Survey of IADB Products for Latin American and Caribbean Countries

Dear Colleague:

The evolution of international financial markets, as well as of fiscal and economic conditions in Latin American and Caribbean countries, have created new demands, opportunities and challenges for the relationship between these countries and the Inter American Development Bank—IADB.  Greater access to capital markets, enhanced credit ratings, and more sophisticated debt management have changed the role countries expect the IADB to play. New products and borrowing modalities are needed to respond to this environment.  Also, new opportunities are open for using market techniques and hedging products to help change the risk characteristics of a borrower’s obligation, to mutual benefit of the Bank and member countries. Other multilateral organisms have already come out with a range of financial tools, including the conversion of existing US$ dollar-denominated debts to local currency, the contracting of new loans in local currency, and an array of guarantees for non-sovereign loans.  Increasing consideration has also been given to loans associated with sector-wide programs or comprehensive strategies in infrastructure investment, where the main contribution of the multilateral institutions is the strengthening of the institutional capacity of local agencies and their capacity to deliver quality services, rather than the relaxation of budget constraints of borrowing countries.  In this respect, the IDB has already proposed some products that respond to the coupled need of improved spending policies and fiscal discipline. More is needed. Without prejudice of the “cooperative” nature of the Bank, translated into the commitment of offering its products to alls its members, the IADB needs to widen its options to effectively address the financing needs and risk management capacities of each member country. A dialog with debt managers and finance ministries in the region could help to achieve this goal of further developing existing products and loans modalities, and introducing new ones. In particular, your contribution to map these needs and capacities, which would include your perception of the demand for new financial instruments and initiatives as well as technical assistance, is very valuable. We would thus very much appreciate if you answered the following questions:

1. What are the best current borrowing modalities offered by multilateral institutions for your country? How many of them are offered by the IADB?

2. What additional flexibility to the existing IADB loan modalities would be of greater interest to your country?

3. Would your country be interested in borrowing in local currency, instead of in USD or EUR?  

4. Is the funding strategy of the IADB a consideration for your? Do swap operations by the IADB affect the primary of secondary market of your debt? Do you se value in the IADB issuing bonds in your local currency in international markets?

5. What is your interest that the IADB offer financial products to strengthen local bond markets? Do you see value in the IADB issuing in your local market? How would this help increase liquidity in these markets?

6. How important is developing a regional market for government debt instruments? Would you like to see the IDB support a regional (private) exchange or clearance institution?

7. How do you treat multilateral lending in your ALM framework? How do you address cost, maturity and duration issues?

8. What is your demand for hedging loans from multilateral institutions? Would a bundle of currencies satisfy your borrowing and hedging strategies?

9. In which way changes in existing borrowing modalities would contribute to better practices of public debt management in the Region?  

10. Would you be interested in bond instruments associated with natural disasters (e.g., cat-bonds)?

11. Would you consider special arrangements for projects linked to regional integration (i.e., that may involve more than one country in the Regional, with benefits for one or more countries)? Would you consider a single project with multiple loans (i.e., one for each country)? What kind of cross-bounder arrangement would you think admissible? 

12. What type of technical assistance you would like multilateral institutions to offer? What could the IADB specifically offer?

13. What are the financial products associated with technical assistance that you would envisage the Bank to introduce/support? What links would you see between technical assistance supported by the IADB and the general loan strategy of the Bank to your country? Could they help increase the absorption capacity of your country by, e.g., aligning IADB loans to your overall debt management?

