking forward to the entrenching of the structural reforms that were under way in Latin America,
with increasing emphasis on social issues.

It was within just a few months of that agreement that the first crisis broke out. While it started in one country, it ended up
spreading its contagion to other economies that were solid enough, but that soon found themselves in trouble simply because market
operators had a mistaken impression about them.

The crisis of 1997 spread swiftly from one country of Southeast Asia to another, but it did not really affect Latin America.

Things were very different in August 1998, when the crisis in Russia triggered the indiscriminate shut-down of debt markets
for all emerging countries and provoked a generalized panic that was quite unwarranted in light of objective economic indicators.

Comparing the repercussions on Argentina from the Mexican crisis of 1995 and the Russian turmoil of 1998, we can take some
comfort from the fact that the effect of the latter event bas been much less severe. For example, the spread between peso and dollar
bonds, which is one measure of devaluation expectations, exceeded 1,200 basis points in April 1995, whereas it was only 760 basis points
at the peak in September of 1998. We can draw similar conclusions if we compare the behavior of interbank interest rates, the volume
of bank deposits, or the level of international reserves.

What are the reasons for this stronger performance in 1998? The answer is fairly straightforward, and relies on three basic
pillars: austerity in fiscal policy, a solid financial system, and sound management of our public debt.

Between 1996 and 1998, we reduced our fiscal deficit by more than one third, bringing it down to 1.5 percent of GDP. For
1999 we are forecasting a deficit of less than one percent of GDP.
\

Liquidity in the financial system, as a percentage of total deposits, rose from 12 to 30 percent between 1995 and 1998. At
the same time, we consolidated the commercial banking system and moved to sell off or close down nearly all of the official provincial
banks. The system was strengthened with more efficient institutional mechanisms for bolstering liquidity, such as the stand-by line for
the repurchase facility that was worked out with foreign banks. This line was recently expanded, and now stands at more than US$6.7
billion. Its operation has been strengthened with support from IDB and World Bank loans.

With respect to our external debt, we were able to extend its average maturity from 3 to 13 years between 1994 and 1998,
thanks to a responsible and prudent management strategy. Our resolve to maintain control over our capacity to meet our payment
obligations, even in situations of crisis, led us to extend our advance financing horizon from three to six months. Unless something
unexpected happens, the new government that will take office next December will have the comfort of knowing that its first external debt
payment is not due undl the middle of the year 2000.

Thanks to this policy, we were able to place an issue of US$650.million less than twenty days after Brazil’s decision to float
its currency, with the ensuing uncertainties that event unleashed on world markets. And since that issue we have succeeded with further
ones that have brought to almost US$2.2 billion the amount placed in the first two months of this year.

Our indicators also performed favorably in comparison with other Latin American countries during the latest crisis. Iam
thinking here, among other things, of the spread on Brady bonds, and the impact on domestic interest rates, as well as the pressure on
the exchange rate. In fact, it is our currency board policy, which means in effect that a peso is worth a dollar, that has underpinned this
differential performance, together with the other three pillars I referred to earlier. And to banish any doubt about our commitment to
this exchange system, ‘we are prepared to go further with it, examining the possibility of having Argentina adopt the dollar as its legal
currency in the future. This would eliminate once and for all any lingering lack of confidence on the part of market operators, and would
lead to a substantial reduction in domestic interest rates and a better overall climate for investment.

A more solid and predictable economy in Argentina will be a key factor in consolidating the integration process on which we
are embarked within MERCOSUR. In the last two months, our government has given more than ample proof of its determination to
proceed with building this common market, flatly rejecting pressures to return to the inefficient and protectionist policies of the past that
meant only economic stagnation for our country.

Looking back on the extraordinary circumstances that Latin America has been through in recent years, and the response that
has been forthcoming from the Inter-American Development Bank, I believe firmly, Mr. President, that you can be proud of the institution
you lead. The IDB has shown that it has had the vision, the resolve and the leadership to provide support for Latin America in the
difficult times we have had to face.
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First, let me recall the prompt and effective way it responded to the fallout from the Mexican crisis of 1995, and now, the
bold and sound decision to use its lending capacity to the full and to fund the emergency lending operations that were approved at the
end of last year and early this year.

But the IDB has stood shoulder to shoulder with Latin America not only at times of financial mrmoil, but also through the
emergencies we have suffered from natural disasters. In what must surely be record time for the Bank, the Management quickly
processed a loan that allowed us to bring urgent relief to areas hit by flooding in northeastern Argentina. The Bank showed the same
speed again in responding to the devastation wrought by Hurricane Mitch in Central America, and to the recent earthquake in Colombia.

The year 1998 also produced an agreement on the issue of concessional resources, one that holds out new hope for the poorest
countries of our region. As we said at the time, we do not find that agreement totally satisfactory, because it ends up putting the entire
burden on the borrowing countries. And that burden is much heavier than was expected, in light of Hurricane Mitch and the fast-tracking
of Nicaragua and Honduras into the debt reduction initiative. That is why I want to take advantage of this forum to issue an appeal to
the Bank’s nonborrowing members to do their part in resolving the problem—specifically, by moving up their payments on their FSO-8
contributions.

Yesteérday we took a long-awaited and decisive step in the intensive efforts that have been under way to endow the Inter-
American Investment Corporation with greater resources. We extend our congratulations to you, Mr. President, and to all the member
countries of the Corporation for the flexibility and good will shown during the negotiations. We traveled a long road to reach this
agreement, and I have no doubt that the renewed confidence we have shown in the Corporation will be amply rewarded.

In summary, we have come to the end of an intense and difficult, but productive year. Volatility, repeated crises, natural
disasters—these are circumstances that surely will return-in coming years. But the ability to respond that the IDB has shown in the past
allows us to face the future with optimism, knowing that we will have at our 51de a friendly institution that is solidly equipped to fulfill
the mission for which it was created.

We must continue our efforts to refine the instruments for meeting our objectives. That is why we view with great interest
the work now under way in the Board of Executive Directors to draw up a corporate strategy and a human resources strategy. We also
wish to urge the Bank to keep ahead of events by developing new products that will help our countries rise to the coming challenges.

I am certain that under your leadership, the Bank will continue to play a decxswe role in the economic and social development
of Latin America. .
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MR. MANUEL ENRIQUE HINDS CABRERA, GOVERNOR FOR EL SALVADOR, ON BEHALF OF THE CENTRAL
AMERICAN COUNTRIES, AT THE SECOND PLENARY SESSION

I would like to thank the French authorities for the hospitality they have extended to us at this annual meeting of the Inter-American
Development Bank and Inter-American Investment Corporation.

The peoples and governments of Central America would like to express their gratitude to the IDB Group for the decisive
support it has provided to the region through financial operations and various types of assistance for economic and social development
and progress. This very positive approach was apparent in the aftermath of Hurricane Mitch. The Bank was among the first to
acknowledge the devastation that had occurred, and it promptly approved various emergency operations and organized a Consultative
Group made up of members of the international community. Following an emergency meeting in December 1998, the group is now
preparing what is expected to be a highly productive second meeting in Stockholm at the end of May.

For some time, we have witnessed the superb efforts of the IDB Group in Latin America and the Caribbean and its capacity
to generate and put into practice new ideas and to address key problems that societies in the region are attempting to solve. We therefore
count on the IDB Group’s active involvement in helping to resolve the major social and economic problems affecting our nations. Today,
we would like to touch upon some of the issues that are of paramount importance to the countries in the region. Some of these issues are
of concern to all the countries, whereas others are of interest only to the Central American nations.

Issues of Common Interest to the Region
Local Currency Conversion Program

The countries of Central America request that the arrangement approved for Honduras and Nicaragua—whereby local-currency
conversion may be left to the last years of the period—be extended to the other countries adversely affected by Hurricane Mitch (i.e.,
Guatemata, Costa Rica, and El Salvador). This will help them through this critical period by rehevmg the pressures that the hurricane
has caused for their export sectors.

Access to Resources

The countries of Central America welcome the initiatives taken by the IDB Group to address the current global financial turmoil by means
of fast-disbursing ordinary-capital loans and emergency loans. However, they view with concern the constraints that seem to exist within
the Bank with respect to the granting of ordinary-capital loans, thus placing at risk the viability of investment projects and reforms in small
countries such as those in Central America. Ordinary-capital resources, including fast-disbursing funds, are essential for the region,
especially in the disastrous wake of Hurricane Mitch. Central America has not escaped the effects of the international financial crises,
although for the time being emergency funding has not been needed. We are concerned that some operations, such as the programs to
protect our banking systems, will be subjected to the heavy costs of the emergency programs. Such a situation creates problems of equity
in the distribution of Bank funds. The solution to this problem would be to “pre-allocate” available amounts so that access to ordinary-
capital resources for non-emergency programs would be open mainly to small countries which are not now seeking substantial amounts
of emergency resources.

Nonreimbursable Technical Cooperation Funding

When the decisions concerning the FSO were taken in December 1998, it was assumed on the basis of the information presented by the
Management of the Bank that such decisions would not eliminate the funding available for nonreimbursable technical-cooperation funding
in local currency and convertible currency. As this funding is extremely important for the countries of Central America, we urge
Management to abide by the assumptions made in December so that we can have access to these resources in the years ahead.

Private Sector Operations

The countries of Central America would like to see a streamlining of IDB Group operations with the private sector under the Bank’s
private-sector window as well as with the Corporation and the MIF. The number of projects generated in the region would increase
considerably if more expeditious mechanisms could be found for managing operauons

With respect to the Inter-American Investment Corporation, the Central Amencan countries are in favor of a capital increase
as well as the admission of new members. At the same time, they would like to see a strategy for all the countries affected by Hurricane
Mitch—Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua; this strategy should incorporate the “Blueprint 2000: A ten-year
plan for the Inter-American Investment Corporation,” a document that was discussed by the Board prior to the recent natural disaster,
considered by some to be the worst one to strike the region in the last hundred years.

MIF and the Environment

. The countries of Central America urge Management to promote the use of the MIF to assist the private sector in adjusting to the new
regulations that are emerging as a result of environmental protection programs.
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1 would now like to examine some specific issues of interest to individual countries.
Issues of Concern to the Countries of Central America
Costa Rica

The issue of migratory flows and their immense social impact on the economies of countries that are opening up their borders to those
seeking, on economic grounds, a place to live is considered by Costa Rica to be one of the most serious problems affecting the region.
The high cost that will be incurred to provide education, health care, housing, jobs, and social security for hundreds of thousands of
immigrants is an issue that warrants careful study by the Bank.

The solution to the region’s economic and social problems hinges on finding a solution to the problem of migration in Central
America. Accordingly, we urge the Bank to look into this matter and to include it as an essential component ingredient in any analysis
of the regional situation.

Costa Rica also feels that the Bank may be the appropriate forum for finding a definitive solution to the serious problem of
intra regional debt. The economic well-being of the region is largely dependent on finding a lasting solution to this debt burden for both
the debtor countries and their creditors.

We acknowlédge with thanks Mr. Iglesias’s offer to help seek a comprehensive solution to the problem and we call on him
to continue his efforts along this path.

El Salvador

The Republic of El Salvador expresses its thanks to the Bank for the support received by the Central American countries, and particularly
to President Iglesias for his efforts to win increased access for these countries to the markets of industrial nations. It requests that such
support be maintained and strengthened in the future, and that trade continue to be one of the region’s most important development issues.
Also, it is grateful to the Bank for the focus placed on regional and integration projects and hopes this focus will continue. El Salvador
is particularly interested in promoting a project to create a Superintendency of Central American Financial Institutions.

El Salvador hopes that the Management of the Bank will persevere in its efforts to design arrangements to solve the problem
of intra-regional debt, especially debt with the Central American Bank for Economic Integration.

Guatemala

The Republic of Guatemala would like to express its gratitude for the support it has received from the Bank in implementing the peace
accords, particularly the Bank’s coordination of the efforts of the international cornmunity and its help in rehabilitation and reconstruction
work to repair the damage caused by Hurricane Mitch. This has meant redoubling efforts to safeguard the peace accords. In this context,
the Stockholm Consultative Group is viewed with optimism, not only in terms of the support that may be obtained to supplement domestic
efforts but also because it offers Central America an opportunity to present the regional dimension of the process of reconstruction and
transformation. Lasty, Guatemala would also like to thank the Bank for helping to find comprehensive solutions to the issue of intra-
regional debt.

Honduras .

With the approval of a solution to the problem of concessional resources at this critical juncture, Honduras is assured of having a flow
of fresh of funds f\or operations over the next ten years. Just as the countries showed great solidarity and ingenuity in approving this
solution, the implementing mechanism will also need to be timely and flexible. Although Honduras, thanks to the support of the Bank
and its member countries, is.making every effort to weather this emergency phase of national reconstruction and transformation,
concessional resources need to be made available as soon as possible. We therefore urge the Board to reach a decision on the local
currency conversion arrangements as agreed at the meeting of the Committee of the Board of Governors in December 1998.

The availability of confessional resources will help the public sector and civil society to take appropriate action in keeping with
the functioning of a modern state. However, the devastation caused by Hurricane Mitch was so extensive that the ability of the productive
sectors to produce goods and services and to sustain and create new opportunities for productive employment has been severely eroded.
The national effort to mobilize scarce domestic savings must receive support form the Bank’s various windows for the private sector.

Nicaragua

To begin, the people and the Government of Nicaragua would like to publicly express their thanks to the countries of Latin America for
the solidarity shown in reaching a consensus on the availability of resources under the Fund for Special Operations. We are well aware
of the sacrifice that this represents. This once again shows the support of the borrowing members for the less developed countries.
Nicaragua would also like to express. its appreciation for the support being given by the nonborrowing countries so that the poorest
countries in the region can move forward with the process of economic and social development. Nicaragua is grateful to the countries
in the international community that opened their hearts and supported Nicaragua in the difficult times during the emergency that ensued
after the hurricane, and particularly to the host of this annual meeting. Nicaragua also wishes to acknowledge the efforts made by the
Bank, which responded promptly by sending missions to the country, approving operations to assist with immediate relief efforts, and
organizing the Consultative Group for Reconstruction and Transformation in Central America.
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Nicaragua urges the Board of Executive Directors of the Bank to implement the agreements reached on December 9, 1998,
by the Committee of the Board of Governors and that it do so as soon as possible, since there is much uncertainty as to the amount of
funding available for'the present year. Nicaragua is concerned because it does not yet have sufficient funds to finance reconstruction six
months after Hurricane Mitch, although the countries agreed to make funding available in local currency.

Nicaragua also calls on the Bank to establish and implement more rapidly a program of sufficient FSO funding for technical-
cooperation projects which are essential for supporting economic development and progress in the region’s poorest countries.

Lastly, Nicaragua reiterates the importance of its economic and social program being supported through more flexible
mobilization of resources from the Inter-American Investment Corporation, the private-sector window, and the MIF, with a view to
promoting sustainable job creation by the private sector.

To conclude, the Central American countries are very pleased with the support that the Bank has shown through its
development efforts, and they hope that such support will continue on an equitable basis for the other member countries.
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MR. SADAKAZU TANIGAKI, GOVERNOR FOR JAPAN, AT THE SECOND PLENARY SESSION

Introduction

It is a great pleasure for me to address the 40th Annual Meeting of the Inter-American Development Bank and the 14th Annual Meeting
of the Inter-American Investment Corporation. On behalf of the Government of Japan, I would like to express our gratitude to our hosts,
the Government of France and the people of Paris, for their generous hospitality.

I would also like to take this opportunity to congratulate President Iglesias for his outstanding leadership, and the Executive
Directors and staff of the Bank and the Corporation, for the enormous efforts they have been making toward Latin American and
Caribbean economic development.

Before going any further, please allow me to reflect for a moment on the souls of those who died in the series of unexpected
natural disasters caused by El Nifio, Hurricane Mitch, and the earthquake in Colombia. My deepest compassion goes to all those who
suffered. ’

\

Response to the Crisis in Brazil

For two years beginning in 1996, the Latin American and Caribbean economies were on the steady track of economic growth. Last year,
however, momentum for growth, I believe, has waned considerably due to a number of reasons—sluggish commodity prices, natural
disasters, and the economic crisis in Brazil.

Should the crisis in Brazil continue and become more seﬁous, the impact on the regional economy will be even greater.
Stabilizing the Brazilian economy is thus of paramount importance to the recovery of growth in the Latin American and Caribbean
economies. .

The crises in Asia are characterized by enormous foreign capital inflows through the weak financial sector, and excessive
private investments. The crisis in Brazil, on the other hand, can be attributed to the increase in fiscal deficits.

Despite such differences, however, there is something in common. In both cases, a rigid foreign exchange regime, which has
allowed inflows of a large amount of foreign capital, has invited overvaluation of the local currency. There is also 2 more fundamental
issue: in the wake of globalization of economies, emerging economies are exposed to abrupt and large-scale capital movements.

Therefore, I believe that the lessons we have leamt from our response to the Asian crises might also hold in the crisis in Brazil.

I would like to draw your attention, in particular, to the fact that in the Asian crisis countries, tightening of fiscal and monetary
policies, with currency protection in mind, has gone a little too far, inviting a further contraction of the real economy. This is one of the
causes of a number of problems, ranging from corporate bankruptcies to an increase in unemployment.

In Brazil, large-scale fiscal deficits have been primarily responsible for the erosion of market confidence. In this regard, it
is essential for the Government of Brazil to pursue sound fiscal management under appropriate IMF programs. But, what might be learnt
from the Asian experience I have just mentioned is the need to pursue balanced policy management especially in the area of monetary
policy, carefully monitoring developments of the real economy.

Also, considering that the fundamental nature of these crises is that of liquidity crises, provision of adequate liquidity by the
international community is necessary to prevent a future crisis, or to contain the impact should one occur. On the one hand, it is obvious
that the IMF will continue to play the pivotal role in such an effort. On the other hand, I also believe that the IDB and other multilateral
development banks should play an active role, too, as a crisis can jeopardize the fruits of development and will certainly affect those who
live in poverty most.

In this respect, I welcome the new emergency lending pragram established by the IDB last year in response to the crisis in
the regional countries, and the Bank’s prompt response in coordination with the IMF and the World Bank.

The Issues to be Addressed by the IDB Group
There are a number of issues that need to be addressed by the IDB Group. I would like to focus on the following three.

First, poverty reduction. In the Latin American and Caribbean region today, 150 million people still live on two dollars a day
or even less.

The growth of regional economies in the 1990s has not solved the poverty issue; the relative gap between the haves and the

have-nots is, in fact, wider than before. What's worse, those who live in poverty have been the most apparent victims of the latest
economic crisis and natural disasters.
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To win the fight against poverty, an increase in per capita income through economic growth is of course essential. What's
equally essential is to pay greater attention to the social aspect of development. This includes the provision of better education, better
health services, and better medical care for those who lrve in poverty; and an improvement in the social safety net.

In this context, Ihighly appreciate the fact that the three-year talks among the member countries on the issue of concessional
resources reached an agreement last December, thus-paving the way for enhancing the IDB’s capacity to address the poverty issue.

Second, the promotion of private capital inflows. Due to the crisis, private capital inflows to the region have been on the
decrease. Against such a background, it is a question of vital interest to the countries in the region how they might meet the enormous
demand for the capital needed to improve thelr economic infrastructure, the lmchpm of development.

For the promotion of private capnal inflows, I believe that it is essennal for the IDB to make even better use of its catalytic
function. '

Also, for the growth of small- to medium-sized companies in the region and for the promotion of foreign capital inflows to
these companies, the IIC (Inter-American Investment Corporation) can play a significant role.

In this respect, I welcome the basic agreement just reached on the general capital increase for the IIC. We must reach a final
. agreement at the earliest possible time, thus strengthening the financial footing of the Corporation. As for Japan, we stand ready to remain
active in the negotiations to achieve an early settiement.

. Third, the environment. The urban environment issue, in particular, is closely linked to poverty. As we all know, poverty
- in rural areas tends to invite a concentration of population in urban areas. This'serves as one of the causes behind air pollution and water
contamination, leading to a deteriorating urban environment. To improve that environment, it is essential to improve the urban
infrastructure such as water supply and sewerage on the one hand and, on the other hand, the living standards in rural areas through rural
development.

Another major environmental issue facing the region is preservation of rain forests and other forestry resources, which has
direct relevance to global warming. As for myself, I believe in the motto that forestry and water control lie at the root of politics. So,
I am fully aware that conservation of natural resources, such as forests and water, is of vital importance. Thus, I expect the IDB to
demonstrate a strong initiative, with a pan-regional perspective.

‘Japan Program
Finally, I would like to touch upon the Japan Program established with our support.

‘With the aim of promoting exchange of experiences and policy know-how between Asia and the Latin Amencan and Caribbean

region, this program will implement research and studies on such themes as comparative analysis of the financial crises, environmental

protection, the strengthening of small- to medium-sized companies and agricultural technology.

I hope that many countries in the region will take part in these research efforts and studies, so that the program can contribute
to their own development.

Concluding Remarks

In closing, allow me to emphasize again that it is essential for the IDB Group to play a pivotal role in furthering social and economic
progress in the Latin American and Caribbean region.

I would like to conclude by stating that Japan will continue to actively support such activities of the IDB Group.
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MS. USCHI EID, GOVERNOR FOR GERMANY, AT THE SECOND PLENARY SESSION

I would like to start out by expressing thanks on behalf of my delegation and on my own behalf, to the French Government and the City
of Paris for the invitation. This meetmg has been excellent]y prepared by President Iglesias and the Bank’s Management, and I would
like to thank you very much.

Latin Amenca has made tremendous progress durmg the 1980s and 1990s. After years of dlctatorshxp, democracies are again
well established. Market reforms have been implemented or at least introduced. This has led to strong capital flows from abroad,
resulting in above-average growth rates. While the economic success of the past years is definitely important and remarkable, we need
to keep asking ourselves nonetheless to what extent it has contributed to poverty reduction in Latin America.

Yesterday I participated in the IDB Seminar “Breaking the Poverty Cycle.” 1am grateful to President Iglesias and the Bank’s
Management for the emphasis they put on poverty reduction as a central task of the IDB and for addressing the often very uneven
distribution of wealth in some Latin American countries. That the Bank is a player fighting against poverty and social injustices is one
important justification for Germany’s membership in the IDB and the IIC.

Sadly, the development of the region has seen bitter setbacks in the past few months. Firstly, it was natural disasters that had
a devastating impact in Central America. I would like to convey my sympathy in particular to the representatives of Nicaragua and
Honduras, where almost all people were affected. We support the Bank’s coordinating role in the aid effort and its conwribution of
US$100 million for reconstruction. My government, too, showed solidarity and mobilized about US$47 million for emergency aid and
development cooperation. However, even all of this will not be sufficient. We need efforts beyond that. I will return to that point later.

The second setback was the international financial crisis spreading into Latin America. We cannot even imagine the full scope
of the consequences yet. We all need to be aware that this is not only a matter of worsening economic indicators. Rather, there is the
danger in the long term that millions of people will become impoverished if we do not make fundamental changes And such change
cannot be limited to the crisis countries themselves.

Development policy must not consist of unconnected parallel aid programs of individual bilateral and multinational donors.
Rather, we must move towards a common global structural policy. I would like to underline three areas to describe our development
policy goals:

Firstly, we want to reduce poverty-and create social justice. So what we are talking about are living conditions that enable
all people 10 lead lives in dignity.

Secondly, we want to combine economic progress with ecological sustainability. We need balanced global ecological
conditions if we want to secure our common future. -

.Thirdly, we want to achieve respect for human rights. That is only possible on the basis of democratic principles and peaceful
conflict resolution. We will make increased efforts to support these aspects, alongside with gender equality.

The guiding principle of this policy is to seek a balance of interests between, and within, the regions of the world on the one
hand, and between current and future human generations on the other. In the so-called “developed” countries, we cannot continue as
we have been doing. We act irresponsibly if we transfer our consumption and behavior patterns to other regions of the world.

) With regard to our multi-faceted bilateral cooperation with Latin America, I would just like to mention three points: For one
thing, we want to help our partners to implement sustainable social policies. That is an important contribution towards poverty reduction.
The central areas of our cooperation will be education, health, strengthening socially vulnerable population groups, and land and tax
reform.

Moreover, we will step up our environmental activities in Latin America. In that context, we continue to be firmly committed
to the pilot program to conserve the tropical forest in the Amazon region. In addition, we are planning a climate protection program,
from which Latin America, too, will benefit. The focus is on supporting renewable energies and measures to reduce CO, levels in the
atmosphere.

Thirdly, we want to support efforts towards modernizing the State and society in Latin America. Reliable legal systems,
human rights, but also modernized infrastructure and financial systems are the focal areas of our future cooperation in that field.

The current financial crisis that has taken hold of several regions of the world has shown that global problems cannot be solved
without global organizations- and competent regional institutions. This leads me to the topic of our cooperation with multilateral
institutions such as the IDB. There are two aspects I would like to mention.

Firstly, we advocate in all the international financial institutions that structural adjustment and reform programs be designed,
even more than in the past, in such a way that they are socially balanced and ecologically compatible.

In this context, I can understand that the IDB, as the largest development bank of the region, feels an obligation to contribute

towards overcoming the current financial crisis in Latin America. We, too, support the decision of the Board of Governors on financial
aid to Latin American newly industrialized countries. At the same time, we need to maintain the division of labor between the different
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international organizations. Just like the World Bank, the IDB should concentrate mainly on its task to work for long-term development.
Financial bailouts are the preserve of the IMF.

Secondly, we want to achieve a global solution for the debt problem that will be sustainable in the long term. This is why we
presented the Cologne Debt Initiative, which is to benefit, not least, those Latin American countries that are particularly heavily indebted.
We want to convince our partners by the next G7/G8 economic summit that the range of HIPC countries must be broadened, and debt
cancellation condmons improved. Germany will also contribute to a multilateral debt fund.

However our concermn is not only solidarity between the North and the South. We should all be aware that there is also a
prospenty gap between the countries of Latin America. My wish would be that the more prosperous regional member States make it
possible for the IDB to make its full contribution to the HIPC Initiative.

"I would like to end by stressing that I can see many aspects where the IDB’s activities and the development priorities of the
German government coincide. We should support each other in implementing the guiding principle of sustainability that was formulated
in Rio de Janeiro in 1992. It should be the desire of all of us to attain development for Latin America that is characterized all at once
by economic effectiveness, social justice, and ecological compatibility. I am looking forward to working with President Iglesias and the
staff as well as with you; dear colleagues in the Board of Governors.
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MR. WOLFGANG MULLER, TEMPORARY ALTERNATE GOVERNOR FOR AUSTRIA, AT THE SECOND
PLENARY SESSION

It is indeed a pleasure for me to be here in France and to experience the hospitality that the French government and the city of Paris are
extending to us. At the same time, I thank the Management and staff of the IDB and the IIC for the preparation of our Annual Meetings.

Recalling international and regional events-that marked 1998, we cannot but concede that the setting for the development of
the region was not extremely good: .

On one hand, the Asian crisis and then the Russian one demonstrated clearly that geographic distances do not provide
protection anymore in times of international interdependence. So the financial turbulence produced shock waves that put the exchange
rates, the interest rates, and the reserves in Latin America under enormous pressure. In this context, the rate of economic growth of the
region suffered too.

On the other hand, in addition to this man-made turbulence, Latin America had to cope with natural disasters: El Niiio,
Hurricanes Georges and Mitch, and the earthquake in Colombia that brought destruction and human tragedy.

Fortnately, there was a prompt and concerted reaction by the international community — including my own country — to
these disasters. Perhaps even more important was the strong and deep implementation of fiscal and monetary measures undertaken by
the countries in the region.

The IDB Group itself again demonstrated its readiness and sense of flexibility. Close to its fortieth year of activities, the oldest
regional development bank fought on four frontlines:

) It requested and finally succeeded in getting flexibility from limits on its traditional lending to be able to join other
international financial institutions assisting Latin America to overcome the negative effects of the international
financial developments. We must stress that this assistance is being done in a coordinated way, that its exceptional
character is clear and that regular lending is not at risk.

(ii) The Bank spearheaded a quick and comprehensive international response to the urgent needs of the countries so
beavily affected by Hurricane Mitch by organizing a Consultative Group meeting for Central America.

' (iit) It was able to finally find ways to increase the resources available for the poorest countries.

(iv) The Bank launched the final rounds of negotiations to increase the resources of its sister organization dealing with
the private sector, the Inter-American Investment Corporation. Although we do not yet know what the outcome of
these final negotiations will be, we are hopeful that they will create additional financing for the corporation and allow
for new members to come on board in a way that is fair to them and to current members.

Forty years after the establishment of the Inter-American Development Bank, we are able to discuss a lending program for
the year 1998 that shows quite a lot of remarkable achievements:

Approvals totaled 10 billion dollars, the highest figure ever achieved. Even if we exclude the emergency lending of 2.8 billion
dollars, there is still an outstanding figure for the regular program of 7.2 billion dollars.

Even more important to us is the fact that 46 percent—nearly half of all lending—was devoted to the social sectors, thereby
affirming where this institution’s main focus lies.

Although once again the 35 percent lending target in favor of the smallest and poorest countries was not met, at least 30 percent
of lending was granted for these groups.

I should also add here that we are concerned that the new classification system could negatively affect the smaller, poor C
and D countries.

We are pleased to note that around 87 percent of regular loans were investment loans.
We particularly appreciate the fact that lending from the Fund for Special Operations has more than doubled in the past year.

But the goéd news are not restricted to the Bank: despite all the constraints on its financing, lending by the Corporation in
the past year shows a significant increase compared to the previous year, and close to half of all resources went to the poorer countries
of Groups C and D.

I would now like to turn to our expectations for the future of the Bank.

On content, we expect the IDB to remain in a financial situation that will allow it to consider short-term emergency activities
from time to time, as might be necessary given possible future developments. But even when responding to short-term emergency needs,
we—as shareholder—and the Bank must not neglect the long-term developmental responsibility of the Inter-American Development Bank.
This leads me to the subject of poverty reduction. Economic inequalities have increased and unemployment has risen despite economic
growth. If not dealt with adequately, these developments could lead to growing tensions, political instability, and social unrest. As
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economic growth and liberalization alone cannot solve Latin America’s problems, we support the IDB’s continuous efforts to work closely
with the governments and with all sectors of civil society to ensure that these problems are resolved and economic wealth is distributed
more equitably. In this connection, I would like to congratulate the Bank for its 1998-99 report, Facing up to Inequality in Latin America,
examining why the societies of the region are so unequal and suggesting what can be done about it.

On procedure, we expect the multilateral character of the institution to be fully respected through nmely integration of all the
countries in the decision-making process for all kinds of important issues. .
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MS. IVONNE A-BAKI, TEMPORARY ALTERNATE GOVERNOR FOR ECUADOR, AT THE SECOND PLENARY SESSION

This meeting, commemorating the forﬁcth’ 'annivérsary of the found'uig of the Inter-American Development Bank, provides me the
opportunity to extend to the French people and to our host city, Pans the cultural and intellectual birthplace of our age, a heartfelt
greeting from the people and the government of Ecuador.

I would also like to express my particular admiration to you, President Iglesias, for your tireless support of causes that are
of concern to all our countries. The catalytic role that you play in securing a prosperous Latin America inspires us to persevere in our
efforts. I should also like to extend my best wishes to Ms. Burke Dillon in carrying out her new functions as Executive Vice President
of the institution.

In the following remarks, I would like to highlight the main events in Ecuador which I believe it is important to bring to the
attention of the Governors at this meeting.

Doubtless the most significant among these, in 1998, was the signing of the peace agreement with Peru, which put an end to
more than 180 years of conflicts, the only result of which was to destroy opportunities for the integration and development of our peoples.

The joint decisions and efforts of President Fujimori and President Mahuad brought an end to this long chapter in our history,
making it possible to approach the future with a spirit of hope and fraternity between two neighboring peoples.

Achieving this long-sought peace was a first step in the agenda which the new Ecuadorian government defined when it came
to power last August. Having accomplished this, we are making concerted efforts to find solutions to the grave economic and social crisis
that our country is experiencing.

The effect on our economy of El Nifio and the decline in the price of oil were reflected dramatically in the area of public
finance, increasing both the fiscal deficit and the trade deficit.

To cite one statistic, of the US$678 million which Ecuador expected to receive in 1998 from oil exports, it received only
US$222 million, representing a drop of US$455 million, equivalent to 2.5 percent of this year’s gross domestic product.

In terms of the impact of El Nifio, the losses both in physical capital and in revenue flows are enormous. According to figures
provided by ECLAC, direct costs from El Nifio are the equivalent of four percent of GDP, while indirect costs to the economy represent
10.6 percent of GDP.

In addition to this, extreme volatility in the international financial markets resulting from the Asian and Russian crises led to
a considerable reduction in the flow of financial resources needed to cover the deficit, which to a great extent was caused by the shocks
to our economy.

One of the most significant among the actions and challenges that the Ecuadorian government has had to deal with in its first
eight months was the effort to consolidate constitutional order. We are the heirs to two successive ‘nongovernments’ which were the
authors of the economic disorder we face today, and which could create fertile ground for demagoguery and political opportunism.

Because of this, the most difficult challenge has been in the political, rather than the economic arena, and consequently we
have at times had to give precedence to political solutions over technical considerations.

. There are political problems to which Ecuador must find solutions. At the center of diagnosing, making proposals for, and
implementing economic measures, is the issue of exercising and consolidating democracy.

Nevertheless, much remains to be accomplished in order to correct the structural problems that are the cause of the imbalances
we face. '

The determination to correct the distortions which, internally, continue to affect the price of certain basic services, led the
government to implement a set of reforms that will attack the root cause of the pressing fiscal problem.

The elimination of a series of general subsidies, along with the significant reduction in public sector spending, were the first
100ls used to deal with the problem, making it possible to send to the Congress the draft budget for 1999 in line with the realities of the
country and the situation in the international markets.

However, the situation that has developed in recent weeks has required the national government to take even more radical
measures than those envisioned when the draft budget was sent to the Congress.

In the past days, the President has announced a set of fiscal, as well as banking measures to correct the problems caused by
the heightened sense of anxiety our economy has experienced; temporary measures, the purpose of which is to protect the public’s
deposits and ensure that banking operations are normalized in a way that does not affect those institutions that fall within the required
parameters for solvency and security.
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Particularly important among the main points of such a program are: sending to the Congress a plan to increase the value
added tax from 10 percent to 15 percent; eliminating a series of VAT exempuons preserving only those related to food and medicine;
and establishing a tax on luxury vehicles.

The government intends, in the very near funire, to enhance fiscal revenue through a comprehensive reform of t.he tax system
which will provide the budget with a permanent means of support and ehmmate chronic deficits.

Pending the approval of these reforms by the nauonal congress, the price of fuel has been increased, allowing the State to have
immediate access to the funding needed for dealmg with the crisis.

This made it necessary, however, to define more efficient instruments to serve the poor segments of the population in a
targeted way, since they are more seriously affected by the adjustment.

To this end, the Government designed a compensation system, through the provision of a “solidarity allowance” intended for
the most vulnerable population. This has been increased by 50 percent to mitigate the effect which the most recently adopted set of
measures will have on its value. It should be mentioned that at present the solldanty allowance” is provided to more than 1.6 million
people throughout the country.

At the same time, the Government’s efforts have been aimed at ensuring the highest possible level of funding for the social
sectors, given the restrictions under which the country is operating. Improving equity in the sectors of education, .health care,
employment and social welfare is central to the social agenda which the Government has defined to alleviate the poverty of the majority
of the country’s population.

These objectives are, without doubt, fundamental and thus require commitment and resolve not only on the part of the national
government and the country as a whole, but also on the part of organizations such as the Inter-American Development Bank which,
. through its support, has made it possible to define actions precisely along these lines.

Projects recently approved for education and emergency assistance related to El Nifio, along with the encouragement given
to operations currently being implemented in the areas of housing, child care and the Social Investment Fund provide us wnh resources
to appropriately meet these objectives.

The actions which have been instituted in relation to the financial sector are aimed at eliminating the sense of anxiety and the
speculation which have strongly affected our economy in recent weeks. A scheme for the rescheduling of assets and liabilities has been
established, bringing order to the system until the necessary -corrective regulatory and operational measures are taken, providing the
country with a solid and lasting sector which contributes to the consolidation of the country’s economic development.

The actions just mentioned require urgent support for Ecuador by the international community. I would therefore like to renew
my country’s request that the Inter-American Development Bank, together with other multilateral institutions, participate in a joint
financing program which would assist us in dealing with the difficult crisis we are experiencing.

We must not jeopardize our democracy and, above all, we must not endanger the future of our people. At present, Ecuador
is like a patient on the operating table, in critical condition. If we allow this chance to slip away, it could provoke an irreversible process
that would bring much greater suffenng to the most fragile segments of society, as well as providing an unfortunate message about the
region to the markets. .

Next, I would like to discuss what I consider to be the most important elements of the activities carried out by the Bank and
the Corporation during the past year.

The first of these, certainly, is related to the agreement on concessional resources. This agreement was reached primarily
as a result of the determined participation of the Bank’s borrowing countries, which have permitted the conversion of most of our local-
currency holdings in the Fund for Special Operations.

However, this effort should also serve as a call to our nonborrowing members which, without minimizing the commitment
they have shown in previous years to the institution as an instrument for development in Latin America and the Caribbean, must now
look to the future as an opportunity to ratify this commitment by providing additional resources beyond those involved in the conversion.
This is required by the current needs, which continue to exceed the available resources, as shown by the levels of poverty which persist
in all the countries of the region.

There is also little doubt that one of the features of the IDB during its forty years of existence has been its ability to assist
countries in the design and implementation of policies, project execution, and the dissemination of knowledge on topics such as integration
and education, through its technical cooperation program and through other means.

I would urge the Bank to assure that all necessary resources are made available to continue the activities related to this facility,
which certainly differentiate it from traditional sources of financing serving the region.

Another importam element in the Bank’s management this year has been its role, in conjunction with other institutions, in
meeting the requests of countries in the region for dealing with the needs arising from the crisis in the financial markets. On this point,
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we should recognize the importance of acting in a timely way on joint actions on the part of organizations whose function is to foster the
consolidation of economic developmem in the broadest sense of the word. :

The experience we have gamed in the region in dealing with the crisis—for some, the result of contagion, for others the result
of structural problems in our economies—emphasizes the role which all the multilateral financial institutions have had, and in particular,
the role of the Inter-American Development Bank, which we feel is intimately connected with the reality of our countries.

I therefore wish to repeat the request that this effort be extended to all countries in need, given that the markets regard us as
a region, rather than individually. Thus, preventing a worsening of the crisis for some helps prevent contagion to all.

I would 'also like to express my. support for the work of the Bank in fostering activities by the private sector in Latin America
and the Caribbean. We remain convinced that this instrument is of paramount importance in strengthening the physical infrastructure
that supports the growth of our economies, and urge that every effort be made to serve more countries of the region as soon as possible
with resources from this facility.

These days have also served as a framework for the negotiations that resulted in the capital increase of the Inter-American
Investment Corporation As I indicated previously, Ecuador has full confidence in the efforts of the IDB Group in encouraging private
sector participation in the region's development, and in particular, the role that small and medium-sized enterpnses as the main recipients
of Corporation assistance, play in this process.

We therefore welcome this increase and once.again express our interest in seeing a Corporation renewed in its drive to serve
the region. The efforts which the member countries are going to make to capitalize the Corporation should go hand in hand with an
appropriate level of profitability which at least makes it possible to maintain the real value of the capital contributed and, most
importantly, makes it possible for the Corporation to reach, to one degree or another, the sectors for which its creation was intended.

Finally, I woulci liké to once again express the desire of the Ecuadorian government to see the Inter-American Development

Bank in the forefront of efforts to secure an integrated, vigorous, and democratic Latin America in which poverty and violence have been
- eradicated and where the future reflects the united work of all of our peoples.
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MR. RON KELLER, GOVERNOR FOR THE NETHERLANDS, AT THE SECOND PLENARY SESSION

Let me start by thanking the French authorities and the city of Paris for hosting this year’s Annual Meeting of the IDB and IIC. I hope
that this year’s Meeting will be as successful for the IDB-Group as last year’s World Soccer Championships were for the host country.
As you will surely understand, I do.not wish to dwell on that subject for much longer.

The Financial Crisis and Implications for the IDB - !

On a more serious note, the events which really shaped 1998 were of a very different character. It was a year of turmoil in international
financial markets. Many countries witnessed an increase in their costs.for international borrowings. Financial flows were excessively
volatile. Still, it is noteworthy that not all countries were equally affected. Clearly, countries with better fundamentals were hurt less by
contagion. The IDB-Group has an important role in assisting countries in structural reforms that contribute to sound fundamentals,
including a well functioning financial sector. It is better to consult your doctor before you get ill. Of course, it is even better to live
healthy. : '

' Unfortunately, nature has not treated the region well either. We would like to express our feelings of empathy with the
numerous people who suffered from natural disasters. The President and Management deserve credit for their timely interventions, in
particular with respect to addressing the consequences of Hurricane Mitch.

Concessional Resources

On the IDB itself, 1998 was a year in which significant decisions were taken. We very much welcome the agreement on concessional
resources. The solidarity shown by borrowing member countries was an important element in this respect. The agreement will safeguard
the continued provision of concessional resources to the poorest countries in the region.

However, there is still one loose end: the financing of HIPC-debt relief for certain countries. The Netherlands is the largest
bilateral donor to the HIPC-Trust Fund. This illustrates the importance we attach to the HIPC-initiative. The IDB’s contribution is
necessary to enable the eligible heavily indebted countries, including the ones hit by Hurricane Mitch, to benefit. As a direct consequence
of the decision not to use OC net income to fund the HIPC contribution, sufficient FSO-resources need to be set aside for this purpose.
In resolving the outstanding issues, we hope that solidarity will again be a leading motive.

IIC Capital Increase

On the issue of the development of the private sector, the Netherlands favours a policy where the IDB remains focussed on creating an
enabling environment. Fortunately, the IDB-Group has the IIC and the MIF as specialised instruments for direct investment activities.
In this connection, [ am very pleased with the consensus on a capital increase for the IIC. I hope that both founding members and
potential new members will find the wisdom to settle the remaining outstanding issues as soon as possible and in a spirit in which
individual countries’ ambitions do not prevail over the overall interest of a speedy implementation of the capital increase. In this regard
we very much support a further discussion on IIC operational policies.

Corpbrate Strategy : . .

Turning again to the IDB, we very much welcome the Corpo'rate Strategy process. Before commenting on it I would like to say a few
‘words about a recent change in the Dutch development assistance policy. From now on, the Dutch assistance will be redirected towards
fewer countries. The selection of countries is based on three criteria: 1. the poverty rate and need for assistance, 2. the quality of social-
economic policies, and 3. good governance. At the same time we will enhance our co-financing with multilateral channels. We will
strengthen the sectoral focus in our programs rather than providing aid on a stand-alone project basis.

Coming back to the Corporate Strategy process, we hope that the IDB can also put more emphasis on a sectoral approach.
Adequate co-ordination with other multilateral and bilateral donors in each country has to be part of this approach. Iam glad to note that
also the World Bank is thinking in this direction. The key is co-operation on equal footing and the avoidance of overlap and competition.
These principles should also apply in relation to the IMF’s activities.

Emergency Loans

This explains our sceptical stance on the concept of IDB-emergency loans. Liquidity support in times of crisis and associated macro-
economic focus are the primary responsibility of the IMF. We understand that in last year’s turmoil, the IDB felt the need to assist major
shareholders in times of need. But. we have to be aware that there is no free tunch. IDB’s headroom has disappeared. This is already
jeopardising the Bank's regular program. This is clearly undesirable and unsustainable. The Bank’s resources should remain available
for complementary ‘structural reforms.

The IDB-Group has built an impressive track record over the past forty years. We congratulate management and staff on the
Bank’s achievements. For the future, the IDB has to focus on its core mission. It should continue’ to direct its attention at poverty
alleviation and the promotion of economic and social development. In doing so, country and sectoral strategies will have to play a larger
role. The Bank should not aim to be everywhere on the playing field ‘of development. This is where the Bank can learn from soccer-
players. Even players like Ronaldo and Batistuta cannot be everywhere on the field and still score goals. They are most effective when
they direct their attention to what they are best at. Mr.. Chairman, Mr. President, fellow Governors, Ladies and Gentlemen, the same
applies to the IDB. .
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MR. BHARRAT JAGDEO, GOVERNOR FOR GUYANA, ON BEHALF OF THE ENGLISH-SPEAKING MEMBER
COUNTRIES OF THE CARIBBEAN, AT THE SECOND PLENARY SESSION

1 take great pleasure in speaking today on behalf of the Caribbean Constituency in the Inter-American Development Bank, and the Inter-
American Investment Corporation. The Constituency comprises The Bahamas, Barbados, Jamaica and Trinidad and Tobago, as well
as my own country, Guyana. I wish to join my colleagués who have expressed sincere appreciation to the Government of France, and
particularly to the Mayor and the people of Paris, for their generous hospitality; and the excellent arrangements for this Annual General
Meeting. .

We wish to welcome Ms. Burke Dilloh, our new Executive Vice President, who has joined our Bank at a very critical period
of its life, and we look-forward to her contribution to its future progress. At the same time, we place on record our appreciation of the
role that her predecessor, Ms. Nancy Birdsall, performed, and extend to her our best wishes for success in her future endeavors.

The year 1998 will be remembered as one in which Latin America and the Caribbean experienced the severe effects of both
international financial crisis and natural disasters of unprecedented proportions. Indeed, 1999 began with financial difficulties persisting
in the region and a major earthquake in Colombia. This followed the earlier hurricane disasters experienced by the Caribbean and Central
America. We extend our sincere sympathy to the governments and people of all the affected countries. The Bank has been prompt to
implement emergency financing, and organise adjustment programmes for these countries, in close coordination with other multilateral
agencies. We applaud the Bank’s efforts to strengthen our countries’ capacity to withstand global turbulence and natural disasters and
protect their hard-won progress in the present decade. Despite the evidence that global financial volatility has begun to abate, our
institution must remain alert and flexible in order to provide appropriate support where necessary.

In Latin America and the Caribbean, as a result of the financial emergency and the effects of natural disasters, the real GDP
growth rate fell from 5.3 percent in 1997 to an estimated 2.7 percent in 1998. These developments make more important the role that
the Bank must continue to play in our Region, especially in order to restore it to its previous higher growth performance.

/

Performance of the Caribbean Economies

The major factors that affected the performance of the Caribbean economies in 1998 were the impact of El Nifio in Guyana and other
adverse weather conditions elsewhere and declining commodity prices in the sub-region as a whole. Guyana recorded negative growth,
resulting from a fall in agricultural output and a decline in prices of major export commodities. Jamaica’s output continued to be
constrained. The Bahamas, Barbados, and Trinidad and Tobago achieved rates of growth which were not significantly lower than in
1997. In The Bahamas and Barbados, growth came mainly from the tourism and construction sectors, while in Trinidad and Tobago the
effects of the oil price decline were mitigated by large natural gas-related investment. Inflation continued its downward trend, with
Barbados recording negative inflation, after having fully absorbed the impact of the implementation of the value-added tax in 1997.

IDB, IIC and MIF Activities in Supﬁort of the Caribbean Economies

The Annual Meetings provide Governors with a welcome opportunity to examine the vital role that the IDB group of institutions performs
in assisting the development of its borrowing members. Our Constituency believes that these occasions can be used to identify areas in
which the contributions of the Bank, the Corporation, and the Multilateral Investment Fund could be improved. From this perspective
we would note that the recent performance of the Bank Group has not met our expectations, particularly since the level and regularity
of approvals and commitments continue to fall short of our needs. Although total commitments of $132 million in 1998, distributed
among five projects, were almost double the amount received in 1997, these approvals— as in the previous year— were obtained for only
three of the five members of our Constituency. This situation may stem from a process which overloads projects with conditionalities
that delay preparation, and hinder prompt and effective implementation.” Loan disbursements to our Constituency in 1998, amounting
to $161.7 million, were slightly lower than in 1997. At the same time, a matter of great concern to us is the outflow of resources from
our countries to thé Bank resulting from the high level of ongoing loan service charges.

As the major source of development assistance for our countries, it is imperative there be sustained efforts to improve the
quality of the programming dialogue between the Bank and our members and the efficiency of project development and execution. We
believe that this could belp resolve existing problems of Bank procedures that are too slow and protracted. The C & D Action Programme
has helped to relieve some of the problems and we urge that it be continued beyond 1999. We need to ensure a net inflow of resources
from the Bank through urgent and sustained improvement in all aspects of the project cycle, and we call on the Bank to renew its support
for this objective.

The IDB-8 Guidelines assign an irnpértant role to the private sector in the development of the economies of the Region. The
Private Sector Department, the Corporation, and the MIF are specifically charged to support that objective. However, in our
Constituency, their efforts need to be strengthened and sustained to produce tangible results, which, prior to now, have been scant at best.

. 'We must commend the Committee of the Board of Governors for proposing a solution for augmenting the FSO convertible
currency resources to provide for the regular needs and the more recent disaster-related requirements of the poorest members of the Bank.
However, while the recently approved resolution represents a pragmatic attempt to provide concessional resources to the members of
the Bank that are in greatest need, it fell far short of the equitable burden-sharing arrangement in which all members should contribute.
We support the Committee’s emphasis on adopting a long-range perspective, for all the foreseeable contingencies, under which FSO
financing may be required, including the provision of debt relief under HIPC programmes for Nicaragua, and Honduras.
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Repositioning the Caribbean in the Bank’s Activities

Last year, in our statement to the Thirty-ninth Annual Meeting of the Board of Governors our Constituency presented an Agenda for Bank
action to support the development process in the Caribbean countries. That agenda focused on areas such as the promotion of export led
growth within the context of efforts to achieve a greater integration of our resources and domestic markets; the elimination of poverty
and the removal of social inequality; and the protection and improvement of our natural environment. These areas of activity are squarely
within the GRI-8 mandate. We wish to record our appreciation for the support that the Bank has provided for our effort to improve our
trading access through its contribution to the financing of the Regional Negotiating Machinery. We also appreciate the proposed
assistance for CARICOM as indicated in the Regional Programmmg Paper on the Caribbean Commumty We hope that these efforts
will be sustained by adequate financial provisions. -

At our Annual Meeting in Cartagena, we began a process of reviewing our fulfillment of our Eighth Replenishment guidelines.
Our Executive Directors, the Management, and the senior staff of the Bank have been devoting considerable attention to re-examining
our objectives, and the instruments, procedures and methodology for achieving them. We believe that Governors support this work, and
should await specific recommendation to emerge rather than attempt piecemeal adjustments to various aspects of the governance of the
Bank. ‘ .

’ It is in this context we must register our concern that the GRI-8 mandate that requires the Bank to seek to allocate 35% of its
annual lending program to the C and D members of the Bank has been altered to remove three of the five members of our
Constituency—Bahamas, Barbados and Trinidad and Tobago— from its coverage. We need to receive assurance from the Bank that it
is not proposing to abandon its well-established principles of providing a commensurate level of assistance to the smaller members of
our Institution. We would urge the Bank to join the efforts of other members of the multilateral community who are seeking to develop
measures other than per capita income to assess the capacxty for socio-economic transformation of small vulnerable economies, and
provide them with appropriate support

The Canbbean constltuency recognises the reahty of the financial crisis facing the Latin American economies arising from
massive capital flight and the rapid drying up of normal access to private markets. We are particularly conscious of the effect of
contagion from other parts of the world on our Hemisphere. We understand only too well the onerous implications of this situation for
social and economic welfare for the region as a whole. As small open economies, we in the Caribbean have a strong vested interest in
the avoidance of systemic disruption in our region and in the wider world. We shall continue, therefore, to support the Bank in its search
for balanced and well conceived measures to counter unfavoumble developments in other areas of the Hemisphere even as we look to
the renewal of its efforts in our own. :

Our strategic focus must remain fixed on the pfomotion of development, through the elimination of poverty and inequality in
our Hemisphere, that has been the initial objective of our Bank, and remains its essential mission. It is important that we find ways of
ensuring that this core objective remains our fundamental purpose, even as we deal with unexpected economic disruptions as we have
done in the past year. Let us make this meeting the occasion for renewal of our commitment to the goal of integral development in our
Region.
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MR. GEORGE FOULKES, ALTERNATE GOVERNOR FOR THE UNITED KINGDOM, AT THE SECOND PLENARY SESSION

I should like to thank the French Government for hosting this Annual Meeting of Goverors in this lovely city—Paris—and to thank the
Bank for the arrangements they have made for this meeting.

At last year’s Annual Meeting in Cartagena, we were looking forward to celebrating the Bank’s fortieth birthday, and rejoicing
in the way that the financial crisis in Asia seemed to be having little impact on the countries of Latin America. But as the crisis spread
to Russia, the shock waves have also been felt in Latin America. Access to external finance was reduced; exchange rates declined, interest
rates rose and growth rates fell. .

As if that were not bad enough, there were a series of natural disasters {oo—El Nifio, Hurricanes Georges and Mitch, and the
Colombian earthquake. : . -

All of this has shown the extent to which there is a role for the IDB to play, aside from its normal lending operations. It is
appropriate that, in exceptional circumstances, in responding to the financial crisis, the IDB should contribute to emergency lending
programmes, as part of international packages of support. We recognise the importance of such loans to Brazil, Argentina and Colombia.

‘We welcome the close relationship that has developed between the IMF, World Bank and the IDB in cfisis countries. While
the IMF provides liquidity support, there is much for the development banks to do in helping with structural reform to prevent a
reoccurrence of such crises. In accordance with their developmental mandates, they should focus on structural and social issues, helping
to minimise the effects of the crisis on poor and vulnerabie groups.

In February, my colleague Clare Short, the Secretary of State for International Development, co-hosted a very successful
seminar in London with President Iglesias on the Bank’s report on Facing up to Inequality in Latin America: Yesterday, I chaired a
session of another seminar on this vital topic. We very much welcome the Bank’s important contribution to identifying why, given its
stage of development, Latin America should be the most unequal region in the world. Increasingly, it is recognised that inequality
constrains growth, sustainable development and poverty reduction. It is unacceptable that, despite the economic and political reforms in
the region, nearly half the population of Latin America have received no benefit. Inequality—coupled with poverty, unemployment and
social exclusion—remains a major problem. Appropriate economic reforms must be complemented by social reforms to ensure access
of the poorest people in the region to basic health care and education.

The fight against poverty and inequality must therefore remain firmly at the centre of the Bank’s work. It is essential to ensure
that all—no matter what their race, colour, creed, gender or class—benefit from the opportunities being created. It is important that
assistance is focused on some of the biggest excluded groups: for example, the indigenous populations and black minorities where there
are large concentrations of poverty. If we do not make progress, inequality, instability and environmental degradation will only get worse
instead of better. This is unacceptable as we move towards the new millennium and I hope the Management of the Bank will do more
in the coming years to turn fine words into real action.

Continuing inequality is a divisive force. It is important to convince the elite of Latin America that it is in their interest too
to secure change. We must.form a new consensus about how to achieve more rapid reduction in poverty and inequality. Governments,
the IDB, donors—bilateral and multilateral—civil society and the private sector need to work together on this.

The Bank is playing an invaluable role in co-ordinating responses to the reconstruction of Central America following the
devastation caused by Hurricane Mitch. Like others here, the UK is contributing to this effort which was brought home to us so vividly
through television pictures. Our Chancellor of the Exchequer and Secretary of State for International Development proposed the
establishment of a Trust Fund for Honduras and Nicaragua to help them meet their debt service payments to international financial
institutions. Having contributed $16million ourselves to this, we are pleased that total commitments now exceed $100 million.

Efforts to eradicate poverty are constrained by the level of debt owed by some poor countries. We are strong supporters of
the Heavily Indebted Poor Countries (HIPC) Initiative, but recognise that debt service payments are still too high in the early years.
There are doubts, too. whether, as intended, countries are achieving a sustainable exit from their debt problems. Recognising that faster
and deeper debt relief is therefore required, the UK Government pressed successfully for a fundamental review of the HIPC process.
We have also challenged our creditor partners to agree to cancelling $50 billion of debt by the end of 2000 for those countries whose
governments are genuinely committed to eradicating poverty. To bring this about will require a special effort by all
creditors—multilaterals and bilaterals.

But debr relicf is only worth doing if it releases money to spend on services which help the poor. In the fight to eliminate
poverty, we recognise the unique contribution which the multilateral development banks can make through the scale of their resources
and the influence they can bring to bear.

Last year, I urged the Bank to adopt the International Development Goals, which are the culmination of a series of landmark
UN conferences and meetings in the 1990s and, most importantly, are endorsed by all member States of the UN, both developing and
developed countries, many of whom are also members of the IDB. The targets include halving by 2015 the proportion of the world’s
population living in extreme poverty as well as specific targets for universal primary education, reductions in infant and maternal mortality
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and environmental degradation. Progress towards the goal of eliminating poverty in poorer countries can be measured against them. The
World Bank and the African Development Bank have already comxmtted themselves to the targets, and I ask now that the IDB do so,
too—integrating them-into its country strategxes ’

It is clear that some countries will continue-to need concessional resources in the coming years if they are to address the needs
of the poor. We are therefore pleased that, following lengthy negotiations, agreement has been reached on providing additional resources
for concessional lending. I should like to thank the Board of Executive Directors and its Working Group on Concessional Resources for
their hard work on finding a solution to this issue. I also applaud the solidarity shown by borrowing countries which have agreed to the
conversion of FSO local currency resources. I recognise that this has not been easy. It is welcome that, as part of the agreement, the
IDB has reaffirmed its commitment to poverty reducnon in the Western Hemisphere and, in particular, in the poorest countries of the
region. :
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MR. LUIS MOSCA, GOVERNOR FOR _U'RUGUAY, AT THE SECOND PLENARY SESSION

In its 40 years of existence, the IDB has always held its annual meetings in truly exceptional citics. Whether in Europe, Asia, or the
Americas, the host cities have invariably stood out because of their personality or their history, their natural setting, or their architectural
beauty. Today we are privileged to meet in a city that has personality, history, and natural and architectural beauty, in other words, the
attractions of all the others we have visited combined.

Once again the Bank Group comes together at its annual meeting with an outstanding performance to report for the year.
However, unlike previous years, this time its performance was achieved in a context that was extremely difficult and complex
economically, and to some degree politically as well. After the somewhat far-off Asian turbulence that was already a concern when we
met in Cartagena, 1998 brought the Russian crisis and, beginning in September, the financial difficulties that shook our region to its very
core. . '

Within the space of just a year, these major outbreaks of financial uncertainty appeared and confidence in emerging markets
continued to falter, thereby leading to higher costs and a relative downturn in financial inflows to the region. This context of instability
can lead to difficulties in the current systems of international financing. If investor mistrust and volatility in international capital flows
were to persist, the growth of our countries would be seriously compromised. -

In Uruguay, the policy of phased structural reforms has been maintained and implemented in such a way as to ensure continued
economic and social stability and sustained growth, while at the same time effectively protecting the country against international
turbulence.

The key to maintaining confidence has been the strict fiscal discipline instituted by the coalition government. In 1998, the
fiscal deficit, including the high cost of structural reforms in areas such as the social security system, amounted to 1% of GDP. Economic
growth was 5.3% in 1996, remained stable at 5.1% in 1997, and was 4.5% in 1998. This performance meant an average annual increase
in per capita GDP of over 4% during that three-year period.

Inflation continued its downward trend during the period falling to 8.6% by year-end 1998.

Salaries and real income for families continued to grow at a slow but steady pace. Unemployment has remained at about 10%
for one year, although unfortunately a slight upward trend is apparent.

The forecast for 1999 indicates a period of a slowdown in growth, perhaps even a contraction in economic activity. Under
the circumstances, it is essential that the current reforms be deepened in order to improve the competitiveness of the economy and
preserve basic economic equilibria, since this approach has proven the best course to navigate the recent financial storms.

The Bank, in this new context, has responded rapidly and judiciously to the risks generated by the sudden fluctuations in the
financial markets in the countries of the region.

An essential element in the Bank’s response to the harsher financial environment has been greater coordination of its activities
with the International Monetary Fund and the World Bank.

However, if this economic trend persists, the IDB can be expected in the short term to become on of the few easily accessible
sources of financing for many countries in the region. We must therefore consider whether instimtional mechanisms should be created
to mitigate the impact of international financial volatility. Moreover, in our opinion, multilateral financial institutions must make every
effort to support inflows of external resources into all our countries.

This is particularly important for Uruguay.

This new situation of a “relative lack of resources” led the IDB to set a number of criteria for the allocation of the increasingly
scarce funds available. In the long term, these constraints may prove relatively unfavorable for a small country like ours, which is among
the more developed ones in the region.

For the less developed countries, the Bank has beén able to reach an agreement through a sort of reformulation of the system
for financing the Fund for Special Operations that will ensure that the financing needs of the poorest countries in the region can be met
for a prudent period of time.

When the financial emergency arose in certain larger countries, the Bank swiftly approved a series of emergency mechanisms
to ensure the stability of their economies.

, These two approaches to the harsher international financial environment seem appropriate to mitigate the attendant risks of
this new situation and to contain possible contagion of financial instability elsewhere in the region.

However, we would like to point out that to a greater or lesser extent all the economies of Latin America and the Caribbean
will have to endure some adverse impact from the current situation. The Bank should therefore make sure that these recent decisions,
basically targeting the largest economies and the least developed countries in the region, do not ultimately compete strongly with the
regular financing needs of small and mid-sized countries at an intermediate level of development.

86



Certain troubling symptoms of this problem can be perceived in the access to new fast-disbursing sector loans for countries
that have not declared a “financial emergency” and with respect to technical cooperation,.an issue that our country has repeatedly raised
for years during previous annual meetings.,

Nevertheless, with regard to the acnvmes of the Multilateral Investment Fund we are pleased to point out that support for
dur countries has not declined. The trend towards a higher level of activity—a trend we had noted two years ago—seems to have been
consolidated. The programming process for MIF operations has not only itself improved but in addition is now much better coordinated
with the programming process of the IDB Group as a whole.

As for the Inter-American Investment Corporation, it should be noted that we have reached an agreement of major import that
will lead to effective capitalization of the Corporation. This will be achieved through fresh capital contributions by the member countries
of the Corporation but also as a result of the determined efforts made by the Management and staff of the Corporation to modernize its
organization and thus be in a position to fulfill more efficiently its mandate of supporting small and medium-sized enterprises in the
region. With a US$500 million capital increase, in our view, the Corporation will become a powerful instrument for the development
of small business in the region’s private sector. .

Given all these achievements, I cannot conclude without conveying the sincere appreciation of the government of my country

to President Iglesias and the entire staff of the Bank for the many contributions they have made in the past year to the successful
implementation of our joint projects in Uruguay.
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MR. JIM CARRUTHERS, TEMPORARY ALTERNATE GOVERNOR FOR CANADA, AT THE SECOND PLENARY SESSION

It gives me great pleasure to address this meeting of the Governors of the Inter-American Development Bank. On behalf of Canada, I
want to thank our hosts, the Government of France, for welcoming us to this incomparable city.

Canada sees the IDB as a key development institution of the western hemispheré. We count on it for vigorous leadership so
that all the people of the Americas can achieve high levels of social, economic and political well-being. We strongly support the Bank's
mandate, and its work—and we will continue to play our role, as a regional member, with enthusiasm in the 21st century.

Regional integration offers the Aimericas our best path to a future of human seéurity, economic prosperity, and social justice.
Beyond the Bank's own particular operations, it is contributing to the region's progress by playing a valuable, even unique, supporting
role in many aspects of integration and hemispheric cooperation.

In recent years, the Summit of the Americas process has given new drive to the development of a true hemispheric agenda.
At Miami and Santiago, our democratically elected leaders endorsed ambitious plans of action. These plans, in areas ranging from human
rights to free trade, aim at raising the quality of life of all the people of the Americas.

Canada is proud to have been a leader in this process, and an active participant in the intense round of follow-up work. We
commend the Bank for its support, as coordinator for various themes, of the Summit process. But we can all do more—and we urge the
IDB to use its resources even more actively to support the whole range of mandates endorsed by the leaders. We believe the Bank should
also play an even larger role in meeting the priorities agreed to by the member States of the OAS. It should, in short, become central
to carrying out the agenda of the Americas.

An urgent part of that agenda is, clearly, the issue of human security. We face concerns and challenges that affect all of us,
and we need to create new parterships and find fresh approaches. One threat alone—illicit drugs—causes violence and crime, distorts
economies, deepens inequity, and undermines human rights and democracy. The governments and people of the Americas must and can
work together to overcome such grave challenges.

We are also encouraged by the growing cooperation we have seen among the hemisphere's institutions. Collaboration between
member countries and regional institutions in the Tripartite Committee with the OAS, and in the UN Economic Committee for Latin
America and the Caribbean, is clearly helping to solidify this spirit of solidarity. While challenges still lie ahead, we belicve the
negotiations for the Free Trade Area of the Americas are on track... and we look forward t a productive Ministerial meeting in Toronto
this coming November.

Increasingly, the Bank finds itself working along with other multilateral organizations to finance various programs. We
encourage such deepened cooperation—but we sense that, particularly in the areas of governance and policy-based lending, the field is
sometimes crowded... so a harder look at the core mandate and the comparative advantage of institutions, including the IDB, would be
wise.

The Free Trade Area of the Americas is being built, step by step, in a spirit of solidarity. As Chair of the Trade Negotiations
Committee, under the FTAA process, Canada is very pleased with the progress made to date, especially in the area of business
facilitation. .

Achievements and Challenges
Emergencies—natural and financial—battered the region in 1998, testing the ability of all to respond.

Canada is keenly aware of the tragic impact of natural disasters, most recently Hurricane Mitch. Indeed, we have taken special
steps, such as providing debt relief for the hardest-hit countries, and pledging additional aid for Central America, which Prime Minjster
Chrétien will soon be visiting. .

The Bank is helping to tackle these new needs—reconstruction in Central America, financial volatility impacting on the large
regional countries—while still delivering on its core mandate of social and economic progress. So we applaud the Bank's impressive
initiatives last year to support recovery from natural disasters, and to maintain financial stability in Latin America's biggest economies.

Despite the trials and setbacks of the past year, the region's long-term prospects are bright. Its economic foundations are in
good shape. The fundamentals for growth are strong in many countries. Reforms are being carried out region-wide. By adding
investment in education, social development, effective governance, and addressing inequality head-on, the Bank can effectively meet
its mandate, and the region can achieve its destiny.

For both the Bank and its region, 1998 was a year of promising achievements, as well as new or continuing challenges. Loan
approvals and disbursements hit record levels— further evidence of the IDB's relevance to its members' needs.

And yet, at the end of the day, the Bank's success, its relevance, its legitimacy, will depend on its developmental

impact—especially on the number of poor it has helped to build better lives. This is the Bank's true role. This must always be priority
number one. ' )
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Thus, while we recognize the pressing needs of the larger member countries for fast-disbursing 'line-of-defence" financing,
we must not let such activity draw the Bank away from poverty-focused investment. The IDB is not a regional IMF. The Bank's
comparative advantage, like its middle name, is development.

At this point, it may be appropriate for Governors to re-state. the terms under which flexibility was granted to accommodate
emergency lending. Most important, for us, is the principle that regular development lending, particularly to the poorer countries, must
not suffer... and that any deterioration in the Bank's financial ratios must be only temporary. Reserves, net income, and other key
indicators must be restored to target levels as quickly as possible—while the Bank redoubles its efforts to meet the agreed GRI-8 targets.

Progress was made on some crucial priorities, such as lending for social projects. Canada is very happy when we see
substantial funding used, for example, to bring clean water to the rural poor, or to upgrade and expand their access to education. We
are happier still when such efforts take innovative forms which emphasize quality—not just quantity—of programs, involve genuine
participation, and include the underprivileged and marginalized. And we are especially pleased when such people—women, children,
aboriginals, the disabled—are fully involved as beneficiaries and agents of change When we see such initiatives, we know the Bank is
playing its right role, and our support is well-mented

We welcome the Bank's commitment to lightening the burden of the heavily indebted poor countries. We also welcome its
role in private sector development, in order to create jobs and reduce poverty, through an integrated approach that should start with the
Bank's country strategy.

When Governors agreed on the Bank's last capital increase, we endorsed some very important governing principles for the
GRI-8 period—principles that remain essential, principles that will help the Bank to weather external shocks and keep faith with its
mandate, and with the people of the region.

The Bank should be congratulated for meeting many of those objectives and targets— but some are still to be achieved, such
as targets for lending to the poorest countries, and upper bounds set for policy-based lending.

Corporate Governance

The IDB is now at an important stage in renewing it.é govemnée structures. Canada has strongly supported the Bank's efforts to improve
planning, programming, and efficiency— reflecting the concerns of our taxpayers, who demand transparency and accountability. Such
concerns also reflect basic common sense, when resources are limited and value-for-money is vital.

_ Progress has been made since the "Managing for Effective Development' exercise—on strengthening Country Offices, on
organizing the work of the Board of Directors into functioning committees and working groups, on improving relations between the Board
and Management. Much remams to be done—but with solid leadership, there is great potential to improve the Bank's performance, and
its lmpact

Let me stress once again: we take the targets set by Governors very seriously, seeing them as essential, and not open for
renegotiation at every turn. The Board is entrusted with directing the Bank so that these vital objectives are met. Management and
Executive Directors should expedite their work accordingly.

By shifting from a culture of control, to a culture of managing for results... by paying more attention to strategic focus... in
such ways, we can give the Bank's lending, and the developmental resuits, greater impact. We welcome the Bank’s decision to undertake
a corporate strategy and welcome the progress to date. Failure to act decisively will bring increasing risk of irrelevance.

“And finally, evaluation... it should be a genuine tool of management, and a catalyst for change. We applaud the IDB's efforts
to make the most of borrowing members' capacity for evaluation, through its governance programming in the region. But more still needs
to be done to ensure 2 strong and independent evaluation mechanism in the Bank's own operations.

Conclusion
Our region has a heavy workload for 1999. As Governors meet for the last time in this century, Canada salutes the Bank's hard work
and many achievements over the past forty years. And we renew our commitment to helping the Bank play its right regional role—as

an innovative, inclusive catalyst of change and progress. Together, we can shape a stronger region, and a brighter future for all its
people, in the 21st century.
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MR. PAULO PAIVA, GOVERNOR FOR BRAZIL, AT THE SECOND PLENARY SESSION

First of all, I would like to congratulate you, Mr. Chairman, on your election as Chairman of the Fortieth Annual Meeting of the Board
of Governors of the Inter-American Development Bank and Fourteenth Annual Meeting of the Board of Governors of the Inter-American
Investment Corporation being held in Paris.

I would also like to express heartfelt appreciation to the Pre51dent of the Bank, Mr Ennque Iglesias, for his very successful
leadership of the Bank and the Corporation.

It is a great honor for me to represent Brazil at this meeting, on such a special occasion, when the Bank is celebrating its
fortieth anniversary. .

The founding of the Bank was a milestone in inter-American relations, shifting their focus from security issues to the
implementation of policies in pursuit of economic cooperation and development in Latin America and the Caribbean.

The idea of establishing a regional financial institution was first raised over a century ago, during the first Conference of
' American States held in 1889-1890. It later gained momentum in 1947 with the intense economic and social debate sparked with the
founding of ECLAC under the umbrella of the United Nations.

. The final framework for the design of the Bank was the conference held in Petrépolis, Brazil, at the Hotel Quitandinha, in
December 1954. There, for the first time, a cohesive set of proposals on economic cooperation and the establishment of a regional
development bank were discussed.

Finally, in 1958, an agreement was reached on the need to launch a regional financial institution. In early 1959 a committee
made up of 21 countries was established to negotiate all aspects of the new multilateral lending institution. The ultimate fruit of the
committee’s work was the Agreement Establishing the Bank, which was signed by the member countries in April 1959.

At this time, I would like to pay homage to two illustrious Latin Americans who played an essential part in the establishment
of the Bank. The first of them, thanks to his persistence, tireless work, and technical expertise, after years of hard work towards a great
idea, deservedly became the first president of the Bank. I am referring, of course, to Felipe Herrera.

The second, Juscelino Kubitschek, with his statesman’s vision, was able to take advantage of the opportunity that arose during
a diplomatic crisis in 1958 to demonstrate that Latin American security needed to rest upon prosperity and development. In this way he
laid the groundwork for the political understanding that allowed the Bank to be established .the following year.

Iam i)leased to report to this Board that the President of Brazil, Mr. Fernando Henrique Cardoso, has proposed to President
Iglesias that an international seminar commemorating the Bank’s fortieth anniversary be held this November in the Hotel Quitandinha
to discuss the dilemmas faced by Latin America and the Caribbean face in this time of crisis.

Speaking of difficult times, let me turn to the economic crisis that began' in Thailand in mid-1997 and later spread to many
other Southeast Asian countries.

Its origins can be traced to the dramatic end of a long growth cycle. It stemmed from structural maladjustment in the current
accounts of these countries’ balance of payments, compounded by fragile financial systems and overvalued assets.

‘What initially appeared to be a regional problem rapidly became a global crisis. According to a recent study by the World
Bank, some 36 countries, represennng over 40% of the GDP of developing countries and over a quarter of their population, experienced
negative per capita growth in 1998

‘

The impact of the siu.lation in Southeast Asia reached Brazil in October 1997, when the country successfully thwarted its first
speculative attack. The world markets seemed to have returned to normal when, in May 1998, the situation rapidly deteriorated as
Russia declared a unilateral moratorium, spreading great unease in the world’s financial centers.

We then w1tnessed a round of capltal flight from the emerging economies to unassallably safe assets, mainly United States
Treasury bonds.

In the second half of ~1998, intense pressure built on the real. Steady losses in international reserves led to a change in the
exchange regime in mid-January this year.

The top priority in Brazil’s economic policy in the short term is to prevent the scourge of inflation that devastated us for
decades from returning, at all costs. At the same time, we must ensure that the stabilization effort does not take place on the backs of
the poorest segments of society. I will get back to this point later.

Unfortunately, a recessive scenario has been forecast for the Brazilian economy in 1999. However, the outbreak of inflation
driven by the devaluation of the real should be temporary. I am confident that by next year, inflation will have come down to single
digits, will be declining, and will be firmly under control. At the same time, the foundations on which sustainable growth can return must
have been reestablished.
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Structural conditions are quite encouraging for Brazil to be able to overcome the current crisis rapidly. At the political level,
we have firmly established democratic institutions and the ability to mobilize the National Congress around the necessary structural
reforms. In this connection, I would like to emphasize that the constitutional reforms in the areas of social security and central
government administration that are absolutely necessary for the change in the fiscal system were recently approved and are already at
the implementation stage.

At the economic level, a series of reforins designed to bring in a more competitive and efficient system of production in Brazil
have been carried ot in the past few years.. The most noteworthy are as follows:

(a) The process of economic liberalization has been deepened with air across-the-board reduction in tariffs and the
elimination of administrative barriers to imports.

(€] A nufxlber of monopolies have been broken up, in the areas of oil and patural gas, shipping, and telecommunications.

(c) The privatization program has been accelerated, and has now covered iron and steel, mining, rail transportation,
ports, telecommunications, and power distribution, and the process of privatizing power generation has been launched.

(d) Investments in infrastructure have.been increased, with strong private-sector participation.

The privatization process also encompassed the financial system, with the sale of several major State-owned banks. It should
be recalled that, under the Real Plan, a broad program was undertaken to restructure the banking system, including private banks. The
system has therefore been relatively resistant to the impact of the economic downturn and higher interest rates.

Regarding macroeconomic policies, the greatest change under way is that the gradual approach to adjusting government
accounts has been replaced with an immediate, far-reaching change in the fiscal system, consolidating its restructuring at the three levels
of government: federal, state, and municipal. c

Under the understanding reached with the IMF last week, we agreed to generate a primary surplus of 3.1% of GDP in 1999,
3.25% in the year 2000, and 3.35% in 2001. This strengthened fiscal adjustment and the institution of the free exchange rate regime
should allow the real interest rate to decline significantly. The objective of reducing the public debt-to-GDP ratio will thus become
feasible, even in 1999, as well as a substantial decrease in the following years.

Special care was taken in the budget cuts to ensure that the decrease in spending would not affect basic social programs in
education, vocational training, health, unemployment insurance, and social welfare. This was also the basis for one of the emergency
loans approved by the Board of Executive Directors of the Bank last week.

I would like to take this opportunity to express the appreciation of President Fernando Henrique Cardoso to all tﬁose who
contributed to the successful outcome of this complex financial operation, especially to President Iglesias, Executive Vice President Burke
Dillon, and to the member countries, which supported its approval through their Executive Directors.

To return again to the IDB’s history of success, this is a2 good occasion to reflect on the course we should take in the future.
In an initial phase, the Bank’s activities consisted of providing substantial amounts of capital for infrastructure development in Latin
America. More recently, the scope of its activities has expanded significantly. Higher priority has been given to the social areas, and
in particular projects designed to reduce poverty and inequality.

The IDB has lent invaluable support during emergency situations caused by natural phenomena as well as economic and
financial problems. It has also promoted projects and programs intended to intensify regional cooperation at all levels.

Despite the undeniable progress achieved over the past 40 years, the countries of Latin America and the Caribbean must still
find solutions to many problems.

Poverty and inequality remain at intolerably high levels in most countries of the region. Our economies continue to be
extremely vulnerable, as shown by the acute impact of the international financial crisis on our countries.

On the positive side, we must maintain the progress we have made in fighting chronic inflation, one of the greatest stumbling
blocks to growth.

Additional and continued effort is needed to improve the external competitive position of our economies. Like it or not, there
is every sign that globalization is here to stay. We must leam to profit from it.

Still a high priority on our agenda is progress toward regional integration, an area in which the global financial crisis has
produced considerable tension.

Today, we can see clearly that development is a complex process that hmges upon the accumulation of capital and investment
in education, professional skills, and research and development.

A broader conception of the development process also encompasses our political, juridical and economic institutions,

particularly. in refation to minimum standards of income distribution and social justice as keys to stability, a prerequisite for forward-
looking long-term planning.
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) Ultimately, the main objectives of development are to reconcile efficiency with equity on the economic front, and freedom
with justice on the political front. | ) ‘ : '

Clearly, President Kubitschek’s vision that the seéurity of Latin America and the Caribbean depended not on repression but
on development and social justice remains more valid today than ever. However, the world has become much more complex, and the
challenges facing the IDB in the new millennium are formidable. -

. ‘ FMy, allow me to express my sincere thanks to the people and Government of France, and this marvelous city of Paris in
particular, for the warm welcome they have extended to us in hosting this event.
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MR. FRANS GODTS, ALTERNATE GOVERNOR FOR BELGIUM, AT THE THIRD PLENARY SESSION

As the world has seen, 1998 was a difficult year for the region, and therefore for the Bank as well. The year was marked by both
climatic and financial emergencies. Having contributed for many years to macroeconomic adjustment in the countries of the region, the
Bank now had to devote considerable resources and time to these emergencies, to the detriment of its traditional lending program.

Nevertheless, the need to respond to the difficulties in the region in 1998 allowed the Bank to reassert its social mission and
also to resolve other recurring problems not directly related to the difficulties. The activities it carried out in Central America after
Hurricane Mitch, for instance, enabled it to make up for delays in implementing the HIPC initiative. The Bank has also distinguished
itself as the main advocate of special treatment for Honduras and Nicaragua.

From a humanitarian perspective, the balance-of-payments support provided by the Bank in 1998 was less urgent, but enabled
it to take part in a global effort to protect middle-income countries in the region against contagion from the Asian crisis. However, the
cost of this support has been high, deviating a substantial amount of the Bank’s resources from its primary purpose and increasing the
financial exposure. Despite a high opportunity cost—30% of lending in 1998 and perhaps more in 1999—this assistance has also
contributed towards resolving the problem of depletion of the FSO concessional resources.

( Several membei' countries, including Belgium, would have preferred an approach taken in other multilateral
institutions—atlocating a portion of the income from the special emergency loans to finance certain initiatives, such as technical assistance
and the HIPC initiative, threatened by the FSO’s inability to generate income and reserves.-

However, Belgium considers last year’s performance positive on the whole, provided that the following two conditions are
met. :

First of all, financial emergency loans must remain exceptional. The primary focus of the Bank should continue to be support
for structural reforms and poverty reduction in the region. This approach should be reflected in—among other measures—reinstatement
of the well-known 15% and 65% caps, on the understanding that the IMF should continue to play the role of lender of last resort. It is
up to the Fund’s membership to ensure that it has enough resources to do so. Recent developments in Brazil’s financial situation
demonstrate the ad hoc nature of the emergency measures taken. . Accordingly, the IDB needs guidelines that should be established as
soon as possible so that they can be followed at the first signs of a balance-of-payments crisis.

Secordly, in the spirit of the Eighth General Increase in Resources, the Bank should reassign priority as soon as possible to
the fight against poverty, which, in the eyes of the governments and the general public, has become the primary reason for the
industrialized countries joining the Bank and for the efforts made during the last capital replenishments. Actually, the goals of
macroeconomic stabilization and greater equality are linked. The Bank itself in its report entitted Facing Up to Inequality in Latin
America indicated that too much inequality is an obstacle to economic growth. It is also helpful to recall that too much inequality leads
to more violence and crime, which can become obstacles to investments. Moreover, poor allocation of budget resources translates into
high, destabilizing deficits. Such unsustainable budget deficits, symptomatic of improper governance, are precisely what led to the
financial crisis due to contagion. In fact, it is possible that the budget policies in force prior to the crisis would sooner or later have led
to a balance-of-payments crisis and that the contagion effect of theAsian crisis only precipitated it.

Under the Eighth Replenishment, the Bank set a special goal: to gradually increase the proportion of lending for the social
sectors to 40% of the total lending. Unfortunately, the-statistics for 1995 to 1998 show that less than 30% of approvals were for the social
sectors in the broad sense, that is education, health, water supply, sanitation, and microenterprise. Moreover, the figure for 1998 is
already an overestimate since emergency loans for natural disaster relief have been included. The Bank must therefore return to its goals
as soon as possible.

Given that each operation is submitted to us as being more or less directly or indirectly poverty-targeted, we would refocus
social sector loans on the basic subsectors—health and education—that bring the greatest direct benefits to the neediest segments of the
population and promote coordination among donors and specialized agencies in other social sectors.

It is also essential that the standard of good governance be more systematically incorporated into lending policies. Good
governance has been shown to be a prerequisite for development aid to be able to contribute effectively towards poverty reduction.

Another major challenge will be to promote crossover issues such as the role of women in development, the environment, and
indigenous populations, so that these issues become'a concern for all the member countries. Their basic contribution to better
development will largely offset the high short-term costs they entail.

Furthermore, the Bank should ensure that it allocates its resources to activities directly connected with the projects and
programs. In our opinion, certain so-called nonfinancial activities have at this point grown so much that others are at risk of being
crowded out. . '

With regard to financial matters, I would like to commend the Bank and the Finance Department for their active, intelligent

management of the Bank’s resources. I am referring in particular to the introduction of new instruments that better protect, and even
increase, the Bank’s net income. . :
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Lastly, I would like to express my heartfelt thanks to the authorities and people of France and of Paris for hosting the meeting
and for their hospitality. Ihave also been asked by the Governor for Belgium, Minister Jean-Jacques Viseur, to convey his best wishes
for a fully successful meeting. .
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MS. MARITZA IZAGUIRRE PORRAS, GOVERNOR FOR VENEZUELA, AT THE THIRD PLENARY SESSION

‘I'am pleased to have this opportunity to address the Annual Meeting in this radiant City of Lights. I would like to commend the authorities
for the superb organization of this event—the last one in this millennium—which is taking place on the eve of a new cenwry, in a renewed
Europe that is prepared to take on the cha]lenges of integration, open to the developing world.

This has been a difficult year for the region. The sharp deterioration in the terms of trade, market volatility, reform programs
snll be to implemented, and the distressing presence of inequity and poverty bring home the fact that market forces alone cannot resolve
all the problems and that the State must remain a presence. The multilateral banks have an important role to play here—as important today
as when these institutions made their mid-century appearance in the development world.

. In this setting and on the threshold of the new millennium, democracy in Venezuela, under President Chévez’s administration,
is entailing a deep-seated renewal, a rethinking of the State, and efforts to instill the necessary governance to efficiently and effectively
address the numerous problems besetting our society. Hence the importance of the forthcoming constitutional reshaping process, which
is gradually surmounting various obstacles and should come to fruition this year.

In 1998, owing to the precipitous drop in oil prices, Venezuela had to rewrite its budget throughout the year in order to bring
spending into line with much-reduced oil and nonoﬂ revenues. For the first time, general tax revenues far exceeded revenues from oil
sales.

The result was a fiscal deficit equivalent to 4.8 percent of gross domestic product, which was addressed by way of cutbacks
in government spending, with preference given to the use of internal resources, limited use of voluntary markets, and resources from
multilateral banks, notably the Inter-American Development Bank.

The difficulties that arose in 1998 seem to be worsening in 1999. The new administration is faced with a substantial fiscal
deficit approaching 8 percent of GDP and oil prices are still low, adversely affecting the balance-of-payments current account and
ordinary Treasury revenues. The situation has been further undermined by inflation. Although rates did edge down in 1998, inflation is
still high, eroding the purchasing power of real wages and causing living standards and the quality of life in Venezuela to decline.

As one of its first measures, the government adopted a stringent fiscal adjustment program to deal with our heavily imbalanced
accounts. The 1999 budget has-been revised with revenues recalculated on the basis of a lower export price for oil. As a result, oil
revenues will defray less than 35 percent of total spending for the year. The new state of affairs therefore demands a rethinking of the
country’s development strategy.

The Venezuelan government seeks to achieve sustained growth in the production apparatus over the medium term in a
participatory, democratic setting in which it will be possible to reverse the inequitable distribution of income and alleviate poverty. The
cornerstone of economic policy must therefore be to curb inflation. This will be attained by instituting a2 cohesive economic program
aimed at stabilizing the major aggregates, creating employment, and freeing up the factors of producnon which have been constrained
by various elements that have caused the country’s production apparatus to stagnate. .

First, however, we will need to overcome the problems that exist in this year of transition. Tackling the deficit is the main
economic imperative now. In addition to the budgetary retrenchment noted earlier, the Parliament is also considering granting the
President of the Republic the power to issue, as extraordinary measures, a series of decrees whereby ordinary revenues could be raised
by just over one percent of GDP; by levying a temporary tax on bank withdrawals, gradually converting the luxury tax and wholesale
tax into a general sales tax, revising the present income tax, and revamping the tax and customs administration. The legislation also
provides for an integrated public finance management system, which would substantially improve domestic fiscal-policy management.

In addition, the use of this instrument will mean removing obstacles with respect to the regimen of the central and decentralized
federal government, facilitating private-sector involvement in economic activity, and strengthening financing mechanisms for such
activities.

Accordingly, the economic program includes, in addition to the aforementioned fiscal adjustments, new taxes and
administrative reforms to boost revenues and rationalize spending. However, even with the government’s efforts to trim operating
expenses, the external debt service burden is still considerable. In the early months of the year, a strategy was adopted to raise funds in
the domestic market in order to cover the cash-flow requirements for internal and external obhgauons Vanous options are also being
explored to penetrate the external voluntary markets. .

Although spending has been pared considerably, every possible effort has been made to maintain spending to protect human
capital, such as the education and health agency budgets, expenditures for children’s services, and all programs that seek to 1mprove the
situation of low-income groups.

Initial actions have been taken to reverse the decline in the quality of life of the very poor, and a set of emergency actions
devised will enable the government, in its first 18 months, to generate employment and income for Venezuelan families.

As to monetary and exchange-rate policy, the close coordination established in 1998 between decision-making bodies remains
in place. As a result of this coordination, interest rates have been falling bit by bit. The bolivar is in the lower range of its band and
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international reserves stand at one year of imports, in spite of the decline in our country’s leading source of foreign-exchange earnings:
petroleum and petroleum products. Of concern, however, is the deep economic recession. Steps have been taken to promote selected
sectors including gas, petrochemicals, tourism, agriculture, and industry, particularly small and medium-sized industry.

As part of efforts to promote and afford legal certainty for foreign investment, a new Investment Act and an amended
Concessions Act are on the official agenda, 50 We may say, with some optimism, that signs of recovery could be noted in the last quarter
of the year.

The region is passing through a difficult period. Turmoil in financial markets and natural disasters have added further pressure
to the already exacting task of development. But our countries have stayed the course, endeavoring to build their economies within the
framework of macroeconomic programs that- favor fundamental balances, while striving for viable structural change and creating
conditions for sustamable development

In this context of ﬁscal austerity, the solidary effort by countries in the region to provide concessional resources to the Bank
through the conversion of local currencies marks a milestone for the institution. By way of this agreement, even the less developed
borrowing member countries are contributing resources to the solution. Yet, the shareholders with the greatest economic potential are
notably absent in the search for avenues of solution. We are confident that decisive action by the borrowing countries and the leadership
of the President of the Bank will encourage this group of countries, our friends, to take steps to increase concessional resources by
accelerating convertible-currency FSO payments and by way of fresh contributions, including those that could support ﬁnancmg of
resources for the Heavily Indebted Poor Countries initiative.

Venezuela’s posiu'on is backed by our longstanding stance of participating actively and generously in efforts since the 1970s
to help make more IDB concessional resources available. We should remember that, since that era, our country has made its local
currency available to the borrowing member countries. It was the Board of Governors’ decision that Venezuela, like Mexico, would not
have access to optional loans. '

Concessional resources make programs and projects in countries unable to meet the ordinary-capital terms and conditions
financially viable, while preserving the institution’s sound financial position. We must bear in mind, however, that those resources make
it possible to finance other activities and satisfy a series of needs that would otherwise remain unmet. It is essential therefore to ensure,
as from this year, that concessional resources in local currency will be available for all borrowing countries.

We would like to acknowledge the work done this last year by the working groups of the Board of Executive Directors and
the Management of the Bank to review and reshape various procedures, programs, and prOJects that have a direct impact on the
functioning of the institution.

Meanwhile, we must continue working on the Bank’s medium-range vision and determine how it fits into the new international -
financial architecture, and what role falls to it with respect to the needs in the region. One mnglble result has been the development of
an emergency lending facility to help countries contend with the present crisis.

Inasmuch as this new product has put pressure on some of the Bank’s financial indicators and fast-disbursing loan capacity,
we believe that a set of criteria would need to be established to facilitate the country distribution of resources of this kind.

The Inter-American Investment Corporation’s capital increase will improve the institution’s financial situation. The admission
of new members, which we welcome, will bring ideas and capital from these countries to our private-sector investments. In this new
cycle, we must continue to pursue our broad lines of action, supporting the efforts of the region’s entrepreneurs in the global marketplace,
giving the private sector a role in resolving the infrastructure deﬁcn and continuing to foster efforts whereby the initiative and energy
of our peoples can translate into true enterpnses

The challenge for the Mulnlatera.l Investment Fund will be continued innovation, to constantly explore original approaches
to support the private sector and our microentrepreneurs.

In closing, Mr. President, we salute you for your stewardship of the Inter-American Development Bank. Thanks to your
efforts, our institution is becoming stronger by the day, and is answering the needs of the region. We welcome our new Executive Vice
President, Ms. Burke Dillon, to the Bank’s team. We are confident that she will soon assimilate the culture of our institution, whose
_ excellent staff has a wealth of expenence in the task of development prOJect support, de51gn, lmplememanon and evaluanon

To conclude, I would like to reiterate our appreciation for t.he Bank’s continued presence as the region rises to the many

challenges that await it in the new millennium. In this next chapter, the technical and financial assistance provided by our Bank, and our
President’s demonstrated leadership, will be needed more than ever.
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MR. HECTOR VALDEZ ALBIZU, GOVERNOR FOR THE DOMINICAN REPUBLIC, AT THE THIRD PLENARY SESSION

The Dominican delegation is very pleased that this Fortieth Annual Meeting of the Board of Govemnors of the Inter-American
Development Bank and Fourteenth Annual Meeting of the Inter-American Investment Corporation is being held in Paris, the cultral
capital of the world, the heritage of mankind, and the cradle of the ideals of liberty, equality, and fraternity. We are also delighted with
the meeting’s excellent organization and with the wonderful hospitality of our hosts from this unique city. In addition, we would like
to pass on a special greeting from the President of the Dominican Republic, Dr.Leonel Fernindez, who expects that these meetings will
be as beneficial for the region as they have been in the past.

‘We would like to point out that this year we are celebrating the fortieth anniversary of the Inter-American Development Bank.
We believe that the aspirations of the visionaries who founded the Bank have been fulfilled over the course of these four decades, during
which time this institution has played a leading role in the economic and social development of the region under the skillful guidance of
Presidents Felipe Herrera, Antonio Ortiz Mena, and Enrique Iglesias.

The Bank’s forty years of activity have been critical in supporting material, economic, and social progress in the region. The
IDB has provided more than US$95billion in loans, which has made it possible to generate US$240billion in investment toward the
priorities of the borrowing countries. Just last year, the Bank approved loans worth a record total of US$10billion, and it did this at a
critical time, allowing the region to confront financial pressures on their economies.

We would like to reiterate our support for all actions directed at facilitating the process of delegating authority in order to
strengthen the Country Offices. Also of note is the hiring of consultants with funds from the Action Plan for Group C and D countries
in order to accelerate the implementation of some projects. With regard to the Dominican Republic, a significant role was played by
President Enrique Iglesias, the Bank’s Management, and the Bank’s Country Offices in designing the emergency loan and reformulating
projects -under .way, in the afterwarth of Hurricane Georges. We would like to use this opportunity to propose the loosening of
requirements for the disbursement of sector loans to countries that have been adversely affected by unusual weather conditions and are
eligible for emergency financing.

We welcome the agreements that have been reached with regard to concessional resources. During the last several meetings,
we have maintained that the use of these resources by less-developed countries in the region would allow them to undertake development
projects on favorable financial terms. For this reason, we accorded priority to these issues during the previous meetings. The
commitment and efforts of the countries of the region should be emphasized, since we will be assuming the costs of the agreements. The
solution that was reached with regard to concessional resources will have a significant effect on the economic development of the countries
that made a commitment to contribute local currency. In the case of the Dominican Republic, the conversion of local currency will have
an impact on applying prudent monetary policy.

We strongly endorse efforts to increase the capital of the Inter-American Investment Corporation (IIC), since this will provide
major support for small and medium-sized enterprises in the region. We view this increase favorably and welcome the entry of new
members into the Corporation. ‘ : ‘

In 1998, Latin America was affected by natural disasters that had a serious impact on the economic structures of several
countries in the region. The “El Nifio” event, the severe droughts and floods it brought in its train, and the devastating effects of
hurricane Georges and Hurricane Mitch in the Caribbean, Mexico and Central America claimed many human victims and caused
considerable damage to infrastructure and production facilities. These disasters have increased the financial demands of rebuilding the
affected areas, and the multilateral organizations, especially the Inter-American Development Bank, have responded quickly.

In addition, the region was forced to deal with the effects of the crises in Asia and Russia, which led to a drop in commodity
prices, especially oil and mineral ores, and to short-term capital flight. As a resuit, economic growth in Latin America has slowed.
Nevertheless, the region had an above-average rate of growth in 1998, and inflation stabilized at 10 percent.

We therefore understand the reasons that have led the Bank to promote emergency financial loans, which represent special
effort in support of the countries of the region to mitigate the negative effects of the global financial crisis. The significant amount of
resources earmarked for these loans could eventually affect the future availability of funds for regular programs that are vital for the small
and medium-sized economies of the region. We trust that this initiative will not affect policy-based loans in various sectors.

I would now like to touch on the economic performance of the Dominican Republic during the last year. The Dominican
economy continued to post strong growth in 1998, expanding by 7.3 percent in real terms, the highest level in the region according to
statistics provided by ECLAC. This places the country’s average growth rate over the last three years at 7.6 percent. Meanwhile, single-
digit inflation (7.8 percent) was maintained for the fourth year in a row. All of the above occurred in spite of the damage caused by
Hurricane Georges, which according to natural disaster experts and ECLAC amounted to US$2.144 billion, of which US$1.521 billion
represented losses in assets.

Furthermore, per capita GDP increased by 4.9 percent, more than twice the 2.3 percent rate of population growth, thus leading
to an increase in real income. This growth was also reflected in an improved employment situation, with unemployment falling from
15.9 percent in 1997 to 14.3 percent in 1998 and the creation of more than 200,000 new jobs.

In spite of the above-mentioned natural disaster, the country’s net international reserves rose to US$100 million in 1998. There
was a surplus in the overall balance of payments, although the current account had a deficit of 2.4 percent of GDP owing to higher
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imports as a result the hurricane. Meanwhile, the capital account recorded a surplus, mainly due to an increased flow of direct foreign
investment to tourism, duty-free zones, and telecommunications.

On the fiscal front, the government had a balanced budget through the appropriate management of expenditures and more
efficient tax collection while following a policy that favored the social sectors—particularly health, education, and environmental
protection—as well as the reconstruction of hurricane-effected infrastructure. In this respect, we have had the technical and financial
support of the IDB and the World Bank. .-

The public sector, however, conunugd to be a net exporter of capital. For each dollar that the Dominican Republic received
in 1998, it paid its creditors the equivalent of $US1.80, despite receiving resources from the IMF, through the repurchase of 25 percent
of our quota, and a 6-month deferment from the Club of Paris on debt payments falling due between September 1998 and March 1999.
Venezuela, for its part, demonstrated continued support for, and solidarity with, the Dominican Republic by refinancing the debt for the
above-teferenced period over a term of five years.

In this same vein, although the 6-month deferment from the Club of Paris on foreign debt payments represented important
temporary relief in support of the national reconstruction program, it is also true that a nation affected by a hurricane of this magnitude
cannot be rebuilt in a period of six months. In this regard, I would like to mention that, in our case, the international payment
commitments derived from the above-referenced Club of Paris deferment will represent additional expenditures of 1.5 percent of GDP
in 1999, a figure which does not include the needed financial resources for continuing the task of reconstruction. As you can see, this
means that the country will have to make an extraordinary effort to maintain the macroeconomic stability that it has enjoyed over the last
few years.

" This year, it is estimated that the Dominican ecdnomy will grow at a rate of 7 percent with 6 percent inflation, according to
the Central Bank’s monetary program. Achieving these objectives is predicated on the adoption of a balanced-budget fiscal policy.

The Dominican Republic is currently pursuing an active foreign policy under the personal direction of President Fernindez
that has resulted in the signing of a free trade agreement with Central America and advanced negotiations with CARICOM. Last year,
investment-protection agreements were signed with France, Chile, Ecuador, and Taiwan. Meanwhile, missions headed by the President
himself resulted in attracting new investment for modern infrastructure in the areas of energy, urban development, environment, and
tourism, while progress was made in the effort to reform and privatize public enterprises. To this end, international bidding processes
have already been initiated in order to attract foreign investment to these business areas.

Next month, the Sécond Summit of Heads of State and of Government of the Association of Caribbean States will be held in
Santo Domingo for the purpose of increasing trade and cooperation. In November of this year, more than 50 leaders of ACP States will
meet in our country for dlscussxons regarding a successor to the Lomé IV Agreement.

If we look back over the last forty years, Latin America and the Caribbean have made great strides toward strengthening
democracy, economic development, and social justice. In this regard, we have been able to count on the significant and timely support
of the IDB. This considerable progress underscores the importance and the necessity of strengthening ties of solidarity and cooperation
throughout the hemisphere as a way of addressing the challenges of the Twenty-first Century. These meetings, therefore, are step in the
right direction.

100



MR. FERNANDO ARAMBURU PORRAS, GOVERNOR FOR PANAMA, AT THE THIRD PLENARY SESSION

We wish to express our sincere gratitude to our hosts, the French government, for the warm welcome they have given us. It is a great
pleasure to share with you, here in this beautiful city, our experiences in implementing the program of economic and social reforms
carried out by our government since the end of 1994, and our accomplishments so far.

. First, we would like to welcome the new Executive Vice President, Mrs.BurkeDillon, and wish her every success in her tenure
with the Bank.

Since our government came to power, we have shared with you at these annual meetings the progress that has been achieved
in respect to economic and social reforms in Panama. We would now like to provide a brief overview of the situation as of the beginning
of our administration, as well as of the work carried out and the most significant events of the last twelve months.

In 1994, the Panamanian economy was made up of two distinct sectors, each with its own well-defined characteristics: one,
a modern and expanding sector integrated with international trade, and the other linked to domestic activity, having reached the end of
its growth cycle. For decades, the second had been subject to protectionist policies which had pushed domestic prices higher than world
levels, obstructing relations with external markets, raising consumer prices, and reducing competitiveness in export-related activities.

This administration was faced with the challenge of introducing economic reforms over a short time period which would
strengthen the sources of growth, open up the economy, and at the same time maintain a proper fiscal balance. This set of reforms was,
from the beginning, aimed at revitalizing economic growth, creating jobs and modernizing the country in readiness for the new
millennium and the country’s assumption of the Panama Canal administration beginning January 1, 2000.

Our program included reform of the economy’s legal framework to boost competition in the various sectors. To this end, the
labor code was reformed, a modern law encouraging competition was passed, progress in trade reform was achieved and a program of
restructuring, privatization and concessions in major public services was implemented.

At the same time, trade reform substantially reduced excessive protectionism, placing the tariff ceiling at 15 percent, with only
a small number of exceptions.

Under the privatization program, the ports of Balboa and Cristobal, located at the entrances to the Canal, were turned over
to concession, and concessions were also granted for constructing two new, modern container ports on the Atlantic coast and for the trans-
isthmus railroad which, once modernized, will connect all the ports.

. In 1997, the telephone service was successfully privatized and concessions were granted for two cellular service bands. In
1998, after dividing the electric power enterprise into eight separate companies, a 51 percent interest in the three distribution companies
resulting from that division, along with the thermoelectric enterprise, was privatized, as well as a 49 percent share of the companies
generating hydroelectric power. The transmission enterprise remained a wholly-owned government corporation. The privatization
process in the electric power sector was successfully completed at the end of 1998.

Our government has devoted particular attention to the management of public finance. The trade reform program, and the
privatization and concessions were designed to minimize any adverse impact on public finance. At the same time, a deficit ridden
supplementary retirement plan for public officials was converted to a self-financing system of individual pension accounts; this program,
now in its final stages, is due to begin operating in the middle of this year.

In terms of external debt, our government was successful in reaching an agreement on rescheduling payments, while obtaining
a reduction in the overall amount. This came about after a process involving the use of Brady bonds and a successful bond issues and - -
debt repurchase program, following a long absence from the international financial markets.

Now, four and a half years after reforms began, the overall record of this administration can be considered to be positive.
Trade reform has brought competition to the domestic market, which has begun the process of bringing down prices for goods. At the
same time, modernization of industry and of technology in the previously-protected sectors—segments of the economy that were lacking
in competitiveness—is under way. For the first time the country as a whole is looking to world markets as the way to promote economic
growth.

The privatizations and the concessions granted have served to develop and modernize the ports to such a degree that in the
not so distant future the country has real prospects with the air, land and rail links, of becoming a regional center for freight handling
and distribution. It is worth mentioning that the annual rate of growth in port-related activity has exceeded 20 percent in the last two
years.

Another important aspect of the privatizations is the transfer of responsibility for investment from the public to the private
sector. It is estimated that in the next five to ten years the private sector will invest approximately B3 billion in the process of
modernizing and expanding services which, until recently, were under government control, significantly increasing private sector
participation in the economy and ensuring that investment will occur which otherwise would have had to be absorbed in the public sector
investment program. :
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Another important achievement of our reform program was reversing the downward trend in the economy’s growth rate. As
of 1996, the economy has posted positive GDP growth and, in 1998, despite the adverse effects of climate factors and the international
financial crisis, the growth rate was 3.9 percent, with the rate for 1999 estimated to reach 4 percent.

We are particularly pleased to highligﬁt the bond ratings assigned to Panama by. the international rating services. This reflects
the orderly management of our public finances and the positive effects of the reform program on economic performance. Today, Panama
has one of the highest ratings among emerging countries.

Despite the international financial crisis, Panama continues to attract the attention of investors, due to the absence of exchange
risk, low levels of inflation, and the stability demonstrated in recent years.

The current administration feels satisfied with the work carried out and the progress achieved. We are confident that
consolidating our economic reforms will be vital to-the future development of our country. Moreover, we are convinced that regardless
of who prevails in the next elections, our program to modernize and open up the economy will proceed at the necessary pace.

Mr. President, last year the IDB approved a record number of opérations for the Republic of Panama. Notable among these
is the Darién sustainable development program to which we, like you, are particularly committed.

Finally, we wish to express, once again, our pfofound gratitude to the President of the Bank for his personal support and

participation in the management and approval of the lending program implemented over the last few years. We would like to reiterate
our commitment to the development of our country, in particular, of less advantaged groups.
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MR. RODRIGO DE RATO Y FIGAREDO, GOVERNOR FOR SPAIN, AT THE THIRD PLENARY SESSION

First of all, I would like to thank the Government of France for organizing this meeting, as well as the city and people of Paris for their
hospitality and cooperation. I would also like to congratulate the Bank’s new Executive Vice President, Ms. Dillon. We hope she will
be very successful, and we offer her our full cooperation.

At last year’s meeting, we indicated that 1997 had been a year of economic expansion. Now after a 1998 that was full of
uncertainty and surprises, we begin 1999 with a combination of concern and hope.

For Latin America and the world, 1998 was a year of numerous unforeseen events that have had a considerable impact on
the Bank’s activities. During 1998, there was a considerable increase in the instability of financial markets, and Latin America and the
Caribbean were severely affected by several natural phenomena.

In the second half of the year, the instability of financial markets finally had an effect on the rate of growth in Latin America,
whlch declined from 5.3 percent in 1997 to 2.5 percent in 1998.

Although we cannot say that the uncertainty has disappeared completely, this unstable situation has brought two positive factors
to the fore: first, an across-the-board, rapid response by Latin American governments,.which.implemented.consistent macroeconomic
policies and structural reforms and, second, the equally rapid support of the international financial system as a whole and of the Inter-
American Development Bank in particular.

Perhaps the most important example of this concerted international response was the establishment of the multilateral financial-
support package for Brazil, to which Spain contributed $1 billion.

During the past year, the Bank has also had to deal with the natural disasters that devastated various countries in the region.
The floods caused by the climate changes associated with the “El Nifio” phenomenon, hurricanes “Georges” and “Mltch and, most
recently, the earthquake in Colombia, have elicited a prompt and decisive response by the Bank.

As a matter of course and in accordance with our bilateral policy, we support the Bank’s actions to assist all of the countries
that were affected by the natural disasters, and we are also pleased with the success of the Consultative Group on Central America. To
ensure that the assistance is effective, we believe that the Bank should play a leadership role in coordinating it.

This is the context in which we must judge the Bank’s activities. As a result, 1998 may be described as a year of transition,
not only because of the events described earlier, but also because of several reforms that have either been implemented or are in the
process of being implemented.

During this period, three changes have been made that may be of particular importance for IDB activities over the next few
years: first, the provision of sufficient resources to fulfill the long-term need for concessional facilities; second, the introduction of an
emergency lending facility; and, third, changes in the support mechanisms for the private sector.

The provision of sufficient concessional resources to attend to the needs of the poorest countries of the region through the year
2009, including the participation of Nicaragua and possibly Honduras in the HIPC initiative, demonstrates that the Bank, in a climate of
institutional maturity, is characterized by a spirit of cooperation and solidarity among its members. This achievement is attributable to
the acceptance of general conversion of local-currency holdings, previously not convertible, deposited in the member countries.

The approval of a new emergency lending facility allowed the Bank to participate in international financial assistance aimed
at lessening the impact of financial instability on the region. However, this new area of activity should be compatible with fulfilling the
objectives of the Eighth Replenishment.

In 1998, we also approved changing the operational limit on the activities of the Private Sector Departent. The new ceiling,
which will make it possible to satisfy existing demand more fully; is only part of the movement toward the private sector; the decision
to increase the Corporation’s capital and consolidate the Multilateral Investment Fund reaffirms the Group’s commitment in this direction.
This tendency should lead us to redouble our efforts to increase the efficiency of all aspects of our support for the private sector,
increasing coordination between programs and with other institutions having similar goals.

Within the context of transition, I would also like to make reference to the Bank’s mission under its current mandate. We are
pleased with the consolidation of activities in areas that have been promoted recently: State reform, the status of women, support for civil
society, and support for the harmonious, integrated development of indigenous populations and communities.

With regard to the Bank’s future, it is critical that the complexity associated with having numerous objectives—a characteristic
of development assistance—be reconciled with the flexibility and organization that are necessary for efficient action. Reforms should serve
to improve program preparation, to streamline administrative procedures, and to increase internal transparency. In addition, closer
collaboration should be sought with other institutions in contributing to the effort to increase the stability of the international financial
system.

" 1t should not be forgotten that the various international monetary and financial institutions were created for the purpose of
implementing international economic policies that reflect the foreign economic policies of member countries. This objective is even more
important in an increasingly interrelated world in which capital movements are playing an increasingly significant role.
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In today’s world, coordinating foreign and domestic economic policy is essential in order to ensure a stable economic
environment. The recent monetary integration of Europe only confirms this realization.

I mentioned earlier that we begin 1999 with a combination of concern and hope. As I have already indicated, the appropriate
response by all those involved in 1998 gives us reason for optimism even in the current situation. But the basic reason for facing the future
with hope is the wisdom with which the Bank has established its new areas of activity. Its advisory activities with respect to institutional

" reform and sector liberalization, especially in connection with financial sector reform and support for private enterprise, provide a
guarantee of sustainable growth over the long term.

Continuing our efforts to consolidate these areas of activity will contribute to diminishing uncertainty and will allow the Bank
to continue to efficiently fulfill all aspects of its mission in support of the economic and social development of Latin America and the
Caribbean. . :

1 can assure you that, as always, the Bank can count on our full support in pursuit of this mission.
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MR. JOSE ANGEL GURRIA, GOVERNOR FOR MEXICO, AT THE THIRD PLENARY SESSION

It is a great pleasure for me to attend this Fortieth Annual Meeting of the Board of Governors of the Inter-American Development Bank
and Fourteenth Meeting of the Inter-American Investment Corporation.- On behalf of the Mexican delegation, I want to thank the
Government of France and the people and aut.hormes of Paris for the hospitality they have extended to all participants.

I also want to extend my warmest welcome to Ms. K. Burke Dillon as Executive Vice President of the Bank. I know that the
Bank will be enriched by Ms. Dillon’s expertise and experience, and I wish her every success. I would also like to express our gratitude
for the tireless and capable efforts of Ms. Nancy Birdsall.

As everyone is aware, 1998 was an especially tough year for the international economy and in particular for the so-called
emerging economies. The collapse of international prices for major commodities was compounded by the flight of capital seeking lower-
risk assets in other countries, and such economies were virtually shut out from further borrowing in capital markets.

The magnitude and intensity of this phenomenon, which were unprecedented in many respects, were difficult to foresee. This
was evident in the repeated downward revisions that have had to be made in predictions for global economic growth.

Mexico fell victim in particular.to the collapse of world oil prices, which resulted in fiscal revenue losses equal to 1.3 percent
of our GDP. At the same time, the volatility of international financial markets created pressures on the exchange rate and tended to boost
interest rates and inflation.

Faced with such a situation, the only realistic path was to cut back on public spending. By doing so, we were able to mitigate
the adverse effects of these shocks and absorb them in an orderly way, and thus protect economic growth and continue to create jobs.

This meant that public spending went through three successive trimmings in the course of the year. As well, we adopted a
tighter monetary policy in order to help reduce market volatility.

The success of these measures was due to the fact that Mexico’s economic fundamentals were already sound, thanks to its
policy of fiscal and monetary discipline, its prudent management of the public debt, its flexible exchange rate, its stronger domestic
savings performance, and the diversification of the products it sells on the world market.

These factors taken together meant that the Mexican economy has had satisfactory results to show for the past year.

The economy grew by 4.8 percent in real terms, a rate that was the highest in Latin America and one of the highest in the
world.

Job creation surged ahead. During this last December we enjoyed our lowest open unemployment rate for the month in six
years, and in January the rate was the lowest for that month in eight years.

Inflation during 1998 stood at 18.6 percent, 6.6 points above expectations. This was due to a greater-than-expected
depreciation of the nominal exchange rate, under the impact of international volatility. Yet inflation for the first two months of 1999 has
shown a clear downward trend, and suggests that we will be able to meet our goal of around 13 percent for the year as a whole.

Despite the enhanced competitiveness of Asian products, in light of that area’s significant currency devaluations, and despite
slower growth in the world economy and plummeting international oil prices, our total exports managed an increase of 6.4 percent, and
in fact our non-oil exports grew by 11.3 percent.

These positive economic resuits were a key factor in the successful placement of a one-billion dollar bond issue on February
5 this year, which was also a sign of confidence in our country’s economic outlook. This was the first bond issue this year by a Latin
American country on the dollar market. It was followed by a Pemex bond issue of a billion dollars, and another by NAFINSA for 300
million dollars. And now, during the IDB meeting here in Paris, we have concluded an operation whereby we are refinancing in advance
the bulk of the stand-by liquidity line that we arranged last October, and that was due to expire in April of next year. This agreement
allows us to refinance some 1.9 billion dollars on medium.and long terms, out of a total of just under 2.7 billion. It will help to instill
confidence in the Mexican economy as we head toward a change of government in the year 2000.

Mexico has succeeded in a relatively short fime in absorbing the instability unleashed by the devaluation of the Brazilian real
at the start of the year. In the past eight weeks, interest rates have fallen by more than 10 percentage points, the exchange rate has
appreciated by more than 10 percent, and the Mexican stock exchange index has gained 45 percent in nominal terms.

Having succeeded in consolidating economic growth and boosting employment in 1998, the federal government has now put
forward a responsible and prudent economic program intended to keep economic growth as high as possible and prepare the way for a
smooth transition to a new administration. The Congress has thus been asked for the first time to consider a two-year economic program
that sets goals for both 1999 and the year 2000.

In spite of the discouraging international setting and the likely persistence of low oil prices, we expect that our GDP will record
an increase of 3 percent this year and 5 percent for the year 2000.
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With respect to the fiscal deficit, Mexico’s target for the current year is to keep it to 1.25 percent of GDP, and 1 percent in
2000. Achieving these goals will mean subjecting program expenditure to heavy restrictions, aithough we shall continue to give special
consideration to social spending, in particular the war on poverty, and 0 strengthemng federalism. In 1999, social spending will account
for 60 percent of programmable expenditure.

Another key element in maintaining a dynamic economy is the implememation of structural reforms. In récent years we have
in fact recorded some major achievements, with respect to ports, airports, railways,. telecommunications, reforming the social security
system and the financial sector, among others. More recently, President Zedillo submitted to Congress a far-reaching initiative to open
the electric power sector to domestic and foreign private investment.

We are pleased to note that 1998 was an especially fruitful year for the IDB. Together with the leadership shown by Enrique
Iglesias and the Bank in helping our sister countries of Central America to recover from the devastations of Hurricane Mitch, the level
of Bank approvals has provided clear evidence of the key role it is playing in containing the fallout from the turbulence in global financial
markets. We believe that the Bank should focus a large part of its future efforts in these two areas.

The Bank must be active in preventing and mitigating the effects of natural disasters, so that the burden of risk can be
distributed more appropriately among those countries that are best equipped to shoulder it.

On the other hand, while we have seen that markets are beginning to differentiate as to the quality and soundness of the
economic fundamentals in individual countries, there is a need for the Bank to establish an incentive system that will recognize, support
and reward the efforts of those countries that are pursuing sound economic policies but, because of the spillover effect, are facing market
access problems. In this context, we believe the IDB should energetically promote the use of its guarantee program. It should as well
engage in close coordination with the World Bank and the International Monetary Fund, to take a more active role in the work to develop
a new architecture for the financial system. This initiative is inconceivable without the active presence of the IDB to guide and steer the
effort. In this respect, Mexico gives its wholehearted support to the proposal made by the Governor for France to set up some kind of
“Development Committee for Latin America” within the IDB.

In terms of concessional resources, we recently wrapped up what may well be the last replenishment of the Fund for Special
Operations. The terms of that agreement are testimony to the deep sense of solidarity that unites the nations of Latin America with the
less developed countries in their midst. I would like to invite our nonborrowing members to take an active part in giving substance to
these common agreements of the Bank, by helping to close the FSO-8 funding gap, speeding up payments under previous replenishments
and covering the contributions of the D-2 countries in the most recent resource increase.

Turning now to the Inter-American Investment Corporation, 1 am pleased that agreement has been reached to effect its long-
awaited capital increase, so that the Corporation and the IDB itself become a solid presence as important sources of funding for the
. region’s private sector.

Popular wisdom tells us that life begins at forty. That is surely the case as the IDB enters this new chapter, and we want to
declare our fullest appreciation of the Bank’s efforts on behalf of economic and social development in Latin America and the Caribbean.



MS. ELLEN MARGRETHE L@J, GOVERNOR FOR DENMARK, AT THE THIRD PLENARY SESSION

First of all, allow me to join the previous speakéts in extending my sincere appreciation to-the Government of France and to the City of
Paris for their warm hospitality and for the excellent arrangements provided for at the 40® Annual Meeting of the Inter-American
Development Bank.

This Annual Meeting is a special occasion for the Bank. The Bank is celebrating forty years of sucéessful operation and is
at the same time on the wake of a new millennium. The Bank has during the 40 years transformed itself into a broad-based developing
institution. It is now the largest multilateral development institution for Latin America and the Caribbean.

Before looking to the future, I would like to take a look back on the past yw A year with currency turmoil, with devastating
hurricanes, and a year with a solution to the FSO.

Many countries in the region have already suffered because of the financial crisis, and there is a risk of further set back. The
economic destabilization has lead to increased political and social challenges for Latin America. Denmark strongly supports the prompt
reactions by both the countries of the region and the Bank to mitigate the crisis: The countries by implementing major fiscal and monetary
measures, and the Bank by establishing an emergency lending program.

We see it as an extraordinary situation requiring extraordinary responses. Emergency lending is not a normal task for the IDB.
. Balance of payment loans are first of all an issue for the IMF. The present authonty for the Bank to approve emergency loans is
accordmgly only granted for one year.

At the end of October the region witnessed one of its most severe natural disasters. Hurricane Mitch ravaged in just a few
days large areas of Central America. The consequences were devastating, especially in Honduras and Nicaragua. Together with the
international community and humanitarian relief organizations the Bank took swift action to mitigate the consequences of the disaster.
We welcome this.

Ahead of us is an enormous challenge in rebuilding the infrastructure and the economic base of the countries hit by Hurricane
Mitch. And a challenge to support the many poor whose bread and butter has been taken away. Furthermore, it is important to ensure
that the rebuilding will be more resistant to new natural disasters than previously. Better early warning systems and contingency plans
should, thus, be part of the rebuilding process

Denmark only provides development assistance on a grant basis and targets its development assistance to the poorest countries
in the world. Denmark therefore sincerely welcomes the conclusion of the FSO-negotations. I would especially like to thank the regional
countries for the solidarity they have shown reaching this historic agreement.

There is now an agreement on the concessional resources for many years to come. There is also an agreement on HIPC
financing for Nicaragua and, if eligible, Honduras. The debt initiative contributes to a new start for countries willing to pursue a sound
macro-economic policy. Denmark acknowledges the Bank's support to the HIPC-initiative. We support a decision on debt relief to
Nicaragua and Honduras already in 1999. We encourage all donor countries to contribute by writing off bilateral debt and/or contribute
to multilateral debt relief.

On the threshold of the 21 century, it is natural for all of us, including the Bank to look ahead. In Denmark’s view the primary
role of the IDB is to be a development institution with the overriding objective of fighting poverty. 35 percent of the region’s population
is still living in poverty. It is a much too high percentage.

‘ To reduce this figure conceﬁcd efforts are needed. A broad economic growth policy has to be pursued. And particular attention
has to be given to ensure a social and environmental sustainable policy.

Denmark notes with satisfaction that in 1998 the Bank adhered to the IDB-8 mandate regarding allocation of resources to the
social sectors. It also approved new strategies in this area. Denmark trusts the Bank will continue to put special emphasis on social sector
development in the future.

Popular paructpanon in the development process is 2 precondition for sustainability. All citizens must be given an opportunity
to participate actively in the economic and political development of the country. The Bank has been innovative in its approach to address
these problems. One exampie is the pilot-project 'Social Policy Dialogue', which Denmark supports.

Denmark also commends the Bank for providing crucial support for modernization of the state and strengthening of civil
society in the region. The preliminary work towards a sirategy for cooperation with civil society has been undertaken. We look forward
to its completion. There is a need for a clear definition of the concept and to find ways and means of strengthening and integrating civil
society in Bank operations.

The importance of good governance for successful development is now generally recognized. The general principles have to
be transformed into practical policies in the international development institutions. We would like to see the Bank play an active role in
promoting good governance and supporting the establishment of -communities founded on the rule of law and democratization. We
encourage the Bank to enhance its work on policies in this area, including a policy on anti-corruption.
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The UN Women’s Commission is in these days planning the Spécial Session of the General Assembly in the year 2000. The
Beijing Conference concluded that without equal participation of women a sustainable economic, social and democratic development
cannot be ensured. This conclusion should be a guiding principle for all development institutions. Also the IDB.

‘We recognize the excellent work done by the WID-unit. But we also look forward to seeing substantial progress within the
area of gender mainstreaming in the Bank’s lending programs as well as in the Bank’s institutional structures in the years to come.

Last year we extensively discussed a vision for the Bank. Following the FSO-agreement the discussions have, however, lost
momentum. Denmark believes there is a need for a vision for the Bank’s future actions. Fundamental questions regarding the overall role
of the Bank need to be addressed, especially after the Bank has taken an important role in financial crisis and natural disasters. The vision
should encompass both the Bank’s relations vis-a-vis other multilateral development institutions as well as priorities in Bank operations.
We hope the vision can soon be finalized.

Let me conclude by complimenting the Bank on the achievements that have been made in 1998 and indeed in its 40 years of
operation. By its successful handling of both the economic crisis and the natural disasters, the Bank has shown its leading role in the
region. Denmark wishes to pledge to you, President Iglesias, and to the Inter-American Development Bank our continued trust and
support in the years to come. N
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MR. HERBERT MULLER, GOVERNQR FOR BOLIVIA, AT THE THIRD PLENARY SESSION

1 feel honored to attend this meeting of the Governors of the Inter-American Development Bank and Inter-American Investment
Corporation, and wish to extend my thanks for the hospitality shown by the Government and people of France. Let me take this
opportunity to congratulate the Bank’s Management for its skillful administration, enabling the Bank to complete its fortieth year as a
sound institution fostering development in the countries of the region and committed to the efforts of each and every one of our
governments to alleviate poverty. .

This is an excellent opportunity not only to assess the performance of the region’s economies, but also to share a broad range
of experiences and the concerns of our peoples about the region’s future as we enter the new millennium.

For purposes of comparison, economic performance is best assessed on the basis of four mdlcators stability, growth,
employment, and income distribution.

In terms of stability, Bolivia’s performance has been exceptional. From hyperinflation of more than 8,000 percent at the
beginning of the 1980s, the rate had declined to barely 4.34 percent by the end of 1998, one of the region’s lowest.

" This was no accident." It reflects the political will of governments to maintain appropriate fiscal discipline with fiscal deficits
declining continuously in recent years. Had it not been for the cost of comprehensive pension reform, in which the government undertook
to change the pay-as-you-go system to one of individual pension accounts, the 1998 budget would have shown a slight surplus.

This result would not have been possible w1thout the ability to steadily increase the tax ratio through a simpler tax system that
has expanded the tax base and boosted fiscal revenue, with improved controls to minimize tax evasion. In 1998 the tax ratio, at around
18 percent, was among the highest in Latin America and the Caribbean.

In line with the report on inequality prepared by the Bank for this meeting, Bolivia recognizes that it is sometimes preferable
to sacrifice tax progressiveness in order to ensure optimal collection levels, relying instead on social spending, particularly in education
and health care, to serve as the mechanism for redistributing income.

It is precisely for this reason that we have participated actively in the HIPC program, which has not only helped reduce the
burden of domestic debt on our budget, but has also freed budget resources for investment in the social sectors.

Because ours is a landlocked country, among other reasons, one of the most vulnerable sectors of our economy is road
infrastructure. Although the Public Works Concession Act has now been passed, we believe the State should continue to participate in
the construction and maintenance of most roads for some time to come. For this reason, road mfrastructure financing by t.he multilateral
instimtions in general, and the IDB in particular, will continue 1o be essential.

The international crisis is forcing us to tighten fiscal discipline to counteract the deteriorating terms of trade for our
.commodities in international markets. This, combined with substantially rising imports of capital goods, explains the large current account
deficit in our balance of payments, which amounted to 7.9 percent of GDP in 1998. Although a deficit of 7.2 percent has been projected
for 1999, it is important to note that this deficit was entirely financed with foreign direct investment; thus, Bolivia’s net international
reserves remained constant at the equivalent of 6.5 months of imports.

Our managed float exchange rate policy is aimed at ensuring a single, competitive rate. It has also helped stabilize the level
of net international reserves, which has in turn bolstered the confidence of international creditors and economic agents in the stability
of the country’s currency. The 5.21 percent devaluation of the currency in 1998 exceeded the rate of inflation.

Growth, though modest compared to the country’s expectations, was 4.7 percent in _1998, more than double the average for
the region, and for the first time in recent decades, was greater than the inflation rate recorded in the same period. It is estimated that
growth in 1999 will be approximately 4.5 percent, with inflation of 5 percent.

This growth rate can be explained, to a great extent, by the high level of private investment in hydrocarbons, electric power,
and agriculture. These sectors, however, are capital intensive, so employment quality and quantity have not increased as a result.

We recognize that rectifying inequality in our society will depend largefy on creating more and better jobs. This means having
the courage to modernize labor market regulations, but also supporting the growth of small and medium-sized enterprises.

In that regard we must stress the importance of the support we receive from the IDB in microcredit financing and technical
assistance for small business. The financial depth of this sector in Bolivia is unquestionably among the region’s greatest. The performance
of microenterprise and small business in Bolivia offers clear potential as a significant means of formalizing the economy, and more
importantly, creating jobs. Based on the financial performance of private microlending institutions, this is good business, and small
entrepreneurs are creditworthy borrowers. The liquidity, solvency and profitability of Banco Sol, Bolivia’s and the region’s leading bank
in the field of microcredit, are above average for traditional commercial banks.

In summary, Bolivia has managed to consolidate its monetary stability and achieve sustained growth—though still insufficient

to address existing poverty levels. Our economic policy will continue to pursue economic growth with equity, in an environment of
stability and employment opportunity.
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We particularly wish to congratulate the Bank’s Management for its report on inequality, which has helped us define more
effective policies for reduc‘ing inequality in the regioni generally, and in Bolivia in particular.

The objective of our economic policy is consistent with President Banzer’s program, which rests on four principles:
opportunity, through economic growth and stability; equity, through better living conditions; a sound institutional framework for private
sector activity; and last but not least, dignity, by taking Bolivia out of the coca/cocaine circuit under the current adminjstration.

One of the keys to economic growth is investment. Bolivia has determined to limit State investment to sectors that are
relatively unprofitable financially but yield a high social return, such as education and health care. In the production sectors, on the other
hand, the govemment is leaving the field open to the private sector investment.

With respect to Bank strategies and policies, we applaud the IDB’s approval in 1998 of 10 billion dollars in loans to borrowing
countries in Latin America and the Caribbean, the highest amount ever approved in a single year. We would highlight both the regular
lending program, which increased from US$6 to US$7.2 billion, and the special US$2.85 billion program designed to help the countries
weather the global financial crisis. It ought to be a matter of pride for the Governors that the Inter-American Developmem Bank, for
the ﬁfth consecunve year, is the region’s premier mululateral development bank.

As Governor for one of the FSO beneficiary countries, I w1sh to express our appreciation to the Bank, and especially to the
countries that made available local currency deposits at in their central banks to finance the concessional resources lending program for
the next 10 years in total amounts of 2 billion dollars for 2000-2003 and 2.4 biltion dollars for 2004-2009.

These amounts, however, are not sufficient to meet the development needs of the least developed, Group D-2 countries, and
although we understand the difficulties entailed in financing a greater amount, we hope that a new increase in resources for the FSO
window can be.negotiated in the near future. Although the current solution does not include new conmbunons from the nonborrowing
countries, their commitment to rcducmg poverty in the region is clear.

We believe the Bank should continue to place emphasis on financing social programs, which last year, according to the reports,
. accounted for 46 percent of all projects approved.

We wish to call special attention to the breakdown of operations by country group, since the share of Group C and D countries
fell to 30.2 percent, as compared with the indicative target of 35 percent under Bank policy.

We also wish to express our full support for the Action Plan to strengthen the Country Offices and the Action Plan for Group
C and D countries, which have proven valuable tools for enabling Country Offices to respond rapidly to requests for assistance and
finance consultancies in specific cases.

" We firmly support as well the new Social Entrepreneurship Program, known earlier as the Small Projects Program. We are
convinced that the proposed program will expand opportunities for microentrepreneurs by embracing small production and social
development projects as generators of much needed employment in our countries.

We urge Bank Management to do 1ts utmost to.increase cofinancing from bilateral sources for the nonreimbursable technical

' cooperauon program.

Now that fewer funds are available for this program, we consider the donor trust funds an essential source of resources and
specialized expertise for project design and preparation, offering assistance to strengthen local institutional and administrative capacity.

We also welcome the introduction of guarantees and diversification in the Bank’s pi-ivate sector portfolio, as well as the
increase in the number of group C and D country operations.

We agree that the Bank should lend to the private sector up to 5 percent of the balance outstanding on authorized loans, thereby
expanding this program by 600 million dollars annually over the next three years.

Also important for our country is the Bank’s private sector strategy, whose aim is to improve key aspects of the business
climate and which is becoming a fundamental tool for designing the lending program and country-Bank dialogue.

To conclude, I wish again to convey my country’s appreciation for the work performed by the Inter-American Development
Bank toward regional development in general and the development of Bolivia in particular.
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MR. NICOLAS IMBODEN, GOVERNOR FOR SWITZERLAND, AT THE THIRD PLENARY SESSION

On behalf of the Swiss delegation, 1 should like first to thank our hosts, the French people and government, for the warm welcome we
have received here in Paris. I should also like to express my appreciation to the President and staff of the Bank for the quality of the
documents distributed for this annual meeting of Lhe Board of Governors.

The financial shocks and natural dlsasters that have struck Latin America recently place a heavy burden on the people of the

- region. I wish to express Switzerland's solidarity with the governments and peoples so suddenly and cruelly thrust into these crises. Like

other speakers before me, I also take this opportunity to tell President Iglesxas and the Bank's staff that we appreciate the Bank's swift
and effective action during these difficult times.

The economies of Latin Amen'ca and the Caribbean are now suffering the repercussions of global financial instability. The
negative impact on growth, employment, and living conditions has been extremely high. Nonetheless, it is clear that —thanks to their
legitimate democratic governments and open economies- countries in the region have successfully contained the most harmful effects
of the financial crisis. This gives us reason for optimism that the emerging economies of Latin America and the Caribbean may soon
regain their place as important centers of economic growth.

This is particularly true in that several initiatives have recently been announced to support the reconstruction of Central
America and lighten the debt burden of poor countries. . I commend these efforts. Swirzerland has already mobilized substantial resources
for international action to assist populations affected by Hurricane Mitch. We will be taking part in the next Consultative Group meeting
in Stockholm, where I expect the IDB, in close cooperation with the authorities concerned, will undertake to ensure the best and most
effective use of funds. With respect to poor country debt, Switzerland encourages its partners, and in particular the G-7 countries, to
take the courageous and decisive measures called for. More than 20 years ago, the Swiss government canceled all concessional public
debt. Since 1992, we have also forgiven bilateral commercial debts owed by 19 poor countries; and we are contributing US$30 million
to the trust fund for the Highly Indebted Poor Countries initiative.

The Bank has provided substantial emergency financial support to the economies affected by the crisis. I fully understand the
particular circumstances of these operations, and I approve of the decisions taken. Nonetheless, the time has come to better define the
role and mandate of the Bretton Woods institutions and the regional development banks, as well as possible private sector participation
in response to these crises. It is in that spirit that Switzerland is approaching the discussions on the new architecture of the international
financial system. 1 hope that in the next few months the Bank will establish a precise definition of the framework and nature of its
emergency financial operations.

The massive commitments undertaken recently by the IDB in connection with this type of emergency operation have had a
significant impact on its'financial position. The risks associated with increased geographic concentration, the effects on the Bank’s
prudential ratios: all of these elements call for careful management. In an increasingly fragile financial system, our Bank must remain
a pillar of solidity and credibility. The IDB must also continue to be particularly attentive to the needs of the poorest countries.

Against this backdrop, Switzerland welcomes the agreement concluded last December on concessional resources, an agreement
that also touches on the question of financing debt forgiveness under the Highly Indebted Poor Countries initiative. We recognize the
efforts and display of solidarity on the part of all the Bank's members and believe the IDB now has the financial means necessary to
pursue its course of action and to coordinate and mobilize through and leverage substantial cofinancing for its priority programs and
projects.

Switzerland has been an active member of the Inter-American Investment Corporation since its inception. The reason is
simple. Mobilizing private resources, fostering the entrepreneurial spirit, promoting private investment—particularly for small and
medium-sized enterprises—are objectives and approaches which have for years been at the center of Switzerland's policy of economic
cooperation with emerging economies. Our relationship with the Inter-American Investment Corporation is based on this combination
of analysis and strategy.

We have long shared the view that an increase in capital is indispensable to strengthen the financial foundation of the
Corporation. Our firm support for this capitalization exercise enables me to view the current negotiation process somewhat critically.

It is indeed clear that despite a favorable context—broad support for an increase in capital, openness to new membership, and
the interest of several prospective members—we have not made significant progress. Conflicts of interest, excessive claims and
inflexibility have affected the negotiations. It is my hope that all members of the Corporation will adhere to the timetable currently being
proposed so that it will be strictly respected and provide the opportunity for a better structured and more effective negotiation process.
With calm restored, I also hope that all members of the Corporation and the potential new members can once again consider themselves
full partners in and parties to these negotiations.

Together, we must now all concentrate on the significant challenges facing the Corporation. These challenges are
considerable, given to the exceptional increase in capital now being envisaged. Faced with these challenges, we believe the "Blueprint
2000" paper articulates a certain number of important strategies. In the weeks ahead, we expect to see the Corporation’s Board of
Executive Directors engaged in an intensive effort with respect to managerial methods, msutuuona] capacities, and strategic, financial,
and operanonal approaches.
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More than ever before, the Inter-American Development Bank faces important and diverse challenges and expectations.
Accordingly, to avoid doing more but not necessarily better, the Bank must redefine its strategic framework for the years ahead. Itis
essential to optimize the allocation of resources to certain priority areas of activity. While our institution must maintain the resources
needed to serve as a laboratory and clearinghouse for new ideas, it must also focus its efforts on strong and determined action within its
fields of excellence and in areas where it enjoys a comparative advantage. We see evidence of those areas every day.

At the dawn of a new millennium, the Bank's future should, in my view, develop along two major axes. On the one hand,
for the poorest countries of Latin America and the Caribbean, the Bank should confinue to play its lead role as a coordinator and catalyst
of multilateral resources in support of lasting economic development and the fight against poverty. On the other hand, for the emerging
economies, the Bank’s role should evolve more dramatically. Rather than financing programs and projects directly, it should increasingly
devote itself to providing knowledge and expertise, as well as the leverage needed to mobilize private resources. Such a shift calls for
the Bank, first of all, to examine options for funding technical assistance, which may no longer be granted in the form of grants alone.
Also, an effort ought to be made to bring the private sector into a true association with this process, and therefore included in our
deliberations. We welcome France's proposal that an IDB Development Commmee be set up. Giving the private sector a seat on such
a committee would make it a full partner with the Bank.

This process of change should be combined with an ongoing effort to improve the Bank's management practices and
procedures, to promote greater efficiency, transparency, and accountability, and to increase the impact of its operations on development
in the member countries. In that regard, I commend the efforts being deployed in developing the new corporate strategy and encourage
management to complete this process as soon as possible.
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MR. EDUARDO ANINAT URETA, GOVERNCR FOR CHILE, AT THE THIRD PLENARY SESSION

I am honored once again to address the ‘Boa'rd of Governors of the IDB as we meet on this occasion in Paris, France. This is the sixth
consecutive year I have had this privilege, making me the longest standing Latin American governor and one of the three governors here
today who have continued in office since the Eighth Replenishment in 1994,

This is a special occasion for me, not only because we are gathering in this historic city, but also because I had the honor
yesterday of accompanying the President of Chile, Eduardo Frei, as he personally extended the greetings of thé people and the
Government of Chile to the esteemed people of France, to the Inter-American Development Bank, and to all the special guests who are
joining us on this occasion. I should like to extend these greetings once again today. I should also like to take this opportunity to express
our deep appreciation to the President of the Bank, Mr. Enrique V. Iglesias, who, once again, has guided the IDB through a difficult
period in the region. I greet the new Executive Vice President, Ms. K. Burke Dillon, who has made the transition from the Anglo-Saxon
restraint of the IMF to the spirited world of Latin America as it looks optimistically to the future.

The context in which we are meeting is quite different from that of the last five years. The international financial crisis that
originated in Asia hit the region hard and unfairly, requiring adjustments and sacrifices in all our countries. We were looking forward
to 1998 as a year when the advances achieved through great effort and discipline in Latin America and the Caribbean would be
consolidated, but it ended up bemg a year of bad ndmgs The region’s economic growth, which averaged 3.7 percent from 1994 to 1997,
fell to almost zero in 1999.

This unfavorable simation affected Chile, as well. The openness of our economy meant that we were one of the first countries
to feel the impact of the crisis. Of the countries of Latin America, Chile has the greatest access to the markets of Southeast Asia, and
the value of our exports to the region decreased 33 percent in.1998 in consequence of the region’s difficulties. Moreover, since late 1997
Chile has suffered a sharp decline in its terms of trade which, by itself, represents a loss estimated to amount to three percent of output.
Thus, of the countries in the region, Chile suffered the greatest shock to its balance of trade. '

In other circumstances, the impact of this crisis would have had a devastating effect on the Chilean economy. Absent the
multiplying factor added on this occasion by the volatility of private flows of capital, Chile suffered deep recessions in 1975 and 1992 -
when faced with decreases in the terms of trade that were less drastic than those of this past year. However, the prudence and discipline
of our long-term policies during the past decade enabled us to weather the effects of. the current international crisis quickly and effectively,

' lumtmg the contagion effect on the Chilean economy.

In fact, during the 1990s, not only did Chlle experience v1gorous growth, reducing poverty and inflation, but it strengthened
its economy to prevent the volatility that produced such great damage in the past. This meant diversifying our trade, maintaining sustained
budget surpluses, establishing the copper fund, developing a strict system of bank oversight, building up international reserves, and
discouraging the entry of short-term capital. As an outcome of this strategy, Chile managed to cope with this crisis without the pressures
of short-term debt mamurities, without the risk that interest rate hikes would add to the budget deficit or do harm to the financial system,
and without having budget adjustments paralyze our program of reforms and social progress. In other words, the responsible actions taken
in previous years gave the economic authorities the freedom they needed to respond quickly and effectively to the unfavorable external
economic situation. : '

Our response to the crisis was fast and multifaceted. To control the growing current account deficit caused by external factors,
domestic spending had to be adjusted radically. To achieve this, we relied on a mix of cuts in public spending, a restrictive monetary
policy, and a moderate and orderly depreciation in the exchange rate. As a consequence of the combined effect of these policies, domestic

"demand fell from an annualized growth rate of 15 percent in the first quarter of 1998 to a 10 percent decline in the fourth quarter. This
drastic contraction in demand allowed us to reduce the balance of payments current account deficit from 8 percent of GDP in the third
quarter to 6.2 percent in the following quarter. For 1999, it is estimated that the current account deficit will be on the order of 4.5 percent
of GDP.

. Despite coping with an external shock that was even greater than that experienced by most of the region’s economies, Chile
achieved 3.3 percent growth in GDP in 1998, reduced inflation to 3.7 percent (the lowest level in 60 years), and maintained investment
at approximately 30 percent of GDP. Although the figures for 1999 will reflect the impact of the concentration of adjustments in the
second half of last year, as well as the delayed effects on employment, the economy will grow once again in 1999 at a rate of
approximately 3 percent.

However, as important as it was to carry out effective adjustments in the face of the international crisis, it was equally
important to do so without jeopardizing our long-term policies.

The government of President Frei has focused its efforts on three strategic areas in order to maintain long-term growth and
to ensure that all sectors benefit from it. To that end, we implemented an extensive program of infrastructure concessions, involvement
of the private sector in managing water-supply companies and ports, thoroughgoing reforms in education and the administration of justice,
and modernizing and decentralizing the State. None of these programs is at risk in the aftermath of the international crisis and budget
adjustments. This past year, not only did Chile overcome external shocks but it continued to post progress in terms of the transformations
needed to take development to the next level.

113




Therefore, the conclusion that we draw from this very difficult phase is a reaffirmation of the choices that Chile made in
previous years. When the country’s authorities and key economic players act responsibly, they must be able to count on more, not fewer,
policy instruments; using these instruments is a sign of strength, not weakness. In like manner, this strength is better demonstrated in
the ability to balance short-term and long-term goals than in the dominance of one group over another.

We believe that many outside observers understood these factors, which explains why, during such a difficult period for
emerging economies, Chile has maintained its credit ratmg, attracted more than US$6 billion in investments in 1998, and saw capital
resources competing to invest in Chilean companies.

In recent years, far from standing apart, Chile has strengthened its ties with Latin America and the Caribbean. At present,
Chile has associate member status with MERCOSUR, and has free-trade agreements with nearly every other country in the region. Chile
welcomed the leaders of the Americas at the Second Summit of the Americas in Santiago, and is now one of the countries responsible
for implementing the agreements reached on that occasion. We are deeply involved in efforts to strengthen bank oversight and in the
FTAA negotiations. We are concerned about the future of Latin America and the Caribbean, since that is where our roots and where
many keys to our future lie. Integration has gone from being a dream to being 2 necessity. In today’s increasingly global world, no
country can be sufficient unto itself, no matter how determined and responsible it may be. Still, integration is easier with those to whom
we are united through a shared history and culture.

The future of Latin America and the Caribbean holds great challenges for each of our countries, and for the IDB. This may
well be the part of the developing world where first-generation reforms and internal economic adjustments have been pursued with the
greatest determination. However, the advances we have achieved and the prospects for the economic future mean that we must ask
ourselves what we want the future fundamental nature and appearance of the region to be.

We have tried to be a disciplined and realistic region in the face of macroeconomic realities, leaving behind a past marked
by risk-taking, protectionism, and political volatility. While authoritarian regimes still hold sway in other regions, the political leaders
of Latin America have demonstrated their courage and their ability to make difficult decisions and to push ahead with far-reaching reforms
without having recourse to arms. Today, we are a region of peace and democracy. We are taking fundamental steps toward integration.

However, we are also a region of great inequalities and institational weaknesses. The most recent annual report of the IDB
notes that our region has the greatest inequality in the distribution of wealth in the world, and that our development in terms of education
is lagging dangerously behind. Similarly, recent studies by the World Bank point to significant institutional weaknesses All these factors
limit the long-term competitiveness and development potenna] of Latin America and the Caribbean.

Now is the time to mke the initiative to meet these challenges. We must draw on our strengths in order to deal with our
weaknesses. To do this, we need the support of multilateral organizations that are able to listen to, understand, and represent our interests.

The IDB holds pride of place in this respect, not merely because of its historical regional identity, but also because the concept
of development that is taking shape for Latin America and the Caribbean is in large measure reflected in the agreements of the Eighth
Replenishment: socially balanced development that favors integration and is sustainable. However, the IDB needs much more than
history, mandates, and sheer will in order to play an effective role in this process. The IDB must reflect its commitment to the region’s
development in every decision, every procedure and every project, and must be organized in such a way that it can carry through on this
commitment.

We are convinced that the current strategic planning process is headed in exactly this direction, transforming the IDB into a
reliable and effective partner in the region’s development endeavors. However, this commitment requires more policy signals on the part
of the IDB and those of us who are its members. Key among these signals is the Bank’s willingness to listen to and respond to the needs
of each country in the region, adapting its set of instruments to suit the differing conditions in each country. If the IDB is to adequately
represent the shared interests of the region, it needs to intensify its dialogue with each of region’s countries, respond to our various
needs; and listen to all when it comes to making institutional decisions.

It is because those of us here today know each other, and are aware of how important it is for the Bank to continue to be the
instrument for development that its founders hoped it would be, that I believe we can speak frankly: we are concerned about the way in
which the problem of concessional resources was settled recently. We are concerned that these decisions have tended to favor the
emergencies, interests. and limitations of a few countries over the tradition of consensus that has been characteristic of the Bank. We
. are concerned that the borrowing countries have had to shoulder all the costs of the solution at the very moment they are facing drastic
adjustments, while many of the nonborrowing countries are enjoying robust growth.

We voted in favor of the solution as an expression of our loyalty to this institution. We support President Iglesias in the difficult
task of implementing this solution. However, our position does not reflect a lack of concern with the impact of these decisions on the
IDB’s ability to carry out its priorities, to respond flexibly to the various needs of the reglon and to fulfill its commitments to member
countries.

Just a year ago, the IDB was present at the Second Summit of the Americas in Santiago, and it became aware of the priorities

of the hemisphere’s leaders as expressed in an action plan whose implementation depends substantially on the Bank’s support.

Nonetheless, today we know that the limits on the capacity to make regular loans in 1999, the restrictions on disbursements, and the

drastic reduction in technical-cooperation resources may jeopardize fulfillment of the principal commitment assumed by the IDB to support
efforts to increase greatly the quality and equity of education.
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The manner in which the discussion on concessional resources was conducted and brought to a conclusion, however, stands
in contrast to the great degree of consensus among all the Bank’s member countries regarding the development priorities and strategy
that the region needs. Historically, it is such consensus that has brought about major advances in the development of the IDB. This is
not the time for small-minded disputes but for promoting broad-based agreements on the directions for future actions by the Bank, and
to commit ourselves to following them. This is the ime for promoting confidence among the member countries represented at this
meeting. .

One of the likely causes of the problems that have ‘surrounded recent discussions among the member countries of the IDB is
that the discussions have taken place outside the framework in which the overarching themes and institutional priorities can be resolved:
capital replenishments. As a participant in the 1994 Guadalajara meeting, I.can bear witness that the capital replenishments were an
occasion to provide the Bank with new resources and,-above all, to hold a frank dialogue on its future pnormes a dialogue in which we
all had the right to speak and to be heard.

I believe that it is essential for us to regain that forum and that spirit. The fact that increases in the Bank’s ordinary capital
are not on the horizon does not mean that we should lose the opportunity to hold an open and pluralistic dialogue in which we can evaluate
the IDB’s performance, identify new priorities, and equip the institution to deal with them.

Therefore I believe that we must take the initiative to regain the spirit of the capital replenishments. Specifically, I believe that
we should entertain the idea that in two years, the IDB should devote its annual meeting to conducting a general review of its
performance, its policies, and its priorities, resolving the institutional problems that must be addressed in order to ensure the
organization’s vitality. This discussion must be accompanied by the agreements needed to provide the IDB with resources that are separate
from the ordinary capital it requires for implementing these new priorities, including those relating to technical cooperation.

The two-year period for accomplishing this review will give us enough time to do the preliminary work and prepare the studies
and budgets that will be needed for a frank and well grounded discussion, and to overcome the economic circumstances that gave rise
to and that derive from the recent agreements on emergency loans and concessional resources. This two-year period should not delay
decisions on corporate strategy and human resources, procedures, and evaluation. Rather, it will give them enough time to be
implemented, increasing the IDB’s effectiveness in carrying out the mandates that make the Bank a key player in building the Latin
America and Caribbean of the twenty-first century.

i Just as Chile was present at the establishment of the IDB and at each of the capital replenishments, just as it worked with the
Bank in designing innovative programs, and just as it is, even today, involved in laying out the Bank’s new institutional strategy, Chile
is also prepared to engage in an effort of this kind.

Because we are part of Latin America, because its future is our future, because we cherish this Bank and have confidence in

its President, Chile is prepared to offer its strong support for efforts to strengthen the Bank, with which we have formed a bond t.hrough
these many years of friendship and cooperation.
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MR. WILHELM VON WARNSTEDT, TEMPORARY ALTERNATE GOVERNOR FOR SWEDEN, AT THE
THIRD PLENARY SESSION

Allow me first of all to join previous speakers in expressing my sincere appreciation to our generous hosts from the Government of
France and a special thanks to President Iglesias and the IDB staff. I would also like to welcome the new Vice President Burke Dillon.

The past year has been a.particularly strenuous year for Latin America and the Caribbean, and also for the Inter-American
Development Bank, due to the consequences of the international financial crises and the natural disasters that hit the region. The natural
disasters (Hurricanes George and Mitch, earthquakes) have had an enormous negative impact and it will take a long time untll the region
has recovered. At the same time, we have to look ahead and identify ways to move forward.

The 1990s have on the whole been a good decade in Latin America. We have wimessed several heartening successes on the
continent. The newly established democracies are gradually being consolidated. Armed conflicts and great power intervention in Central
America have ceased. The power of the military, previously so great, has diminished. The economy has been growing and inflation has
gone down. The previous isolation has been broken, and instead regional cooperation has been revitalized and foreign trade is finally
being liberalized, which has led to both increased trade and growing private investment.

The steady expansion in Latin America's economy during the last decade is however set to come to an abrupt halt this year.
Recession is expected to lead to a contraction in the continent's gross domestic product for the first time since 1990.

There are also other clouds over the Latin American continent. Latin America has the most skewed income distribution in the
world. As the latest report of IDB=s Economic and Social Progress in Latin America (1998-1999) notes, it is not improving.

As Amartya Sen so clearly expressed a couple of days ago at one of the seminars of this meeting, development and reduced
poverty gives greater freedom of choice. The abject poverty in which over 200 million Latin Americans live is the greatest obstacle to
the consolidation of democracy in the region. As long as millions of people see no hope of a better future, their confidence in democracy
will remain low. Thus, measures to achieve equitable sustainable development are urgently needed.

As evidenced by events during the last year, both on the global scene and in Latin America, the coming decade will be crucial
for the ambitious reform agenda that the Latin American and Caribbean countries have set up for themselves. We are glad that we can
count on such a vigorous partner in this endeavor as the Inter-American Development Bank.

The Bank is the biggest source of muitilateral financing to the region and, as envisaged in the mandate provided by the Eighth
Replenishment, the major objectives of its activities are poverty reduction, social equity, modernization of the State and environmental
sustainability. In this context, Sweden would particularly like to encourage the Bank to continue its efforts to effectively implement the
poverty-reducuon strategy, the mainstreaming of gender in all parts of the Bank's operation, and promoting democratic development and
human rights issues.

Based on its closeness to the region, we believe that the IDB has a unique opportunity to further strengthen its role as a regional
promoter for important issues such as vulnerable groups (women, children and indigenous people), practices of good governance, anti-
corruption measures, decentralization and local development. Sweden in particular welcomes the increased attention given by the Bank
to the role of local governments in the region.

The major objectives of the Bank and the new focus areas are well in line with Swedish priorities for international development
cooperation. Sweden is looking forward to an expanded and innovative cooperation and exchange of experience on these issues in the
future, as evidenced by the pending formalization of a partnership between the Bank and the Swedish International Development
Cooperation Agency, Sida/Asdi.

The concessional lending of the Bank to the poorest countries in the region is an important instrument for poverty reduction.
We are very pleased that a long-term solution for financing the Bank's concessional resources, which also ensure the IDB=s continued
participation in the HIPC initiative, was agreed upon late last year. We especially appreciate the solidarity and commitment of the regional
countries, which was key to the success.

- Sweden welcomes the ongoing work to develop a medium-term corporate strategy, aimed at strengthening the capacity and
efficiency of the IDB. We also welcome the development of a human resource strategy as a complement to this plan. This should ensure
staff rotation, the creation of incentive structures, the continuation of the work to establish an adequate skills-mix between headquarters
and country offices, with a particular focus on strengthening the country offices.

At the same time, it is important to continue the visionary discussion about the long-term future role of the Bank. We believe
that the IDB has a role to play not only as a central poverty-oriented development institution in Latin America and the Caribbean, but
also as an important actor in an improved structure for global governance. As emphasized by the effects of the financial crises, there is
a need for close cooperation between the multilateral financial institutions. The latest rescue package for Brazil is 2 good example of this.
1t is therefore important for the IDB and the other regional development banks to take part in the ongoing discussion of a new international
financial architecture.
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It is also important to deepen and find new avenues of cooperation with the UN system, especially at the field level and in the
programming process. Only then can the true potential of the multilateral system be effectively utilized. It is also crucial to create forms
of cooperation and partnerships with other actors, riot least civil society. Therefore, we urge the Bank to give priority to the development
of a strategy on the strengthening of civil society.

As a result of altered patterns of financing, together with rapid changes in the global political and economic environment, we
see an emerging development where policy dialogue, dissemination of knowledge and good practices as well as capacity-building are
becoming as important a part of the Bank's activities as the channeling of financial resources. As one way to strengthen the role of the
IDB in policy dialogue, Sweden welcomes the idea to create a new forum where strategic policy issues'can be discussed at the
Govemnors' level. Such a forum should facﬂltate makmg the Latin American and Caribbean voice heard and foster partnerships.

Another important role’ for the IDB is to facﬂnate the transfer of private capltal to the region. The financial crises have
underlined the need for this catalytic role.

Concerning the private sector activities, important discussions have taken place during the last year on strengthening the Inter-
American Investment Corporation. We welcome the agreement now reached on expanding the capital base of the Corporation, but regret
that there was no final conclusion regarding the conditions for accession of new members, including Sweden.

I will end with only a few words on the disaster that hit Central America last year, killing thousands and ruining the livelihood
of so many more. After years of painstaking effort by the Central American societies to build a prosperous and integrated future, the
devastating hurricane was the last thing they needed. We must all join in to help Honduras, Nicaragua, El Salvador, Guatemala and their
neighbors rebuild their countries, transform their societies and integrate the region. We must use this opportunity not just to rebuild the
old, but to shape something new. We need to build political momentum for increased cooperation and coordination, and pledge strong
commitments for coherent action towards the transformation of Central America. This means reducing social inequalities and ecological
vulnerability, strengthening the mechanism for decentralization, broadening participation and firmly establishing the principle of
transparency. We need to strengthen the partmerships with NGOs, the private sector and other parts of civil society.

Since many of us met in Washington in the immediate aftermath of the disaster, support is becoming more concrete. We know
from experience that it is extremely important how we shape our parmerships and pool our efforts. The Consultative Group meeting on
the Reconstruction and Transformation of Central America, to be held in Stockholm in May in just nine weeks, should now be our focus.
We are honored as hosts to work closely with President Iglesias and his staff to ensure that the outcome meets all our expectations.

The Central American countries need to present their plans for reconstruction and transformation. Parmers need to respond
through substantial pledges. And we need to work out ways to follow up on this partnership. If we put our minds to it, we can give this
partership a new quality. A declaration by all to this effect would set a new partnership standard.

Let us therefore use the best.of our abilities to work together in the coming months and years to support the people of Central
America, and the advances they hope to achieve, just as we did after the Central American peace agreement ten years ago.
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MR. RAPHAEL MERON, .TEMPORARY ALTERNATE GOVERNOR FOR ISRAEL, AT THE THIRD PLENARY SESSION

As the representative of the State of Israel, I am pleased to have this opportunity to address the Fortieth Annual Meeting of the Inter-
American Development Bank and Fourteenth Annual Meeting of the Inter-American Investment Corporation.

1 would like to start off by welcoming the new Vice President, Ms. Burke Dillon. I would also like to express my gratitude
to the French authorities and the city of Paris for the warm reception and for the superb organization of this event.

It was here in Paris, some 200 years ago, that the principles of liberty and equality were proclaimed. While these principles
are now accepted without question, they are unfortunately not yet practiced throughout the entire world. It is true, however, that where
equality and individual freedom do not yet hold sway, this may well be the legacy of ineffectual social policies rather than an indication
of totalitarianism.

Obviously, this does not. make the situation any more acceptable. Recently, the international financial institutions (IFIs) made
it an objective to help change such social conditions by building this aim into their economic-advancement mandate. This new approach
to the Tole of the IFIs was embodied in the mandate for the Bank’s Eighth Replenishment. The Bank, under the forward-looking
stewardship of President Iglesias, recognized that it had a responsibility to become actively involved in fostering socioeconomic equality
as well as strengthening civil society.

In 1998, the region was buffeted by the global financial crisis and a succession of natural disasters, which left it more
vulnerable to external shocks, which the frequent natural disasters in turn compounded.

After these introductory remarks, I shall switch to a language in which I am somewhat more adept than in French.

In the wake of the August 1998 crisis, most emerging markets in the world lost much of their access to external financing,
even those economies that did not present great inherent weaknesses. The drying up of financial flows occurred at a time when terms
of trade for the economies of the Region were deteriorating. Thus, while current account deficits were widening because of the
deterioration of terms of trade, their financing has become increasingly difficult because of the drying up of financial flows. Brazil has
been the main victim of this change of tide as fiscal imbalances have been brought to the surface and forced a sharp devaluation of the
real. While a panic in international financial markets has been averted, the impact of this crisis on the Region could be significant. Apart
from the possibility of contagion being sparked off in other economies of the Region, the crisis in Brazil is bound to have repercussions
on its trading partners and in particular on the other members of MERCOSUR. The Region, in general, now faces serious risks of a
loss of investor confidence. In recent years private capital has been playing an increasing role in investments. If, because of loss of
confidence, private capital becomes scarce, development in the Region will suffer further repercussions from the present crisis.

The Region seems to be predestined to natural disasters; it certainly had to bear more than its fair share of them in 1998. The
year was marked by the devastating effects of El Nifio, by Hurricane Georges which caused havoc in the Caribbean and, worse still, by
Hurricane Mitch which swept through Honduras, Nicaragua, El Salvador and Guatemala, leaving in its wake death and destruction. The
capacity of the respective governments to respond in the face of these disasters has been reduced both by the increased expenditure
required to deal with the most urgent needs and by the decrease in tax revenues occasioned by the drop in production. This situation poses
major challenges with regards to institution building and fiscal administration in the poorer countries of the Region. These events
emphasize the need to strengthen systems for fast response in emergencies, in those countries of the Region, which are prone to natural
disasters. Physical and economic infrastructure should be reinforced in order to become less vulnerable to such disasters and at the same
time enable a faster recovery time from them.

Ironically the adversities that hit the Region brought about the resolution of the long-standing issue of concessional resources.
In a historic decision, the borrowing countries agreed to the conversion of over $2 billion of their local currency contribution to be used
in the concessional lending program for the poorer countries and to help reduce the debt service burdens of Nicaragua and possibly
Honduras under the HIPC initiative. In 1998 the Bank’ operations totaled an unprecedented figure of over $10 billion. Two factors
explain this record in the Banks lending history: (i) the growth in the Bank’s regular program which went from 6 billion to $7.2 billion
and (ii) the establishment of a special lending facility to provide financial support in the wake of the global financial crisis, which
accounts for the rest. Let me just say that while the Bank’s involvement in the emergency lending programs for countries affected by
the global financial crisis has been inevitable, this should be considered only as a temporary deviation from its long-term development
mandate. ‘

It is the poorest sectors of the population who are the principal victims of the economic volatility and of the frequency of
natural disasters in the Region. For example, in the wake of the “tequila crisis™ four years ago some 9% of the young abandoned their
studies in order to seek early entry into the labor force, and many over the age of 55, who were still professionally active, were forced
into early retirement. These effects were not reversed by the subsequent recovery of the Mexican economy - the end result being a huge
loss in human capital and social progress. It is too early to assess the repercussions of the present financial crisis on the poor. Invariably,
it is the poor who are also the most vulnerable to natural catastrophes, as shown by the tragic toll of Hurricane Mitch. Thus the effect
of these shocks is to increase an already high rate of inequality which exists in many countries of the Region. The present report of the
Chief Economist “Facing Up to Inequality in Latin America” addresses this subject.

As the Introduction of the Report mentions, it is not that the governments of the Region have been oblivious to the problem,
but rather that their attempts to solve it were wrongly targeted and ineffective.
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One important factor, which is both the cause and the result of this inequality, is education. For one of the'most evident causes
of inequality is the lack of skills of the poor, preventing them from reaching an adequate level of income. This is a self-perpetuating
problem transmitted from one generation to the next. One of the top priorities on the agenda of the governments of the Region, as well
as of the IDB, should be the upgrading and improvement of the quality of education. In the case of Latin America the problem is not the
lack of schools, but the inadequate quality of public education and the high dropout rate. This is an area in which the IDB’s contribution
could be intensified: in 1998 only five projects were approved in the education sector (for a total amount of $293 million), representing
just 4% of total lending. K : ‘

Improvements in education have their largest influence on income and inequality in the medium and long term. This can be
done by improving the supply of quality education through institutional reforms and by increasing the demand for it through improved
quality and reduced costs. In my own country, Israel, which has hardly any nawral resources, investment in human capital has been
recognized as the way forward, and we owe our well developed high-technology sector to the availability of the appropriate human
capital. The development of the industrial sector in Latin America should not be leed by the availability of a low-wage labor force. As
we know well, foreign investments are drawn by a number of factors, such as liberal economic policies, political and social stability, but
not least by the availability of an educated labor force.

During the four decades of the Bank’s operations, great changes have taken place in the Region. Democracy has been restored
or established in all the regional borrowing countries, regional integration has strengthened and inflation, which has afflicted the
economies of Latin America in the past, is no longer a threatening concern. Furthermore, most of Latin America stands at an opportune

‘moment in its demographic transition, with fewer children to care for than in the past and still relatively few old people to sustain. As

the Chief Economist’s Report points out, the present generation of Latin Americans is in a position to be an engine for economic growth
and social change. During its years of operation, the Bank itself has also evolved and matured. Public sector lending for infrastructure
projects is no longer its principal objective. It has recognized, at an early stage, the importance of a viable and competitive private sector
in establishing the IIC in 1986, and more recentdy it broke new ground with the creation of the Private Sector Department. The political
and social climate of the Region today, as well as the demographic trends and the present institutional capacity of the Bank, offer
opportunities for the deepening and widening of reforms so that its further development will not be handicapped or inhibited by its
vulnerability to external shocks. In this respect, 1 was very much encouraged to hear the initial reflections on the road ahead that
President Iglesias presented at the meeting of the. Committee of the Board of Governors last Sunday.
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MS. KIRSTI LINTONEN, GOVERNOR FOR FINLAND, AT THE THIRD PLENARY SESSION

It gives me great pleasure to be present here today and to address this distinguished audience. First of all, I would like to express my
appreciation to the Clty of Paris and the French government for the generous hospitality they have shown us while hosting this annual
meeting.

Allow-me also to express my sympathy for the countries and people who became victims of the vicious Hurricane Mitch last
year. This natural disaster has brought human suffering, increasing difficulties and shortages for the region affected. Finland participates
in the efforts of the international community to mitigate the suffering and to reconstruct the region.

At the beginning of last year, the economic prospects for Latin America seemed rather promising, due to extensive structural
and sectoral adjustment programmes aimed at reforming economic policies and management, and determinedly carried out by the
countries in the region. At the end of the year, however, the international financial crisis had reached Latin America, requiring immediate
and effective action. Financial turmoil affected both small and very large economies. The IDB participated commendably in the efforts
to promptly and committedly mitigate the impact of the financial crisis together with other international financing institutions.

At the same time, the Bank launched an initiative leading to an agreement on its role in emergency financing. Regional
institutions like the IDB have a responsiblity to assist countries suffering from direct or indirect effects of the financial crisis. But it is
of crucial importance to have a common understanding on the IDB's role in emergency lending. The participation in an emergency
context must not endanger the Bank's primary role as a long-term development financing institution.

After having addressed the immediate effects and impacts of the crisis, the time has come to consider the causes and factors
behind unstable financial conditions. The crises in Latin America and Asia have shown that sustainable economic development and
financial stability cannot be established without political stability. This, in turn, is based on the principles of democracy, respect for
human rights, social justice, the rule of law and good governance. To reach these goals, factors of ethics and morale need to be applied.
Corruption, inequality and uneven distribution of wealth are a potential threat to stability and development.

Globalization offers a powerful vision for wealth and development. But these are impossible to achieve when the State is not
ina posmon to apply the necessary values. Global governance is needed because market forces alone are not sufficient to bring about
sustainable development. The major international organisations have been challenged to redefine their work in the service of the common
political will of the international community as an effective governance mechanism. Coherent action and a new kind of cooperation
demand long-term values to be common. It is obvious that a new international financial architecture is needed. The IDB and other
financial institutions need to participate actively in formulating the necessary framework to define and implement their role in this new
structure. The Bank is to be commended for launching the debate on its future role in this new environment.

Development-financing institutions are facing the challenge to continue work on financial policy reforms and capacity-building
for sound economic management simultaneously with the development of sustainable social services and social equality. The Inter-
American Development Bank has come a long way in successfully responding to this challenge. But additional efforts from both the Bank
and from Latin American governments are being called for to address these issues.

Last year the Bank faced the difficult task of finding a long-term solution to the reduced resources of the Fund for Speciai
Operations in order to ensure a continued and sufficient response to the financing needs of the poorest countries. The important
agreement reached on the concessional resources in December last year and the Bank's efforts in Jooking for a solution are signs of its
strong commitment to fulfill its mandate in the poorest countries.

Cooperation between Finland and Latin America has diversified in recent years. Previously, Finnish relations with the Latin
American countries had been characterized mainly by bilateral development cooperation and trade in primary agricultural products. Now,
the focus of relations is increasingly extending to cover political relations and to include more diverse economic and trade ties. Our
parmership with the IDB has played a significant role in this development.

With growing interest in the Latin American region and having noted the growing importance of the Bank's support to the
private sector, Finland decided late last year to seek membership in the Inter-American Investment Corporation. We see membership
in the IIC as an additional opportunity to actively promote cooperation between Finland and the region and to give further impetus to
sustainable development in Latin America. One Nordic country is already a member of the Corporation and three other Nordic countries
are in the process of joining. To be able to put the membership to full effect, it is reasonable to expect that new member countries receive
a share of influence which corresponds to their input in the IIC. I trust that we will be able to reach a solution for membership of the
Nordic countries that will satisfy all parties.

The forthcoming EU-Latin America summit will provide a further opportunity to consider and give new substance to the
development of the region. I am confident that also the IDB will step into the next millennium equipped with the necessary vision and
resources to meet its objectives and to respond to the challenges to come. Finland has great confidence in the Inter-American
Development Bank as a promotor of welfare in Latin America, and I welcome the opportunity to be your partner in our future endeavours
to benefit the region.
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MR. AUGUSTO ZODDA, TEMPORARY ALTERNATE GOVERNOR FOR ITALY, AT THE THIRD PLENARY SI;ZSSION

First of all, in addressing this distinguished audience, I would like to thank the French authorities and the Bank’s management for the
perfect organisation of this Annual Meeting in such a unique environment of charme offered by Paris on the occasion of the 40th
anniversary of the IDB. ’

Latin America and the Caribbean’s economic structure and development are currently being affected by the contagion effect
of the financial crisis. The turmoil in emerging economies, the dramatic drop of capital inflows (especially following the Russian financial
crisis), declining commodity prices, combined with other factors and the general economic slowdown, were the main factors of the fall
of the growth rate in the continent. In this difficult context we are particularly concerned with the debt problems of the countries of the
region, especially those hit by natural disasters.

In addressing these problems, a new international framework for preventing crises is needed. We attach the greatest importance
to the activity of the Interim Committee of the IMF, chaired by Mr. Ciampi, the Italian Treasury Minister, to improve the architecture
of the international financial system and to achieve better functioning and control of the markets.

The countries of the region have rejected the temptation of inflating their economies or resorting to protectionist measures in
the face of external disruptions and showed strong determination in deepening the undergoing process of structural and institutional
reforms, regional integration and poverty reduction. '

However, the natural disasters that have occurred in the region have disrupted the economies of the poorest countries. Italy
is willing to confirm its solidarity to the victims with concrete actions. Our government responded promptly with a first contribution of
US$12 million to the Central American Emergency Trust Fund established at the World Bank to finance debt relief of the countries
affected by Hurricane Mitch. A government proposal for official bilateral debt cancellation of about US$55 million for Honduras and
Guatemala is presently under consideration by the Italian Parliament. Moreover, the Italian Government will co-finance IDB rehabilitation
projects in Honduras for an amount of approximately US$21 million. We would also like to take this opportunity to stress that every effort
should be made to ensure resources necessary to provide Honduras with assistance under the HIPC initiative.

We support the Bank’s decision to devote particular attention, within the framework of emergency lending, to the consequences
of the financial crisis on the poorest segments of the population. Coping with economic slowdown in a situation of broad inequalities
throughout the region and within countries, as a recent Bank report competently and thoroughly outlines, appears to be a major challenge.

Correcting the structural imbalances of the poorest countries is another top priority of the Bank. We appreciate the efforts to
improve actions in C and D countries. In this regard, we welcome the agreement on concessional resources reached last December in
Washington. We acknowledge the strong effort made by the borrowing countries in making available their resources in local currencies;
we urge the rapid implementation of the agreement. Italy is commitied to play its own part, notably by speeding up the encashment
schedule of our FSO contributions; we hope that the other non-borrowers will join us, in order to maximise benefits from the
understanding reached in December.

In the midst of the dramatic developments of last year, the Bank played a crucial role in the region acting as point of reference.
Under the enlightened and determined leadership of President Iglesias the Bank showed a remarkable degree of flexibility in the use of
its resources, to rapidly respond to the financial crisis in the Region. The agreement reached to release emergency loans in derogation
to IDB-8 replenishment regulations is a sign of a mature attitude: indeed, the Bank is not abandoning its traditional role of fostering
development opportunities through poverty reduction.

A new corporate strategy is being designed by the Bank, with the aim of identifying the priorities and the comparative
advantages of the institution. In our view the principle underpinning the strategic planning should be a stronger country focus, in order
to address the real requirements of the borrowers and work out the necessary instruments of intervention.

An efficient corporate strategy requires a well-tailored human resources policy. Culwral diversity should be the guiding
principle in the composition of IDB staff, at all levels.

Italy is ready to strengthen and diversify its co-operation with the Region. As recently confirmed by the Italian Prime Minister,
Mr. D’Alema, Italy’s participation to the Multilateral Investment Fund is being adopted by our Parliament. As the private sector can play
2 crucial role, we welcome the agreement reached on the capital increase of the IIC, as well as the entry of new members.

A “Memorandum of Understanding for Co-operation” between Italy’s Institute for Foreign Trade (ICE) and the Inter-American
Development Bank was just signed last Saturday, to further foster synergies between Italy and Latin America and the Caribbean.

Moreover, Italy and IDB will co-sponsor a high-level conference in Italy, in the fall of this year, on the Italian experience in
developing small- and medium-size enterprises and how it could foster the development of Latin America and the Caribbean.

As’an ideal follow-up to the conference, and to confirm Italy’s commitment to the region and to the IDB, I am glad to
announce that my government would be honoured to host an Annual Meeting of the Bank, at the earliest occasion. In this regard, we
think the relevant existing resolutions of the Board of Governors should be reconsidered in order to allow nonregional countries to host
the IDB Annual Meetings according to a more balanced schedule.
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The present global sitation requires a strong co-operative effort from the international community to address domestic and
external sources of vulnerability. All the actors involved— governments, IFIs, the private sector, the civil society— should join their
efforts to this aim. Strengthening partnership and confidence among IDB shareholders will be crucial to this endeavour.
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MR. JOHN C. RAHMING, GENERAL MANAGER OF THE INTER-AMERICAN INVESTMENT CORPORATION,
TO THE FOURTEENTH ANNUAL MEETING OF THE BOARD OF GOVERNORS

1 would like to thank the Government of France and the marvelous city of Paris for the warm welcome we have received on the occasion
of the Annual Meeting of our Board of Governors. It is an honor and a pleasure to be here.

The Annual Meeting is a privileged opportunity to present to our member governments the progress made by the institution.
It is also an excellent occasion to establish and renew contacts with financial institutions and the private sector community. Such contacts
help us better define our future course of action in a concerted effort to serve the interests of all those devoted to the economic progress
of Latin America and the Caribbean.

The changing and challenging environment that confronts the ‘world’s economies today confirms the need for institutions like

. the Inter-American Investment Corporation, created as a unique tool to support the development efforts of small and medium-scale

enterprises in Latin America and Caribbean. These enterprises need the continued support and the leadership of institutions like the IIC,
in order to help them to take full advantage of the opportunities arising from the globalizing economy. It must also help them weather
worldwide economic ups and downs and the effects of natural disasters. '

After the implementation of the 1995-1997 action plan devised to revitalize the institution, the IIC is now ready to embark on
the continuation, on a larger scale, of its developmental mission. I am pleased to report to the Governors on the continued achievements
of the Inter-American Investment Corporation in the pursuit of its mission.

The Year in Review

Nineteen ninety-eight was another eventful year for the Inter-American Investment Corporation. The year’s target of US$180 million in
new financing transactions was surpassed by 24 percent, reaching US$223 million. Compared to the previous year, the dollar volume
of approvals increased by nearly 50 percent. Sixteen percent of the funds approved was for equity investments and 84 percent was for
loans. All of the five equity investments went to developmentally-oriented country or regional investment funds. These funds have a total
capitalization of US$370 million, providing a 10:1 leverage of the IIC’s own equity investments for the year. Five of the loans will be
cofinanced; these operations will use US$56 million of the Corporation’s own resources to mobilize a total of US$170 million in funding
from banks and other third parties.

Noteworthy have been the Corporation’s efforts to direct more resources to the smaller economies of the region. In this regard,
1 am pleased to report that more than 50 percent of the total amount approved in 1998 will go to the less-developed countries in the region
and nineteen of the twenty-eight transactions involve financial instimutions and private equity funds that enable the IIC to multiply the
financing it channels to its target market. Also approved were the first mortgage securitization project, a Caribbean power debt facility
and investment fund, and an innovative environmental project.

The natural disasters that affected the region, plus the ripple effects of the Asian and Russian economic crises, have greatly
challenged the private sector in much of our market. The IIC’s financial health has not been affected, as reflected by its level of retained
earnings, but its operating results for the year were not immune to these events. As a result of these developments we decided to prudently
increase provisions for potential project losses.

IIC income from all sources.in 1998 amounted to US$27.7 million. Income from lending operations totaled US$18.2 million
(US$15.7 million from interest and US$2.5 million from fees). Capital gains and dividend income from the equity investment portfolio
amounted to US$2.8 million. Total expenses, including US$14.2 million in provisions, were US$32 million, producing a net loss of
US$4.3 million. Administrative expenses for the year were US$12.8 million, 6 percent under budget.

The IIC is working closely with the other members of the IDB Group to develop a comprehensive program for attenuating
the disastrous consequences of hurricane Mitch on the people, businesses, and infrastructure of several member countries.

IIC Response to Catastrophic Events

The Corporation has taken two lines of action in response to the aftermath of this hurricane. First, we reviewed our portfolio to determine
whether the repayment capacity of our client companies was affected. Fortunately, it appears that none of our projects sustained severe
damage, although some banks with IIC lines of credit have subloans to companies that suffered significant damage. We are working with
all of our clients to determine what actions, if any, will be necessary-to restructure existing loans.

Second, we have met with government and private sector deleganons from the affected countries to understand their needs
and priorities for future actions. The Corporation is coordinating its response with the IDB’s Regional Department, local commercial
banks, and the Central American Bank for Economic Integration. IIC management has formulated a strategy that will emphasize financing
projects that will create jobs, rebuild infrastructure, and provide financing to the most heavily-damaged productive sectors, such as
agribusiness.
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Developmental Impact

1 am proud of the IC’s showing this year in terms of developmental impact. It is expected that 1998 approvals will lead to the creation
of over 10,500 jobs, generate annual exports worth US$1.1 billion, and contribute US$1 billion per year to the regional GDP. The
US$223 million in IIC funding will support the execution of projects with a total cost of US$1.3 billion. For every dollar earmarked by
the Corporation for 1998 approvals, more than six dollars will go to investment projects.

1989-1998 Track Record

Nine full years of operations have brought cumulative approvals to 202 projects for a total of US$986.7 million. Net commitments total
US$570 million, of which US$489 million have been disbursed to 123 projects. One hundred and six projects have been fully disbursed.
In addition, participating banks have committed and disbursed US$290 million under the Corporation’s cofinancing program.

Operations in the larger economies (A and B countries) of the region amount to US$416 million (58 percent of the total), while
operations in the smaller economies (C and D countries) total US$224 million.(31 percent of the total). Projects with regional coverage
total US$80 million. Of the IIC’s committed mvestments 86 percent had been fully disbursed by the end of 1998.

As of December 31, 1998 the Corporation had allocated 90 percent of its commmed resources to ﬁnance small and medium-
scale companies. Taking into account the projects financed directly and those reached through financial intermediaries and investment
funds, the Corporauon is providing support to 1,700 enterprises.

Catalytic Role

The first full nine years of operations show positive results in terms of the deployment of IIC's resources into developmental and
environmentally sound projects. For every dollar invested by the Corporation, more than six additional third-party dollars will be directed
towards productive investments with a total cost in excess of US$4.5 billion. Compared to the shareholders’ contribution to the
Corporation's capital base, for every dollar of share capital twenty-two additional dollars are being attracted to the development of
approved projects. This ratio increases to 41:1.-when compared to borrowing countries' contribution to IIC's capital base. Moreover, IIC's
contribution to regional economic development is.evidenced by its support of projects that are generating over 102,000 direct jobs and
US$4.3 billion annually in contributions to the region’s GDP.

'

Portfolio Composition

The Corporation now has a diversified portfolio that is managed in keeping with the strict limitations set by the Board of Directors to
mitigate financial and operating risks. The portfolio comprises the following major sectors:

.« Financial services, which account for one-fourth of the Corporation’s active operations.and enable it to provide financing to
the smallest companies;

. Manufacturing, which has received 18 percent of the funding provided by the IIC;
. Agribusiness, with 15 percent;

. Private Aequity funds, in which 11 percent of the portfolio is invested;

. Small and medium-scale infrastructure, with 10 percent of the portfolio;. and

. Mining, fisheries, and tourism, whfch account for 20 percent.

The IIC’s loan and equity portfolio as of December 1998 reflects the strategy adopted in 1995 of increasing equity investments
and financing of expansion projects. To date, 64.5 percent of equity investments have been for investments in private equity funds, while
25 percent have been direct investments in companies with expansion projects with the balance going to start-up companies. IIC loans
for the expansion of existing companies represent 61 percent of the approved portfolio.

Portfolio Quality

The Corporation’s loan portfolio quality is in line with its developmental mandate, with about 85 percent of outstanding investments
current in payments. The remainder is either in the process of restructuring or in recovery through the execution of existing collateral.
The equity portfolio is satisfactory, with realized capital gains during 1998 of US$2.5 million. With respect to sector distribution, the
Corporation followed the Board of Directors' recommended approach to reach very small enterprises through financial intermediation
activities. .

Reaching the Smallest Companies through Financial Intermediation

Nine full years of operations have confirmed that smaller-scale projects are most cost-efficiently reached through operations with financial
intermediaries. At the end of 1998, operations in the financial sector and equity funds accounted for 40 percent of the Corporation’s

outstanding portfolio. Taking into account investment funds and credit lines to financial institutions, whose ultimate beneficiaries are
micro, small, and medium-size enterprises, 85 percent of the IIC’s funding to the region was directed to this market segment. Once the
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credit lines are fully disbursed, each financial intermediary is expected to help to finance an average of twenty-five subprojects with IIC
funds. The thirty-eight credit lines disbursed to date have financed nearly 700 enterprises. Funds disbursed by participant banks under
IIC’s cofinancing program have reached another 851 companies. I invite you to read the detailed description of the IIC’s financial
intermediation program included in the 1998 Annual Report. .

Cofinancing Activities

The Corporation complements its own financing of companies by mobilizing additional resources on behalf of its clients. During 1998,
the XIC approved transactions including US$170 million in cofinancing funds to be raised from international banks. To date, twenty-seven
international banks have committed and disbursed US$290 million in B loans for IIC-financed projects. In many instances IIC's
participation is crucial for securing the participation of other lenders, particularly in the case of projects regarded by the market as being
too small to fund, especxally for longer terms.

Institutional Developments

Most of the project supervision workload has now been transferred to the IIC staff located in three IDB country offices: Colombia, Costa
Rica, and Uruguay. This transfer is allowing the Corporauon to monitor portfolio performance more cost-efficiently and establish closer
links with the region.

The Corporation has made substantial progress in achieving closer cooperation with other members of the IDB Group. IIC
staff participate as members of the IDB’s Private Sector Department Credit Review Committee and in the Bank’s Loan Committee for
all PRI projects. IIC staff also has been part of IDB Group private sector strategy missions undertaken in a number of regional countries.
In 1998 the Corporation carried out 14 advisory assignments for the MIF related to its support of small and microenterprise development.
Eight operations involved equity investment initiatives that are regional in scope. The others were evaluations of MIF-supported
investment funds in Bolivia, Brazil, Mexico, and Venezuela.

The IIC also lent its regional expertise as adviser to the Emerging Markets Partnership for an investment fund specialized in
infrastructure projects in the areas of transportation, telecommunications, energy, sanitation, and natural resources. During the year IIC
provided advisory services for 35 projects located in Argentina, Bolivia, Brazil, Chile, Colombia, Dominican Republic, Mexico, Panama,
Trinidad and Tobago, Uruguay, and Venezuela.

Early this year, the Corporation’s Board of Executive Directors approved important policy guidelines regarding disclosure
of information, inspection panels, and a revised environment and labor policy. This is part of a concerted effort to achieve greater
transparency and accountability in all TIC operations. These efforts will be followed with post evaluation of projects to assess
developmental unpact and economic resuits.

Lastly, in December of last year, the Board of Executive Directors appointed me as the Corporation’s General Manager. In
consultation with the Chairman of the Board of Executive Directors and the Board itself, I appointed Jacques Rogozinski as Deputy
General Manager. He took office in early 1999.

Program for 1999: Focus on Small and Medium-Size Enterprises

Small and medium-size enterprises in Latin America and the Caribbean have few options to obtain long-term funding for their operating,
maintenance, and growth needs. Commercial banks are often reluctant to lend to companies other than large, well-capitalized firms.
Foreign investors and financial institutions do not normally focus on small and medium-size companies because they perceive the potential
returns to be less attractive than those in the larger-scale segment of the market. The lack of long-term funding on reasonable terms has
led to severe decapitalization of the region’s SMEs.

In 1999, in order to respond to the needs of small and medium-scale enterprises throughout the region, the Corporation will
work on two new initiatives to complement the existing credit line program for financial intermediaries. These new programs are designed
to respond to the needs of clients with smaller capital requirements, especially in the smaller economies of the region. The Small Loan
Program will provide debt financing in amounts as low as US$350,000. This program will employ the latest technology to redesign
marketing, analytical, documentational, and approval processes to reduce transaction costs in order to better address the needs of smaller
borrowers. The use of agency lines will help reduce transaction time and cost by working in conjunction with strategic banking partners
located in the region. In addition, given the underdeveloped nature of many of the region’s capital markets, the Corporation will continue
to support developmentally oriented private equity funds.

Meeting the Challenge

The Corporation needs to continue seeking the proper balance between profitability and developmental impact. The issue is how much
credit risk the institution should take on to best meet its developmental mandate.

To meet this challenge, the Corporation has taken several steps to reduce the level of problem projects in its portfolio. These
include financing fewer greenfield projects; shortening loan maturities and exiting equity investments earlier; requiring quarterly and even
monthly repayments; working more with financial intermediaries; and transferring staff to the field. Also, a Special Operations Unit has
been created to handle problem projects, and a Senior Credit Officer has been appointed to strengthen project risk evaluation. But more
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needs to be done. The Corporation will strive to know its clients better by transferring more staff to the field; improve its project
evaluation procedures; strictly adhere to predisbursement conditions; and introduce mechanisms for the early detection of problems and
‘appropriate problem resolution. !

Future Outlook

Ten years after the beginning of operations, the Inter-American Investment Corporation is ready to embark on an even more ambitious
mission: welcome the new member countries that have applied for membership (Canada, Finland, Norway, Portugal, Sweden, United
Kingdom); obtain approval of 2 US$500 million increase in resources; and deploy those increased resources to reach the largest number
possible of small and medium-scale enterprises. The IIC intends to do so while adhering strictly to its developmental mandate, keeping
a watchful eye on the environmental impact of all the projects it finances (directly and indirectly), and maintaining tight control over its
operating budget. IIC Management and staff will continue to work closely with the Governors, Executive Directors, and the other
members of the IDB Group to achieve lasting progress on all of these fronts as the institution and its member countries prepare to enter
a new millennium.
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MR. GERMAN ALBERTO BULA ESCOBAR, TEMPORARY ALTERNATE GOVERNOR FOR COLOMBIA AT THE
FIFTH PLENARY SESSION

On behalf of the Government of Coiombia, I would like to pay speciai tribute to the Inter-American Development Bank on this occasion
marking its fortieth anniversary.

) In his address at the inaugural session, the Minister of Finance of Colombia presented a general overview of the country’s

macroeconomic situation. Fiscal discipline, tax reform, exchange-rate stability, the new Peace Fund, DB lending, felicitous borrowing
on international markets, international solidarity in the aftermath of the earthquake which destroyed part of the coffee-growing region,
managed inflation, and reform of the State are among our main concerns. Colombia is coming together as a nation that is determined
to Jom in the concerted international response to the challenges of globalization.

" Amid the country’s ﬁscal problems the national government headed by Presndent Andreas Pastrana Arango has declared that
priority will be given to ministering to the population’s basic needs. Budgetary appropriations for health and education have therefore
been protected. At the same time, a reform package has been introduced to make public spending on health and educauon more efficient
and more effective.

Peace building in the area where the current discussions and the forthcoming peace negotiations are to take place and in other
municipalities where the presence of the State is not felt will be based on financial support from the Peace Fund and the accumulated
experience with community participation enhanced by various stakeholders in the social process under the “Colombia Plan”. This plan
is like a blueprint for economic and social reconstruction that will need to address specific problems such as land tenure and illegal crop
substitution, as well as the traditional issues of infrastructure for development.

In a report to the UNDP, about fifty experts from Latin America indicated that education is the great equalizer or
“disequalizer” in the present age. That this view dovetails with the ideas expressed in IDB documents and in the deliberations of this
Board should come as no surprise. In fact, this view has been gaining worldwide currents of support since Jacques Delors presented his
report entitied “Learning: the treasure within”. One of the effects of this report was to spark a fruitful international discussion that was
unified at least on one point: acknowledging and suggesting that education was a fundamental engine of development and equity.

In Colombia, we have launched an ambitious project for action, reform, and improvement based on the understanding that
while education demands increasing public investment and has suffered from fiscal restraint, the social mobilization promoted by the
Office of the President of the Republic, with the enthusiastic support of the country’s social, intellectual, cultural, economic, and political
leadership and rooted in modern pedagogical paradigms, offers untold opportunities for progress.

Primary education is the foundation and higher education is the guiding factor, as we have stated, to explain that according
priority to primary education does not mean that we will ignore the crucial role played by higher education in a knowledge-based society.
We will reach out to both international partnerships and local initiatives to consolidate the progress made in science and technology. Next
week, under His Holiness Pope John Paul II, the World Federation of Scientists and the Saint Valentine Foundation will be honoring a
Colombian contribution to science. The benefits of the “kangaroo” method of skin-to-skin contact for the care of premature babies, now
accepted virmally worldwide, has been chosen as the “highest act of love for the human species”.

Science and technology thus are viewed in our country as vital components of education from womb to tomb. The Ursulas
project places the same emphasis on primary education, as the IDB has done at this Annual Meeting, based on the concept that without
equity in childhood the vicious circle of poverty can never be broken. Ibuka, a Japanese writer and entrepreneur, said that “in
kindergarten it is already too late” to stress the enormous fungibility in the formation of learning capacity in the early years of human
life. Colombian Nobel laureate Gabriel Garcia Marquez has touched thousand of his countrymen with his insistence on the importance
of starting now to train a new generation of Colombians by erasing from the mind and the lips the traditional idea of leaving for school
the task of teaching so many of the things that need to be addressed from the first few moments of life. Generating that awareness
coincides with the appeal by the speakers at the seminar on early childhood which was opportunely sponsored by this annual meeting.

In this same vein, mechanisms will be offered to permit hundreds of thousands of parents to play a meaningful role in giving
their children love and ensuring their readiness early in life.

The government now recognizes what over a decade of experience with community child care centers has taught. The
considerable coverage achieved continues to be seen as a sngnal success although we have decided to modify the scheme in a move to
resolve inevitable problems in terms of quality. We aré moving towards establishing multihousehold centers to improve the opportunities
for comprehensive child care, and particularly the supply of educational materials.

We are well aware that by simply linking early childhood policy to the development strategy, as proposed by Professor
Amanya Sen, sustainable results will be achieved. Also, by making equity in child care a prerequisite for breaking the circle of poverty
through tangible and vigorous actions on this front, as put forward at this annual meeting, we ingeniously help highlight the issue of early
childhood and the entire social challenge.

Ms. Nancy Birdsall has put this point in its proper perspective. Problems such as domestic violence, child abuse and

mistreatment, malnutrition, lack of love and education, etc. need to be taken up urgently and in terms of action since they do not allow
for esoteric discussion.
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In addressing these issues, their close relationship with the structural conditions of our economic and social configuration will
soon be apparent in all circumstances, thus closing the loop as the connection with the entire development model becomes evident.

A UNESCO ‘comparative study on education in Latin America, published earlier this year, found that education is highly elastic
to political will, enthusiasm, and organization. There is no linear relationship between the amount of public spending in terms of GDP
and the resulting quality. According to the study, Colombia was fifth in terms of education quality but scored highest in rural education
performance. '

We are endeavoring to protect the education budget and to increase effectiveness and efficiency. The government has decided
to deepen the process of decentralization in general and decentralization of the educational system in particular. We are working to build
an organizational and communicative design that strikes a suitable balance between autonomy and cohesion throughout the entire system
and in each of its parts. Mobilizing the nation and reorganizing the system calls for leadership and this is more easily envisaged when
there is evidence of a high public ethos for the common weal. This is the task at hand. A revolution in education is merely the forerunner
to a broader movement, a cultural revolution that shakes morality to its roots, for identity in the midst of globalization, for respect for
one’s fellow man, for the ethics of equity, and for the conditions to live in peace. o

It will cost us one percent of GDP to rebuild the coffee growing region. Over 60% of health and education infrastructure was
destroyed or seriously damaged; 48,000 homes need to.be built, of which 1,100 are to replace those lost by teachers in the area. Priority
has been placed on mending the social fabric in order to restore the normal day-to-day routine of home, school, and work.

The entrepreneurial drive of the people in the region has begim to bear fruit. Over 100,000 children whose schools were
unusable have returned to classrooms set up in camps or housed in undamaged buildings.

. Colombia thanks the international community for its understanding with respect to the peace process and the havoc caused
by the earthquake and reiterates its appreciation to the Inter-American Development Bank and its President, Mr. Enrique Iglesias.
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MR. TIANDRIKAPERSAD GOBARDHAN, GOVERNOR FOR SURINAME, AT THE FIFTH PLENARY SESSION

I would like to thank the Government and people of France for the warm reception and hospitality extended to us. We are privileged
to be your guests in this great capital city of France, a member country that also borders our country in South America, and we extend
warm greetings from the people and Government of Suriname.

We wish to thank Mr. Iglesias and his staff for their inspiring and tireless support, and for their excellent and meaningful
contribution towards improvement in the living conditions of the peoples in the region. We also wish to welcome Ms. Burke Dillon, our
new Executive Vice President, and look forward to a continuation of the fruitful working relations we had with Ms. Nancy Birdsall.

. Suriname is now prepared to participate fully in the Bank’s actions to improve economic performance in Latin America and
the Caribbean, with a focus on the reduction of poverty and environmental sustainability. After many years of insufficiently utilizing the
excellent opportunities for development and regional integration offered by the Bank, we are now seeking support from the Bank. It is
our intention to benefit more than ever from the catalytic role the Bank plays in promoting investment and growth, while this year the
Bank will become a major source of external financing to Suriname. We are grateful for the support being offered by the Bank in several
sectors, including trade and agricultural reform, financial and health sector reform, as well as improved macroeconomic management.

With the help of the Bank, the Japan Special Fund, and others, we intend to safeguard sustainable growth by improved
environmental control. Indeed, we feel proud to mention the fact that our government has dedicated more than 10 percent of our territory
as protected areas reserved for the conservation of more than 17,000 square kilometers of pristine rain forests. We are doing this in close
cooperation with United States institutions and organizations, as a contribution towards ensuring the preservation of the capacity of our
planet for a sustained ecological balance, which is also critical to the survival of the human species.

Like so many other countries, we are faced with a shortfall in export earnings with substantial reductions in export prices,
especially for alumina, aluminum, gold, crude oil, and rice. This year aluminum smelting will be reduced by 30 percent, due to a lower
than ever water level at the hydro facility in the aftermath of El Nifio. This situation is further complicated by presently very low
aluminum prices. In addition, we are rapidly losing preferential treatment for rice, bananas, and shrimp in European Community
markets, while the traditional bilateral aid flow is substantlally reduced. Despite an expected average increase of five percent in export
volume, we will have eight percent less export earnings compared to last year.

In the short term we need balance-of-payments support to meet our basic import needs. Fortunately, we have a moderate level
of external debt of 21 percent of GDP and debt service payments that amounted to four percent of exports in 1998. We will, however,
focus our efforts to overcome the structural problem in the balance of payments, by utilizing the great potential offered by our natural
resources. This we are convinced can be done effectively and efficiently through increased private investment, foremost by direct foreign
investment in export sectors such as petroleum, gold and aquaculture. Our government has made private-sector-driven growth a
cornerstone of our development program, and we would appreciate support from the Bank in this matter.

On January 1, 1999, we introduced a market-oriented exchange rate system. We took the bold step to unify the official
exchange rate and the parallel rate, resulting in a substantial devaluation. We are seeking the Bank’s support to strengthen our balance
of payments through sector loans (i) for trade and agricultural reform and (ii) for financial sector reform, both combined with improved
macroeconomic management and improved environmental management of our forest lands. We feel confidant that a more supportive
macroeconomic framework, including fiscal prudence and an appropriate foreign exchange rate policy, together with supportive sector
reform measures will help us to attract private investment and grow out of the present problems.

With your help, we aspire to build our economy on a sound foundation with the policy reforms agreed upon. Those actions
will increase the vitality.of our economy, modemize our society, and assist us to break away from post-colonial dependency towards more
efficient regional and global integration. We are fully committed to those reforms, as well as to sustainable exploitation of our natural
resources, as well as towards the reduction of poverty. .

Our government is fully committed to implementation of the sound macroeconomic and sector policies and programs that were
proposed during this annual meeting and before, since those efforts will ensure economic growth together with environmentally sustainable
exploitation of natural resources, and reduction of poverty.

We are well aware of the need for substanual reduction of our fiscal deficit. The 1999 budget is planned to eliminate the
current deficit this year, and further limit borrowing for public capital investments. To this end we have increased indirect taxes on
consumer goods and reduced subsidies. We will hold the line on wages for civil servants and work towards civil service reform that will
rediice the number of civil servants and ensure adequacy and efficiency in the provision of public services.

The financial sector reform, which is being formulated with the cooperation of the Bank and the IMF, will be a major effort
to restructure, merge, and privatize State banks. The sale of the government’s share capital in two banks will complement the program,
together with a major overhaul of financial legislation already prepared in cooperation with the IMF.

I would also like to mention the high expectations we have regarding the activities to foster private sector development through

the combined efforts of the IDB Group, especially considering the potential of small and medium-sized enterprise development. We
endorse the remarks made by so many others with regard to this matter.
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Finally, I wish to emphasize the desire of Suriname to benefit from the opportunities offered by the IDB Group, as other
countries that are in need of support have already experienced. The continuation of our combined efforts for sustainable improvement
in the living conditions of the peoples of Latin America and the Caribbean will then undoubtedly lead to a better world for all of us, in
and outside the region.
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MR. ANTONIO DE SOUSA FRANCO, GOVERNOR FOR PORTUGAL, AT THE FIFTH PLENARY SESSION

I should like to commence by conveying, on behalf of the Portuguese government and my country’s delegation, our compliments to the
Government of France for the excellent arrangements it has made in hosting this year’s Anfual Meeting. We are grateful as well for
the wonderful Parisian welcome that has awaited us in this magnificent city.

The Bank’s fortieth anniversary marks a milestone as we prepare to enter 2 new millennium. The IDB Group, through its
different facilities, is deeply and actively involved in supporting all the countries of Latin America and the Caribbean. It gives me great
satisfaction to underscore how much the efforts of the IDB Group in the last few years owe to the experience, vision, and leadership of
President Iglesias. I will take this opportunity also to extend a warm welcome to the new Executive Vice President, Ms. Burke Dillon.
And I would be remiss if I failed to mention the decisive role played in establishing the Bank in 1959 by the former President of Brazil,
Juscelino Kubitschek de Oliveira, that 1llusmous figure and cherished friend of Portugal who has left such a mark on Latin American
history.

The year 1998 was a particularly difficult one for Latin America and the Caribbean, owing to the external shocks of the
financial crisis which broke out in Asia, then spread to Russia, before making itself felt in a number of countries in the region, and also
because of a succession of natural disasters that have worsened the living conditions and held up the development plans of millions of
people in the region. Growth fell sharply, from 5.7 percem in 1997 to 2.5 percent in 1998, and the outlook for 1999 is still highly
uncertain.

} Nevertheless, we have every reason to be proud of the strong commitment of the Latin American and Caribbean countries
to macroeconomic stability, and of the quality of the support provided by the Bank, currently the leading multilateral lehder to these
countries. We have set the stage for a process of sustainable growth based on the deepening of structural reforms, as mentioned by Mr.
Michel Camdessus, in an ongoing effort to narrow the public deficit but also by supporting concrete steps to spur regional integration.
I would like to mention in particular Portugal’s backing for President Fernando Henrique Cardoso’s fiscal adjustment program, and our
confidence that once financial consolidation problems are resolved and exchange-rate stability assured, Brazil will continue along an even
path to sustainable development in a noninflationary environment.

The financial and macroeconomic policy instruments of the IDB Group have the capacity and flexibility to offer a quick and
efficient response to the challenges posed by the process of sustainable development in a setting in which unpredictability and change are
a constant. Flexibility and reforms are the key in this world of rapid technological and cultural change and globalization.

The approval of the emérgency program, giving tangible form to thé decision to afford the Bank greater flexibility in its
resource allocation, will do much to address the goal of answering the region's needs more swiftly and efficiently.

The approval of the resolution on concessional resources, which goes to the very essence of the IDB Group’s character, the
spirit of solidarity amongst all of its members, will enable the institution to finance its concessional lending and technical cooperation
program for the poorer member countries and participate in the HIPC initiative to provide debt relief for Nicaragua and Honduras. As
for the bilateral considerations mentioned by various of our European Union colleagues concerning the level of concessionality for debt
relief, as well as country eligibility, it is our view that the concepts of country eligibility, debt concessionality, and duration of programs
to structure the HIPC Initiative need to be reformulated very quickly, with a view to including more countries from Latin America and
shortening the debt program adjustment period. Generally, we endorse debt reduction, with the only factors of conditionality being
responsible and transparent management of policies in pursuit of stable and solidary social and economic development.

We are pleased to note the impressive results posted by the Bank, particularly with respect to support for low-income and
vulnerable population groups, as well as increased involvement with local beneficiaries. It is particulariy gratifying to see that the Bank’s
activity in the social sector, including poverty-reduction operations, accounted for 46 percent of aggregate approvals.

Efforts to heighten the role of the private sector have always enjoyed Portugal’s firm support. The Bank is to be commended
for stepping up its activity in this sector, particularly in assisting SMEs which can be agents of poverty reduction and an engine of
sustainable economic growth and social development. We likewise believe that a stronger role for private financial institutions in
development financing is a condition for efficiency and equity, and is one of the unquestionable responsibilities of institutions which have
interests and operations in this sphere. This is a challenge, a consequence of market liberalization that the private sector cannot avoid.

The approval of the Inter-American Investment Corporation’s blueprint for the next ten years and the increase in its capital
currently under discussion will enable the IDB Group to strengthen such support consistently and comprehensively.

Portugal is an active partner in all the institutions that make up the IDB Group. We intend to pursue, under the Portuguese
government’s program, our support for the countries of Latin America and the Caribbean, which is a firm pnonty on our foreign-policy
agenda and for the globalization of our economy.

In this regard, Portugal was in eighth place in terms of foreign investment in Latin America in 1998 (the progression having

been, in euros, 25 million in 1995, 240 million in 1996, 433 million in 1997, and 1.4 billion in 1998). These figures bespeak Portuguese
investors’ confidence in the future of the region overall and in Brazil and MERCOSUR in particular.

135




A further manifestation of these close links was the Eighth Ibero-American Summit of Heads of State and of Government held
in the city of Oporto in October 1998, which forged closer political and economic ties with Latin American countries and their
entrepreneurs.

Further evidence of the importance we attach to Latin America and the Caribbean are the creation of a new Portuguese
Technical Cooperation Fund, of which the establishing agreement was signed on October 5, 1998, and the arrangements under way for
Portugal’s admission to IIC membership, so we may join in the efforts of the Corporation’s present members to promote economic
development in Latin America and the Caribbean, by way of increased resources for financing in the amount of US$500 million for small
and medium-sized private enterprises.

The sustainable vgrowth of the global economy and its stable regulation depend on the collective progress of its different
regions. One good example of this has been the introduction of the euro.

The IDB Group plays a key role in the advancement of Latin America and the Caribbean, a region in which Portugal is
involved in solidarity with these sister nations. We reaffirm our appreciation for the efforts of all the borrowing and nonborrowing
member countries, the Management of the Bank, and the staff of the IDB Group. I would also like to express my gratitude to President
Iglesias for the leadership he has shown in promoting ongoing consultation between ali the parties and for his capacity for dialogue and
consensus-building, which are essential for successful outcomes.

To conclude, I would like to reaffirm Portugal’s resolve to strengthen economic ties—through investment, financing, and
uade—wnh Latin America and the Caribbean, which we consider so close to Portugal, and an increasingly influential and vital strategic
parmer of the European Union. We hope to see this borne out in fostering an international economic order in which the free market will
serve society and human beings rather than continuing to make human beings and society blindly dependent on market operators. A free-
market economy in the service of free individuals is our common vision.

'
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MR. KJELL HALVORSEN, ALTERNATE GOVERNOR FOR NORWAY, AT THE FIFTH PLENARY SESSION

Allow me first to express my sincere thanks to the Government of France and the city of Paris for hosting this year’s annual meeting in
this magnificent city. :

- Latin America experienced a difficult year in 1998. The region was severely affected by the global financial crisis, even
though it remains committed to macroeconomic stability and structural reform. Several serious natural disasters added to the economic
strain, and destroyed the lives and livelihood of thousands of peopie. Hence, it became a challenging year for the Bank. The situation
required exceptional measures and swift action, and the IDB demonstrated its ability to respond rapidly to the needs of the region in
extremely difficult circumstances. - '

Norway was pleased to see the IDB, together with the IMF and the World Bank, play a constructive part in the coordinated
effort to help prevent the crisis from spreading throughout the region. The cnsxs is not yet over, and it is likely to continue well into
1999—perhaps beyond.

What should be the role of the IDB in the ongoing efforts to resolve the crisis? The IDB’s strength is not financial crisis
management or balance-of-payment support on a large scale. This is primarily the role of the IMF. In our view, the IDB should be
guided by the following when it takes part in financial emergency lending operations: (1) The IDB’s involvement should be of a
temporary nature, and should not alter the Bank’s main objectives to alleviate poverty and to promote long-term development. (2) The
lending should not weaken the Bank’s financial position. (3) It should be based on close coordination with the IMF and the World Bank.
" (4) It should not be used for regular balance-of-payment support, but to address the structural causes and social consequences of the crisis.
(5) Last, but not least, emergency lending programs should not be done at the expense of the long-term needs of the poorer countries in
the region.

. Last year’s natural disasters caused extensive and long-lasting damage to some of the poorest countries in the region. “El
Nifio”, “Hurricane Georges” and “Hurricane Mitch” left the affected countries devastated. The IDB is to be commended for its quick
response to these natural disasters, especially after “Hurricane Mitch”, through which the Bank confirmed its leadership role in the
region.

Norway contributed about US$25 million in emergency assistance to Central America last year. Norway was also an initiator
of the trust fund to assist Central American countries with multilateral debt service, which was established together with the World Bank,
and Norway was the first country to provide a substantial contribution, of nearly US$16 million, to the fund..

Natural disasters are unfortunately likely to happen again. In this respect it is important for countries that are prone to natural
disasters to focus on preventive measures and disaster preparedness. The Bank’s newly approved policy for “emergencies arising from
natural and unexpected disasters” should help the Bank and its regional members to address this problem. However, I would like to
emphasize two concerns. Firstly, we need to further strengthen the coordination and cooperation between all actors—inctuding the IFIs,
the UN organizations, and the NGOs—in humanitarian operations. Secondly, we need to adopt a more integrated and comprehensive
approach to short-term relief operations and long-term development. The response after Hurricane Mitch might well be a model for the
future.

We look forward to the CG meeting in Stockholm, and we are prepared to respond to the affected governments’ plans for
reconstruction and transformation, that we understand are under preparation.

The reconstruction needs of the affected countries in Central America will be considerable, and concessional resources will
be needed. Therefore, we appreciate the agreement reached last December on the replenishment of the IDB’s concessional resources.
We regard this agreement as a demonstration of regional solidarity among Latin American countries, which we very much welcome.

Debt relief has become a central part of the emergency program in Central America. This demonstrates the growing
recognition of the importance of including debt relief in a comprehensive development approach. It is both a moral obligation and an
economic necessity to address the unsustainable debt burdens of the poorest countries. The HIPC Initiative provides us with a historic
opportunity to act. We should use the on-going review of the HIPC to identify ways of improving the initiative in order to provide faster
and deeper debt relief. We look forward to progress in this direction at the coming G7 Summit. Recognizing the importance of concrete
action, Norway recently approved a national debt relief strategy, one element of which is additional bilateral debt relief on top of exit
solutions under the HIPC mechanism. We encourage other bilateral donors to make additional efforts to enhance the effect of the HIPC
Initiative.

Let me now wm to some Bank policy matters. We welcome the increased lending to social sectors, which is well above the
target of 40 percent set by the Governors. However, lending to C and D countries was still below the indicative target of 35 percent in
1998. We trust that the ongoing action plan for C and D countries will continue to improve the Bank’s services to the poorest countries.

With regard to the Bank’s ability to address cross-cutting issues, we continue to be concerned about the limited staff resources
of the WID Unit and the newly established Poverty Unit. Mainstreaming gender issues within the Bank and in the region continues to
be a challenge. Norway has supported the WID Unit and several gender projects for many years, but the latest report on the WID action
plan shows us that we still have a long way to go. We are looking for a renewed commitment from the Bank, but also from its regional
member countries.
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We continue to be impressed by the Bank’s innovative work in the area of modernization of the State, which has made it one
of the leading international institutions in support of public-sector reforms. Less emphasis has been placed on civil society. The changing
role of the State, increased emphasis on local government, and other factors, underline the need to further define and develop the Bank’s
partnership with civil sociefy. We therefore urge the Bank to develop its own strategy for the strengthening of civil society. We welcome
steps in this direction through the initatives to promote social equity in the region—in partnership with governments and civil society.
Raising awareness of the ethical dimension of development is another interesting proposal.

At its Fortieth Annual Meeting, the IDB is recognized as a full-fledged development institution. Over the last decade the Bank
has undergone profound changes and has become the single largest multilateral lender to the region. But we must not cease to change.
The Bank needs to continuously adapt to the needs of its borrowers.

One of the main challenges for all of us is that of information technology. Information technology is erasing boundaries and
distance between countries, societies, and individuals all over the world. New economic opportunities are emerging for rich and poor
alike, and old ways of doing business—both in the public and private sector—are becoming obsolete. We must all adapt. And so must
the IDB, in order to stay relevant and help its clients to adapt.

I would like to reiterate our request from last year, that a more visionary document on the future direction of the Bank be
presented for discussion among members. This document should take us beyond the more internal corporate strategy work presently
taking place within the Bank. As we embark on a new millennium, the Bank needs to assume its leadership role in the region by defining
its own role in an increasingly global and complex environment. Coordination and partnership with other institutions, as well as with civil
society, will be of vital importance in the future. This requires a clearer understanding of the IDB’s comparative advantages and priorities,
and an assessment of their implications for the Bank itself. The address delivered by President Iglesias last Sunday is an interesting first
step in response to this chalienge. I would encourage the Bank to build on the President’s reflections, and to take the discussion further.

In conclusion, I would like to confirm our general satisfaction with the work being carried out by the Bank and its staff. I look

forward to a further increase in the cooperation between the IDB and Norway, including by becoxmng a member of the HOC, and I can
assure you that Norway will continue to support the Bank’s work.
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MR. HEINZ GERHARD DOLL, GOVERNOR FOR PARAGUAY, AT THE FIFTH PLENARY SESSION

~

The Paraguayan delegation is pleased to have this opportunity to attend the Fortieth Annual Meeting of the Board of Governors, the last
meeting to be held in this century and the first for the admlmstranon of President Rail Cubas Grau, which we are representing in this
beautiful and historical capital of France.

We would like to commend the local authorities for the superb organization of this event, and also to express our sincere thanks
for the warm and friendly reception that we have been accorded.

In the last few years, Paraguay has made significant progress towards consolidating the democracy to which our people have
aspired for so long. Last August 15, the third democratically elected administration took office in what were the country’s fairest, most
by-the-rules elections since the difficult period of political transition began. It is now fostering honest, frank, and responsible political
dialogue among all the country’s political leaders and sectors. In this same vein, an anticorruption campaign will be launched in the
coming days by the government with the participation of civil society, the Church, the legislative and judicial branches, and international
organizations, with a view to promoting comprehensive institutional reform programs to combat corruption, contraband, and the drug
trade.

Cur country has not been immune to the effects of the international economic crisis, and was also adversely affected in 1998
by extreme weather conditions, financial system imbalances, and mainly by the slowdown in growth in countries in the region, particularly
our principal trading partners. '

Notwithstanding these difficult economic conditions, which take their toll on social programs, our government has given top
priority to the process of structural reform, which had become bogged down in recent years. In addition to short-term initiatives to spark
economic recovery and stabilization, job creation, industrial restructuring, and financial system reform, a cornerstone of our government’s
agenda is structural reform that includes a legislative package now before Congress to rehabilitate the financial system, ensure sound
investment of social security funds, the privatization of one half of the State-owned telephone company and of 80 percent of the State
cement company, and the creation of regulatory agencies for the electricity, water supply, and sanitation sectors, which will make for
heavy investment in basic infrastructure over the next few years. Ports and airports would be operated by the private sector as
concessions.

By the end of its first year in office, the administration will have submitted to Congress a bill for reform of State-owned banks,
a bill to create an environmental regulatory agency, a bill to reform the Ministry of Agnculture and laws governing State financial
administration and government procurement. ‘

In the area of economic recovery, a supply of local counterpart funding is assured for investment projects using external
credits, as well as increased coverage by the Guarantee Fund for microenterprise and small and medium-sized businesses; also, more
resources are being allocated to the Industrial Development Fund. These measures are intended to boost investment and generate
employmem in the local market

" One of the main tenets of the present administration’s economic policy is consolidation of fiscal equilibrium. Since taking
office, the government has adopted administrative measures to streamline the use of State resources, to contro! public spending. Major
efforts have been made to improve tax collection and to reverse the decline in recent years through program-sharing with the private
sector in procedures to raise the efficiency of tax administration. By reducing tax evasion, we will be offering economic agents greater
equity and fairer access to economic opportunities.

Thanks to the actions undertaken by our administration, at the close of the 1998 fiscal year a deficit equivalent to 0.9 percent
of GDP was posted, less than the 3 percent initially projected. As a result of this success, year-to-year inflation declined from 14.6 percent
in December to 11.5 percent this February. Thus, there is every reason to believe that the 1999 inflation target of 12 percent will be met.

In the area of decentralization, we are just comfnencing a process to promoie greater participation by local and departmental
governments in the design and implementation of public policies. Successful completion of the current Pilot Plan will bring all subnational
administrations into the national budgetary process for fiscal year 2000.

On the social front, the national government has given priority to investment in human and social capital as the sole alternative
for laying the foundations for sustainable and equitable development in the country.- To-this end,-we are making.every-effort to consolidate
educational reform by decentralizing spending on education, training teachers, improving school infrastructure, and establishing
mechanisms to monitor the quality of education.

- We are also working to improve health conditions and nutrition for Paraguayans by extending primary health care coverage’
to the entire nation and providing free obstetric and child care, as well as through national programs to reduce mother and child mortality
and institute epidemiological surveillance, and efforts to control parasitic, nutritional, infectious, and noncommunicable diseases and
chronic illnesses, the latter being, as in many other countries, fairly prevalent amongst adults. '

We have been developing programs to provide support to children, an area that our government considers one of the best

investments for combating poverty now and in the future, and, accordingly, for creating a more equitable society for all. The Secretariat
for Social Action has been promoting an IDB-financed program to address the problem of street children.
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The successful Microenterprise I and 1 programs, with which our country has been moving forward with impressive results,
reaffirm our unflagging support for an area of our economy that may soon become the engine of growth for our development, considering
that SMEs account for a large share of the nation’s economy. We would therefore like to commend the member countries of the Inter-
American Investment Corporation for their formidable efforts in setting the stage for increasing the Corporation’s capital.

We fully endorse the priorities established by the IDB in the allocation of its resources, since we consider poverty reduction
and social investment to be essential for sustainable economic and social development in the region. Other areas, such as modemnization
of the State in all of its aspects and integration into the global economy, serve as a basis for attaining desired levels of investment and
growth. Also, we value highly the support shown by the Bank for investment in infrastructure and assistance for the private sector in a
context of environmental planning and conservation. .

Lastly, I would like to convey the Paraguayan government’s commendation for the work of the authorities of the Bank and
the Corporation, and in particular the leadership of President Enrique Iglesias, without whose efforts the initiatives of the borrowing
countries might not have materialized for the benefit of their people. Accordingly, I urge the other delegations to support the strengthening
of both institutions so they may continue to further the development of our countries. We also welcome Ms. Burke Dillon, the Bank’s
new Executive Vice President. We are confident that she will make a valuable contribution to the attainment of the institution’s
objectives, and we wish her every success. .
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MR. VICTOR JOY WAY ROJAS, GOVERNOR FOR PERU, AT THE FIFTH PLENARY SESSION

I would like to begin by extending our greetings to the Inter-American Development Bank—represented here by its president, Mr.
Enrique Iglesias—on the occasion of the Fortieth Annual Meeting of its Board of Governors and Fourteenth Annual Meeting of the
Board of Governors of the Inter-American Investment Corporation. Over the past 40 years, the IDB has been both a steady ally and
an important partner in our region’s developmem process.

In this connection, we welcome the creation of new forms of support, such as the emergency lending programs and the
capital increase of the IIC.

Peru is also grateful for the Bank s contnbuuon to the national peace process and the economic modernization and social
development efforts undertaken by the administration of President Alberto Fujimori throughout the 1990s.

Thanks to the hard work of Peru’s citizens, the support of the international financial community, and the confidence of
investors, Peru today is a very different country than the one depicted in the 1980s.

Violence has given way to peace msecunty to stability, despair to confidence in the future, and isolation to integration in
the world economy.

We have a very clear idea of our goal: we want to be a developed country that is open to the world, with economic
growth, employment, and quality education for all Peruvians.

This vision, which is shared by the national government, business sector, and civil society, is what spurs us on in the shift
towards becoming a strong market economy that is both competitive and open to the world.

Although the adjustments implemented since the beginning of this decade have been difficult, we refuse to fall back on
protectionist policies, which are now a thing of the past.

In this connection, I would like to reaffirm‘that Peru is a country that looks towards the future rather than the past. Its
sxghts are set on a twenty-first century full of optimism and confidence, and it will not veer from its policy whose economic
underpinnings are the market and private initiative and whose political foundations are democratic principles.

Between 1993 and 1998, Peru grew at an average annual rate of 6.2%. Currently, inflation stands at 6% per annum,
international reserves are equivalent to 14 months of imports, and foreign investment continues to flow into the country, despite the
impact of external shocks.

Our target for this year is GDP growth of between 3% and 4.5%.

According to IMF estimates, Peru will be the Latin American nation with the strongest growth in 1999, in contrast to the
regional trend toward a slowdown.

Without a doubt, 1998 was a dramatic year, both for our country and for the region as a whole. The El Nifio
phenomenon, the Asian crisis, and the turmoil in Russia affected production and employment, and dampened the prospects for
growth.

Even so, we have weathered the crisis with solid macroeconomic instruments, which were the result of our sound
economic policy and the enormous efforts made by the country during this decade.

We are current]y enjoying an economic upswing, and the policy we are pursuing provides a guarantee of a solid financial
system and an economically viable business sector.

Negotiation of the third extended facility with the IMF is a clear sign of Peru’s commitment to macroeconomic stability.

The government’s program for 1999-2000 has three core objectives: stable growth, reduced unemployment and
underemployment, and lower levels of extreme poverty. All sectors of government have assigned priority to meeting these
objectives.

Against this backdrop, Peru’s economic program seeks not only to solve those of its current problems that were triggered
by the external crisis, but also to consolidate second-generation reforms aimed at strengthening institutions that ensure the sound
operation of the market, as well as good governance and efficient, transparent public administration.

Peru’s situation has been strengthened by the signing of the peace agreement with Ecuador last October. This is a

landmark event for regional stability, and it represents a solution to a historical conflict that existed between our nations since the
1800s, limiting their possibilities for integration and development.
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Today, as Ecuador is grappling with a difficult social, economic, and financial situation, we would like to express our
support and solidarity on behalf of the government and people of Peru, and our hope that the current crisis will be solved quickly and
that Ecuador will emerge with a strong economy and strong democratic institutions.

Peru’s admission to the Asia Pacific Economic Cooperation Forum (APEC) last November was yet another milestone in
the process of integration into the global economy.

Our memberslup in APEC represents an additional advantage that Peru can offer to investors, in its capacity as a
privileged “bridge” for integration between South America and the Pacific Rim.

1 should like to stress that the Peruvian government is firmly committed to the eradication of extreme poverty. We have
set ourselves a target of reducing this poverty to a level of 10% by the year 2000.

To achieve this, we are pursuing a public-investment strategy that is targeted at more efficient social spending, to ensure
that funds are truly channeled to the neediest groups.

We are well aware that a country with inequalities and excluded groups cannot survive for long. Investing in people,
health, and education is the best guarantee for gradually closing social gaps.

A cornerstone for Peru’s development efforts in the twenty-first century will be quality education.

I bring you, then, a clear message from my country. We have accomplished marly important achievements this decade:
economic stability, peace at home and with our neighbors, and integration into the global economy.

The cha.llenges now facing us are just as great: growth with equity, development of the market and democracy, stronger
institutions, and broader opportunities for all.

These challenges, however, do not intimidate us. On the contrary, we are rising to them with the same resolve and
conviction that have characterized Peru’s actions and work since the beginning of the decade.

The dawning of a new millennium is a propitious time for renewing our faith in a nobler destiny for all men and women
on the planet

The twenty-first century will find Peruvians working, creating, and contributing, day by day, towards the construction of a

more humane and just world. ;
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MR. ENRIQUE V. IGLESIAS, PRESIDENT OF THE INTER-AMERICAN DEVELOPMENT BANK AND CHAIRMAN
OF THE BOARD OF EXECUTIVE DIRECTORS OF THE INTER-AMERICAN INVESTMENT CORPORATION,
AT THE CLOSING SESSION

Honored Mlmsters and Governors:

1
In concluding the activities of this Fortieth Annual Meeting of the Board of Governors of the Bank and Fourteenth Meeting of the Inter-
American Investment Corporation, I want to thank you and your colleagues for your support in making this event a success. Special
thanks are due to President Chirac of France for his kind invitation to host this meeting in Paris, as well as to the Prime Minister and
all the members of the French government who have joined us here.

Those of us who attend these meetings every year know the tremendous amount of work their organfzaﬁon entails, and on
this occasion it was performed with dedication and a great spirit of fnendshlp for the Bank and for Latin America and the Caribbean.
We appremate these efforts very much. .

- T also want to thank the French pnvate sector for its important contribution, .and the mdmduals who participated in the various
seminars for making the discussions so mterestmg

I would now like to touch on a number of issues that received particular attention over the past few days. The reflections on
the Bank’s first 40 years were particularly memorable, not as a form of nostalgia for the past, but rather as a basis for looking to the
future. I wish to thank all who participated for their expressions in support of the institution, its President, and all of my colleagues.
Your words can only strengthen our commitment to serving the region.

In recent years, the annual meetings of the Board of Governors have included seminars and meetings organized by the Bank’s
Management in cooperation with host governments and the private sector. This year, we held 12 such meetings, all of which provided
useful lessons and valuable insights, enabling both participants and the Bank to take the pulse of the most varied segments of our societies.

The first of these events, held at UNESCO headquarters, was attended by some 100 young people—under the age of 40—who
reflected on the challenges to be faced by Latin America and the Caribbean in the next millennium. Their discussions were fresh,
constructive, and intelligent and, in seeing how this new generation perceives the problems ahead, left us with a feeling of optimism.
These young people displayed idealism but also a good dose of pragmatism. They recognize current realities and the tremendous
challenges to come, and'thus can avoxd the excesses that sometimes accompany youth.

Another seminar was devoted to culture and development. The important role played by culture in the development process
was a subject we particularly wanted to examine here in France, a country that has given much to universal culture and 1o our own
particular heritage. To gain a comprehensive vision of development, we believed it was important for individuals from the world of
culture to share their perspective on the meaning of development. During this seminar, new approaches to education and socialization
were analyzed as responses to cultural change and to the desire for greater participation in civil society—with public policies forming
a bridge between government and community values. Particular attention was drawn to the importance of social capital and public
participation in economic and social development and the building of democratic societies. There was a clear conviction that society must
not be reduced to its purely economic aspects, that we must look beyond the realm of economics and social science and draw on our
cultural roots and values. The constructive discussions that followed highlighted culture as an industry and source of employment
throughout the world and in Latin America and the Caribbean in particular.

With respect to social issues, there were two seminars I would like to mention. One concerned the issue of inequality. This
was the subject of our most recent Economic and Social Progress Report, examining why our region is the most unequal in the world.
Our discussions here in Paris were extremely useful. The other seminar concerned the importance of early childhood intervention in
breaking the vicious circle of poverty. As explained in that seminar, investing in children to avoid passing on poverty from generation
to generation is the best investment our region can make. Studies by the Bank and other institutions have shown that investing in early
childhood—attacking poverty at its roots—yields benefits for children and their communities while reducing subsequent social costs. Both
seminars played an important part in this year’s meeting, underscoring social issues once again as a central focus of Bank activity.

One subject that necessarily commanded our attention this year was the issue of economic turbulence: the problems of financial
volatility and the risks and opportunities associated with globalization. The seminar on “New Initiatives to Tackle International Turmoil”
provided for intense discussion and debate, from a wide variety of perspectives, on the problems being encountered with financial and
monetary architecture—national as well as international. It should be remembered in this context that it is not the Bank’s function, as
an institution, to offer prescriptions for such problems, but we.do seek to promote discussion. In this case there was considerable
controversy because each country has its own way of analyzing financial architecture, but conclusions were reached nonetheless. It is
important for such discussions to continue and, above all, for financial coordination mechanisms in Latin America to be strengthened.
The seminar on “The Euro and Its International Impact” addressed similar issues, and a wealth of ideas were put forward. In my opinion,
it has contributed tremendously to current thinking on Latin American integration. In our determination to integrate, we must also begin
to consider how to make monetary policy the culmination of our integration process, as it has been here in -Europe.

A variety of private sector issues also received attention. The seminar on “Private Sector Participation in the Development

of Latin America” emphasized how financing from multilateral institutions and the establishment of associations between European and
Latin American businesses are key factors in helping small- and medium-sized enterprises to compete in a global economy. It was
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explained how joint ventures can result not only in transfers of capital, managerial knowledge, and production techniques, but also in
various forms of business cooperation, meeting needs for growth and market power, and seeking out synergies and complementarities.
The importance of technology and the bridge for its transfer between Europe and Latin America were identified as an area for continued
work in the future.

Our discussions covered various specific topics of current concern to the region in which European experience has also been
instructive. One seminar, for instance, addressed the issue of decentralization, which has long been a subject of mutual interest. In that
area, we have much to learn from Europe. On the subject of pension funds, discussed in another seminar, we may have contributions
to make to Europe, given our experience and innovations in this field in Chile and elsewhere.

-These, in broad strokes, were some of the contributions made at the working sessions held during this Annual Meeting—in
addition to presentations by several Governors on national issues. The Brazilian authorities, for instance, outlined their economic
program,

" I would like to turn now to the central messages conveyed during our Annual Meeting and the conclusions that can be drawn
about Latin America and the Caribbean at the end of this century. First, our region has clearly stayed the.course on the processes of
reform, openness, and institutional renewal, with a view toward modernization and active partnership in the international community.
It is now a region of some 500 million inhabitants, with a combined output of more than US$17 billion.

Second, although the region faces problems, it has demonstrated an ability to react rapidly. Drawing perhaps on lessons from
past experience, the region responded swiftly to counter the effects of international turbulence. Prior experience was also helpful in
controlling expectations, which is critical’ to avoiding further crises. The region’s response took the form of monetary and fiscal
adjustments as well as currency devaluations for certain countries, reflecting a desire to avoid the inflation of years past. The distorting

effects of inflation and a respect for balanced macroeconomic adjustment appear to have been engraved in the collective memory of our
people and their governments.

Along with confidence in the region’s reactive capacity, there was also a sense of consternation at the prospects for 1999.
1 am confident that, with continued reform, the year 2000 can mark the beginnings of renewed growth. The region can, in particular,
be expected to benefit from economic growth in the United States, Europe, and Japan.

Certain items of unfinished business were also discussed. It was noted that the process of reform in Lat.m America and the
Caribbean is still incomplete, particularly as regards labor reform and greater flexibility in labor markets. The importance of financial
system reform, especially social reforms, was also emphasized. The Governors addressed the subject of governance both in the broad
sense and in terms of government institutions. The need for progress in the areas of transparency and corruption and the role of the
private sector in the new economic context were further subjects of discussion.

But perhaps the most profound message conveyed during this meeting was the sense that, although the region has shown a
vocation for integration for decades, we must now redouble our efforts in that direction.® An integrated region will clearly be better
posmoned to navigate the world’s increasingly global economy.

1 want to take this opponumty to thank the Managing Director of the International Monetary Fund for his presence and for
sharing his valuable insights on the new international financial architecture. I believe Latin America and the Caribbean will gain
particular benefit from pamclpaung acuvely in these discussions at all levels, so as to have a voice in the new regional financial
architecture.

As far as the Bank is concerned, I would describe 1998 first as a year of emergencies—in economic and financial terms and
- in the wake of natural disasters—and second as a time for restructuring the institution’s concessional resources.

With respect to the financial emergency, we provided the countries with US$9 billion. - Here I again want to stress to the
Govérnors that such resources are available for all member countries, not only the more developed economies. Small countries are in
fact drawing on this fund as well. Another point worth stressing is that our efforts in this area are coordinated with those of the
International Monetary Fund. The emergency financing we provide supports financial reform and recovery, but, more importantly, it
is accompanied by resources to address social problems. We are not the International Monetary Fund, nor do we wish to be; our function
is to support economic and social development. However, we can provide assistance in emergency situations by helping to mitigate the
social impact of crises, which is part of our job.

With respect to natural emergencies, the task has been considerable. We wish to thank all of the governments for their
assistance and invite them to continue supporting our efforts, particularly at the meeting to be held in Stockholm in May of this year.
That meeting will explore ways to assist Central America in coping with the damage and related difficulties caused by Hurricane Mitch.
The goodwill you have expressed has been an inspiration to us.

We are also pleased that an agreement was reached on concessional resources. This was not an easy task. The negotiations
were difficult from the start, but the final agreement reflects a strong spirit of solidarity among-our countries. This was the first time that
countries in the region, through collective sacrifice, have resolved to support the countries eligible for concessional resources, supporting
debt reduction, although it is true that the burden fell mainly on the Bank’s borrowing countries.
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I must say again bow gratified I was by the willingness of several nonborrowing countries to accelerate their contributions,
as requested by a resolution of the Committee of the Board of Governors. I would like formally to invite the borrowing countries to
consider this gesture as a form of assistance in the process we have undertaken.

Finally, we come to the matter of the Bank’s vision. I should point out that our work in this area has been a joint effort by
the Board and Management, and I consider it very fruitful. The four working groups on evaluation, procedures, human resources, and,
in particular, the Bank’s corporate strategy have played a fundamental role and have my full support and commitment—on a personal
as well as an institutional level. I should add that a proposal has been made by the Government of France and supported by several
Govemnors to hold a special meeting of the Committee of the Board of Governors each year to discuss the economic situation of Latin
America and the Caribbean and its implications for our internal pohcles This will be a subject for discussion with the Board, which will
in turn convey the results to our Governors. . .

Given its origins, the Bank has a number of natural advantages: it is an eminently Latin American and Caribbean institution
that has distinguished itself since its foundation by a focus on social concerns and, above all, a dedication to serving the member countries
as effectively as possible. Knowing the Bank to be a friend and partner in economic and social development, several of you have
advocated that we maintain an ongoing dynamic and forward-looking vision in tune with the times in which we are living. That will not
be easy.

We are now taking on a second generation of reforms, involving sensitive areas of society, values, and traditions. This second
generation of reforms will be much more complex than the first. We will be entering new terrain. It is far more difficult to develop
programs for education, health, and pensions, for instance, than to change a system of tariffs.

Forwnately, we can count on a spirit of solidarity among our countries. The Bank has the privilege of working for a region
with a profound sense of solidarity. The cooperation shown during the recent natral disasters and in the area of concessional resources
has made this clearer than ever. But we can also count on cooperation from the nonborrowing members—the United States, Canada,
Europe, Israel, and Japan are all partners in the same enterprise. Meeting in Europe gives us the opportunity to express our thanks to
the nonregional countries for their continuing support and their responsible and active participation on the Board. We can be confident
that the Rio de Janeiro meeting, to be held in June, will serve to further strengthen ties between the old continent and the civilizations
of Latin America and the Caribbean—a diverse region, combining strengths and energies from many sources, where Europe has had a
pamcularly far-reaching influence.

" Honored Governors: I thank you again for your cooperation and for the great honor of having you: present for this historic
meeting.
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MR. DOMINIQUE STRAUSS-KAHN, CHAIRMAN OF THE BOARDS OF GOVERNORS OF THE BANK AND THE
CORPORATION, AND GOVERNOR FOR FRANCE, AT THE CLOSING SESSION

Here we are at the end of what has been a highly productive meeting with fruitful exchanges of views. I think that the number and quality
of the participants attest to this success. Six or seven thousand people, including specialists, senior government officials, and businessmen
from a total of 46 countries, assembled here in Paris for this annual meeting of the Board of Governors of the Inter-American
Development Barnk, sending a clear message of the international community’s interest in the institution.

Also indicative of this success is the quality of the ideas developed over the past few days, particularly during the various
seminars in which some of the finest experts took part. I was struck by the quality of the discussion on the financial crisis and, at the
seminar I participated in yesterday, on the euro, as referred to just now by President Iglesias. It seems to me that in both cases, with a
financial crisis involved and just weeks away from the meetings of the Bretton Woods institutions in Washington, the light shed on this
subject here is useful and provides a better understanding of the need to reform and transform the international monetary and financial
system. The comments made by the various participants have done much to enrich the discussions we will be having in Washington in
just over a month’s time.

As to the euro, the issue of European monetary and financial integration was clarified, at a time when Latin America is
questioning its ability to move forward with regional integration. What we can do is stand by you. These operations are complex and take
time, but the European experience may perhaps be helpful to those of you who are tempted to press ahead with the process of regional
integration, either within Mercosur or through some other arrangement in Latin America. There were also many useful exchanges on
the issues that have traditionally been associated with development, energy, insurance, and the fight against inequality and poverty.

These discussions were all highly successful for Latin Ametica and for the issues of development and finance with which we
are concerned. Each country’s contribution was considerable and I would like to thank you all. It was aiso a great success for the Bank
itself. I believe that there is a consensus among the Governors that they have confidence in the Inter-American Development Bank and
are satisfied with its operations. I believe that this consensus is broad-based and I am very grateful to President Iglesias for his personal
commitment to the Bank’s efforts and the momentum he has given to the issues. I think I speak for everyone, President Iglesias, in saying
that you have the support and recognition of the Governors. As you are aware, France is committed to strengthening good governance
at our international institutions, a feeling that is shared, I know, by President Iglesias. Many of the Governors have expressed support
for the French proposal that the Committee of the Board of Governors hold a meeting of ministers once a year. I would like to thank you
for this support and would propose, with President Iglesias’s agreement, that the Development Committee for Latin America meet this
autumn in conjunction with the meetings of the Bretton Woods institutions.

The Bank’s fortieth anniversary is also a time for renewal. This annual meeting marks an important turning point. It has
confirmed a series of far-reaching and forward-looking decisions which had been in the works for some time but which only now have
come to fruition. I am referring, of course, as Mr. Iglesias noted-a few moments ago, to the concessional resources which are assured
for a long time to come, reflecting a strong show of solidarity on the part of the countries in Latin America since the more developed
ones in the region contributed significantly to this effort. I am also referring to the capacity that the Bank now has to intervene early at
times of crisis such as in the recent case of Argentina. I think, further, that the increased resources the Bank Group has now been given
to pursue its activities, the US$500 million increase in the capital of the Inter-American Investment Corporation, is important as well.
I believe that we may congratulate ourselves on the fact that this process has been completed. Obviously, much remains to be done to
implement these initiatives and as you are aware a meeting of the Committee of the Board of Governors is to be held in Paris in May
to finalize all of these decisions.

Before concluding, I would like to say a few words about the Governors’ endorsement of the effort under way to fulfill one
aspect of the Bank’s mandate: namely, to provide financing for long-term development. This ties in with the focus you have given to
development and culture at this meeting. Let me recall the importance of culture for the development of individuals, society, and
institations. I know that President Iglesias has a particular affinity for and attaches great importance to cultural affairs, as we have seen
at UNESCO in the past few days.

Lastly, I hope that in addition to these highly satisfactory and encouraging results, all of you have been able to enjoy your stay
in Paris. The government has made every effort to arrange for fine weather and the Bank has arranged for a number of events to be held
in conjunction with our annual meeting, which in my judgment have been of the highest quality. I hope you will find a little of this French
touch again next year in New Orleans; so, let's make a date to meet on Bourbon Street in a year’s time. On that pleasant note, I hereby
adjourn this Fortieth Annual Meeting of the Inter-American Development Bank and Fourteenth Annual Meeting of the Inter-American
Investment Corporation.
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MR. MITJA GASPARI, GOVERNOR FOR SLOVENIA'

Allow me to start my address by expressing sincere congratulations to the management and staff of the Inter-American Development Bank

" for successfully fostering the development of the countries of Latin America and the Caribbean for the last 40 years. As an important
provider of finance and expertise for the region, the Bank has successfully met its basic targets throughout this time. Delivering an
innovative and diversified lending program in synergy with tailor-made projects, it managed to remain the region’s main source of
multilateral finance for the last five years, thus bolstering its members in their efforts to alleviate poverty and social inequality, build
infrastructure, support the private sector and reform institutions. In this connection I should like to commend President Iglesias for the
results the Bank has achieved under his leadership. It is my firm belief that much of the credit for turning the Bank into a flexible and
“borrower-fnendly institution and for its enhanced credlblhty should go to him.

Nmeteen ninety-eight was a difficult and challenging year for the world economy and the region. Repercussions of the Russian
crisis on the financial sector were exacerbated by natural disasters caused by El Nifio, hurricanes Georges and Mitch, and finally by the
earthquake in Colombia. Destroying human lives, physical infrastructure and disrupting production, they compounded difficulties for
many countries of the region. Although growth slipped to about 2.5% compared to over 5% in 1997, only two countries experienced
negative rates. Thanks to the Bank s early response and a firm commitment of the region to macroeconomic stability, inflation remained
under control and fundamentals for future growth remained in place. Remaining committed to free market policies we believe that
countries of Latin America and Caribbean should keep their important position in attracting foreign direct investment and equity once
the capital flows have recovered.

We note with satisfaction that the Bank responded rapidly and effectively to the sudden reversal of capital flows to the region
and to the catastrophic natural disasters through appropriate instruments and an adequate volume of lending, demonstrating both its
flexibility and its catalytic role. In this connection we would like to express our belief that the instrument of the special emergency lending
program justified its existence. However, we would like to request the management to take all necessary precautions to avoid the
temptation of loosening conditions for granting such loans. It should not be forgotten that the instrument of policy-based lending, with
fast-disbursing components as a regular tool to address similar issues, is still in place in the Bank.

Therefore, we urge the Bank to remain committed to the reduction of poverty and social inequality, as the priority areas of
its Eighth Replenishment mandate. We are pleased to leam that the amount of resources committed to social sector programs increased
to 46% of total lending in 1998. In this connection we support the Bank's focus on the availability of appropriately designed and
delivered services and projects that directly benefit the most vulnerable segments of the population in the countries of the region. We
welcome sector strategies and operational policies Such as the Rural Poverty Reduction Strategy approved last year. At the same time
we are aware that poverty alleviation cannot be successful unless it is supplemented by properly elaborated programs of education, health
care, social security reform, labor market development, etc. Pursuing the priority targets we would like to encourage the Bank to continue
complementing its lending instruments with non-lending activities such as research, training, advisory services, consensus building and
others. ‘

Looking at the IDB’s priorities and supporting its flexibility we have no doubt that the Inter-American Development Bank is
and should remain primarily a development institution, capable of properly responding to the diverse needs of its borrowing countries,
especially to those of its poorer and smaller members. In this respect we are pleased that the agreement on concessional resources of
the Bank and related maters has been finally reached. We find it important that the funding requirements of the FSO for the next ten years
will be fully met from within the Fund itself. Bearing in mind the fact that the said agreement is a compromise, we request the
management of the Bank to make every effort to enable its implementation. We trust that the long-standing history of regional solidarity
and support for the smaller member countries shall be reaffirmed by a proper response of the members. In this connection it is my
pleasure to inform you that the Goveinment of the Republic of Slovenia is willing to consider the p0551b111ty of accelerating encashments
of its FSO commitments under Eighth Replenishment as soon as 1999.

To maintain its relevance as the crucial development institution of the region, the Bank should remain focused on the priority
areas. Yet it is the changing world and the uncertainties it is bringing along that dictate the need for the IDB to flexibly respond to the
new challenges with innovative approaches and instruments as well as by improving its efficiency. The ongoing process of preparation
and updating of different strategies and policies of the Bank represents an important step towards this target. We are convinced that the
Bank will find comprehensive and feasible solutions, to the mutual satisfaction of all the member countries, which we are supporting and
awaiting with great interest.

I should like to conclude my address by expressing sincere appreciation on behalf of the Government of the Republic of
Slovenia, to the Government of France and to our host, the charming city of Paris. We thank the IDB management and staff for their
excellent preparation of this Annual Meeting and for the hospitality extended to us on this occasion.

! Distributed for information during the 40° Annual Meeting of the Board of Governors of the Inter-American Development Bank.
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REPORT OF THE COMMITTEE OF THE IDB BOARD OF GOVERNORS
ON ITS ACTIVITIES SINCE THE LAST ANNUAL MEETING

The Committee of the Board of Governors, established pursuant to Resolution AG-5/70, held its Seventy-fifth Meeting in Cartagena,
Colombia, on March 15, 1998.

During the period elapsed since the Thirty-ninth Annual Meeting of the Board of Governors held in Cartagena, Colombia, in
March 1998, the Committee held its Seventy-sixth, Seventy-seventh, and Seventy-eighth Meetings in Washington, D.C., on June 24
and 25, November 12 and 13, and December 9, 1998, respectively.

I . Seventy-fifth Meeting (Cartagena, Colombia, March 15, 1998)

‘ Eighth General Increase in the Resources of the Bank. Progress report

Report on the operatlonal program, 1994-1997
. Enriching an historic partnership. Suggested issues for discussion by the Board of Governors

The President of the Bank, Mr. Enrique V. Iglesias, gave a brief account of the activities carried out by the Bank during
the previous year, offering suggestions and proposals with respect to future Bank activities, which had been inspired by
the experience gained in carrying out the Eighth Replenishment activities.

Mr. Iglesias highlighted the following main issues:'

(@)
®
(©
(@
ke)
®
(@
)

évalu;tion of the fulﬁllmen’t of the Eighth Replenishment objectives;
the institution’s future work; -

new types of demands facing the institution;

flexibility of the Bank and its response to emergency simz_itions;
institutional support loans; - ‘ “

work with local government and civil society;

progress achieved in private sector development;

creation of four working groups of the Board of Executive Directors:
- budget administration

- procedures to expedite the Bank’s work

- human resources management
- evaluation issues. :

The Chairman of the Committee turned the floor over to the members of the Committee and other participants for their
comments on the IDB operational program for 1994-1997 and on the topic of Enriching an Historic Partmership.
Statements were made by the Governors for Guatgmala, Mexico, Venezuela, Chile, Brazil, France, Canada, Argentina,
Italy, the United States, Denmark, Nicaragua, Uruguay, Norway, and Paraguay.’

The possibility was discussed of convering a meeting of the Committee within the next three months for further follow up
on the topic of Enriching an Historic Partmership and it was decided that the issue of the status of concessional funds
would be the next item taken up.

The Chairman of the Committee turned the floor over to the Govcmor for Spain s0, that he could present the report of the
Working Group set up to study the situation of concessional resources.’

1

* See paragraph 3.1 of document CA-400. "

2 See Annex III of document CA-400.

3

See paragraph 3.6 of document CA-400.
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The Committee took note of the remarks made by the Governors for Nicaragua, Bolivia, and Honduras.*

Lastly, the Chairman of the Committee recorded a consensus that the Working Group continue working and that the
Committee, including observers, would take up the study of the future vision of the Bank. Both groups would have a six-
month timetable and would receive technical assistance from the Board of Executive Directors of the Bank, supported as
necessary by the Management of the Bank.

. Seventy-sixth Meetin, ashington, D.C., June 24 and 25, 1998
Reports by the Chairman of the Committee:

- Status of concessional resources
- Enriching an histeric partnership

The Chairman of the Committee recalled the background of the issue of the concessional resources of the Bank and the
mandate conferred upon the Board of Executive Directors in Cartagena to explore the bases in order to move forward on
this issue. '

The Chairman recognized the fine work done by the Board of Executive Directors over the previous months and indicated
that a major effort had been made and that the technical discussions on the matter had been practically completed. She
also thanked the Management of the Bank for its cooperation in preparing the information used as the basis for the
Working Group discussions.

The Chairman of the Committee gave the floor to Mr. Julio Angel, Executive Director, in his capacity as Chairman of the
Working Group of the Board of Executive Directors, for him to present a report on the progress achieved in the
discussions on concessional resources.’

The Committee took note of the comments, made by the Governors for Jamaica, the United States, France, Nicaragua,
Japan, Austria, Canada, Italy, and Brazil, and of the additional comments made by Mr. Angel.®

Following some informal meetings, the Chairman opened the second session. She summarized the conclusions reached
during the deliberations with the Governors for the. borrowing and nonborrowing countries and submitted to the
Committee for consideration a text reflecting the agreements reached by the two groups in very concrete terms.

The Committee expressed agreement on the text, which was as follows:

“Consensus to the effect that the Board of Executive Directors devise a scenario that can resolve the problem of the
Bank’s concessional resources, which would comprise three elements:

- Establishment of a highly concessional window
- A comprehensive review of concessionality
- Participation by all in a package that reinforces the principle of solidarity

“and that the Board of Executive Directors present its findings to the Committee of the Board of Governors at a meeting
to be held in September/October.”

_“Enriching an historic partnership”

To begin the discussion, the Chairman of the Committee gave the floor to Mr. Julio Angel, Executive Director and
Chairman of the Working Group of the Board of Executive Directors, who presented a report on this matter.”

The Chairman proposed that the Committee focus on the issue of private-sector participation and leave the other matters
pending until it had more information. She invited the Manager of the Private Sector Department to make a presentation.®

4 See paragraphs 3.8 to 3.10 of document CA~400. .
See paragraph 2.4 ot; document CA-405.

¢ See Annex Il of document CA-405.

See paragraph 3.1 of document CA-405.

& See Annex IH of document CA-405.
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The Committee took note of Management’s presentation and of the comments made by the Governors for Chile, Italy,
Canada, Germany, Austria, Japan, Jamalca the Netherlands, Mexico, Venezuela, Belgium, the United States, Argentina,
and Spain.’

The Chairman of the Committee summarized the discussion, stating that it indicated that the Governors considered the
issue of concessional resources and the content of “Enriching an historic partnership” to be related but not tied to each
other, and that therefore, as agreed in Cartagena, they would continue to be treated concurrently but separately. As for
the three proposals on the private sector set forth in Annex 1B to document CS-3172-6, the Chairman indicated that
Management should continue to examine them in light of the comments made by the Governors.

Note was taken of the statements made by the Governors for Chile and Brazil and the President of the Bank, Mr. Enrique
V. Iglesias.™ .

Seventy-seventh Meetin; ashington, D.C.. November 12 and 13, 1998

Report on the damage caused by Hurncane Mitch in certain countnes of Central America and its impact on their
social and economic situation

The Chairman of the Committee stressed- the magnitude of the damage caused by the hurricane in these countries and
noted that the matter had been included on the meeting’s agenda at the request of the Governor for Honduras.

The Chairman then turned the floor over to the President of the Bank, Mr. Enrique V. Iglesias, who said that this had
been one of the worst natural disasters ever to hit the region and without a doubt the worst one ever to have struck Central
America. He went on to say that in addition to the loss of life, the tragedy lay in the loss of physical capital and economic
infrastructure, and the serious implications for the medium and long term. The situation was all the more tragic since this
region had been through so many tribulations over the years.

Stll, the President noted, some comfort could be found in the fact that international public opinion had been so
sympathetic to tltis tragedy. Such a response kindled hopes that the region would receive the necessary assistance.

Aside from addressing the immediate emergency, it was important, said Mr. Iglesias, that the Bank not lose sight of the
reconstruction stage, which was every bit as important. He added that this tragedy opened up an opportunity, the chance
to rebuild Central America in a creative and more modern way rather than just rebuild it as it was before.

Mr. Miguel Martinez, Manager of Reglonal Operations Department 2, then presented a report on the actions being carried
out by the Bank." -

The Govemor for Honduras requested that a video be shown presenting images of the damage caused by Hurricane
Mitch, after which she gave an account of the events that had taken place in her country.”

The Governor for Nicaragua made a statement expressing his gratitude for the assistance provided to Nicaragua and
describing the devastation his country had suffered.” - :

The Governors for the United States, Dominican Republic, Canada, France, Brazil, Venezuela, Italy, Jamaica, Japan,
Spain, Guyana, Paraguay, Argentina, Mexico, Bolivia, Chile, and Guatemala each took the floor to express solidarity
with the countries affected and to report on their cooperation efforts that were being pursued with those countries.'

Before moving on to the next item on the agenda, the Chairman noted the Committee’s consensus on holding a
Consultative Group meeting on December 10 and 11, 1998, to determine the aid that would be needed to mitigate the
impact of Hurricane Mitch in Central America.

10
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b ¥
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14

See Annex III of document CA-405.
See Annex IV of document CA-405.

See paragraph 3.3 of document CA-407.
See paragraph 3.4 ef document CA-407.
See paragraph 3.5 of document CA-407. v
See Annex II of document CA-‘407‘.
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Proposal for action by. the Inter-American Development Bank to mitigate the lmpact of the global financial crisis on
Latin America and the Caribbean

The Chairman of the Committee introduced this item by recalling that the deliberations would focus on the agreement to
be reached concerning what tools would be used to mitigate the impact of the global financial crisis on Latin America and
the Caribbean and concerning the flexibility that would be given to the Board of Executive Directors to approve
emergency.loans. Mr. Iglesias then took the floor to introduce the topic, and was followed by Mr. Ricardo Hausmann,

. the Bank’s Chief Economist, who reported on the financial situation of international markets, especially in Latin America

and the Caribbean.

~ Mr. Hiroshi Toyoda, Manager of the Private Sector Department, was asked to report to the Governors on how current

market conditions were affecting the Bank’s private-sector window and how the current proposal concerning that window
could help the countries in such circumstances.

Following these presentations, Mr. Iglesias indicated that the Chief Economist’s presentation had given a good overview
of the nature of the problem that had prompted the Board and Management to call this meeting. He noted that the
international situation, attributable to the crisis that had been sparked in Asia and spread through Russia, had affected the
region in a variety of ways.

He reported that the International Monetary Fund and the World Bank had asked the IDB to join them in taking measures
to help countries already in emergency situations or that should take steps to prevent such situations.

Mr. Iglesias stressed that what was needed was to make funds available to countries that were facing emergency situations
or that should take steps to avoid possible runs on their currencies. He noted that these funds should be used for
development purpéses and would be made available to the countries subject to certain basic conditions: (1) the Bank’s
ordinary lending program should-not be affected but should continue in line with the action programs laid out for the
institution; and (2) the Bank’s key financial solvency ratios should not be affected.

He went on to say that such actions also needed to be articulated with those of other international agencies; that is to say,
they needed to be part of the overall effort and integrated strategy of the Bretton Woods institutions.

The Chairman: asked the Governors for their comments on the proposal. Comments were made by the Governors for
Bolivia, Ecuador, Chile, Guyana, Guatemala, Peru, Paraguay, Nicaragua, the United States, Mexico, Italy, Japan,
Austria, Venezuela, France, Spain, Canada, ‘Argentina, the Netherlands, Belgium, Brazil, Sweden, Norway, Germany,
the United Kingdom, and Finland."

The Chairman thanked the Governors for their comments and requests for clarification. He then suggested that
Management respond to the concerns expressed at a plenary session to be held the following day.

The Chairman called the second session to order and gave the floor to Mr. Iglesias to present Management’s reply to the
comments made by the Governors.

Mr. Iglesias indicated that hearing the comments of the members of the Committee and the Governors present the day
before had been a very useful exercise in that it had allowed those in attendance to become aware of and understand their
positions on the proposal. There was consensus, he noted, on the need to set up the proposed emergency facility. In this
regard, he felt there was general agreement on the principles embodied in the proposed resolution and on giving the
Bank’s Board of Executive Directors flexibility to set up this line. He further noted that the Governors had clearly
signaled the need to define more clearly some elements that were not spelled out in the original proposal, and accordingly
three paragraphs clarifying these points had been drafted.

He explained that the first paragraph embodied the general feeling that all the countries should be eligible to use the line,
that such use should be part of a concerted effort with the Bretton Woods institutions, and that the facility should be
subject to general guidelines to be approved by the Board. Secondly, as for the definition of an emergency situation, these
loans should be disbursed over periods that are substantially shorter than for ordinary loans, with pricing to be determined
by the Board, taking into consideration their neutrality with respect to the cost of ordinary loans and maintaining the basic
indicators of the institution’s financial soundness. Fast disbursement was of the essence in these loans; the respective cost
was to be determined by the Board on the basis of two fundamental considerations: the aforementioned neutral impact on
cost and the Bank’s basic indicators. Thirdly, there would be no negative impact on the ordinary program whatsoever.
Management would submit the regular lending program to the Board in accordance with the Eighth Replenishment
guidelines, as well as the use of the guarantee system within the parameters approved by the Board.
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The Chairman of the Committee then turned the floor over to the Governors to comment on the proposal. Statements
were made by the Governors for Barbados, Peru, Chile, Italy, Mexico, Austria, Belgium, France, Ecuador, the United
States, Canada, Bolivia, the Netherlands, Japan, Argentina, Germany, Switzerland, Paraguay, Spain, Brazil, Venezuela,
and Guatemala. The President of the Bank also-took the floor to respond to some additional concerns that were voiced.'®

The Chairman indicated that, since there was consensus on the proposal, it would be submitted to the Board of Governors
for consideration by the process of taking a vote without calling a meeting.

. Status of concessional resources. Report of the Chairman of the Working Group

The Chairman turned the floor over to-Mr. Julio Angel, Execunve Director and Chauman of the Working Group on
Concessional Resources, who presented a report on this matter.*

The Governor for Guatemala then took the floor to underscore the urgency of this matter, and turned the floor over to the
Governor for Nicaragua who requested, on behalf of the governments of Honduras and Nicaragua, and with the support
of the other Central American countries, that his comments be recorded in.their entirety in the minutes of the present
meeting."® He asked the Committee, on behalf of Honduras and Nicaragua, to adopt a resolution instructing the
Management of the Bank to prepare, in coordination with the countries concerned, a proposed solution, to be presented to
the Governors on December 9, with the following elements to address the emergency currently affecting both countries:

1. For already approved loans, that the respective funds be reallocated for immediate disbursement to meet
emergency needs, thereby ensuring the necessary liquidity for timely disbursement.

2. For fast-disbursing loans already approved or to be approved, that t.he condmons for disbursement of the tranches
be made more flexible.

3. Considering that both countries have high outstanding balances under active ordinary capital loans (Honduras
US$240 million, Nicaragua US$150 million), that their debt with the IDB be fast-tracked for reduction and that
account be taken of the need for resources to finance the HIPC initiative for Nicaragua and Honduras or any
alternative arrangement that could be implemented with the necessary swiftness, given the huge impact of the
recent disaster.

4. While the impact of the disaster on the balance of payments and the fiscal accounts of the two countries was being
assessed, that the servicing of active IDB loans be substantially alleviated, with a view to taking more permanent
debt relief measures and to providing the necessary headroom for action given the great needs generated by the
disaster.

5. That sufficient concessional resources be earmarked to meet the needs for reconstruction, in addition to the
demand already projected prior to the disaster, including replenishment of projects the funds for which were being
reallocated for the emergency.

6. That the Bank support the fast-track preparation of the new operations necessary, independently of the currently
available concessional funds.

The Governor for Nicaragua also requested that consideration be given to priority use of any surpluses generated under
the new emergency facility approved that morning for the FSO. Lastly, he requested that the Bank ensure close
coordination with the International Monetary Fund, the World Bank, and other multilateral and bilateral agencies that had
expressed interest in supporting these countries, during preparation of the Emergency Consultative Group for Central
America. He asked that the record show their gratitode for the leadership President Iglesias had demonstrated in
responding to this emergency.

The Governor for Guyana stressed the urgency of resolving definitively the issue of the replenishment of concessional
resources. He emphasized that apart from the countries suffering disasters which required full support, there were other
countries that benefited from the use of concessional resources and were also facing serious difficulties imposed by the
new international environment. He said that Guyana was the only country in the Caribbean Constituency that benefited
from the use of FSO resources. Over the last seven years it had been experiencing growth of about 6.5% on average, but
that this year it was likely to have negative growth of 2% and no prospect of improvement in the near term was in sight.
The country was experiencing pressures on its foreign currency and the state of underdevelopment was still very relevant.
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The Governors for the Dominican Republic, France, Chile, and the United Kingdom then took the floor to second the
motions made. :

The Governor for the United States enlarged upon this issue, indicating that the decision to accelerate the FSO lending for
the current year and the following year’s programs had to be considered within the FSO discussions because of the direct
impact on liquidity. Precisely what that impact was, was unclear at that point and a direct input and response from the
Finance Department would be needed in that regard. In terms of debt, he indicated that the discussions had been
consistently trying to address—before the hurricane—the Nicaraguan HIPC resources requirement, but that a range of
other factors had arisen, such as the Honduran situation, that needed to be looked at as well. The intention was to do
everything possible to get the maximum financing for concessional resources. Lastly, he expressed hope that the
President would be helpful in making it the finance office’s top priority in the next few weeks to do the necessary
calculations, so that they could be brought to the meeting room with a final solution on December 9th.

The Governors for Venezuela, Sweden, Italy, Bolivia, and Austria supported the foregoing considerations. Mr. Iglesias
and Mr. Angel offered some additional clarifications.

The Chairman of the Committee recorded a consensus that the Committee meet on December 9, 1998, to discuss the issue
of concessional resources.

Seventy-eighth Meeting (Washington, D.C., December 9, 1998)
Report by the Chairman of the Committee. Status of concessional resources

To begin consideration of this matter, at the invitation of the Chairman, the President of the Bank, Mr. Enrique
V. Iglesias, made a presentation, in which he expressed his confidence that the present meeting would mark a turning
point in the search for a solution to the problem of concessional resources, on which the Governors had been working
hard for nearly two years.

He indicated that a group from the Board of Executive Directors had been working intensively to devise a solution to the
problem, and that their efforts had provided basic elements for identifying the nature of the problem. He went on to say
that bilateral meetings had been held among countries to examine possible alternatives and that the joint effort had been
truly impressive. :

Mr. Iglesias stressed that this meeting was taking place on the eve of a very important meeting for Latin America and the
Caribbean and above all for Central America, to review the dramatic situation in the Central American countries
devastated by Hurricane Mitch as well as in the Dominican Republic and Haiti, which had also suffered serious hurricane
damage.

He mentioned the need to seek a comprehensive and lasting solution to the lack of concessional resources, reiterating his
plea that Governors take into account the special circumstances that were occurring and that every effort be made to find a
solution to the problem.

He pointed out that a comprehensive solution was being proposed to make it possible to address the numerous demands to
which the Bank needed to respond at this time through a joint effort. These demands concerned replenishment of FSO
resources, the problems of the Intermediate Financing Facility, the demand for technical cooperation, and the very strong
demands in connection with the HIPC initiative for Nicaragua and—if approved by the International Monetary Fund and
the World Bank—for Honduras. He said the solution being proposed was a medium-term one so that the matter would not
have to be revisited for another decade and would also help strengthen solidarity among the countries since the discussion
that had proven so difficult and time-consuming over the past few years could be wound up.

Secondly, Mr. Iglesias indicated that the solution adopted must ensure observance of the principle that the net income of

" the Bank be reserved for the functions established by its Charter. The proposed alternative not only sought to resolve the

problem through the availability of local currency resources held by the countries but also was a comprehensive one that
preserved income on the Bank’s capital for its specific purposes, while also allowing some Bank resources that had been
accumnulated over the years to be used.

He indicated that these local-currency resources would be converted over a long enough period so as not to become an
onerous burden on the countries in the region. This conversion would mean significant funds being relinquished by the
borrowing countries. The local-currency funds existed as a result of agreements reached in the past and, although
conditions had now changed, their conversion was a generous contribution to the solution.

Mr. Iglesias went on to say that the proposed resolution also addressed other issues that had led to lengthy discussions
over the past year. The first was an adjustment in the base for the 35% and 65% targets for distribution of Bank lending
among country groups, to help fulfill the Governors’ wishes that access to loan resources be protected for low-income
countries, as well as the use of resources for direct lending to the private sector, whereby a cap of 5% of the entire active
Bank portfolio, not including emergency loans, was proposed as well as some institutional adjustments to better organize
the number of departments that report to the Executive Vice President’s Office.




The Governors for Guatemala, Canada, France, Japan, Italy, Guyana, Chile, Mexico, Venezuela, Argentina, Nicaragua,
Honduras, Peru, the United States, Brazil, and Bolivia took the floor to comment on this issue.'®

Bearing in mind the comments made by the Governors, and the fact that certain aspects of the proposal under
consideration still needed to be clarified, the Chairman of the Committee suggested that the deliberations be continued in a
more informal and limited setting. A working group was thus to be made up exclusively of the 14 members of the
Committee.

The Chairman of the Committee called the Second Plenary Session to order and thanked all the Governors for the support
and flexibility they had shown during the informal meetings. He then summarized the conclusions of the discussions and
submitted to the Committee for consideration a text reflecting the agreements reached in very concrete terms.

The Committee expressed agreement with the text, which is transcribed below:* “Agreement reached at the Seventy-
exghth Meeting of the Committee of the Board of Governors (December 9, 1998)

1. Brazil makes avaxlable 80% (US$718 million) of local currency All other countries except for D-2 countries
make available 65% (US$1,435 million) of local currency.

2. Taking into account availability, types and sources of resources, and the agreed lending program, conversion
flows will be established by the Board of Executive Directors in consultation with Management.

3. Total D-2 country resources will be converted after the year 2009. In the exceptional event that the D-2
countries are not able to fulfiil this commitment, non-borrowing countries will undertake to find a solution to
the problem without further commitment by borrowing countries.

4. Each non-borrowing country will make its best efforts to accelerate payment of its flow of FSO convertible-
currency resources under the Eighth Genéral Increase in Resources.

5. The agreemeht implies acceptance by the Board of Governors that the net income of the Bank’s Ordinary
Capital, beyond that provided for in the Eighth Replenishment agreement, will not be allocated to the FSO or
HIPC.

6. The remaining local-currency resources will be available to the issuing countries in accordance with the

applicable regulations.

7. The non-borrowmg countries undertake to make their best efforts in contributing to the Fund for
Reconstruction of Central America, on a voluntary basis.

8. The IDB contribution to the HIPC facility for Honduras, if eligible, will be financed from FSO resources.

9. The proposals in document CS-3170-14 regarding “Improving the Bank s capacity for effective management”,
“Country distribution of lending”, and “Lending to the private sector” are agreed.

10. The IFF, FSO, and TC financial progﬁm, and HIPC for Nicaragua, as proposed for the years 2000-2008, and
the US$100 million contribution to finance recomstruction for Central America, as set forth in document
CS-3170-14, are agreed.”

The Chairman of the Committee indicated that since there was a consensus on the text, it would be submitted together
with the proposal to the Board of Govemnors for consideration by the procedure for taking a vote without calling a
meeting.

Lastly, the President of the Bank highlighted the historic significance of the agreements reached, which concluded
negotiations that had gone on for over two years.
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REPORT OF THE COMMITTEE OF THE IIC BOARD OF GOVERNORS
ON ITS ACTIVITIES SINCE THE LAST ANNUAL MEETING

The Committee of the Board of Governors, estabhshed by Resolution CIIJAG-3/92, held its Fifteenth- Meeting in Cartagena,
Colombia, on March 14, 1998.

In the interval since that meeting, the Committee has met three times at the Corporauon s headquarters in Washington, D.C., on
November 13, 1998, December 9, 1998, and February 9, 1999,

I Fifteenth Meeting (Cartagena, Colombia, March 14, 1998)
Actlon plan for the Corporauon for the penod 1995 to 1997, and status of IIC resources. Progress report

The Chamnan .of the Board of Executive Directors, Mr. Enrique V. Iglesias, reported that 1997 had been a very
satisfactory year for the Corporation. The number of operations had risen 25% over 1996 and the total volume of
US$150 million was nearly double the previous year’s. Disbursements were up by 20%, gains on the sale of equity
investments were up 38%, and dividends had increased threefold. Net income stood at roughly US$16 million, of which
US$13 million was allocated to the reserves. These results had been achieved with a very reduced staff of some 60
employees (one half the staff level of four years previously), and administrative costs had remained stable for four
consecutive years.

Resources, he noted, continued to be the core issue, since the Corporation was still operating at its original level of
capitalization. A special effort would need to be made in this area, since the only other option would be to continue
operating on the basis of the gearing ratio; this would seriously limit the IIC’s ability to channel equity investments more
broadly to small and medium-sized companies, as called for under its mandate. The greater risk entailed in working with
these companies can only be mitigated through a higher volume of operations, given that the constraints on the IC’s
action capacity make its portfolio more vulnerable to the risks taken.

Mr. Iglesias also mentioned the matter of coordination between the Corporation, the Inter-American Development Bank,
and the Multilateral Investment Fund, which has a specific facility (Window 3) for microenterprise and small business.

- Work should focus, he reaffirmed, on making genuine progress in negotiations on a capital increase, recalling that the
Committee, at its 1997 meeting in Washington, had agreed that the working group of the Board of Executive Directors,
chaired by Mr. Pineda, the Executive Director for Mexico, should put in place—in line with the methodology established
by the Governors—a consultation mechanism to deﬁne possible alternatives for an agreement on the first general increase
in resources of the institution.

Mr. Iglesias encouraged the Corporation to welcome new regional members as well as other countries that are members
of the IDB.

The Corporation’s General Manager ad interim, Mr. John Rahming, then gave a report in which he noted that,
throughout 1997, the Corporation had fulfilled its mandate to assist small and medium-sized businesses in Latin America
and the Caribbean.

The Corporation, he noted, currently had a diversified portfolio managed in keeping with strict guidelines set by the Board
to mitigate financial and operating risks. The practice of working with equity investment funds enabled the IIC to reach
more than 1,000 small and medium-sized companies and leveraged its resources many times over to the benefit of the
region’s private sector, especially smaller companies. Equity investment funds had been one of the priorities identified in

. the action plan approved by the Governors at the 1995 Annual Meeting in Jerusalem, and the Corporation now had 37
such funds—up from 7 at year-end 1994. These funds were currently at the active investment or fund-raising stage. Of
the total capitalization of over US$! billion, IIC resources represented US$100 million for a leverage ratio of 10 to 1.
The investment funds had already made more than 76 investments for a total of US$420 million.

After a decade of economic stagnatlon real growth in Latin America and the Caribbean was expected to reach 5% per
annum in the final four years of the decade. Growth would be fanned in part by the incipient free-market sector that was
emerging in countries across the region. To fully realize the potential this represented, companies would increasingly
require equity capital, loans on reasonable terms, and assistance in developing efficient production, marketing, and
financing strategies. To achieve this, the region would need private investment flows willing to commit for the long term,
and it needed institutions capable of providing and catalyzing these flows while shaping their developmental impact.

In closing, Mr. Rahming noted that a capital increase would allow the Corporation to confinue attracting private capital to
meet the growing finance needs of the region’s small and medium-sized enterp‘rises It would therefore be important to
make recommendations, without further delay, on the amount of the general mcrease in resources to be submmed for
consideration by the Governors in the near future.
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The Governors for Mexico, Venezuela, Italy, Colombia, Brazil, Switzerland, the United States, Argentina, and
Paraguay then took the floor. Their statements appear as Annex III to document CII/CA-52.

After an exchange of views, the Committee agreed that consideration of the matter would continue in the Budget,
Financial Policies, and Audit Committee of the Corporation’s Board of Executive Directors and that a document
containing additional information and recommendations would be presented. To this end, the Governors were asked to
submit their suggestions and possible alternatives that could provide guidance for the working group.

Sixteenth Meeting (Washington, D.C., November 13, 1998)

General Increase in the Resources of the Inter-American Investment Corporation. Progress report

The Chairman of the Board of Executive Directors, Mr. Enrique V. Iglesias, recalled that this matter had been discussed
extensively by the Executive Directors and that the Governors had received the document known as the ten-year plan for
the Corporation. He added that this initiative, which was already an important one six months earlier, had become even
more so, to the extent that the situation on international markets made it all the more imperative to have institutions such
as this one to help strengthen local enterprises in the region, while promoting participation and cofinancing by
international capital.

The private sector, he noted, was suffering considerably from the impact of the financial crisis, and political will needed
to be mobilized rapidly in order to give the IIC the increased resources it needed to be much more active in the region’s
time of difficulty.

The General Managef ad interim, Mr. John Rahming, then took the floor to report on recent developments in
conjunction with the devastation caused by Hurricane Mitch and the coordination of efforts by the IIC, the Bank’s private-
sector activities, and the MIF. .

He offered an overview of the Corporation’s work throughout 1998, noting that it continued to fulfill its mandate of
assisting small and medium-sized companies in Latin America and the Caribbean. Twenty-nine projects were expected to
be approved in the current year (compared with 25 in 1997), for a total of US$223 million (compared with US$150
million in 1997). Fifty per cent of those resources would be channeled to Group C and D countries, and disbursements
for 1998 were 50% higher than in 1997. The IIC now had a diversified portfolio that was being managed in such a way
as to mitigate financial and operating risks; it was divided into the following main sectors: financial services, which
accounted for one fourth of the institution’s active operations and enabled it to make financing available to smaller
companies; the manufacturing sector (25%); agribusiness (15%); venture-capital funds (10%); small- and medium-scale
infrastructure (10%); and mining, fisheries, and tourism (15%).

Seventy-two financial intermediaries had received more than US$381 million in lending from the IIC and US$284 million
in cofinancing.

Given the underdeveloped nature of many of the region’s capital markets, Mr. Rahming noted, the IIC sponsors private
equity funds and direct investments in markets that may not be targeted by fund managers, as an appropriate mechanism
to cover part of the equity requirements of small and medium-sized companies. With a broader capital base, the
Corporation could better address these equity needs and, through leveraging, grant more loans.

The Blueprint 2000 proposes that the Corporation increase its total funding sixfold over a 10-year period, compared to its
first decade of operations, to reach more than 10,000 small and medium-sized businesses.

Mr. Rahming pointed out that the Corporation had virtually depleted the initial capital contributed by the member
countries. Although it was in a position to continue granting loans, it needed a meaningful capital increase in order to
continue meeting the equity needs of the region’s small and medium-sized companies. The present meeting, he noted,
offered an opportunity to .gather comments, guidance, and suggestions for negotiation and approval by the current
shareholders and the six, seven, or eight new shareholders that were seeking to enter; the trigger points for various voting
issues and the capital pay-in period also needed to be negotiated. In closing, he stated that Management stood ready to
provide any necessary information and to assist the Executive Directors in this process so as to facilitate final decisions by
the Governors.

Mr. Moisés Pineda, Executive Director, in his capacity as Chairman of the Budget, Financial Policies, and Audit
Committee, then took the floor. In his report, he said that a 10-year period had been identified as the term after which
the Corporation could examine the possibility of a mixed capital stock structure with private capital and, if deemed
appropriate, step up its pace of activity. The amount of US$500 million had been established as the figure that would
enable the Corporation to become self-financing in the long term. .

Areas had been identified in which changes needed to be made in the operation of the Corporation in order to make it
more efficient, flexible, and competitive, and to mitigate the risks inherent in the market it serves. Information disclosure
needed to be more transparent, and strict standards for environmental and labor protection should remain in place. The
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-new shareholding structure had been defined as it would stand. after the capital increase and the admission of mew
-members, and timetables had been drawn up for payments over periods other than the original four-year period.

Mr. Pineda noted that ‘ariy comments and guidance received from the Governors at the meeting would be very helpful for
the working group to continue its work. Following the meeting of the Governors, the working group would focus on

framing specific recommendations as to the future shareholding structure and that of the countries that had applied for

membership or might do so in the future; these recommendations could be assessed and discussed at the next Committee
meeting.

The Governors for the United States, France, Spain, Guatemala, Guyana, Venezuela, Mexico, Argentina, the
Netherlands, and Chile then took the floor. Their statements are attached as Annex III to document CII/CA-62.

After an exchange of views, the Committee agreed that consideration of this matter would continue in the Budget,
Financial Policies, and Audit Committee of the Corporation’s Board of Executive Directors and that a document
containing additional information and recommendations from the meeting would be presented for consideration at a
meeting of the Committee of the Board of Governors to be held in early December 1998.

Seventeenth Meeting (Washington, D.C., December 9, 1998)

General Increase in the Resources of the Inter-American Investment Corporation. Progress report

The Chairman of the Board of Executive Directors reported on the progress of negotiations under way with regard to the
general increase in resources of the Corporation (documents CII/CA-53 and CII/CA-53-1). He proposed that internal

discussions be continued in January 1999 and a meeting of the Committee be scheduled for early Febniary 1999.

Eighteenth Meeting (Washington, D.C., February 9, 1999)
General Increase in the Resources of the Inter-American Investment Corporation. Pljogress report

The Chairman of the Board of Executive Directors reported on the progress of negotiations under way with regard to the
general increase in resources of the Corporation (documents CII/CA-53 and CII/CA-53-1). The Corporation’s General
Manager then shared some comments on the issue, after which the floor was turned over to the Governors. The
Chairman of the Committee subsequently decided to convene a working group to continue the deliberations.

Following an extensive exchange of views, the Chairman of the Committee recalled that it had been agreed to recommend
a US$500 million increase in the Corporation’s capital for a ten-year program, subject to—but not conditional on—a
midterm review of the institution’s performance in deploying its resources and complying with its operating policies, via
mechanisms to be agreed during the upcoming negotiations in Paris.

Another element of the agreement concerned the commitment that the capital increase be paid in over eight years. It was
proposed that the new members pay their contributions over a shorter period of time than the Corporation’s existing
member countries. Other potential arrangements were also possible, with the participation of Canada, to facilitate
payment by certain countries.

The Chairman of the Committee noted that there were two matters still under consideration: (i) the distribution of the
capital and its allocation among existing and new shareholders, and (ii) the possible increase in the number of chairs on
the Board of Executive Directors. In this regard, a formula submitted for consideration by the Governors had as its
underlying principle that of burden-sharing dilution.

The group of Latin American and Caribbean countries (GRULAC) had offered to decrease its shareholding to 51%. It
was suggested that GRULAC consider the possibility of a greater decrease, on the understanding that its shareholding
would be less than 51% but never below 50%. This shareholding cession—and the cession that might be made by other
countries and groups of countries—would make the necessary room for allowing the entry of Canada and the other
European countries.

The United States had also expressed its willingness to decrease its shareholding by a percentage that was still under
discussion but would be significant and sufficient to make—with the shareholding cessions to be made by the other
member countries—room in the institution’s capital for the entry of new member countries and for the possible
readjustment of the shareholdings of existing members such as Japan. The United States had indicated that the possible
decrease in its shareholding percentage should be accompanied by an increase of the percentage of votes required for
approving future capital increases, in accordance with the Charter and the Corporation’s by-laws.

Also, and in support of the efforts on the part of GRULAC and the United States, it was proposed that the European

countries that were currently members of the Corporation also cede shareholdings, which could be on the order of 2% of
the capital, and restructure their participation to allow the entry of new members.
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It was felt that this formula would have several virtues: (i) it took into account the concern expressed by many Governors
that the effort to allow the entry of new shareholders be shared by all the members; (ii) it made it possible to adjust the
participation of certain countries in the institution’s capital; and (iii) it satisfied the interest expressed by Canada in
entering with a significant shareholding. ' .

As for the possible creation of new chairs on the IIC Board, during the discussions most of the countries had favored the
possibility of creating a single additional chair. The composition of the chair was to be defined by the Governors at the

‘upcoming meeting in Paris, taking into consideration the proposal that the country to which the chair was assigned

consider making an additional contribution to the IDB Group’s effort to strengthen the region’s private sector.

'The Chairman of the Committee reported that the working group would continue its deliberations starting at 10:00 a.m. on

Friday, March 12, in Paris, so as to reach solutions that would enable an agreement on the IIC’s capital increase, which
had been the object of such prolonged negotiations.
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Temporary Alternate Governor

Smiljan Simac
Ambassador of the Republic of Croatia
to France

Advisors

Snjezana Sremic

Counselor

Embassy of the Republic of Croatia
in France

Nina Srkalovic
Deputy Director
Croatian National Bank

Denmark -

Governor

Ellen Margrethe Lej

State Secretary

Ministry of Foreign Affairs

Temporary Alternate Governors

Asif Parbst Amin
Ministry of Foreign Affairs

Niels I. Jacobsen
Minister of Foreign Affairs
Embassy of Denmark in France

Dominican Republic
Governor

Héctor Valdez Albizu
Governor
Banco Central de la Repiblica Dominicana

Temporary Alternate Governors

Daniel Toribio M. )
Secretario de Estado de Finanzas

Temistocles Montas
Secretario Técnico de la Presidencia

Manuel Garcia Arévalo
Miembro de 1a Junta Monetaria
Banco Central de la Reptiblica Dominicana

Clarissa de la Rocha de Torres

Subgerente

Operaciones Internacionales

Banco Central de la Republica Dominicana

Advisors .
Julio C. Estrella

Asistente del Directorio Ejecutivo
Fondo Monetario Internacional
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" Diputado

» Miguel Eduardo Araujo

Luis A. Hernidndez
Director
Oficina Nacional de Presupuesto

Ernesto Selman

Director Ejecutivo Suplente

Banco Interamericano de Desarrollo

Ecuador

Temporary Alternate Governors

Ivonne A-Baki

Embajadora del Ecuador-en los Estados Unidos
de América

Patricio Rubianes

Director Ejecutivo Alterno por Ecuador
Banco Mundial

El Salvador

Governor

Manuel Enrique Hinds Cabrera
Ministro de Hacienda

Alternate Governor

Gino R. Bettaglio
Presidente

Banco Central de Reserva
Advisors

René Napoledn Aguiluz

Asamblea Legislativa

Francisco Antonio Alemdin Brizuela
Banco Central de Reserva

Nicola Ernesto Angelucci
Director Ejecutivo
Banco Multisectorial de Inversiones

Ministro de Medio Ambiente y Recursos Naturales

Archie Baldocchi
Presidente
Asociacion Bancaria Salvadoreiia

Rafael Barraza
Vicepresidente
Banco Central de Reserva

Francisco Bertrand Galindo
Superintendente del Sistema Financiero

Carmen Elena Brizuela de Aleman
Banco Central de Reserva

Mathilde Abasto de Craik
Ministro Consejero
Embajada de El Salvador en Francia




Dinora M. Cubias Umafia

Directora General de Inversién y
Crédito Pablico

Ministerio de Hacienda

Cammen Elena Diaz Bazan
Presidente
El Granjero

Julio Gamero
Diputado
Asamblea Legislativa

Héctor Gonzilez Urrutia
Viceministro de Relaciones Exteriores,
Promocidn y Cooperacién Internacional

Jaime Grijalva
Gerente de Finanzas
Banco Multisectorial de Inversiones

Victor Hugo Hurtarte
Director
Superintendencia del Sistema Financiero

Roberto Jiménez
Asistente Técnico
Ministerio de Hacienda

Nelly Lacayo de Anderson
Consejera

Oficina del Director Ejecutivo
Banco Interamericano de Desarrollo

Mirna Liévano de Marques
Directora
Banco Central de Reserva

Alejandro Dagoberto Marroquin
Diputado ) :
Asamblea Legislativa

René Narvaez Hinds .
Gerente Comercial
Banco Multisectorial de Inversiones

Enrigue Oiiate M.

Director por El Salvador

Banco Centroamericano de Integracion
Econémica (BCIE)

Noel Orellana
Diputado de la Asamblea Legislativa

Salvador Portillo Romero
Director General de Tesoreria
Ministerio de Hacienda

A. Rivera
Diputado
Asamblea Legislativa

Roberto Siman Siri
Presidente
Banco Multisectorial de Inversiones

Nannette Viaud Desroches
Consejera
Embajada de El Salvador en Francia

Benjamin Vides Deneke
Presidente
Banco Hipotecario

Jorge Villacorta
Diputado

' Asamblea Legislativa

José Ramiro Zepeda Roldan
Embajador de El Salvador en Francia

Finland
Governor

Kirsti Lintonen
Under-Secretary of State
Ministry for Foreign Affairs

Temporary Alternate Governors

Matti Aaltola
Director
Ministry for Foreign Affairs

Leena Viljanen
First Secretary
Ministry for Foreign Affairs

France
Governor

Dominique Strauss-Kahn
Ministre de I’Economie, des finances
et de I’industrie

Alternate Governor

Jean Lemierre

Directeur du Trésor

Ministére de I’Economie, des finances
et de I’industrie

Temporary Alternate Governors

Christian Pierret
Secrétaire d’Etat a I’Industrie

Catherine Trautmann
Ministre de la Culture et de la communication

Charles Josselin
Ministre délégué a la Coopération et a la
francophonie

Francis Mayer

Chef de service

Ministére de 1’Economie, des finances
et de I'industrie
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Philippe de Fontaine Vive

Sous-directeur

. Dette, développement et marchés émergents
Direction du Trésor

Luc Rémont

Chef de bureau

Aide au développement

Institutions multilatérales de développement
Direction du Trésor

Florence Tordjman

Adjoint au chef du Bureau aide au
développement

Direction du Trésor

Luc Renouil

Adjoint au chef du Bureau aide au
développement

Direction du Trésor

Advisors

Marie-Héléne Albisson

Attachée d’administration

Ministére de 1'Economie, des finances
et de I’industrie

Philippe Bernier .
Bureau aide au développement
Institutions multilatérales de développement

Henry Bidoueau
Direction du Trésor

Pierre Buchaillard
Directeur délégué
Agence francaise de développement

Georges Cahuzac
Administrateur
Banque interaméricaine de développement

Pierre Coste

Directeur adjoint des affaires économiques
et financiéres .

Ministére des Affaires étrangéres

Gilles Dabezies
Sous-directeur
Direction des relations économiques extérieures

Henry-Philippe de Clercq

Directeur .
Département Asie, Caraibes, Pacifique
Agence francaise de développement

Jérome Delpech

Directeur adjoint

Cabinet du ministre de I’Economie, des finances
et de I’'industrie

Robert Djellal

Bureau aide au développement

Institutions multilatérales de développement
Direction du Trésor
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Noélle Fabre
MEFI/Direction du Trésor

Jean Ganiage
Secrétaire général du Comité d’organisation

Delphine Geny-Stephann
Bureau des Affaires européennes

Sylvain Lambert
Chef du bureau Amériques
Direction des relations économiques extérieures

Dominique Lebastard
Attaché financier a Brasilia

Philippe Loisseau
Adjoint au chef du Bureau Amériques

"Direction des relations économiques extérieures

Karine Maillard

Responsable Amérique latine

Ministére de I’Economie, des finances
et de I’'industrie

Daniel Maitre
Conseiller financier pour le Proche et le
Moyen orient

Philippe Marion
Attaché
Ministére des Finances

Isabelle Martel
Sous-directrice
Direction du Trésor

Esther Martinez
Bureau des Affaires européennes
MEFI/Direction du Trésor

Chantal Michel
Chargée de mission “Caraibes”"
Agence frangaise de développement

Nina Mitz

Conseillére

Cabinet du Ministre de 1’Economie,
des finances et de I’industrie

Brigitte Plisson
Comité d’organisation BID

Antoine Pouillieute
Directeur général
Agence frangaise de développement

Amaud Prudhomme

Chef de bureau

Ministére de ’'Economie, des finances
et de I'industrie

Didier Robert
Délégué régional
Agence frangaise de développement




Patrick Salles

Attaché

Ministére de I'Economie, des finances
et de I’industrie

Denis Tersen

Conseiller

Cabinet du Ministre de I’Economie,
des finances et de I'industrie

Olga Titolo

Secrétaire

Ministére de I’Economie, des finances
et de I’industrie

Jean-Claude Trichet
Gouverneur
Banque de France

Alain Vizzavona

Directeur général adjoint

Agence frangaise de développement
Jerome Walter

Adjoint Chef Bureau F1

Direction du Trésor

Germany

Governor

Uschi Eid
Parliamentary State Secretary

Federal Ministry for Economic Cooperation

and Development
Temporary Alternate Governor

Bernd Blank

Division Chief

Regional Development Banks
IFAD ’

Advisors

Josef Beck
Deputy Head of Division
Federal Ministry of Foreign Affairs

Dietrich Hartenstein

Division Chief

International and Monetary Issues
Deutsche Bundesbank

Andreas-Hartmann
Alternate Executive Director
Inter-American Investment Corporation

Walter S. Hoersch
Desk Officer \
Federal Ministry of Economics

Ingrid Hoven
Personal Assistant to the Governor

Federal Ministry for Economic Cooperation

and Development

' Thomas Piesch

Deputy Head of Division

‘Federal Ministry for Economic Cooperation

and Development

Uwe Stamm
Deputy Head of Division
Federal Ministry of Finance

Horst Wetzel

Advisor -
Permanent Delegation of Germany for the OECD

Guatemala

Governor

Pedro Miguel Lamport
Ministro de Finanzas Piblicas

Alternate Governor

Edin Homero Velasquez E.
Presidente
Banco de Guatemala

Temporary Alternate Governor

Edwin Matul
Subgerente

Area Econémica
Banco de Guatemala

Advisors
Patricia Castellanos Gonzalez

Asesora Especifica
Ministerio de Finanzas Publicas

_Carlos E. Echeverria Salas

Director de Anilisis Fiscal
Ministerio de Finanzas Publicas

Patricia Espinoza de Lemus
Subdirectora de Financiamiento Externo
Ministerio de Finanzas Publicas
Gloria Montenegro Chirouze
Embajadora de Guatemala en Francia
Guyana

Governor

Bharrat Jagdeo

Minister of Finance

Haiti

Alternate Governor

Fred Joseph

Ministre de I'Economie et
des Finances
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Temporary Alternate Governors

Kethleen Florestal

Assistant Directeur Responsable
Direction du Contréle de Crédit
Banque de la République d’Haiti

F. Michel Content

Membre du Cabinet de Ministres

Ministére de la Planification et de
la Coopération externe

Advisors

Fritz Jean

Gouverneur

Banque de la République d’Haiti

Roland Pierre

Gouverneur adjoint

Banque de la République d’Haiti

Honduras

Governor

Gabriela Nuiez de Reyes
Ministra de Hacienda

Temporary Alternate Governors

Roberto Flores Bermtidez
Ministro de Relaciones Exteriores

Moisés Starkman
Ministro de SETCO

Sandra de Midence

Subsecretaria de Crédito e Inversién Pxiblica

Ministerio de Finanzas

J. Roberto Leiva

Ministro sin cartera

Programa Presidencial de Inversiones
Presidencia de la Republica

Advisors

Emin Abufele
Director
Banco Hondurefio de Crédito y Servicio

Mario Aguero

Asesor

Oficina de Privatizacién
Ministerio de Finanzas

Jacobo N. Atala Zablah
Presidente
Banco Mercantil, S.A.

Guillermo Bueso

Presidente
Banco Atlintida
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Orlando Garner
Director General
Crédito Publico
Secretaria de Finanzas

Guadalupe Hung

Asesora

Secretaria de Cooperacion
Jaime Rosenthal

Presidente
Banco Continental

Israel

Temporary Alternate Governor
Raphael Meron

Assistant Director - Head
International Affairs Division
Bank of Israel

Advisor

Eliahu Tabori

Embassy of Israel in France
Italy

Temporary Alternate Governors

Augusto Zodda
Director General of the Treasury

Raffaella di Maro

Division Chief

Multilateral Division Development Banks
Ministry of the Treasury

Advisors

Gian Ludovico de Martino

Counselor

Ministry of Foreign Affairs

Giovanni Ferrero

Leone Gianturco
Ministry of the Treasury

Bruno Mangiatordi

Executive Director

Inter-American Development Bank
Paola Monti

Bank of Italy

Jamaica

Governor

Omar Davies
Minister of Finance and Planning




Alternate Governor

Shirley Tyndall
Financial Secretary
Ministry of Finance and Planning

Advisors

Arthur Barrett

Chairman

Board of Directors X

Agricultural Credit Bank of Jamaica, Ltd.

Wesley Hughes
Director General
Planning Institute of Jamaica

Derick Latibeaudiere
Governor
Bank of Jamaica

Douglas Saunders
Ambassador of Jamaica to France

Locksley Smith
Special Assistant to the Minister of Finance
Ministry of Finance and Planning

Kingsley Thomas
Managing Director
Agricultural Credit Bank of Jamaica, Ltd.

Brian Wynter

Deputy Governor

Banking and Market Operations Division
Bank of Jamaica

Japan
Governor

Sadakazu Tanigaki
State Secretary of Finance
Ministry of Finance

Temporary Alternate Governors

Takatoshi Kato
Special Advisor
Ministry of Finance

Tadashi Iwashita

Financial Minister

Embassy of Japan in the United States
of America .

Rintaro Tamaki

Director

Development Organization Division
International Bureau

Ministry of Finance

Ken Yagi

Deputy Director-General
International Bureau
Ministry of Finance

Advisors

Mitsuhiro Furusawa
Financial Counselor
Embassy of Japan in France

Nobuhiro Hayashi

Section Chief

Development Institutions Division
Ministry of Finance

Akinari Horii

General Manager in the Americas
The Bank of Japan

New York

Kaoru Ikeda
Interpreter
Ministry of Finance

Hiroshi Iwao

Researcher

International Organization Division
Ministry of Foreign Affairs

Toru Kodaki
Executive Director
Inter-American Development Bank

Kiyoto Maeda

Deputy Director

Development Finance Division
Ministry of Finance

Atsushi Mimura
Second Secretary -
Embassy of Japan in France

Yoichi Nemoto :
Secretary to the State Secretary of Finance
Ministry of Finance

Kentaro Ogata

Deputy Director

Office of the Vice Minister of Finance for
International Affairs

Ministry of Finance

Yasushi Sunouchi

Senior Counselor

Office of the Executive Director
Inter-American Development Bank

Seiji Tate
Attaché
Embassy of Japan in France

Koutoku Watanabe

Section Chief

Office of the Vice Minister of Finance for
International Affairs

Ministry of Finance

Yasuto Watanabe

Counselor

Office of the Executive Director
Inter-American Development Bank
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Mexico
Governor

José Angel Gurria
Secretario de Hacienda y Crédito Pxiblico

Alternate Governor

Martin Werner Wainfeld .
Subsecretario de Hacienda y Crédito Pxiblico

Temporary Alternate Governors

Sandra Fuentes-Berain V.
Embajadora de México en Francia

Francisco Sudrez Davila
Representante Permanente de México
OCDE

Guillermo Giiemez
Subgobernador
Banco de México

Carlos Garcia Moreno
Director General de Crédito Publico
Secretaria de Hacienda y Crédito Puiblico

Carlos Sales Gutiérrez
Director General
Nacional Financiera, S.N.C.

José Luis Flores H.
Director General
Banco Nacional de Obras y Servicios, S.N.C.

Ricardo Ochoa Rodriguez

Director de Organismos Financieros
Internacionales

Secretaria de Hacienda y Crédito Piblico

Advisors

Andrés Conesa

Director General -

Asuntos Hacendarios Internacionales
Secretaria de Hacienda y Crédito Pxiblico

Mario Alberto Garcia Barajas
Subdirector de Politicas y Estudios
Secretaria de Hacienda y Crédito Piblico

Oscar Ignorosa
Director General' de Comunicacion Social
Secretaria de Hacienda y Crédito Publico

Julio César Méndez Rubio
Director Adjunto de Finanzas
Banco Nacional de Comercto Exterior, S.N.C.

Rodrigo Ocejo Rojo .
Director de Captacion de Crédito Extern
Secretaria de Hacienda y Crédito Piblico

Moisés Pineda Padrén

Director Ejecutivo
Banco Interamericano de Desarrollo
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Gerardo M. Vizquez
Consejero
Banco Interamericano de Desarrollo

The Netherlands

Temporary Alternate Governors
Ron Keller

Director. )

Foreign Financial Relations
Ministry of Finance

Jan Willem van der Kaaj .
Head, Multilateral Banks Division
Ministry of Finance

Marinus van Wier

Deputy Head

International Financial Institutions Division
Ministry of Foreign Affairs
Advisor

Aart Jan Bette

IDB Desk Officer

Ministry of Finance

Nicaragua

Governor

Noel J. Sacasa Cruz
Ministro de Fomento, Industria y Comercio

Alternate Governor
David Robleto Lang
Ministro Secretario
Cooperacion Externa

Temporary Alternate Governor

Luis Durin Downing
Ministro Secretario Técnico de la Presidencia

Advisors

Francisco Aguirre

Asesor Principal
Delegacién de Nicaragua

Mario Alonso Icabaleta
Asesor de la Delegacion de Nicaragua

Silvio de Franco
Asesor de la Delegacion de Nicaragua



Norway
Alternate Governor

Kjell Halvorsen

Director General

Department for Global Affairs
Royal Ministry of Foreign Affairs

Tempoiary Alternate Governors

Olav Kjorven

Political Advisor

Ministry of International Cooperation
and Human Rights

Paal 1. Aavatsmark

Senior Executive Officer

Department of Global Affairs

Mutltilateral Bank and Financial Section

Royal Ministry of Foreign Affairs

Advisors

Merethe Nergaard

Counselor
Embassy of Norway in France

Helge Semb |

Alternate Executive Director
Inter-American Development Bank
Panama

Governor

Fernando Arambuni Porras
Ministro de Economia y Finanzas

Temporary Alternate Governor

Aracelly Méndez
Ministerio de Economia y Finanzas

Advisors

Rogelio Novey

Director Ejecutivo Suplente

Banco Interamericano de Desarrollo
Jorge Alberto Troyano

Coénsul de Panamd en Paris
Paraguay

Governor

Heinz Gerhard Doll
Ministro de Hacienda .

Alternate Governor
A. Fernando Paciello Rodriguez

Viceministro de Economia e Integracién
Ministerio de Hacienda

Advisors

Hermes Gomez Ginard
Consejero
Banco Interamericano de Desarrollo

Jorge Gulino Ferrari
Presidente
Banco Central del Paraguay

Gustavo Leite Gusinky
Ministro, Secretario Ejecutivo
Secretaria Técnica de Planificacion

Walter Villalba Zaldivar
Director de Politica de Endeudamiento
Ministerio de Hacienda

Peru
Governor

Victor Joy Way Rojas
Presidente del Consejo de Ministros y
Ministro de Economia y Finanzas

Alternate Governor

German Sudrez Chavez
Presidente
Banco Central de Reserva

Temporary Alternate Governors

Gustavo Caillaux Zazzali
Ministro de Pesqueria
Presidente COPRI

Carlos Paredes Lanatta
Jefe del Gabinete de Asesores
Ministerio de Economia y Finanzas

Mario Tovar
Vicepresidente
Banco Central de Reserva

Maria Luisa Federicci Soto
Embajadora de Peri en Francia

Augusto Thornberry
Ministro
Embajadora de Peni en Francia

Advisors

Jorge Baca Campodénico
Ministerio de Economia y Finanzas

Juan Carlos Barcellos
Director Ejecutivo
COPRI

Manuel Deza
Consejero
Banco Interamericano de Desarrollo

183



Martin Naranjo Landarer
Superintendente de Banca y Seguros

Miguel Angel Risco Esquen
Asesor de Prensa .
Ministerio de Economia y Finanzas

Ivén Rivera
Director Ejecutivo Alterno por Perti
Banco Mundial

Renzo Rossini Mifian
Gerente de Estudios Econémicos
Banco Central de Reserva

Jason Saavedra Paredes

Edecan

Presidencia del Consejo de Ministros
Ministerio de Economia y Finanzas

Cecilia Sinchez
Segunda Secretaria
Embajada del Peni en Francia

Alberto Yagui
Director Ejecutivo Suplente
Banco Interamericano de Desarrollo

Edgar Zamalloa Gallegos
Asesor .
Ministerio de Economia y Finanzas

Aelin Pérez de Zapata
Consejera .
Embajada del Peni en Franci:

Portugal
Governor

Anténio Luciano Sousa Franco.
Ministro das Finangas

Temporary Alternate Governor

Adriano Telles de Menezes

Subdirector Geral

Direcgio Geral de Assuntos Europeus
e RelacGes Internacionais

Ministério das Finangas

Advisors

Anténio Manuel da Silva Osério

Chefe de Gabinete

Secretaria de Estado do Tesouro e
das Finangas

Ana Gaivotas
Assessora para a Comunicagio Social
Gabinete do Ministério das Finangas

Rodolfo Vasco Lavrador

Chefe de Gabinete
Ministério das Finangas
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Nuno Leal de Faria

Director-Adjunto

Departamento de Relagdes Internacionais
Banco de Portugal

Slovenia

Alternate Governor

Andrej Kavcic
Advisor to the Government

Ministry of Finance

Spain
Governor

Rodrigo de Rato y Figaredo
Vicepresidente Segundo y Ministro de Economia
y Hacienda

Temporary Alternate Governors

Miguel Angel Sinchez

Director

Gabinete del Vicepresidente Segundo
Ministerio de Economia y Hacienda

Alvaro Rengifo Abad

Director General de Politica Comercial
e Inversiones Exteriores

Ministerio de Economia y Hacienda

Angel Martin Acebes

Subdirector General

Instituciones Financieras Multilaterales
Ministerio de Economia y Hacienda

Fernando Varela Carid

Subdirector General de Fomento Financiero
de la Exportacién

Ministerio de Economia y Hacienda

Pedro Mejia
Consejero Econémico y Comercial
Washington, D.C.

Maria Naranjo Crespo

Consejera Técnica

Subdireccién General de Instituciones Financieras
Multilaterales

Ministerio de Economia y Hacienda

Advisors

Jesiis Gracia Aldaz

Director .
Instituto de Cooperacion Iberoamericana
Ministerio de Asuntos Exteriores

Fernando Becker Zuazua
Presidente
Fundacién ICO




Joseline Blateau
Oficina Comercial
Embajada de Espafia en Francia

Juan Corona Ramoén
Patrono
-Fundacién ICO

Rafael Dominguez Pab6n

Jefe de Area Centroamérica y Pacto
Andino

Ministerio de Economia y Hacienda

José Gasset Loring
Director General Internacional
Fundacién ICO

Mara Carmen Lariviére
Oficina Comercial
Embajada de Espafia en Francia

Luis Lucena Gonzilez
Director General
Fundacién ICO

Juan F. Martinez
Director Ejecutivo
Corporacidn Interamericana de Inversiones

José Matres Manso

Subdirector General

Relaciones Econdémicas Multilaterales
y C.AM.T.

Isabel Riafio Ibafiez - -
. Asesora del Vicepresidente y Ministro
de Economia
Ministerio de Economia y Hacienda

Apolonio Ruiz Ligero
Consejero Comercial Jefe
Paris

Sweden
Governor

Mats Karlsson
State Secretary
Ministry for Foreign Affairs

Temporary Alternate Governors

Wilhelm von Warnstedt

Deputy Director

Division for International Development
Cooperation

Ministry for Foreign Affairs

Pernilla Josefsson

Desk Officer for the IDB

Division for International Development
Cooperation ’

Ministry for Foreign Affairs

Advisors

Marita Andersson

Counselor

Office of the Executive Director
Inter-American Development Bank

Anders Bengtcen
First Secretary
Swedish Permanent Delegation to the OECD

Eivor Halkjaer

Deputy Director General

Department for Latin America

Swedish International Development Cooperation
Agency

Bo Jerlstrom

Ambassador

Head of Secretariat for Project Exports
Ministry for Foreign Affairs

Anders Kompass

Director

Department of the Americas
Ministry for Foreign Affairs

Lars Liljesson

Deputy Director

Department for Infrastructure and Economic
Cooperation

Swedish International Development Cooperation
Agency

Switzerland

Governor

Nicolas Imboden

Ambassador, Delegate of the Swiss Federal Council
for Trade Agreements
Federal Office of Foreign Economic Affairs

Alternate Governor

Adrian Schigpfer
Chief, Latin American Section
Swiss Agency for Cooperation and Development

Advisors

Philippe Fontana
Swiss Delegation
OECD

Paris

Dominique Jordan
Federal Office of Foreign Economic Affairs

Michel Mordasini

Head

Muitilateral Financial Institutions Section
Federal Office of Foreign Economic Affairs

Daniel Rychner

Program Officer
Swiss Agency for Cooperation and Development
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Suriname
Governor

Tjandrikapersad Gobardhan
Minister of Finance

Alternate Governor

Lesley Winter
Permanent Secretary
Ministry of Finance

Advisors

Winston Caldeira
Policy Advisor
Ministry of Finance

Henk Goedschalk
President
Central Bank of Suriname

Sandhia Khedoe-Bharos
Head, Economic Affairs Department
Ministry of Finance '

Harry Romney Cardenas

Adelien Wijnerman
Policy Advisor
Ministry of Finance

Trinidad and Tobago
Governor

Trevor Sudama
Minister of Planning and Development

Advisors

Monica Clement
Permanent Secretary
Ministry of Finance

Winston Dookeran
Governor
Central Bank of Trinidad and Tobago,

Beverly Khan

Counselor

Office of the Executive Director
Inter-American Development Bank

Victoria Méndez-Charles

Acting Permanent Secretary
Ministry of Planning and Development
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United Kingdom
Alternate Governor -

George Foulkes

Parliamentary Under-Secretary of State
for International Development

‘Department for International Development

Temporary Alternate Governor

Margaret Cund

Head )
International Financial Institutions Department
Department for International Development

Advisors

‘Alexandra Archbold

Alternate Executive Director
Inter-American Development Bank

Alastair Cunningham

Advisor

Department for International Development
Bank of England

Phillipa Hoffman
Assistant Private Secretary
Department for International Development

Alison Scott

Advisor

Social Development

Department for International Development

David Stanton
Ambassador
Delegation to UNESCO

United States
Temporary Alternate Governors

Lawrence H. Summers
Deputy Secretary
Department of the Treasury

William E. Schuerch :

Deputy Assistant Secretary for International
Development, Debt and Environmental Policy

Department of the Treasury ’

Daniel M. Zelikow

Deputy Assistant Secretary
Asia, the Americas and Africa
Department of the Treasury

Wesley McGrew

Director

Office for Latin America and the Caribbean
Department of the Treasury

John Hurley

International Economist

Office of Multilateral Development Banks
Department of the Treasury

i




‘Advisors

Kelle Bevine

Counselor

Office of the Executive Director
Inter-American Development Bank

Stephen Donovan
Financial Attaché
Embassy of the United States in France

Joseph Engelhard

Senior Counsel

Banking Domestic and International Monetary
Policy Subcommittee

U.S. House of Representatives

David Fischer
Special Assistant to the Deputy Secretary
Department of the Treasury

Stephanie Flanders
Senior Advisor to the Deputy Secretary
Department of the Treasury

Lawrence Harrington
Alternate Executive Director
Inter-American Development Bank

Everette James

Deputy Assistant Secretary for Service Industries

and Finance
Department of Commerce

Bruce Juba

Senior Counselor

Office of the Executive Director
Inter-American Development Bank

Cressida McKean
Development Advisor

. Agency for International Development

Michelle Smith
Deputy Assistant Secretary for Public Affairs
Department of the Treasury

Shawn Sullivan
Office of Western Hemisphere Affairs
Department of State

Elizabeth M. Wolfson
Office of Development Finance Advisor for

Latin America
Department of State

Uruguay
Governor

Luis Mosca
Ministro de Economia y Finanzas

~ Temporary Alternate Governors

Humberto Capote
Presidente
Banco Central del Uruguay

Julio Iglesias
Vicepresidente
Banco de la Repiblica Oriental del Uruguay

Fernando Scelza
Asesor del Ministro de Economia y Finanzas

César Rodriguez Batlle
Presidente
Banco de la Repiiblica Oriental del Uruguay

Advisors

Javier Bonilla Saus
Director Ejecutivo Suplente
Banco Interamericano de Desarrollo

Ariel Fernidndez C.
Gerente

Division de Operaciones
Banco Central del Uruguay

Carlos Steneri

Representante Financiero en los Estados Unidos

de América

Venezuela
Governor

Maritza Izaguirre
Ministra de Hacienda

Alternate Governor"
Jorge Giordani
Ministro
CORDIPLAN

Temporary Alternate Governor

Heidi Gonzilez
Directora Adjunta

Direccién General Sectorial de Finanzas Piblicas

Ministerio de Hacienda
Advisors

Francisco Kerdel Vegas
Embajador de Venezuela en Francia

Luis Radl Matos Azdcar
Director Ejecutivo
Banco Interamericano de Desarrollo

Gina Montiel

Consejera

Oficina del Director Ejecutivo
Banco Interamericano de Desarrollo
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Julidn Nebreda

Consejero

Oficina del Director Ejecutivo
Banco Interamericano de Desarrollo

Hermin Oyarzabal

Director Ejecutivo Alterno
Fondo Monetario Internacional
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EXECUTIVE DIRECTORS AND ALTERNATE EXECUTIVE DIRECTORS
" OF THE INTER-AMERICAN DEVELOPMENT BANK

Argentina and Haiti . ) Canada

A. Humberto Petrei Guy A. Lavigueur
José Maria Cartas : Alan F. Gill
Austria, Denmark, Finland, France, Chile and Ecuador

Norway, Spain and Sweden
Mario Marcel

Georges Cahuzac Oswaldo Zavala

Helge Semb

‘ . Colombia and Peru
Bahamas, Barbados, Guyana, Jamaica and
Trinidad and Tobago
Alberto Yagui

George L. Reid

Roderick G. Rainford Croatia, Japan, Portugal, Slovenia and

United Kingdom

Belgium, Germany, Israel, Iraly,
The Netherlands and Swltzerland ~ Toru Kodaki

Alexandra M. Archbold
Bruno Mangiatordi

René Legrand ‘ Dominican Republic and Mexico
Belize, Costa Rica, El Salvador, Guatemala, YMoisés A. Pineda
Honduras and Nicaragua . Ermnesto A. Selman
Maria Antonieta de Bonilla Panama and Venezuela

Edgard Antonio Guerra
Luis Rail Matos Azécar
Bolivia, Paraguay and Uruguay Rogelio Novey

Raiil Boada : United States of America
Javier Bonilla Saus

Lawrence Harrington
Brazil and Suriname

Antonio Claudio Sochaczewski
Elcior Santana
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EXECUTIVE DIRECTORS AND ALTERNATE EXECUTIVE DIRECTORS

OF THE INTER-AMERICAN INVESTMENT CORPORATION

Argentina and Haiti

A. Humberto Petrei
José Maria Cartas

Austria, Denmark, Italy and The Netherlands

Bruno Mangiatordi
Maria Kronsteiner

Bahamas, Barbados, Guyana, Jamaica and
Trinidad and Tobago

George L. Reid
Roderick G. Rainford

Bolivia, Paraguay and Uruguay

Rail Boada
Javier Bonilla Saus

Brazil

Antonio Claudio Sochaczewski
Elcior Santana

Chile and Ecuador

Mario Marcel
Oswaldo Zavala

Colombia and Peru

Alberto Yagui
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Costa Rica, El Salvador, Guatemala,
Honduras and Nicaragua

Maria Antonieta de Bonilla
Edgard Antonio Guerra

Dominican Republic and Mexico

Moisés A. Pineda
Ernesto A. Selman

France, Germany and Switzerland

Georges Cahuzac
Andreas Hartmann

Israel, Japan and Spain

Juan Francisco Martinez Garcia
Toru Kodaki

Panama and Venezuela

Luis Rail Matos Azécar
Rogelio Novey

United States of America

Lawrence Harrington




OBSERVERS FROM NONMEMBER COUNTRIES

Antigua and Barbuda

Patrick O’Brien
Ministry of Finance

China, People’s Republic of

Mingzhi Han
Division Chief
People’s Bank of China

Baojun Li
Counselor
Ministry of Foreign Affairs

Siyuan Peng
Deputy Division Chief
People’s Bank of China

Chengming Wang
Superintendent
People’s Bank of China

Lin Yang
Officer
People’s Bank of China

China, Taiwan

Tai-lai (Samson) Chang

Executive Assistant .
International Organizations Department
Ministry of Foreign Affairs

Wei (Alexandre) Cheng
Secretary
Country Office of Taipei in France

Yu-yuan Hou

Division Chief

Foreign Exchange Department
Central Bank of China

Paul Y.F. Hsu

Deputy Secretary General

International Cooperation and Development
Fund ’ -

Wei-fan Kuo
Representative
Country Office of Taipei in France

Chi-fu Lin

Senior Specialist
Office of the Governor
Central Bank of China

Fen-may Liou

Deputy Director

Policy, Planning and Programming Dept.

international Cooperation and Development
Fund

Fai-nan Perng
Governor
Central Bank of China

Yao-shing Wang

Director General

Bureau of Monetary Affairs
Ministry of Finance

Korea

Sang-Wook Cho

Analyst

International Relations Office
Bank of Korea

Keun-Yong Jung
Deputy Minister
Ministry of Finance and Economy

Seung-Mo Kang
First Secretary for Finance and Economy
Embassy of Korea in France

Dae Sung Oh
Embassy of Korea in France

Sung-Wook Yoon

Deputy Director

International Financial Institutions
Ministry of Finance and Economy
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OBSERVERS FROM INTERNATIONAL ORGANIZATIONS

African Development Bank Chung-Dar Lei

Director por la Repiblica de China
Emile R. Perrin ’
Administrateur : Victor Rodolfo Portnoy

Director

Argentina

Andean Community of Nations
’ . Jorge Rodriguez
Sebastiin Alegrett / Director por Colombia
Secretario General
Luis Emesto Santamaria

Gerente

Andean Development Corporation oo Division Financiera
Ana Mercedes Botero Leonardo Somarriba
Jefe de la Oficina de Secretaria y Director

Relaciones Externas ] Nicaragua
L. Enrique Garcia ' Marvin Taylor
Presidente Ejecutivo . . Contralor
Rodrigo Navarro
Gerente Corporativo Central American Integration System (SICA)

Banca de Inversion
Omar Orozco Burgos
Jaime J. Reusche ‘ ' ' Director de Cooperacion
Managing Director
Chief Executive Officer
Central American Monetary Council
Hugo Sarmiento K.
Vicepresidente de Finanzas . Edgard Martinez
Executive Secretary
Eleonora Silva
Gerente de Tesoreria José Paiz
Secretario Ejecutivo, a.i.

Bank for International Settlements (BIS)
' ) Economic Commission for Latin America and
Dieter Hunkler ) the Caribbean (ECLAC)
Senior Relationship Manager
Rolando Franco

: - Director

Caribbean Development Bank Social Development Division
Masie Plummer Pascual Gerstenfeld
Vice-President (Corporate Services) and Principal Expert

Bank Secretary

. European Bank for Reconstruction and

Central American Bank for Economic ’ Development (EBRD)

Integration (CABEI)

Bruno Balvanera

Rafael Alvarez L Senior Syndications Officer
Jefe
Relaciones Externas Ricardo Lago

Deputy Chief Economist
Alejandro Arévalo
Presidente

European Commission
Maria del Pilar Escobar Pacas
Asistente de la Presidencia Jean Frangois Aguinaga
: Direction Générale 1B
Ricardo Flores Asturias
Director por Guatemala

192




Philippe Keraudren

Specialist .

International Institute of Administrative
Sciences (IIAS)

Yann Le Tilly
Expert, Telecommunications

Jennifer Tufts
Special Advisor, Development

European Investment Bank (EIB)

Joaquin Cervino
Senior Loan Officer
Operations in Latin America

Luis Marti
Vice President

Jack Reversade
Fondé de pouvoir principal

Philippe Szymczak
Senjor Loan Officer
Operations in Latin America

Patrick Thomas
Director )
Operations in Asia and Latin America

Matthias Zoellner
Head of Operations
Latin America

Financial Fund for the Development of
the River Plate Basin ’

Benvindo Belluco
Presidente

Efrain Dario Centurién
Director Ejecutivo

Luis Fernando Terrazas

Director Ejecutivo para Bolivia

Ibero-American Federation of Financial Institutio!
(FIBAFIN) .

Isabel Drohan
Primera Vicepresidenta

Augusto César Maghano
Secretario Ejecutivo

Inter-American Institute for Cooperation on Agriculture

(IICA) .

Carlos E. Aquino Gonzilez
Director General

Ariel Rivera Irias -
Director de Relaciones Externas

International Finance Corporation

Stefania M. Berla °
Principal Syndications Officer

Haydee Celaya
Manager
Financial Markets Division

Bonnie L. Galat
Principal Investment Officer

Suellen Lambert Lazarus

Senior Manager

Syndications and International Securities
Group .

Bernard Sheahan

Manager

Strategy and Coordination Division
Latin America and Caribbean Dept.

Karl Voltaire

Director

International Fund for Agricultural Development
Raquel Pefia Montenegro

Director
Latin America and the Caribbean Division

‘International Investment Bank (1IB)

Raiil Amado-Blanco
Deputy Chairman

Alexei Shemakin
Senior Advisor

International Labour Organisation

Stanley G. Taylor
Coordinator for Relations with International
Financial Institutions

International Monetary Fund

Francisco Baker
Senior Press Officer

Christian Brachet
Director
European Bureau

Michel Camdessus
Managing Director

Martine Guerguil
Assistant to the Director

Claudio Loser
Director
Western Hemisphere Department
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Teresa M. Ter-Minassian
Deputy Director ‘ .
Western Hemisphere Department
Islamic Development Bank
Abderrahim Omrana

Secretary

Latin American Association of

Development Finance Institutions (ALIDE)

Carlos Garatea Yori
Secretario General

Leonardo Godoy-Castillo
Director

Ricardo Palma Valderrama
Representante Especial

Agnes B. Suarez

Directora

Latin American Economic System (SELA)
Carlos Moneté

Secretario Permanente

Latin American Export Bank

José Castafieda
Vicepresidente Ejecutivo

Christopher E.D. Hesketh

Primer Vicepresidente

Area de Tesoreria

Peter Miller

Primer Vicepresidente y Gerente Gengral
Latin' American Organization for Energy
Luiz A. da Fonseca

Secretario Ejecutivo .

Latin American Reserve Fund

Roberto Guarnieri

Presidente Ejecutivo

Nordic Development Fund (NDF)

Stella Eckert
Executive Assistant

Jens Lund Sorensen
President
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Nordic Investment Bank (NIB)

Erkki Karmila
Executive Vice President

Lars-Ake Olsson
Vice President

Johan Wallin
Senior Analyst

’

OPEC Fund for International Development

Y.S.M. Abdulai
Director General

Said Aissi
Assistant Director General

Luisa Gil
Operations Officer

Luis Gonzilez
Senior Operations Officer

Organisation for Economic Co-operation and
Development (OECD)

Robert Beadle
Principal Administrator
Development Finance/Multilateral Cooperation

Hans Blommestein
Head of Division
Financial Affairs

- Jean Bonvin

Président
Centre de Développement

Frédéric Bouder
Administrateur
Service de la gestion publique

Alain de Serres
Administrateur
Economics Department

Catherine Germaine Duport
Administrateur Principal

Marie-Florence Estimé
Administrateur Principal

Leif Jensen
Principal Administrator

Sarah Johansson
Administrateur

Kristina Kurths
Associate Expert

Anne-Marie Leroy
Chef de Division
Service de Ia gestion publique




Nicole Martens
Student
Development Co-operation Directorate

Joaquim Oliveira Martins
Economiste Principal
Economics Department

Teresa Santero
Administrateur
Economics Department

Kumiharu Shigehara
Deputy Secretary-General

John West
Administrateur Principal
Private Office of the Secretary-General

Organization of American States (OAS)

Ricardo Avila
Jefe de Gabinete del Secretario General

César Gaviria
Secretario General

James R. Harding
Assistant Secretary for Management

Fernando Jaramillo
Asesor del Secretario

Roy L. Thomasson
Principal Specialist
Unit for Social Development and Education

Pan American Health Organization (PAHO)

Irene. Klinger
Chief
Office of External Relations

United Nations (UN)

Blanca Pérez-Marin

Project Director

Iberoamerican Climate Project
World Meteorological Organization

" Francisco Villalpando

Program Manager, LAC

Technical Co-operation Department
World Meteorological Organization

United Nations Children’s Fund (UNICEF)

Per Engebak
Regional Director

United Nations Conference on Trade and
Development (UNCTAD)'

Pedro de Vasconcelos
Microbank Project

United Nations Development Programme (UNDP)

Fernando Eduardo Zumbado Jiménez
Assistant Administrator and Regional Director

United Nations Educational, Scientific and
Cultural Organization (UNESCO)

Gonzalo Abad-Ortiz
Chief
Cooperation for Development

Nilda Beatriz Anglarill

Hernin Crespo Toral
Assistant Director General for Culture a.i.

Geneviéve Domenach-Chich

Paul Falzon a
Chief
Development Banks Division

Winsome Gordon
Directeur
ED/BAS/PE

Heitor Gurgulino de Souza
Conseiller special du Directeur général

Yudhishthir Raj Isar
Director
Cultural Policies for Development Unit

Jessica Jeavons
Program Specialist

Fernando Leyton-Soto

Senior Field Program Officer

Latin America and the Caribbean Desk
Education ‘

Federico Mayor
Directeur général

Lola Poggi-Goujon
Senior Program Specialist

Anaisabel Prera Flores
Consejera Especial
América Latina y el Caribe

Mario Zamorano
Communications Director
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United Nations Industrial Development
Organization (UNIDO)

Yves Darricau
Conseiller industriel

Christophe Guillemin
Directeur

World Bank

Oscar Avalle
Assistant to the Vice President
Latin America and the Caribbean Region

Shahid Javed -Burki
Vice President
Latin America and the Caribbean Region

Orsalia Kalantzopoulos

Director

Caribbean Country Management Unit
Latin America and the Caribbean Region

Gobindram T. Nankani
Director

Anthony J. Ody
Senior Advisor

Jean-Frangois Rischard
Vice President for Europe

Oltmann Siemens

Representative
Frankfurt Office
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