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ompetitiveness is defined as the quali-
ty of the economic and institutional
environment for the sustainable devel-
opment of private productive activities

and the increase in productivity. Enhancing
the capacity of the countries to improve com-
petitiveness is consistent with the key fields
of Bank activity identified in the Eighth
Capital Replenishment. It is also one of the
four priority areas in the framework of the
Institutional Strategy.

The improvement of competitiveness is
essential for achieving high and sustainable
rates of economic growth, provided it is sup-
plemented by policies designed to increase
the efficiency of the State, improve the provi-
sion of social services and strengthen the
channels for integrating the economies with
the rest of the world. The increase in compet-
itiveness is also closely linked with the objec-
tive of poverty reduction. Given the low levels
of per capita income in most of the countries
of the region, significant increases in produc-
tivity will be needed to achieve a substantial
reduction in poverty. The conditions for com-
petitiveness are also intimately linked to the
environment, since improvements in produc-
tivity are only sustainable if they lead to the
preservation and improvement of the natural
resource base. 

The objective of this strategy is to con-
tribute to improve the economic and institu-
tional environment for the development of
the private sector and increasing productivity.
This strategy proposes actions that concen-
trate on correcting or compensating failures
in the operation of the markets that are rele-
vant for the competitiveness of the set of com-

panies in the private sector. The proposed
actions are organized into the following areas:
(A) access to financing and mobilization of
capital; (B) access to human resources, train-
ing and labor relations; (C) availability of
infrastructure (roads, ports, energy, telecom-
munications, etc.); (D) access, assimilation
and generation of new technologies and
knowledge; (E) quality of the public institu-
tions linked to the functioning of private pro-
ductive activities; and (F) competitiveness
and the productive and sustainable manage-
ment of natural capital. These areas include
specific actions to improve access to markets
and competitiveness of firms in general,
including micro- and small enterprises. Given
the importance of macroeconomic stability
and institutions for competitiveness, the Bank
will also promote actions to strengthen
macroeconomic policies, as detailed in the
Strategy for Sustainable Economic Growth
and to strengthen institutions and the Rule of
Law, as described in the Modernization of the
State Strategy.

This strategy is consistent and comple-
ments other Bank strategies in related 
areas, such as Small- and Medium-Sized
Enterprises, Microenterprises, Financial and
Capital Markets, Energy, Infrastructure, and
Science and Technology. However, the strate-
gy offers an integrated perspective and aims,
in combination with the strategies for the
other priority areas (Social Development,
Modernization of the State, Integration, and
Environment), to coherently pursue the cen-
tral objectives of Poverty Reduction and
Promotion of Equity, and Sustainable
Economic Growth. 
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ith respect to the previous decade,
in the 1990s Latin America and the
Caribbean achieved important
progress in competitiveness, as

reflected in more buoyant exports in practi-
cally all the countries, in the inflow of direct
investment capital which helped renew the
productive sectors and in rates of economic
growth that were higher than in the previous
decade. Despite these and other achieve-
ments, considerable evidence indicates that
the countries of Latin American and the
Caribbean continue to face serious problems
of competitiveness: 

� In the 1990s, the average annual growth
of the countries of the region was only 
3.3 percent, lower than that achieved by
other groups of developing countries,
such as South-East Asia, which grew 
5.1 percent. Considering demographic
growth, per capita income increased only
1.5 percent per year, insufficient to reduce
the income gap with the developed coun-
tries or to achieve the Millennium Devel-
opment Goal for poverty reduction. The
results in the initial years of the current
decade have not been more encouraging. 

� In many countries of the region, the pro-
ductivity of capital resources (physical
and human) has been falling. While the
stock of physical capital grew at an
annual average of 2.6 percent and 3.7
percent during the eighties and the
nineties, respectively; overall factor pro-
ductivity decreased at an annual average
rate of 2.65 percent and 0.62 percent dur-
ing the same periods. These trends reflect
changes in the global economy character-

ized by increases in the gaps of produc-
tivity between rich and poor countries.
While productivity in developed coun-
tries, Eastern Europe and the rest of Asia
increased at an annual average rate of
0.56 percent, 0.82 percent y 0.69 percent
respectively, during the last decade; in
Southeast Asia, the Middle East, and
Africa it decreased at an annual average
rate of 0.80 percent, 2.00 percent and
1.71 percent, respectively. In the 1990s,
only a few countries in the region record-
ed increases in the productivity of their
set of productive factors - notably Chile,
Argentina and Uruguay, which are
among Latin America and the Caribbean
most developed countries. In contrast,
productivity in the poorest countries fell,
in some cases substantially. 

� In the international rankings of com-
petitiveness, such as the Global Competi-
tiveness Report (GCR), the countries of
the region occupy very low positions for
their income levels, which suggests the
presence of constraints on high growth
rates. Only Chile, which occupies posi-
tion 20 out of the 80 countries analyzed
in GCR 2002, has an outstanding posi-
tion in relation to its income level.

The causes for the lack of competitiveness of
the countries of the Region are very diverse.
At an aggregate level, the key factors are
related to the macroeconomic environment,
financial and capital markets, human capital,
infrastructure and the quality of institutions:

� The severe macroeconomic instability of
Latin American and the Caribbean is
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revealed in the high volatility of econom-
ic growth, real exchange rates, real inter-
est rates and the domestic credit supply.
The main channel of amplification of the
instability is the pro-cyclical nature of fis-
cal and exchange policies in response to
external and internal shocks to which the
region’s economies are exposed, due to
the composition of their exports, depend-
ence on resources from external financ-
ing, internal political instability and
natural disasters, among others. The pro-
cyclical nature of policies reflects the lack
of maneuvering space for fiscal, financial
and exchange rate policies when shocks
occur, which compels governments to
apply policies to reduce domestic demand
through higher interest and exchange
rates. Such measures may increase the
cost of the external debt service and erode
the quality of the portfolio held by the
financial system. Macroeconomic insta-
bility affects competitiveness, because it
increases uncertainty and risk, and nar-
rows investment horizons. It may also
reduce investment in the human capital
of the poor and limit the supply of credit
and the terms of domestic and external
financing.

� Other obstacles to the competitiveness of
companies in Latin America and the
Caribbean are the low availability of
financial resources and the limited access
to credit, both for large- and medium-
sized companies, as well as for small
enterprises and independent producers.
Access to forms of financing other than
bank credit is limited. The bond and
stock markets have only recently begun
to develop in most countries of the
region. These limitations on access to
financial resources prevent the profitable
exploitation of productive opportunities,
which reduces the productivity and com-
petitiveness of the countries of the region.

� With respect to human capital, education
suffers from notable deficiencies. The

average education of the labor force grew
at an annual rate of 1.5 percent in the last
decade, below the 1.9 percent increase in
the 1980s and less than in most develop-
ing countries. The Latin American work-
force has an average of less than six years
of education. This low level is not due to
lack of access to the primary levels of the
education system, or to low coverage of
university education. The deficiencies
originate at the secondary and technical
levels, due to repetition and dropout from
the school system by young people. This
lack of basic education is not compensat-
ed by the training system, which has not
been designed for that purpose, and
which also suffers in some countries from
problems related to centralism and poor
links with the dynamic productive sec-
tors. The limited levels of education for
the bulk of workers hinder the assimila-
tion of new technologies and forms of
organization, reduce labor mobility, and
consequently limit productivity and com-
petitiveness.

� Lack of access to adequate infrastructure
is an obstacle to the development of pro-
ductive activities and the growth of com-
panies. Unreliable power supplies, long
waiting lists for access to telephone serv-
ices, distorted fees due to cross-subsidies,
roads in bad conditions, and inefficient
ports that increase transportation costs,
are some of factors that affect competi-
tiveness. Traditionally, these infrastruc-
ture services have been supplied by
State-owned companies, which in some
cases proved to be inefficient, either due
to poor management, or because they had
objectives that went beyond the provision
of the service. 

� The deficiencies in public institutions are
possibly the main cause of the problems
of competitiveness in Latin American and
the Caribbean. The channels are multiple.
The deficiencies in the judicial system
increase the risks of breach of contract
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and, thus, transaction costs. They also
limit the financial system’s capacity to
support the development of new invest-
ments, given the eventuality that their
rights may not be respected. Government
inefficiency or an environment that fos-
ters corruption can discourage foreign
investment and technology transfer, and
divert resources from productive activi-
ties towards rent-seeking activities. The
absence of a stable and respected judicial
and legal system can eliminate the incen-
tives to assimilate new technologies that
require long-term investments, either in
infrastructure or in other sectors. The
lack of coordination between the public
and the private sector can lead to loss of
market opportunities that would require
joint efforts for investment, innovation or
organization. The absence of institutions
that offer social protection or settle distri-
butional conflicts can obstruct or prevent
investment in highly productive activities
because of the impossibility of compen-
sating the losers. As a result, the deficien-
cies in public institutions are reflected in
trends in productivity, as documented
empirically in the Economic and Social
Progress Report 2001, Competitiveness:
Engine of Growth.

Additionally, it should be recognized that
the level of competitiveness is not homoge-
neous over the entire territory of a country, or
in the different entrepreneurial segments.
Thus the Bank’s strategy has to take these dif-
ferences into account: 

� The competitiveness of the different terri-
tories of a country depends on the same
factors as national competitiveness, that
is, access to factors (such as financing,
skilled human resources, and provision of
infrastructure) and the performance of
institutions. Due to the differences in
these conditions, there are enormous
gaps in competitiveness and the capacity

to generate income between provinces or
states within countries, which in turn is
reflected in the distribution of poverty
and migratory trends, which tend to
accentuate these gaps. Regional inequali-
ty in competitiveness also has a socio-cul-
tural dimension: indigenous peoples,
despite having comparative advantages
such as social capital (organization, cul-
tural diversity and knowledge) and natu-
ral capital (territories, natural resources,
biological diversity), among others, are
among the social segments with least
access to financial market and provision
of infrastructure services. At the other
extreme, the large cities concentrate the
bulk of productive resources, which are
attracted by the economies of scale and
agglomeration, but suffer from serious
diseconomies of congestion, which may
limit their competitiveness and the possi-
bility of offering dignified living condi-
tions to their inhabitants. 

� The entrepreneurial structure of the
countries of the region is characterized
by severe polarization. First, there are a
small number of large national or multi-
national companies, with a certain
dynamic of integration into internation-
al markets. Second, there is a large num-
ber of small enterprises and microen-
terprises (in many cases, part of the
informal sector), and small rural produc-
ers, with serious productivity problems,
which generate about three quarters of
jobs but lack access to financial markets,
skilled labor force, and technological
resources that are vital for their compet-
itiveness. Increasing the productivity of
these workers and companies is critical
for improving social equity and compet-
itiveness. 

The great challenges facing the competi-
tiveness of the countries of the region need to
be addressed within the framework of trade
liberalization and international integration.
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Latin American companies have to compete
globally with the producers of goods and
services from other regions in international
markets, as well as in their own. Business
strategies should include the improvement of
their competitive position in the global con-
text and consider the options of transition
toward more knowledge-intensive productive

activities. The indispensable requirements for
this are a higher level of specialization, impor-
tant advances in technological development
and greater integration into global productive
chains, which is not possible in small mar-
kets. International integration processes are
therefore key factors in improving the com-
petitiveness of companies.
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eed for integrated approaches. The
Bank’s activity in areas directly relat-
ed to competitiveness has been grow-
ing in recent years, including

operations in a wide range of sectors: finan-
cial markets, small- and medium-sized
enterprises, microenterprises, transportation
and communications infrastructure; rural
and urban development; tourism; science
and technology; among others. However,
this diversity of operations has not always
been developed in an integrated manner,
within a global approach towards competi-
tiveness for each country, province or
department, which has limited their effec-
tiveness and dispersed efforts. From the
achievements and limitations of the experi-
ence of the Bank and other institutions, it is
possible to extract a series of lessons for
identifying and designing new operations for
the IDB Group. 

Macroeconomic stability. The development
of productivity and competitiveness
requires a sound and stable macroeconomic
environment, which includes the fiscal,
financial and external sustainability of the
economies. Although severe inflation and
fiscal imbalances have been controlled in
most of the countries of the region, it is nec-
essary to persist in the efforts to improve the
macroeconomic environment and the resist-
ance of economies to persistent shocks,
especially of external origin. A stable macro-
economic environment is crucial for
expanding the horizon of domestic and for-
eign private investment, and for enabling
the development of financial markets and
infrastructure.

Adequate economic and institutional signals.
The development of productivity and com-
petitiveness requires a system of economic
and institutional signals that give individuals
and companies a guarantee that they can
appropriate the income derived from their
efforts of productive investment, innovation
and work. If the system of incentives and
institutions leads to rent-seeking behavior or
stimulates inefficient production, rather than
stimulating innovation and improvements in
productivity, efforts to increase investment,
education and access to productive resources
will be ineffective. 

In the past, Latin American countries
attempted to promote the competitiveness of
specific sectors or activities through differen-
tiated taxes or tariffs or subsidized public
service fees for certain groups of companies
or individuals. In general, these attempts
were unsuccessful, mainly due to the difficul-
ty in isolating the influence of pressure
groups and, in some cases, the manipulation
of these incentives, but also because of the
growing fiscal and administrative costs
involved.

A good economic and institutional envi-
ronment is obviously a necessary condition
for improving the productivity of sectors,
regions or specific groups of companies. But
the most suitable instruments for confronting
deficiencies in productivity are not tax or
financial incentives or price distortions, but
rather policies that make a direct contribution
to improving the productive and technologi-
cal capacities of individuals and companies,
and which facilitate interaction between com-
panies and create a favorable environment for
concerted action by the private, public and
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academic sectors. Given that productive
capacities depend on multiple factors, and
may be inhibited due to very diverse reasons,
any competitiveness strategy requires an inte-
grated approach. (Box 1 presents lessons

learned in consensus building processes for
competitiveness).

Improvement in the supervision and legal
framework of the financial system. Although

The development model based on an improvement in com-
petitiveness requires a structure of dialogue and concerta-
tion between the public and private sectors. There are
international experiences, as in most countries in the
region, in which processes have been launched for
debate and for the creation of an institutionality aimed at
designing, executing and evaluating competitiveness poli-
cies and programs, from which some lessons may be
obtained.

The institutionalization process. The conception of con-
certation as a dynamic process that is renewed and updat-
ed requires avoiding the idea that that the goal is limited to
the creation of an organizational frame with a series of stat-
ic functions. The value of this institutionality must be based
on the process of discussion itself, the scope of a vision
shared by the actors, proposals for action, the evaluation of
the latter and the relaunching and updating of the debate. 

� A bottom-up process implies the mobilization of business-
men, their organizations and civil society for the discus-
sion of a shared conceptual framework.

� Political independence is essential for the continuity of
the process. It is convenient to achieve the multi-party
backing of the legislative as well as the executive
branch of government.

� Orientation towards action is important for the process
to become validated and thus avoid becoming rigid
and letting the involved institutions become devalued.

Institutional organization for competitiveness lacks a
pre-established formula: rather, it needs to adapt to each
country’s or region’s geographical, historical, cultural and
institutional conditions and stage of development. The man-
ner in which different types of national, sub national or sec-
tor competitiveness commissions are organized depends on
the level of institutional maturity at the outset and on the
roles assigned to the actors involved

� Government. It concentrates on the creation of an
appropriate macroeconomic, political, legal and social

environment, in addition to working conditions for busi-
ness, the establishment of the rules of the game and the
efficiency of the institutions to enforce compliance with
them. 

� Private-sector organizations. They must be open to new
partners (not be closed ground for interest groups), have
an active role in the discussion of the restrictions on
enterprise development, commit themselves to the devel-
opment of a shared vision of the improvement of com-
petitiveness, and invest in infrastructure and productive
activities.

� Educational and research institutions. The professional
training and the educational system, mainly universities
and technological and research centers, is key for
adapting human resources to the new competitive chal-
lenges, technology transfer, and for new entrepreneurs
emergence. 

� Entities of civil society and the citizenry. Civil organiza-
tions, foundations, labor unions and other types of institu-
tions must be a reflection of what they represent in each
country.

Among the risks to be avoided in the competitiveness con-
certation processes, one may mention:

� Government control. Occasionally it takes the initiative
and, despite attempting to include the business and
civil spheres as a whole, adopts a state control posi-
tion on the process.

� Predominance of interest groups. The particular inter-
ests of economic groups may attempt to override the
overall interest of competitiveness.

� Implanting of foreign experiences. It is a common
occurrence to attempt to bring in competitiveness
strategies and institutions without taking their lack of
local roots into account.

� Bias in priorities. The choice of given clusters or activi-
ties in emerging sectors, or in sectors with high growth
expectations, may marginalize other, equally important
aspects, such as the development of less developed
sectors or geographical areas.

Box 1: Institutionality For Competitiveness: Lessons Learned In Concertation Processes



the region as a whole has made important
progress in reaching and in some cases
exceeding international standards in the area
of financial regulation and supervision, there
are several countries, especially the less 
economically developed, which are lagging
with respect to their prudential practices.
However, experience shows that the adop-
tion of international regulatory practices is
not in itself sufficient, since they can be inef-
fective when the rule of law is too weak to
counteract the influence of individual inter-
ests or corrupt practices. 

The rights of creditors are weakened in
many Latin American and Caribbean coun-
tries by State interference in credit operations
(caps on interest rates, loan amnesties or
compulsory reprogramming that are harmful
to creditors), limitations on the use and
recovery of bank guarantees, and inadequate
bankruptcy laws. All of these factors reduce
the incentives of the financial system to grant
loans, especially to small- and medium-sized
enterprises and individual debtors. Another
problem of the financial systems of some
countries in the region is the excessively high
level of public ownership of the financial sec-
tor, which usually results in inefficient alloca-
tion of loans, less competition and higher
intermediation costs. Additionally, in some
countries a series of regulations force the
financial system to finance the public sector
through the purchase of government bonds.
These factors limit the possibility of efficient-
ly managing the risks assumed by the finan-
cial system and are sources of vulnerability
and instability.

Latin American and Caribbean capital
markets also reflect shortcomings that are
strongly linked to their legal and institutional
frameworks. In particular, the property rights
of investors need to be strengthened, espe-
cially those of small shareholders and institu-
tional investors; as well as independent
producers, micro entrepreneurs, and poor
owners. It is also necessary to rebuild confi-
dence in the mortgage markets, undermined

in many countries by episodes of high infla-
tion in recent decades, by government inter-
ference in credit conditions and by the lack of
long-term savings instruments to finance
loans. Insurance markets are another incipi-
ent segment of the capital market in most
countries of the region. Their development is
needed to improve the conditions of compet-
itiveness in different sectors. A separate men-
tion should be made of pension systems,
which several countries have reformed, partly
with the intention of strengthening capital
markets (this issue is discussed in the Social
Development Strategy).

Access by microenterprises to credit is
still limited and only a small percentage of
micro entrepreneurs have access to sources of
external financing, and these are informal in
most cases. The creation of systems of sus-
tainable financial intermediation for microen-
terprises has to be based on the strengthening
of micro financial institutions, which can be
done through a variety of approaches. First,
by the gradual professionalization, modern-
ization and formalization of the micro finan-
cial institutions outside the formal financial
system. To do this, it is necessary to develop
specific regulations for this sector and for the
credit cooperatives sector. This regulatory
activity should be accompanied by an effort
by the Superintendencies of Banks to super-
vise the formalized and regulated micro
financial institutions. The fact that the sus-
tainability of micro financial institutions is
increasingly associated with their capacity to
attract savings from their own market seg-
ment strengthens the need for regulation and
supervision, which will contribute to increas-
ing financial depth. Second, as the micro
financial institutions become profitable, they
will receive more attention from the formal
commercial banks. The development of spe-
cialized techniques of risk valuation will be
very important for increasing the banks’
micro finance portfolio, which they should
introduce if they genuinely wish to enter this
market segment. The enhancement of proper-
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ty rights for micro entrepreneurs, independ-
ent producers and poor owners, mentioned
previously, may also contribute to improve
credit access for those groups. 

Strengthening reforms in the infrastructure pro-
vision sectors. During the last decade, most
countries made sweeping reforms in an effort
to link the private sector to the provision of
public services and investment in infrastruc-
ture, and to limit the role of the State to defin-
ing policies and regulation. When it has been
possible, competition has been introduced to
improve efficiency; when this has not been
possible, this responsibility has been left to
regulation. Additionally, countries have
sought to grant independence to regulatory
agencies in order to protect investors and
consumers from rent-seeking or opportunis-
tic behavior by companies, government or
political interests. To strengthen financial sus-
tainability, fees for public services have been
set at levels compatible with long-term costs,
limiting fiscal subsidies to transparent trans-
fers to small segments of poor consumers.
However, after a decade of reform, and
despite important achievements in sectors
such as communications and to a lesser
extent electricity, many countries are having
difficulties in consolidating their reforms.
This is due not only to international financial
constraints and the macroeconomic situation
in some countries, but also to institutional,
technical and political problems in the design
and implementation of the reforms. 

Improvement of incentives for technological
innovation. The adaptation and generation of
technology and knowledge depends not only
on human capital and the network of scien-
tific and technological institutions, but also
on the incentives available to individuals, insti-
tutions and companies, which enable them to
benefit from the effort of innovation. Policies
on property rights are especially important
for countries of intermediate development,
which have emerged from the initial stage of

adoption of imported technologies and are
now ready to move on to the stages of adap-
tation and later creation of new technologies.

Improvement of regulations and tax provisions
for productive activity. One in three companies
in Latin America and the Caribbean consider
excess taxes and regulations as a serious
obstacle to their development, and one in six
see them as the most important obstacle. Tax,
administrative, and regulatory complexity
affect companies of all sizes, but the problem
is more serious for small and medium-sized
companies, which have fewer human and
administrative resources. Following a global
tendency, the countries with lower income
levels in the region frequently impose more
restrictions and bureaucratic requirements on
setting up and operating companies than the
more developed countries. The implicit cost
of these requirements is proportionally very
high for the productive potential and income
of small enterprises in these countries. An
excessive number of bureaucratic restrictions
and requirements have been put in place to
protect worker and consumer rights, enforce
tax obligations and a wide range of sector,
national and municipal rules and regulations.
In practice, however, they usually lead to cor-
ruption and informality.

The legal framework for productive activ-
ities in the countries of the Region gives pref-
erence to protecting the side that is assumed
to be the weakest in market relations: workers
versus companies, consumers versus produc-
ers, debtors versus creditors, and, in the past,
domestic versus foreign companies. These
legal biases have rarely resulted in effective
protection for the set of companies or indi-
viduals they are designed to defend. In prac-
tice they have contributed more to economic
duality, where only a segment of workers,
consumers or debtors benefit from the regula-
tions, while the rest are excluded from formal
economic relations, with adverse implications
on their productivity and on their capacity to
escape poverty. Clearly, the solution is not to

C O M P E T I T I V E N E S S

191



ignore the rights of workers, consumers and
debtors, but to balance them with the rights
of employers, producers and creditors, and
adopt effective mechanisms based on the sys-
tem of incentives.

Improvement of effectiveness of labor protection
systems. Although its declared purpose is to
protect workers, labor legislation in many
countries has not achieved this objective
because it leads to the exclusion of large seg-
ments of workers from the benefits of formal
employment. Given that there are no markets
that cover workers for risks derived from
industrial accidents, loss of job, disability,
retirement or death, government intervention
is required to protect them. However, the
political discretion and the lack of economic
criteria with which social security systems
have operated have provoked, in many cases,
their virtual bankruptcy, low coverage of the
population, and significant distortions in the
labor market. In recent years, the reforms of
social security systems have focused on pen-
sion systems. However, important deficien-
cies persist in areas such as protection from
the risks of dismissal, setting minimum wages
and other compulsory legal benefits. The suit-
ability of the existing systems should be eval-
uated on the basis of level of coverage, the
ratio between employee benefits versus con-
tributions imposed by the system, and the
existence of other less distorting alternatives
at similar costs.

Improvement of the institutional capacity of reg-
ulatory agencies. The effectiveness of legal and
regulatory systems is critically dependent on
the capacity of individuals and organizations
and on mechanisms of public control to make
them respected and enforced. Issuing regula-
tions is not sufficient, however well designed
they may be, if the government fails to take
into account the institutional environment in
which they will be implemented. This
implies, moreover, that there is no ideal nor-
mative or regulatory framework that can be

applied equally to all countries to improve
competitiveness, only general guidelines
which have to be developed and adapted to
each case. 

In particular, in the last decade the option
to create legally independent bodies to regu-
late privatized sectors, tax collection and con-
duct monetary policy has gained popularity.
The degree of success of these bodies has var-
ied, leaving the lesson that mere formal or
legal independence is insufficient. For inde-
pendence to be effective, these bodies need
political and social institutions that foster the
operation of systems of control and supervi-
sion. If governments are not constrained by
political mechanisms and public supervision
practices that effectively prevent them from
interfering in the decisions of these bodies,
independence can never be more than a for-
mality. Independence is not an end in itself,
but rather an instrument to contain oppor-
tunistic and rent-seeking behavior.

Competition in the markets for goods
and services is possibly the factor that most
influences productivity. Public and private
monopolies, cartels and vertically integrated
companies are common in many sectors of
Latin American countries. The purpose of the
competition regulation agencies, only recent-
ly created in many countries, is to prevent
abuse of dominant market position by
monopolies, cartels or integrated companies.
However, their effectiveness is limited by low
levels of experience, by constraints on budg-
etary and human resources, and by lack of
complementary institutions, such as adequate
information systems to facilitate case studies,
or independent, knowledgeable and expedi-
tious judicial systems that help to enforce
decisions. Given that the tasks of these agen-
cies exceeds their capabilities, they need to
concentrate on a few problem areas where
they can be effective, such as cartels or exclu-
sive distribution agreements in consumer
product markets. To perform their functions,
the competition regulation bodies need legal
powers to enable them to demand informa-
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tion from companies under scrutiny and to
take decisions that are enforceable without
judicial action. These powers must be ade-
quately controlled, allowing for example
appeals in important cases, publicizing all
decisions and establishing the case-law record
of past decisions. To grant greater independ-
ence from the government and the judicial
system, it is desirable that Congress appoints
the regulator, and that the agency has admin-
istrative and budgetary independence. 

Taking advantage of the opportunities offered by
international trade. International trade is a
fundamental source of competition in the
goods markets. As the Regional Integration
Strategy establishes, although in principle for-
eign trade is a form of competition that is easy
to create and maintain, it sometimes requires
support from the public institutions that
record and oversee transactions, collect taxes,
administer international integration agree-
ments and regulate exports and imports. 

Integrate the private sector into the design of
programs to increase competitiveness. The fail-
ure of supply policies, in which governments
selected the sectors that should receive sup-
port, and in which frequently there was a
poor utilization of public resources, led to
rethinking the role of the public sector in
competitiveness policies. These policies now
require the participation of the private sector
in the design of productive development pro-
grams, and emphasize programs based on
effective demand from companies, rather than
on discretionary decisions by governments or
their suppliers. Similarly, important opera-
tional lessons can be extracted with respect to
the mechanisms of execution and delivery for
all types of “active policies, in which execu-
tion of programs by private agencies, or
through private wholesale entities, has been
much more effective than the execution by
public bodies. The efficient execution of pro-
grams by private agencies and the superviso-
ry capacity required in these cases by the

public sector is another important lesson
learned in recent years. The lessons learned in
the field of the evaluation of programs and
policies are especially important. Any invest-
ment of public funds in productive develop-
ment has necessarily to prove its effectiveness
through measurement of results, reflected in
the mobilization of private funds, generation
of additional income, return on investment
(including the public sector) and improve-
ment in the competitiveness conditions of
companies.

In particular, the private sector has to be
included in the design of programs to
improve the productivity of micro- and small
enterprises. Some lessons can be derived from
the evaluation document of the Bank’s actions
and strategy for Small- and Medium-Sized
Enterprises (RE–273), prepared by the Office
of Evaluation and Oversight (OVE). It is
worth mentioning the need to include the pri-
vate sector in the design of programs to find
innovative formulas for intervention, which
can confirm the diagnosis of the sector and
demonstrate the importance of the proposed
actions. It is also necessary to include in the
Bank’s diagnosis of the conditions of compet-
itiveness in the various countries, the prob-
lems of the SMEs, including an analysis of
their market segments, their dynamic and the
main challenges to improving their competi-
tiveness and productivity. Finally the sector
requires instruments that strengthen its
strategic capacities in the management of new
business, introduce information technologies,
facilitate adaptation and development of
innovation, support access to new markets,
stimulate business alliances, develop new
financial vehicles linked to the capital market,
and promote the development of entrepre-
neurial capacities.

The need to take environmental aspects into
account in efforts to improve competitiveness.
From the point of view of the environment
and the management of natural capital, the
lessons show that an efficient and credible
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normative and regulatory institutional frame-
work is fundamental for facilitating public
and private investment. Although such a
framework is present in practically all of 
the countries of Latin America and the
Caribbean, its capacities are considered to be
weak; the weakest areas being perhaps mon-
itoring and inspection. Another lesson has
been that, at the core of environmental prob-
lems, is the lack of effective incentives for
environmental protection and management
of natural resources, which is a critical aspect
for competitiveness because the systematic
deterioration of natural capital eventually
puts a brake on productivity. This leads to the
conclusion that the application of economic
instruments that give the right signals for
appropriate environmental behavior is essen-
tial. These instruments have to be accompa-
nied by institutional actions to facilitate their
application, such as property and user rights,
registries and inventories of use, as well as
open information on the supply and demand
of environmental goods and services.

The lessons also show that the environ-
ment can be a good business in which pri-
vate initiative and private investment can
contribute to its quality and value-added.
The role of the private sector has been
shown to be fundamental and effective in
areas such as: environmental markets associ-
ated with agricultural production; markets
for environmental services associated with
forest development, biodiversity, renewable
energy and eco-tourism; concessions for pri-
vate management of environmental compo-
nents (protected areas, sewage treatment);
and investment in industrial decontamina-
tion, waste handling and clean production
processes. As part of the environmental
management process, it is important to
strengthen these positive aspects of private
enterprise, including actions to generate
capacities at the level of associations, cham-
bers of commerce and other actors, which
can make environmental management more
effective from the private point of view. 
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ased on the previous diagnosis and
lessons learned, this section presents
the Bank’s priority action areas, which
are aimed at: (A) efficient mobiliza-

tion of financial and capital resources; (B)
improvement and higher productivity of
human resources; (C) efficient provision of
infrastructure services; (D) development and
assimilation of new knowledge and technolo-
gies; (E) more effective support institutions
for private productive activities; and (F) com-
petitiveness and the productive and sustain-
able management of natural capital. The
actions focus on alleviating market failures of
the main productive resources, in the areas in
which the Bank has a comparative advantage
and the capacity to influence national poli-
cies. The Bank's actions, in coordination with
MIF and IIC, will also seek to ensure that fac-
tor markets develop in a way that makes them
more accessible to different regional areas,
and to the majority of companies in each
country, irrespective of their size. 

In addition to the specific actions
described below to raise the countries’ com-
petitiveness, strong macroeconomic funda-
mentals and conditions of economic stability
are needed as a prerequisite to increase pro-
ductivity. A sound macroeconomic environ-
ment includes fiscal, financial and external
sustainability of the economy. As mentioned
in the Strategies for Sustainable Economic
Growth and Modernization of the State, and
given the particular functions and compara-
tive advantages of other international organi-
zations, the priorities of the Bank’s action in
this area will be: strengthening tax systems
and their administration; improving budget-
ary institutions and fiscal management;

strengthening sub national fiscal institutions;
and giving access to financial resources dur-
ing temporary external imbalances.

CAPITAL AND FINANCIAL RESOURCES

To promote policies and institutions leading
to the mobilization and efficient utilization of
financial and capital resources, and given the
Bank's experience, it is recommendable that it
concentrate on supporting countries in: (a)
strengthening the legal and institutional
framework in which financial systems oper-
ate; (b) developing financial regulatory agen-
cies; (c) strengthening capital markets; (d)
strengthening property rights over assets
(particularly of the poor), such as land and
housing; and (e) developing micro finance
systems and other alternative institutions to
expand access to credit.

a) Strengthening the legal and institutional
framework in which the financial systems oper-
ate. The depth of the financial system is fun-
damental for stimulating competitiveness and
growth. Consequently, the basic quantitative
criterion to be used to determine the Bank’s
priority actions in this area will be the ratio of
private sector credit to GDP. In most countries
of the region, this ratio is very low in com-
parison with international standards, given
the income level of the countries. Many dif-
ferent factors can limit the depth of the finan-
cial system. Particularly important are the
Rule of Law and the effective operation of the
judicial system, issues that are discussed in
the Modernization of the State Strategy. This
Competitiveness Strategy will focus especially

AREAS FOR
BANK ACTION
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on the institutional and regulatory barriers
that most directly inhibit the development of
the financial system. Particular attention will
be paid to the effective protection of creditors’
rights, that is the capacity of creditors and
debtors to enter into contractual agreements
with independence of the contracting parties,
coverage of the risk of default and certainty of
enforcement of the agreed terms. The Bank
will help governments to set up regulatory
and institutional systems that guarantee the
rights of creditors and enable the private sec-
tor to manage its risks efficiently. The Bank
will help countries to limit the role of State-
owned banks to the provision of support serv-
ices for the private segment of the system in
activities that the private sector cannot pro-
vide on market conditions.

b) Development of the financial regulation insti-
tutions. Strengthening financial regulation
and supervision is fundamental to guarantee
the stability of the financial system. The
authorities in each country must promote a
stable macroeconomic framework and a set of
rules and mechanisms to enforce them, which
enable an adequate management of the risks
assumed by the financial system, thus pro-
tecting the integrity of deposits. International
standards in this area are evolving rapidly and
the authorities must make efforts to keep
abreast of developments. It is also important
to bear in mind that not all international
agreements are applicable to all the countries
at all times. The recently proposed changes to
the Basle agreement, for example, require
internal systems of risk evaluation which sev-
eral countries do not have and which take
time to develop. The Bank will assist coun-
tries to adapt their regulation and supervisory
systems to international standards, based on
the priorities and possibilities of efficient
operation of these standards in the conditions
of each country.

c) Strengthening of capital markets. The capi-
tal markets of Latin America and the

Caribbean also have deficiencies that are
closely linked to the legal and institutional
frameworks. In particular it is necessary to
strengthen the property rights of investors,
especially small shareholders and institution-
al investors. It is also necessary to rebuild
confidence in mortgage markets, undermined
in many countries by episodes of high infla-
tion in recent decades, by government inter-
ference in credit conditions and by lack of
long-term saving instruments to finance
credits. Insurance markets are another incip-
ient segment of the capital market in most
countries in the region whose development
is necessary to improve the conditions of
competitiveness in different sectors. Separate
mention should be made of the pension sys-
tems that have been reformed in several
countries in part to strengthen capital mar-
kets (this topic is discussed in the Social
Development Strategy). The IDB will support
countries in modernizing legislation and
institutions with a view to creating incentives
for development of capital markets. However,
especially in small countries, this will not be
sufficient to guarantee the efficient develop-
ment of these markets. In the small
economies, the development of capital mar-
kets (and even the financial system) has to
assume a regional dimension. Consequently,
the Bank will assist countries to produce uni-
form standards, practices and regulations, to
facilitate the international integration of
stock markets, especially among the small
countries. The Bank will also support efforts
at macroeconomic coordination among the
countries of the region, in order to moderate
fluctuations in financial conditions and capi-
tal markets, especially between the members
of trade agreements, as indicated in the
Regional Integration Strategy.

d) Improvement in the property rights of assets
(particularly for the poor) such as land and
housing. Access to credit for the poorest sec-
tors of the population is hindered in many
Latin American and Caribbean countries by
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deficiencies in the systems of property regis-
tration and guarantees. Millions of informal
and rural workers own properties that could
be used to guarantee access to credit if their
property titles were legally clear and the guar-
antee registries unified. The Bank will assist
countries to improve their property and guar-
antee registration systems. In rural areas, the
Bank will also promote access to the land by
poor producers through low-cost mecha-
nisms, such as leasing markets and shared
financing. These actions will receive attention
in countries where wide differentials have
been detected in income and productivity
between workers in the formal and informal
sectors (including small farmers), or where
there is direct evidence of lack of access to
credit for specific groups of producers (such
as indigenous communities). 

e) Development of micro finance systems and
other alternative institutions for expanding
access to credit. The access by microenter-
prises to credit is still enormously limited,
and only a small percentage of microentre-
preneurs has external sources of finance,
which in most cases is of an informal nature.
The creation of sustainable financial inter-
mediation systems for microenterprises has
to be based on the strengthening of micro
finance institutions, which can be done
through different approaches. On the one
hand, through the gradual professionaliza-
tion, modernization and formalization of the
micro financial institutions that are currently
placed outside the formal financial system. In
order for this to be possible, it will be neces-
sary to develop a specific regulation for the
sector, as well as for the credit union sector.
These regulatory activities must be accompa-
nied by a complementary effort by the
Superintendencies of Banks, to supervise the
formalized and regulated micro finance insti-
tutions. The fact that the sustainability of
micro finance institutions is increasingly

associated with their capacity to attract sav-
ings from their own market segment
strengthens the need for their regulation and
supervision, which will contribute to increas-
ing financial depth. On the other hand, to the
extent that micro finance reveals itself as a
profitable activity, it will receive greater atten-
tion from the formal commercial banks. To
facilitate this process of increasing the micro
credit portfolio of the banks, it will be very
important to develop specialized techniques
for risk valuation, which banks will need to
incorporate if they genuinely wish to enter
this market segment. Additionally, the rapid
growth of the micro finance activity must find
its own source of finance. In this sense, it will
be critical to create the conditions that favor
the investment of private capitals in micro
financial institutions, for which the condi-
tions of accounting transparency and solven-
cy are vital. Finally, it is necessary to mention
the conditions of the regulatory environment
and the operation of institutions (from prop-
erty rights to guarantees over assets), which
are further developed in other sections of 
this document. The Bank will support the
Superintendencies of Banks to strengthen
their professional capacity to regulate and
supervise the micro finance institutions, and
will continue to strengthen the micro finance
institutions, not only in the credit activities,
but also in attracting savings and the devel-
opment of other financial products. In this
sense, it will support the capacity of the base
organizations to administer their loan portfo-
lio, favor growth and upgrading of the micro
finance institutions so that they can become
regulated entities, and will facilitate the down-
scaling of the commercial banks that are
interested in serving the micro enterprise
market segment. Likewise, the Bank will sup-
port the quality and availability of informa-
tion on the micro finance institutions and
their risk analysis, in order to favor the attrac-
tion of private capital for their financing.
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HUMAN RESOURCES:
LABOR TRAINING, LEGISLATION 
AND INTERMEDIATION

The Bank will promote policies and institu-
tions to develop human capital and raise the
efficiency of human resources. The Bank's
long tradition in assisting educational sectors
has created a valuable experience. The Social
Development Strategy includes a series of
policies aimed at reforming the educational
sectors and improving human capital in order
to, among other things, reduce dropout rates,
adapt education to provide basic skills, and
facilitate the transition from school to work.
The Competitiveness Strategy emphasizes
specific aspects related to the labor market,
placing emphasis on competitiveness and
productivity. To improve productivity in this
field, the Bank will give priority to the fol-
lowing areas: (a) reform of labor training
systems to introduce competition, promote
the participation of the private sector and
enhance the relevance of training; (b) mech-
anisms for training entrepreneurs and work-
ers, in order to strengthen micro-, small- and
medium-sized enterprises, and improve their
productivity and trading opportunities; (c)
modernization of labor and collective bar-
gaining legislation with a view to facilitating
the hiring of labor in the formal sectors,
reducing the labor costs due to unnecessary
legislation, facilitating relations between
employers and workers and improving the
conditions for worker protection; and (d)
strengthening systems of labor intermedia-
tion to facilitate job seeking and identification
of employment opportunities.

a) Reform of training systems. A skilled work-
force is crucial if companies are to improve
their competitiveness. Training must receive
priority in countries in which the level of
education of the labor force is low, relative to
the country’s development and income level,
or where the indicators of employers’ opin-
ions on the quality of the workforce are very

unfavorable, relative to the country’s level of
development. To improve worker skills,
almost all countries will have to make sweep-
ing reforms of public training institutes, tra-
ditionally based on a model where training is
considered to be a public good which the pri-
vate sector would not produce for itself, and
which has to be financed by a payroll tax. The
general perception in the region is that this
scheme of organization generates a type of
training that, with some exceptions, is not up-
to-date or relevant to companies’ needs. Thus,
the Bank will promote the reform and reori-
entation of the public and private training
institutions, so that private sector demand
defines the provision of training, and that
more of it takes place on site, in the work-
place, rather than in the classroom. The pub-
lic sector will move away from its role as a
provider of training, and towards a role as
regulator of the training provided by the pri-
vate sector. A successful strategy for reform-
ing the training system requires the support
of education, tax and labor policies, which go
beyond reform of the public training insti-
tutes. For its part, tax policy can play a crucial
role in facilitating the acquisition of skills by
workers. As a minimum, investment in train-
ing should receive the same tax treatment as
investment in physical capital. The Bank will
assist countries in the region to implement
transparent tax schemes, adapted to each
country’s conditions, which contribute to
improving the incentives for private training.
In the area of labor policy, several fronts
should be taken into account. The regulation
of the labor market should permit innovative
forms of hiring, in which employers and
workers decide how to generate high quality
training and how to share the costs of the
training. The inclusion of training clauses in
collective agreements could be such an
instrument. Additionally, the mechanisms of
temporary income protection for unemployed
workers should include options beyond mere
monetary transfers. The objective should be
rapid and adequate reintegration into the
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labor market. In this respect, the Bank will
support the development of intermediation
services (see below) and retraining for unem-
ployed workers, which responds to specific
market demands.

b) Promote training for employers and workers
of micro, small and medium enterprises. The
micro, small and medium-sized enterprises,
as well as small rural producers, account for
nearly three fourths of employment, and
employ the bulk of the poorest workers in
the countries of the Region. These enterpris-
es and producers have severe productivity
problems, and they confront constraints to
access training programs, due to their small
size and lack of administrative sophistication.
Increasing the productivity of these workers
and improving the competitiveness of these
enterprises will be critical to improving social
equity and competitiveness. As a criterion to
analyze the priority that should be assigned to
this area, the income or productivity gaps
between similar workers in the large and
small enterprises will be used. The Bank will
assist countries with the design of training
programs especially adapted to the conditions
of micro, small and medium-sized enterpris-
es, as well as small rural producers, since tra-
ditional training systems do not usually reach
these groups. A possible modality is to go
through private producer chambers and other
associations that are closely involved and
have empathy with the problems of small pro-
ducers. To support these initiatives, the Bank
recognizes that the probabilities of success are
higher when the program starts by identifying
groups of companies or producers with simi-
lar characteristics and needs based on loca-
tion or the nature of their production, and
when technical support is offered to assist the
companies to identify better ways to organize
and market their production, and conse-
quently identify the training needs of their
workers. A public policy objective to promote
the first stages of worker training for small
enterprises or producers will be to demon-

strate its profitability through improvements
in productivity, and consequently gradually
generate a market for training services. The
experience with the use of training bond pro-
grams is one of the mechanisms to generate
the market from these services from the
demand side. Additionally, the Bank will pro-
mote financing mechanisms to train young,
low-income workers, who may not be able to
access the training systems due to imperfec-
tions in the credit markets.

c) Modernize labor legislation and policies.
Labor legislation in Latin America and the
Caribbean is intended to protect workers in
the employment relationship, rather than
facilitate the operation of the labor market. In
those countries where the rates of informality
are higher and the employment rates of the
population of working age are lower, relative
to international benchmarks, the moderniza-
tion of labor legislation must be considered a
priority in the Bank's activities. However, the
Bank will take into account that all labor leg-
islation must reflect a social accord, and that
any reform should be the result of broad
social dialogue and consultation. In order for
the labor market regulation to contribute to
job creation and competitiveness, its main
objective must be to correct market failures,
which should be differentiated from the
objective of protecting workers. To achieve
the first objective, labor legislation must pro-
mote the free and rapid creation of jobs, pre-
vent discrimination, and restrict employer
collusion. In many countries, the existing leg-
islation works against competitiveness,
among other reasons because it discourages
or prevents temporary or flexible employ-
ment contracts, limits payments based on
productivity and hinders dismissals, even
when businesses have economic problems. 

Apart from facilitating the creation of jobs
and protecting the worker, labor institutions
should facilitate labor relations between
employers and workers. The legacy of a cul-
ture that sees these relations as a game of los-
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ers and winners, along with the predomi-
nance of asymmetric information in the labor
market, are sources of conflict that need more
channels for resolution. This situation results
in industrial relations marked by lack of
cooperation, which has negative conse-
quences on labor productivity. The Bank will
assist countries in establishing spaces for dia-
logue and negotiation, and mechanisms and
institutions for conflict prevention and settle-
ment, to facilitate the development of more
cooperative labor relations. 

d) Strengthening labor intermediation systems.
To increase the productivity of workers and
firms, it is necessary to have fluid channels of
information that help companies and workers
to identify opportunities for the best use of
human resources. Thus, the Bank will assist
countries to set up intermediation systems to
facilitate the process both job search and hir-
ing of employees. It will also assist in creating
incentives for the incorporation of mecha-
nisms for the identification of job identifica-
tion within training systems.

INFRASTRUCTURE SERVICES

The Bank will promote policies and institu-
tions for the provision of infrastructure 
services, including energy, telecommunica-
tions, transportation, water and sanitation.
The Bank, which has played a leading role in
the privatization and modernization process-
es in the infrastructure sectors, should now
concentrate on the following activities to
assist countries to consolidate the progress
achieved, and complete the reforms needed
to reach the original objectives: (a) adapta-
tion of regulatory and legal frameworks, and
strengthening of the regulatory and market
institutions involved in the provision of
infrastructure; (b) financing of infrastructure
investments, including the design and imple-
mentation of new modalities of access to
domestic and international capital markets

and expansion of coverage to underprivileged
segments; and (c) support for the processes
of restructuring and sale of state-owned com-
panies.

The consolidation of the reforms in the
infrastructure sectors requires the support of
institutions that are indispensable for the
smooth operation of markets, such as the rule
of law, an efficient judicial system, strong
property rights, and mechanisms to control
monopolies and prevent and cover the main
systemic risks. These topics are discussed in
the Modernization of the State Strategy.

a) Adaptation of regulatory and legal frame-
works, and strengthening of regulatory and
market bodies for the provision of infrastruc-
ture. The success for the option of incorpo-
rating the private sector in the provision of
infrastructure is critically dependent on the
regulatory frameworks set up to stimulate
competition, raise efficiency and enhance
the quality and coverage of services, without
neglecting the needs of remote and low-
income sectors. The Bank will continue to
assist countries to develop and adapt regula-
tory frameworks and strengthen the regulato-
ry, policy-making and public contracting
bodies indispensable for achieving these
objectives. There is no single formula for the
regulation or supervision of private activity
that is valid for all the infrastructure sectors,
much less for the different countries. How-
ever, there are some elements that can con-
tribute to the success of the regulation, which
the Bank will promote. First, strengthening
the credibility and technical competence of
regulatory bodies, by identifying and remov-
ing barriers of different types, which have
hindered its operation in the past. The Bank
will take special note that the regulatory
frameworks and modalities that each country
chooses are in line with the technical and
institutional capacity of the regulatory agency.
Experience has shown that regulatory frame-
works that are excessively complex for the
capacity of the agency facilitate their capture
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and reduce their credibility. Second, the Bank
will support the countries in establishing
public oversight mechanisms to review the
operations of the regulating agencies, in order
to protect the users, suppliers and the gov-
ernment, without interfering in the inde-
pendence of the regulatory bodies. For this
purpose, it will support the adoption of
mechanisms to enhance accountability and to
strengthen auditing and judicial systems to
accomplish this oversight role. Third, the
Bank will support the strengthening of State
capacity for policy definition, planning and
public contracting. In separate documents,
the Bank will define in greater detail the sup-
port and regulation strategies for each infra-
structure sector. 

b) Financing of investments in infrastructure,
including the design and implementation of new
modalities of access to domestic and interna-
tional capital markets. Access to financing is
one of the main barriers that Latin American
and Caribbean countries face in developing
their infrastructure. In the past, these invest-
ments were financed primarily with public
funds, but the fiscal constraints and the rapid
technological change in these sectors have
imposed the need to bring in private capital.
The Bank has to act as a catalyst for private
participation in the financing of infrastruc-
ture, which can be discouraged by high mar-
ket risks and political risks, which affect the
conditions of participation and ownership of
investments. Although private agents are
more qualified than the government or inter-
national organizations to evaluate and miti-
gate market risks, they can require protection
mechanisms against political risks. The loans
or guarantees that the Bank may offer should
seek to help mitigate the political risks, with-
out destroying private incentives for evaluat-
ing market risks (demand and cost risks). The
Bank should also contribute to reducing the
political risks by promoting sector reforms
and regulations. In addition, the Bank will
support the development of financial instru-

ments to facilitate the financing of these
investments. For example, it will support the
development of long-term and local currency
instruments. The growing importance of pen-
sion funds in the region opens a window for
financing investments in infrastructure; how-
ever, the financial instruments to enable this
have to be developed. 

c) Expansion of coverage to underprivileged
segments. The productivity of the poor
depends on access to infrastructure services,
including electricity, water, communications
and transportation. The Bank will support
specific actions aimed at promoting public
and private investment in infrastructure for
the poor and excluded, especially in rural
areas, where infrastructure deficiencies are
more significant. The Bank will promote pro-
grams to provide low-income groups access
to basic services (particularly electricity and
water) in conditions of environmental and
economic sustainability; the Bank will assist
with the adoption of appropriate technologies
for power generation and telecommunica-
tions in rural areas where conventional tech-
nologies may not be efficient; and will
promote local management of basic infra-
structure and transportation systems, taking
into account local cultural conditions, espe-
cially in ethnic areas. When the delivery of a
public service has been privatized, the Bank
will also take into account the need to create
incentives to extend the services to remote
regions and low-income groups. The Bank
will support mechanisms that facilitate
expansion of coverage through explicit subsi-
dies for network and connection expansion,
but will not support hidden subsidies. Cross-
subsidies between market segments will be
acceptable, provided that they are adequately
designed and prove to be the most efficient
option for achieving the objectives.

d) Support for restructuring and sale of state-
owned companies. The Bank will continue to
support re-structuring and privatization
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processes of state-owned companies, incorpo-
rating the lessons learned, where the econom-
ic and institutional conditions of countries
provide an adequate basis on which the
reformed sectors can improve the efficiency,
coverage and quality of services in environ-
mentally, financially and physically sustain-
able conditions. These processes will take
into account the need to foster access to the
low-income and rural areas, as stated in the
previous paragraph.

DEVELOPMENT AND ASSIMILATION 
OF NEW TECHNOLOGIES

Policies and institutions for the development
and assimilation of knowledge and new pro-
ductive technologies are an essential area for
competitiveness, in which the Bank can
assume a leadership role to strengthen the
development of innovation systems in the
region. This area should receive priority,
when the indicators of efforts and results in
science and technology (such as total spend-
ing on research and development, participa-
tion of the private sector in research and
development spending, the number of
researchers and publications, or the number
of patents) are low relative to the level of
development of the country. Science and tech-
nology policies, especially the definition of
priorities between basic and applied research
and the dissemination of technology, must
respond to the institutional and productive
characteristics of each country. Consistent
with the Science and Technology Strategy,
actions should concentrate on (a) diagnosis
of the innovation systems; (b) strengthening
institutions that generate science and tech-
nology; (c) strengthening intellectual proper-
ty rights; and (b) speeding up technological
improvement in small enterprises and poor
producers. 

a) Diagnosis of innovation systems. In order to
be effective, an innovation system requires a

fluid interaction between its components,
including universities and research institutes;
technological institutes; technology, commu-
nication and information services companies;
companies that produce goods and services;
and the government and institutions that reg-
ulate relations between these agents. The
Bank should promote evaluations of national
innovation systems, to identify their strengths
and weaknesses and forms of interaction.
These evaluations should take into account
the economic and institutional environments
in which the processes of generation, dissem-
ination and utilization of technology take
place, including the ease in setting up compa-
nies, development of cooperation agreements
on innovation, respect for intellectual proper-
ty rights, operation of patent systems, and
national and international regulatory frame-
works in the area of technology transfers and
service trade. 

b) Strengthening the institutions that generate
science and technology. The Bank will sup-
port integrated programs to strengthen the
organizations that generate science and tech-
nology and the institutional system in which
they operate. In these efforts, special atten-
tion should be paid to the technological
institutes, which were originally set up in
many countries to produce applied research
but which have frequently failed to develop
relations with the productive sector for the
development of useful applications to
increase productivity. Dependence on public
sector budgets and lack of incentives to forge
closer links with productive sectors have
limited the effectiveness of these institutes.
The same applies, to a large extent, to the
public universities, which often have not
succeeded in operating as a central element
of the science and technology system, which
should be their function. The Bank's experi-
ence and capacity for developing projects
and programs of institutional reform are a
very valuable asset for working in these
areas. 
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c) Strengthening intellectual property rights.
The Bank will support the development of
systems for protection of intellectual property
and patents, as part of broader programs of
local technological development, including
the promotion of innovative mechanisms for
protection and promotion of traditional
knowledge. Additionally, support for the
institutes and agencies that administer patent
systems can generate information mecha-
nisms for spreading technologies that are
already in the public domain. 

d) Speed up the technological improvement of
small-, medium- and microenterprises, and
independent producers. The rate of assimilation
of the new information technologies in most
Latin American and Caribbean countries has
been more rapid than might have been
expected for their income levels. The factors
that explain this initial dynamism are the
opening of the countries to trade and foreign
investment, the high level of education of
employers and employees of large companies,
and the modernization of the telecommunica-
tions sectors in many countries. But these fac-
tors of initial success do not guarantee an
equally rapid dissemination towards smaller
enterprises. This will depend to a large extent
on the ease with which new formal compa-
nies can be set up, on access by small- and
microenterprises to information and sources
of capital and financing, and on the response
capacity of training systems to the new
demands for technological education. These
issues are dealt with in other sections of this
Competitiveness Strategy. Additionally, in the
countries where these basic conditions of suc-
cess exist, the Bank can contribute to main-
taining the rate of penetration of the new
technologies with the aim of reaching small
enterprises and producers, through programs
that facilitate access to information technolo-
gy and technical assistance; stimulate the
cooperation on research and development
between companies, and between companies
and technical institutions; develop and dis-

seminate technical standards for products,
processes and quality standards; strengthen
the ability to identify, generate and adopt
appropriate technological innovations to
environmentally sustainable rural economic
activities; expand the Internet infrastructure
through telephone cabins, rural telecenters,
community information centers, or centers
accessible to small enterprises; and promote
the training of poor workers, micro entrepre-
neurs and small rural producers in the use of
these technologies, including their incorpora-
tion into the school curricula. The Bank may
also support pilot programs or creative exper-
imental efforts, which seek to develop new
technological applications, particularly in
information technology. 

COOPERATION FOR COMPETITIVENESS

The Bank will promote effective institutions
that support the functioning of private pro-
ductive activities. The modernization of dif-
ferent aspects of the public administration
can contribute to improving competitiveness
in the countries of the region. The Moder-
nization of the State Strategy includes a series
of actions related to the transparency and
effectiveness of the agencies involved in regu-
lating economic activity, protecting consumer
rights and other areas related to the participa-
tion of civil society in overseeing the eco-
nomic decisions and activities of government
and the private sector. This strategy, consis-
tent with the Modernization of the State
Strategy, is concerned with the strengthening
or development of institutions directly related
to competitiveness in the fields of: (a) coop-
eration between the public and private sectors
to improve competitiveness; and (b) promo-
tion of corporate social responsibility.

a) Facilitate cooperation between public and
private sectors to improve competitiveness. To
improve the climate for private productive
activities, the Bank can act as a catalyst and
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support the processes of dialogue and cooper-
ation between the public and private sectors
(including entrepreneurs, workers, academ-
ics), which lead to consensus-based strategies
and action plans to improve competitiveness
at the national, regional or sector level, and to
move forward with legal and institutional
reform processes in order to facilitate the
establishment of new companies, technologi-
cal improvement and increases in productivi-
ty. This activity includes support for clusters
and the strengthening of productive chains,
through associative efforts between compa-
nies of different sizes or sectors, and between
these and the academic and public sectors.
Because of its importance for the productivity
of the poor, the Bank will emphasize the asso-
ciative capacity of small rural producers and
promote local, integrated and participative
programs, co-financed and preferably man-
aged by the private sector, to provide business
development services to microenterprises,
emphasizing cooperative systems of produc-
tion or distribution and the inclusion of
microenterprises in programs to develop pro-
duction networks and chains to exploit
economies of scale, connect them to domestic
and international markets, and achieve reduc-
tions in the costs of supplies, production and
distribution. In order for this public-private
dialogue to be effective, both parties need
strong professional institutions. In many
countries, it will be necessary to strengthen
the capacities of the public sector to perform
diagnoses, identify and debate the priorities
with the representative entities of the private
sector, jointly design specific programs, agree
their execution with private entities and,
above all, adequately supervise, follow-up
and evaluate their results. Technical and pro-
fessional public institutions are necessary to
foster competitiveness. 

b) Promote corporate social responsibility.
Corporate Social Responsibility (CSR) is
understood as the consideration and incorpo-
ration by corporations of a number of social

and ethical factors and responsibilities,
beyond their traditional line of business,
within their corporate strategies and decision-
making processes. These social and ethical
considerations encompass a broad range of
issues, from sustainability, the environment,
labor relations, accountability and trans-
parency, human rights, and community
involvement. Corporations take into consid-
eration a broader range of stakeholders, than
just their shareholders and upper manage-
ment, to include their employees, investors,
suppliers, consumers, community organiza-
tions, and civil society organizations as a
whole. CSR is perceived to be an important
component of success and competitiveness of
companies, in the highly competitive global
markets, and may yield significant benefits to
both the enterprise and its stakeholders. The
IDB Group will promote CSR, as a means to
increase private sector competitiveness in the
Region, as well as to generate value for the
enterprises. 

COMPETITIVENESS AND SUSTAINABLE
MANAGEMENT OF NATURAL CAPITAL

The Bank will promote the preservation 
and sustainable management of natural cap-
ital. Economic growth can affect natural cap-
ital through overexploitation of natural
resources and increased pollution from pro-
ductive processes. But economic growth can
also be the vehicle for the generation of serv-
ices and development of markets and institu-
tions that favor the sustainable use of natural
resources and upgrading of environmental
conditions. Different actions link competi-
tiveness, environment and the management
of natural resources. The priority areas for
Bank action in the environmental area that
are fundamental for stimulating competitive-
ness are: (a) actions to preserve the produc-
tive value of natural resources through the
development of eco tourism, financially sus-
tainable management of protected areas, and
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biodiversity protection, among others; (b)
actions to promote the adoption of clean
production processes and private participa-
tion in the development of new markets for
environmental services through the certifica-
tion and adoption of clean production
processes and the promotion of private man-
agement of sanitation services, protected
areas, eco tourism and forest concessions,

among others; and (c) actions to capitalize
on global and regional opportunities such as
the Clean Development Mechanism (CDM)
for reduction of greenhouse gas emissions
through the financing of activities that fix
carbon through biomass production proj-
ects; among others. These actions are
described in more detail in the Environment
Strategy.
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he Bank’s instruments and services
should make a coordinated contribu-
tion to the achievement of the objec-
tives of sustainable economic growth,

and poverty reduction and promotion of
social equity. Competitiveness will be an inte-
gral and specific part of the processes of dia-
logue, broad consultation and programming
in the countries. These processes will lead to
the identification, based on a selective criteri-
on, of the concerted actions of the IDB Group,
taking into consideration the needs of the
countries, the Group’s comparative advan-
tages, and the comparative effectiveness of all
the possible interventions. By its very nature,
any competitiveness strategy requires an inte-
grated approach and joint implementation by
the public and private sectors. The Bank can
act as a catalyst and promoter, through its
financial and nonfinancial instruments.

The IDB Group has a set of financial
instruments for contributing to the improve-
ment of competitiveness in the Region and, if
new instruments are necessary, it has the
capacity to create them. Traditionally, the
Bank has supported programs with public
sector bodies through investment loans, sec-
tor loans, technical cooperation operations
(reimbursable and nonreimbursable) and,
more recently, through emergency loans and
flexible lending instruments. The Bank has
also been developing different operating
modalities with the private sector without
government guarantee, including loans, guar-
antees, capital investment, and the Social
Entrepreneurship Program. In programs that
effectively support efforts to improve compet-
itiveness, these aspects of activity should be
complementary to an integrated and coherent

approach within the IDB Group. The Private
Sector Coordination Committee, in which all
the entities of the IDB Group participate
(Inter-American Development Bank, Inter-
American Investment Corporation and the
Multilateral Investment Fund) is instrumen-
tal for this purpose. 

The IDB Group also has complementary
nonfinancial services and technical assis-
tance, including: support for diagnoses, and
the design and implementation of national
strategies; policy dialogue; seminars and con-
ferences; research activity; and generation and
dissemination of best practices and lessons
learned.

This integration process implies that the
actions in the area of competitiveness that the
Bank supports in the borrowing member
countries will be closely coordinated with the
actions planned for the objectives of sustain-
able growth and poverty reduction, and the
other priority areas of the Institutional
Strategy, which will result in the formulation
of integrated packages of activities and opera-
tions by country. The activities in the area of
competitiveness will be defined in close coor-
dination with other national, regional and
multilateral development institutions, and
with the private sector; seeking to exploit the
synergies of complementary and coordinated
interventions. For this purpose, the IDB
Group will seek strategic alliances with insti-
tutions that bring together the interests of the
public and private sectors and civil society, to
facilitate and support the selection of pro-
grams that offer the highest degree of consen-
sus and ownership.

To strengthen the effectiveness of the IDB
Group’s contribution in the area of competi-
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tiveness, the Bank will identify the program-
ming priorities and actions to enhance the
design quality of the programs and their suc-
cessful execution. At the country level, a
Country Strategy will be formulated follow-
ing the guidelines approved by the Board
(GN–2020), with the analytical rigor and pro-
cedure recommended in that document,
which sets up a framework for the implemen-
tation of key actions at the level of: program-
ming; design; and execution of operations. In
addition, activities for the support of these
key actions in the areas of research, identifi-
cation of good practices, and knowledge dif-
fusion are specified. These guidelines propose
a close coordination with the IIC and MIF.
The Bank's Country Strategy will be coordi-
nated with the government, and will take into
account the activities of other regional and
multilateral organizations, in order to coordi-
nate the activities and exploit the comparative
advantages of each institution.

As mentioned in the guidelines for the
preparation of the Country Strategies, at the
programming level, the IDB Group has used
instruments of dialogue and other institution-
al actions to seek consensus, which have been
effective when based on diagnoses and have
facilitated coordination with other sources of
financing.

If the sector diagnoses proposed in the
Sustainable Economic Growth Strategy indi-
cate that the lack of competitiveness is one of
the most important constraints to achieve the
objectives of growth and poverty reduction,
and if national governments request it, the
Bank will assist in the preparation of National
Competitiveness Strategies, which some
countries have already prepared, with the par-
ticipation of different national sectors and
actors.

Taking advantage of its capacity to pro-
mote and maintain a long-term agenda in
the region, the Bank will emphasize the
consolidation or creation of bodies of dia-
logue and negotiation between the public
and private sectors (such as the National

Competitiveness Councils, which have
already been formed in 11 countries),
whose purpose would be to identify priori-
ties and strategies for competitiveness and
business development. The work of these
bodies will be used as an input into the pro-
gramming process and into the selection of
priority actions in the area of competitive-
ness in each borrower member country. The
Bank will move ahead with the preparation
of best practices for this type of institution-
al competitiveness framework. 

Additionally, to encourage a more effi-
cient use of its financial and nonfinancial
products for development of private-sector
competitiveness, the Bank will promote a bet-
ter integration of its activities involving the
private sector with the programming exercis-
es in each country, with the active participa-
tion of the Private Sector Department (PRI),
MIF and the IIC, in the tasks prior to pro-
gramming, in the programming, and in mis-
sions to identify specific projects, always
under the coordination of the Regional
Departments.

An effective and integrated effort in the
area of competitiveness, which formulates
coordination and implementation mecha-
nisms, requires an appreciation of the timing
and sequence of the actions and the use of
appropriate instruments in all phases of the
competitiveness programs supported by the
IDB Group. These programs can include four
phases: diagnosis, institutionalization, imple-
mentation and impact evaluation.

Diagnosis: Given the broad range of issues
related to competitiveness, the Bank’s inter-
ventions should be based on diagnosis of the
barriers that prevent the strengthening of
competitive advantages and acceleration of
the process of sustainable and equitable
development. As a result, the IDB Group, in
coordination with other regional and multi-
lateral organizations, as proposed in the
framework strategy of Sustainable Economic
Growth, will carry out sector diagnoses, in
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order to identify the internal barriers and
restrictions that cause the high production
and transaction costs, lack of information,
low levels of productivity, and obstacles to
the efficient operation of markets. These
diagnoses, coordinated by the Regional
Departments, will be based on sector studies
(conducted by the country, the IDB Group or
other institutions) aimed at identifying the
action priorities for the IDB Group. The diag-
noses will be a basic input for the program-
ming dialogue and for the inclusion of the
agreed areas on improvements in competi-
tiveness and sustainable and equitable devel-
opment.

Institutionalization: For the definition of the
institutionalization of the IDB Group’s pro-
grams, effective institutional mechanisms will
be developed to strengthen the capacity of
governments and the private sector to formu-
late and implement strategies and action
plans. In the formulation of programs, it is
necessary to define the different levels of
action of the public sector, regulatory bodies,
executing agencies (public or private), and
service providers (private) to make use of
their abilities and capacities and reduce risks
of market or policy failures resulting from
asymmetries of information, high transaction
costs or an inadequate allocation of responsi-
bilities and resources. 

Implementation: Among the participative
processes for achieving national, sub national
or sub regional consensus on policies and
reforms, the Bank will support, where the
political will exists, the preparation of
National Competitive Strategies as a coordi-
nated guide for the actions of government,
private sector and the IDB Group. Some expe-
riences of this type have begun in some mem-
ber countries at the national and sub regional
level, with the participation of different sec-
tors of activity.

Among the specific programs, the Bank
will support actions aimed at improving and

fostering the quality, comprehensiveness,
credibility and representative nature of the
processes that lead to the formulation of pro-
grams. This requires the identification and
implementation of a set of incentives to: (i)
promote more systematic and open work with
respect to timely access to financing resources
and the adequate participative design of the
program; (ii) systematically introduce the les-
sons learned and disseminate all the informa-
tion used and generated, as well as the best
practices; and (iii) coordinate, integrate and
share with the IDB Group and the other per-
tinent financial organizations all the horizon-
tal problems and the recommendations for
their resolution. Similarly, to facilitate the
measurement of impacts and the monitoring
of programs, specific indicators will be devel-
oped for the sectors and sub-sectors involved.
The design and implementation of these indi-
cators will be essential for evaluating the pro-
grams. A preliminary and indicative list of
indicators appears in Section 6.

The activities of the IDB Group can
include programs both at the macro and
microeconomic levels. At the macro level,
they can include policy issues, such as fos-
tering economic stability; fiscal equilibrium;
provision of infrastructure; reform of regula-
tory systems; education and training of
workers; etc. At the micro level, interven-
tions can improve the business climate,
directly assist productive sectors, or grant
loans, investment capital and guarantees
directly to companies in the region (especial-
ly through the IIC and the MIF). Business
development services can also be offered to
promote productivity, such as: business train-
ing, certification, consulting, support for
information and communication technology,
export promotion, etc.

Follow-up and Impact Evaluation: Finally, the
programs must incorporate the tools neces-
sary for performance monitoring and impact
measurement. The IDB Group will give prior-
ity to flexible and timely access to technical
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assistance on the ground, both during pro-
gram preparation, as well as during their exe-
cution. The formalization of operating audits
(complementing the financial audits) and
technical audits (institutional, environmen-
tal, economic) during the execution of the
programs, as well as the systematic generation
of key indicators of outcomes and impacts,
will permit the continuous assimilation of les-
sons learned and feedback to the programs
themselves or to new ones, while developing
the training of professionals, technicians,
administrators and workers, in line with the
demands imposed by the new programs.

The Bank will intensify the interaction
with the private sector at the national and sub
regional levels, with a view to informing them
of the Bank’s services and the mechanisms
developed to facilitate the preparation of proj-
ects. The Bank will promote a policy dialogue
to develop an environment and a set of poli-
cies favorable to investment and to the
improvement of the competitiveness of the
private sector.

Given the special set of problems related
to the development of competitiveness in
small countries, and in accordance with the
Action Plan for the activities of the IDB
Group associated with the development of
the private sector in the countries of the C
and D Groups (GN–2193), the Bank will
give special emphasis in these countries to
fostering private sector investment, for the
modernization and use of technologies, for
efficient and environmentally sustainable
productive processes that comply with inter-
national standards of quality certification, as
well as for the development of infrastructure
and services, development and deepening of
financial systems and capital markets, and
development of rural areas. In these coun-
tries, projects to improve competitiveness
face constraints, particularly related to the
development, size and attitudes of the private
business sector, scale of markets, develop-
ment of the financial system, and knowledge
of best practices. Specifically, in response to

the high transaction costs for investment in
modern productive processes and infrastruc-
ture in the countries of the C and D Groups,
the IDB Group will promote the creation of
new financial instruments (for example, pri-
vate investment funds), based on the identifi-
cation of problems and solutions in the
processes for formulating the action plans to
improve production, productivity and mar-
ket penetration. The experience of IIC, PRI
and MIF in similar funds in the Region will
be extremely useful. These funds will con-
tribute to identifying programs, attracting the
interests of investors, and tapping funds from
different sources. These funds will also be
useful for capturing and channeling remit-
tances into financing for programs in the pri-
vate sector, which will stimulate savings.
Additionally (as analyzed in greater detail in
the Modernization of the State Strategy), it is
necessary to develop and consolidate trans-
parent public and private institutions for
management of competitiveness resources,
and an institutional capacity to design and
manage the competitiveness programs.

The Bank will give priority to the design
of competitiveness programs, with compo-
nents focused on the poorest sectors, includ-
ing initiatives and new approaches to increase
the level of assets of the poor, the productive
capacity of their economic activities, and their
access to markets for goods and services,
labor and finance.

Research, identification of good practices, and
knowledge diffusion. The Bank must be at the
vanguard in the generation and dissemina-
tion of knowledge of the factors that con-
tribute to enhance competitiveness. A wide-
ranging research and diffusion process was
carried out on the subject with the prepara-
tion, publication, and presentation of the
Economic and Social Progress Report of 2001.
The Regional Departments, RES and SDS
will continue this effort with the prepara-
tion and diffusion of more specific studies
focused on countries, and on problems that
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affect the operation of the markets for the
main productive resources, taking into con-
sideration not only the aggregate variables 
at the national level, but also the competi-
tiveness factors in different territories, entre-
preneurial segments, and productive sectors
and sub-sectors. The topics to be studied
include: business environment; access to
financing; human capital; infrastructure
services (electricity, telecommunications,
roads, ports); generation, assimilation and
effective use of technology and knowledge;
productivity in the value chains; and devel-
opment of entrepreneurial capacities. Em-
phasis will be given to the institutions and
incentive systems required for the proper
operation of factor markets and productive
resources, taking into account the limita-
tions of the countries and international
experience.

Action Plan. The implementation of the
Competitiveness Strategy requires a set of
actions to strengthen its links with the pro-
gramming exercises and the project cycle of
the IDB Group. The specific actions to start
up and implement the strategy, include the
following:

� Sector diagnoses by country, sub nation-
al jurisdictions, or by sub-region or trad-
ing bloc, specifically identifying the
bottlenecks and obstacles to business
productivity, and the opportunities for
developing comparative advantages and
the competitiveness of the countries.

� Incorporation of lines of action to
increase competitiveness in the Banks’
Country Strategies, especially in the
cases in which sector diagnostics reveal
important limitations to businesses pro-
ductive development.

� Support for the development of competi-
tiveness strategies when considered perti-
nent, at the national, sub national or sub
regional levels; as well as promotion and
support for spaces for dialogue and nego-

tiation for the competitiveness of the pub-
lic sector with the private sector.

� Promotion of a more predominant role of
the Banks’ agencies dealing with the pri-
vate sector (PRI, MIF, and IIC) in the
design, financing, and execution of proj-
ects for competitiveness improvement.

� Support for the development of micro,
small and medium enterprise, within the
context of competitiveness strategies,
which may include access to financing
through efficient financial intermediaries;
technical and managerial strengthening
of enterprises; support to clusters and
entrepreneurial productive chains; coop-
eration between large companies and
SMEs; the dissemination and transfer of
technology, and promotion of entrepre-
neurial innovation; and the training of
entrepreneurs.

� Development of competitiveness pro-
grams with inclusion of components
focused on improving the possibilities of
income generation for the poorest sec-
tors, including initiatives to promote effi-
cient and sustainable technologies for
production and marketing; improve
access by the poor to infrastructure serv-
ices and basic services (water, electricity,
transport and telecommunications);
training and labor market integration to
raise workers’ income; improvements in
the property rights of the poor and other
factors that affect their productivity;
deepening of financial markets to permit
access by small producers and low-
income workers, including those in rural
areas; development of productive chains
between large companies and SMEs; rural
development in marginal areas; and gen-
eralized support for microenterprises.

� Promotion of actions to facilitate coordi-
nation of efforts between all the function-
al divisions of the IDB Group, based on
the achievement of the objectives and tar-
gets in the area of improvement of com-
petitiveness.
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� Promotion of programs and projects to
foster corporate social responsibility.

� Systematization of processes of lessons
learned in the design and execution of
programs in the area of competitiveness,
in order to introduce best practices as
needed in order to achieve quality results
in the operations of the IDB Group. 

� Creation of capacities at country and
Bank level to evaluate the impact of the
IDB Group’s programs and projects in the
area of competitiveness.

To implement the Action Plan, the Bank will
pay special attention to the following areas:
preparation of integrated diagnostic studies
by sector; support for policies and programs
in the borrowing member countries to
improve levels of competitiveness; monitor-
ing of targets and results of programs for
improving competitiveness; and generation
and exchange of knowledge at national and
regional level on best practices in the pro-
grams and projects of the IDB Group and
other regional and multilateral financing
organizations in the field of competitiveness.
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echanisms have to be set up to mon-
itor the advances in the implementa-
tion of the strategy, and their relation
to the strategies for the fundamental

objectives and priority areas of the Bank,
through the establishment of a system of indi-
cators, monitoring and evaluation of policies
and programs. The Bank’s support for the
development of monitoring and evaluation
capacities in the borrowing member countries
will be of vital importance for improving,
modifying and adapting policies and pro-
grams on the basis of agreed upon actions and
lessons learned. Evaluations of results and of
impact of programs and projects to improve
competitiveness must also be undertaken,
jointly with the countries. The design of the
programs must include the elements required
for a careful evaluation of the results and
impacts.

The strategy must be results-orientated,
which means capacity to monitor and evalu-
ate the actions of the IDB Group in the coun-
tries. This task will be based on the Bank’s
work to improve measurement of the effec-
tiveness of the operations (e.g., consolidation
of each phase of the project cycle; program-
ming and design of projects focused on goals;
execution focused on results; systems for
monitoring performance and evaluation; and
ex-post evaluation of results and impact). 

The implementation of the Strategy will
be monitored through output, outcome, and
impact indicators. However, due to the multi-
ple factors that can affect competitiveness,
and the impossibility of establishing a direct
correlation between the Bank's action and the
evolution of these factors, the evaluation
through intermediate indicators, as described

in the following paragraphs, will necessarily
be limited. To overcome this, evaluation by
indicators will have to be supplemented with
other methods. First, the independent ex-post
evaluations of operations by OVE and the
borrowing member countries should be con-
tinued. Second, the Bank will make efforts to
develop methodology to evaluate the effec-
tiveness of projects and specific programs,
and to incorporate these methodologies into
the design of new projects and programs. Ex-
post evaluation will be difficult to undertake
if the mechanisms and monitoring systems
for generating the necessary information are
not incorporated at the beginning of the proj-
ects and programs.

Output indicators: At this level, the intention
is to measure the Bank’s contribution to
improvements in competitiveness. For each
country, the priorities will be reflected in 
the Country Strategies and Programming
Memoranda, which will recommend the spe-
cific activities and operations. The monitor-
ing will form part of the periodic documents
for the review of the execution of the Bank’s
portfolio in each country, and be based on the
indicators proposed in the Country Strategies.
Additionally, as proposed in the Action Plan,
diagnostic and sector studies will be prepared,
and assistance will be provided to the bor-
rowing member countries that request it to
prepare strategies and programs to promote
competitiveness. In particular, before 2005 
it is proposed to incorporate in Country
Strategies actions to improve competitiveness
in the case in which the comprehensive sector
diagnostics identified important bottlenecks
to firm productivity development. 

M
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Outcome indicators: Results of financial opera-
tions and nonfinancial products geared
towards improving competitiveness have to
be prepared. During the design stage of oper-
ations, outcome indicators will be defined, in
order to facilitate monitoring. 

Impact indicators. At this level, the intention
is to measure progress in achieving the
objective of the strategy, which is to improve
the level of competitiveness of the countries,
and, ultimately, improve the overall condi-
tions for developing the private sector and
increasing factor productivity, in an effort to
enhance the quality of life of the population.
To measure the progress of the environment
for the sustainable development of produc-
tive activities, the Bank proposes to use the
system of indicators of the Global Compe-
titiveness Report. Currently the Report covers
21 countries in the region, and the following
areas of competitiveness: i) general indica-
tors; ii) macroeconomic environment; iii)
technological innovation and dissemination;
iv) information and communication tech-
nologies; v) general infrastructure; vi) public

institutions (contracts and laws); vii)
domestic competition; viii) development of
clusters; ix) corporate strategies and opera-
tions; and x) environmental policy. This sys-
tem includes objective indicators in each of
these areas, as well as indicators of percep-
tion, based on surveys of executives in the
countries. An additional advantage of this
system is that its broad coverage (currently
80 countries), which provides a basis for
establishing international benchmarks in
line with the level of development of the
countries, with a guaranteed annual fre-
quency. The Bank has established an alliance
with the World Economic Forum to con-
tribute to the development of this system of
indicators. The Social Development, Moder-
nization of the State, and Environment
Strategies, contain other indicators that sup-
plement those proposed here. In all cases,
the identification of impact indicators
requires prior research to establish the rela-
tionships of these indicators with the inter-
ventions and policies.

The strategy will be evaluated five years
after its approval.
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ANNEX

Areas of Action for the Bank and their Relation to
the Sustainable Economic Growth and Poverty Reduction Strategies

A. Financial And Capital Accessibility to  Expand Financial 
Resources Financial Resources Resources for the Poor

Objective: Increase the access of firms Objective: Increase availability Objective: Ease access to financial 
to financial resources to increase  of financial resources for productive services for microenter-prises, independent
their productivity and promote activities. producers, and poor workers 
social equity. and households.

� Financial legislation � Promote the development of the � Financial deepening enables 
financial system to increase access of the poor to financial services.
private sector access to financing.

� Financial regulation � Guarantee financial sector  � Protect deposits, especially 
stability. those of small depositors. 

� Capital markets � Promote competition and  � Promote competition and 
increase the efficiency of  efficiency in the financial 
intermediation. intermediation, to reduce 

the cost of credit and other  
financial services to the poor.

� Strengthening of assets  � Improve property registry � Improve property titling in rural  
property rights and guarantee systems. and urban areas, access to land,  

registration systems and guarantees,   
for the poor.  

� Improve access to micro  � Create and consolidate micro � Improve and expand access 
finance finance systems in countries to financial services for small producers,

with appropriate institutional  micro-enterprises, and poor workers  
framework and improve and households.
institutions responsible for  
managing credit rating systems.

Areas of Action Relationship to the Sustainable  Relationship to the Poverty  
Economic Growth Strategy Reduction Strategy
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B. Human  Improvement and efficient Improve employment 
Resources use of human resources options for the poor 

Objective: Support training programs,  Objective: Support training and labor Objective: Labor reform and training 
and labor reforms, to enhance labor  legislation reform to enhance for small entrepreneurs, small producers 
productivity and inclusion. employment and productivity and workers, to improve their  

of the labor force. employment and productivity.

� Reform training Systems � Reform public training institutions � Improve institutions to promote    
to make training more relevant investment in training for the poor.  
to the companies’ needs. 

� Training of employers  � Design training programs � Improve productive capacity 
and workers to foster entrepreneurial  of microenterprises by facilitating 

development. access to training services  
and programs adapted to the   
specific needs of Micro and SME’s. 

� Labor legislation � Modernize labor legislation � Remove obstacles in the labor market  
to promote the efficient use  to facilitate the insertion of low-skilled  
of human resources. workers.

� Strengthen labor  � Improve labor intermediation � Reduce unemployment 
intermediation systems to increase employment  of poor workers.

and productivity.

C. Infrastructure Services Improve delivery  Enhance inclusion  
of infrastructure services by expanding access of the  

poor to infrastructure services  

Objective: Improve access  Objective: Expand access Objective: Increase access to basic  
to infrastructure services to increase  to basic infrastructure services. infrastructure services in marginal areas.
productivity and competitiveness.  

� Regulatory frameworks � Setting-up regulatory framework � Further competition and increasing 
for provision of infrastructure in infrastructure that would coverage enables access of the poor   

stimulate competition, increase   to infrastructure services. 
efficiency and enhance  
quality and coverage of services.  

� Infrastructure investment � Increase financing for the  � Increase financing for the provision 
provision of adequate of adequate infrastructure    
infrastructure services. services in poor areas.

Areas of Action Relationship to the Sustainable  Relationship to the Poverty  
Economic Growth Strategy Reduction Strategy
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� Restructuring and privatization  � Support restructuring  � Improve access of the poor 
of state companies and privatization processes  to basic infrastructure services-water,  

of state enterprises to increase  electricity, transportation and 
coverage and efficiency in the    telecommunications — through
provision of infrastructure services. adequate technology and sustainable 

systems.

D. New  Assimilation and development Expand access of science 
Technologies of new technologies and technology to the poor

Objective: Promote the development  Objective: Promote knowledge Objective: Promote the diffusion
and assimilation of new   assimilation and the dissemination  and assimilation of adequate 
technologies. of new productive technologies. productive technologies among  

micro and small-size enterprises
and agriculture producers. 

� Diagnose science and technology  � Evaluate national innovation  � Identify opportunities to develop
systems systems to identify strengths and adapt technologies 

and weaknesses. that directly benefit the poor,  
especially in rural areas.

� Strengthen institutions  � Support integrated programs � Promote institutions that 
for science and technology and organizations that generate  generate science and technology
generation science and technology  for poor farmers and small 

knowledge. entrepreneurs.

� Strengthen intellectual  � Improve property rights. � Protect and promote traditional 
property rights knowledge as part of local 

development programs.

� Accelerate technological   � Promote assimilation � Promote dissemination 
improvement of enterprises new technologies in enterprises. of new technologies among  

small enterprises and producers. 

Areas of Action Relationship to the Sustainable  Relationship to the Poverty  
Economic Growth Strategy Reduction Strategy
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E. Cooperation for  Promote cooperation between Promote cooperation   
Competitiveness the public and private sectors between the public and

to enhance competitiveness  private sectors to enhance   
competitiveness of the poor

Objective: Promote the modernization  Objective: Improve the environment Objective: Improve the environment 
of public institutions that support private  for private activities. for the activities of small producers.
productive activities. 

� Public-private sector cooperation   � Promote dialogue and cooperation � Promote cooperation between 
to enhance competitiveness between the public and private the public and private sectors, 

sectors to enhance competitiveness  including civil society groups 
and growth. and community organizations, 

to enhance productivity and growth   
of microenterprises, through the 
development of clusters, networks and 
subcontracting chains.

� Corporate Social  � Increase factor productivity  � Generate benefits for workers, 
Responsibility by improving labor relations  consumers, suppliers, among them  

and community participation. the poorest. 

F. Competitiveness and Promote sustainable Environmental management 
Natural Capital management of natural  for poverty reduction

resources

Objective: Preserve natural capital Objective: Reinforce sustainable Objective: Avoid the vicious circle  
avoiding overexploitation use of natural resources. of poverty and environmental degradation.
and increased pollution.

� Preserve productive value  � Reinforce the productive � Increase the income of the poor based  
of natural resources capacities of natural resources  on sustainable and efficient use of 

and guarantee their sustainability.  natural resources.

� Promote clean production  � Promote private sector  � Promote the development of poor local  
processes involvement in environmental areas through eco-tourism and   

management to reduce production sustainable management of protected  
cost. areas.

� Capitalize regional and  � Increase growth using environmental  � Take advantage of global and regional 
global opportunities comparative advantages.   and environmental initiatives to improve 

the welfare of the poor.

Areas of Action Relationship to the Sustainable  Relationship to the Poverty  
Economic Growth Strategy Reduction Strategy
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