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EXECUTIVE SUMMARY

In accordance with the mandates of its new institutional strategy, in mid-2003, the Bank
approved a new strategy package for its basic objectives and priority areas of action, which
reaffirm its commitment to poverty reduction and the promotion of social equity. Poverty
reduction and promotion of social equity and sustainable economic growth are the Bank’s
two overarching objectives. The comparative advantages for making headway toward these
objectives mentioned in the institutional strategy are competitiveness, social development,
regional integration, and modernization of the State. The cross-cutting nature of the
environmental dimension is also recognized in this new approach, to which end the new
package includes a new environmental strategy that seeks appropriate internalization of
environmental sustainability. The strategies propose a renewed and integrated package of
actions that the Bank can take to support the countries, with the goal of achieving poverty
reduction and economic growth with greater equity that is in harmony with natural capital.
These action priorities are consistent with the commitments made by the region’s Heads of
State and Government to the Millennium Development Goals, particularly the goal of
reducing by half the proportion of people living in extreme poverty by the year 2015,
compared to 1990 levels.

This report outlines the main activities for poverty reduction and social equity promotion
carried out by the Bank during 2003.> These activities are presented under the framework of
the new poverty reduction and social equity promotion strategy that is now being
implemented. The strategy takes a multidimensional approach to poverty, identifying its root
causes and the policy actions and programs required to reduce it and to promote social
equity. The report presents a selection of innovative examples in loans and operations to
combat poverty in the Bank’s priority areas of competitiveness, social development,
regional integration, and modernization of the State. It also presents the Bank’s nonfinancial
activities that form part of the action priorities established in the strategy.

The objective of this document is to report on the Bank’s activities related to poverty
reduction and progress toward the goals of the Eighth Replenishment. Accordingly, it
presents a descriptive analysis of changes in poverty in the region and the achievements in
the portfolio of approved loans in terms of the objectives mentioned earlier. In accordance
with the recommendations of the Bank’s Board of Executive Directors, next year’s report
will present a more detailed analysis of the impact of the Bank’s operations for poverty
reduction and promotion of social equity, updating the previous year’s report. The impact
evaluations described in the earlier report pointed to favorable results for the impact of the
types of programs supported by the Bank in the region.

2 Information on indicators and classification criteria for Bank loans to measure progress toward the targets of

the Eighth Replenishment and the new poverty reduction and social equity promotion strategy can be found
at: http://www.iadb.org/sds/POV/site 18 e.htm.
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Poverty reduction activities

Poverty reduction in the region. The most recent evidence indicates that the stagnation in
poverty reduction in Latin America and the Caribbean that began in 2001 continued in
2003.> A projection based on the impact of growth on poverty indicates that the prevalence
of poverty (measured by the line of US$2 a day, PPP) remained virtually unchanged
between 2002 and 2003, rising by just 0.14 percentage points. This rise was less than one
third of the rise in 2002 (0.47 percentage points), for a level of 34.19%, which may be a sign
that upward trend in poverty indicators is close to peaking.

Cumulative indicators of progress toward the Eighth Replenishment targets. The target for
amount has been surpassed and the target for number is very close to being achieved. With
respect to compliance with the indicative targets of the Eighth Replenishment, in cumulative
terms, the value of social equity promotion loans (SEQ) approved between 1994 and 2003
was the equivalent of 49.9% of the total value of the regular loans approved by the Bank in
that period, which was higher than the cumulative target established in the Eighth
Replenishment of 40%. The number of SEQ loans approved in the period 1994-2003
equaled 48.4% of the total number of loans, which is still below the Eight Replenishment’s
target of 50% (see Graph 1).

Graph 1: Cumulative percentage of SEQ loans

Graph 2. Annual percentage of SEQ-classified loans
approved (1999-2003): Number and amount rap ua'p 9 "
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Annual indicators compared to the Eighth Replenishment targets. The amount exceeds and
the number falls short of the goal. The annual performance of the SEQ loan program
contributed to compliance with the cumulative targets for amount under the Eighth
Replenishment but was lower than in 2002 (amounting to 52.4% of the total value of loans
approved in 2003, compared to 71% in the previous year). The sharp drop in 2003 is largely
because of the extraordinarily high level achieved in 2002 (see Graph 2). The annual
contribution of the SEQ loan program to the cumulative numerical percentage was negative.
SEQ operations accounted for 44.1% of the total number of loans approved in 2003,
continuing with the decline since 2001 and below the average since 1994.

3 ECLAC estimates also show a deterioration in poverty indicators in the region during the same period,

although the figures vary from country to country (see the following page:
http://www.iadb.org/sds/POV/site_18 e.htm).



Poverty-targeted investment loans. Although PTI loans declined in amount in 2003, they
remained high compared to the years prior to 2002. However, the number of PTI loans was
smaller, even when compared to other years. PTI loans accounted for 50% and 41.3% of the
total amount and number of investment loans approved in 2002, compared to 74.5% and
46.2% in 2003. Sector SEQ loans represented 35.3% and 20% of the total amount and
number of sector operations approved in 2003, compared to 62.3% and 66.6% in 2002.

Output indicators of the poverty reduction strategy. The output indicators of the poverty
reduction strategy show progress in the production of poverty papers, support for poverty
reduction strategies, support for the MECOVI program, and the performance of impact
evaluations. There has been a standstill, however, in the cumulative amounts of loans for
human capital formation in the context of the Millennium Development Goals (MDGs), in
SEQ loans in nonsocial sectors intended to promote the creation of opportunities for the
poor, and in SEQ loans with social protection components. This can be explained in part by
the delay in implementing the new strategy in the loan portfolio, which will take two or
three years, given the Bank’s programming cycle.

Innovative activities for poverty reduction. In 2003, the Bank continued its innovative
activities to contribute to poverty reduction in its areas of comparative advantage, including
competitiveness, regional integration, modernization of the State, and social protection,
following the guidelines of its new set of strategies. The Multilateral Investment Fund (MIF)
also continued to allocate a large portion of its resources to support microenterprises,
microcredit, training for young people, and remittances. In addition, the Inter-American
Investment Corporation (IIC) continued to support the fight against poverty through loans
for the development of small and medium-sized enterprises in the region.

Challenges for the Bank in poverty reduction. Given the increase in the Bank’s portfolio of
operations for competitiveness and better economic opportunities for the populace, one of
the challenges in the coming years will be to increase the percentage of SEQ loans in the
nonsocial areas. Also, to operationalize the new poverty reduction and social equity
promotion strategy, the Bank will have to increase the number of country poverty papers, so
that more attention can be paid to the causes and consequences of poverty in the
programming process, to dialogue with the countries, and to preparation of the country
strategies. The recommended goal for poverty papers is to have one for every country by
2005.
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I. INTRODUCTION

The Bank began to implement its new poverty reduction and social equity
promotion strategy in 2003, which was approved by the Board of Executive
Directors in July of that year. The strategy forms part of the new strategy package
for the basic objectives and priority areas of action through which the Bank has
reaffirmed its commitment to poverty reduction and social equity promotion.
Poverty reduction and social equity promotion and sustainable economic growth
are the Bank’s two overarching objectives. Its areas of comparative advantage for
achieving those two objectives mentioned in the institutional strategy are
competitiveness, social development, regional integration, and modernization of the
State. The cross-cutting nature of the environmental dimension has also been
recognized in this new approach, and the new package includes a new
environmental strategy that seeks to internalize environmental sustainability. The
new poverty reduction and social equity promotion strategy takes a
multidimensional approach to poverty, identifying its root causes, and the policy
actions and programs required to reduce it and to promote social equity. Taken
together, the seven strategies propose a renewed and integrated set of actions that
the Bank can take to support the countries, with the goal of achieving poverty
reduction and economic growth with greater equity that is in harmony with natural
capital. These action priorities are consistent with the commitments made by the
region’s Heads of State and Government to the Millennium Development Goals,
particularly the goal of reducing by half the proportion of people living in extreme
poverty by the year 2015, compared to 1990 levels.

This report contains an analysis of the changes in the region’s poverty indicators
during 2003, based on estimates of the impact that economic growth has had on
them and assuming that inequality in the region remained unchanged; quantitative
indicators from the lending program, specifically the amount and number of SEQ
operations, compared to the indicative targets of 40% and 50% of all operations,
respectively, and PTI loans and other credit operations of the IDB group; and the
main activities for poverty reduction and social equity promotion carried out in
2003, which are presented in light of the new strategy for poverty reduction and
social equity promotion approved by the Board of Executive Directors in August
2003. The report also presents a selection of loans that contain innovative
components for the fight against poverty and a report on nonfinancial activities that
support the creation and dissemination of knowledge about poverty and its
determining factors and activities for its reduction, grouped into the priority areas of
the new poverty reduction strategy. The activities include policy dialogues, the
preparation of national poverty reduction strategies, studies on aspects that are
relevant for the Bank’s portfolio, and seminars and conferences to disseminate
knowledge in this field. In accordance with the recommendations of the Bank’s
Board of Executive Directors, next year’s report will present a more detailed
analysis of the impact of the Bank’s operations for poverty reduction and social
equity promotion, updating the previous year’s report. The impact evaluations
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described in the earlier report showed favorable results for the impact of the types
of programs supported by the Bank in the region.

Section II of this report presents a brief discussion of recent trends in poverty
indicators in the region. Section III presents the quantitative results of the loan
portfolio approved in 2003 for poverty reduction and social equity promotion. That
section also presents a selection of loans considered to be best practices on account
of the innovative components in their design. Section IV describes the nonfinancial
activities carried out by the Bank to implement the new poverty reduction and
social equity promotion strategy, and Section V presents conclusions.

POVERTY AND INEQUALITY IN LATIN AMERICA AND THE CARIBBEAN

Although growth was positive for the region in 2003, it was insufficient to keep up
with the increase in population and so growth in per capita GDP was negative.
However, the drop in the per capita product was considerably less than in 2002 and
recent projections suggest that the region is on the road to recovery from the present
crisis. The performance of per capita GDP suggests that there was a very small
increase in poverty during the year—Iess than in 2002—assuming that there were
no major changes in income distribution.* The increases in the poverty rate in recent
years are a regression compared to the progress made during the last decade.’

A simulation exercise based on growth in the region in the period 2001-2003° found
that the poverty rate (percentage of people living on less than US$2 a day PPP)
stagnated on account of insufficient economic growth in that period. Although the
annual increase in the poverty rate in that period is moderate, the cumulative effect
since 2001 is almost 1%, bringing the level to 34.19%, which is close to the 1998’
figure. This is compounded by high unemployment rates, which were 10.7% for the
region in 2003, the highest level in recent years. Although the region made
significant progress in most of the MDG indicators, still further effort is needed
than in previous years to achieve the poverty reduction goal® because of economic
stagnation in the region during 2003.

The most recent information from ECLAC (2001/2002) points to increases in inequality compared to
1999 in about one half of the countries in the region for which information is available.

By 2000, after a reduction in poverty of just over 10% during the 1990s, about one third of the population

was living in poverty measured by the percentage of people earning less than US$2 a day PPP.

Growth data are calculated based on the International Monetary Fund’s World Economic Outlook, April
2004.

ECLAC’s estimates also find an increase in the poverty rate in the region in 2001.

For a more detailed description of progress in the region in these indices, see Inter-American Development

Bank, 2004, Millennium Development Goals in Latin America and the Caribbean.
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One of the characteristics of the region that dampens the impact of growth on
poverty reduction is sharp inequality, which makes it difficult for the poor to share
in growth and increases their vulnerability to economic recessions. An analysis of a
sample of 13 countries in the region for the 1990s shows that the income of the
poor grew faster than the general average in just three countries out of 11 with
positive growth rates, while in the countries whose GDP declined, the poor suffered
in greater proportion.

It should be stressed that these poverty projections are indicative. As mentioned
earlier, our projection is based on observed changes in poverty and growth—
controlled by existing levels of inequality. The trend in poverty in the years ahead,
however, will not depend solely on the performance of the economy; it will also
depend on changes in income distribution. The scope of social and economic
policies and the individual characteristics of each country may also have had an
influence on the final impact of growth on poverty reduction in the region in recent
years.

LENDING FOR POVERTY REDUCTION AND PROMOTION OF SOCIAL
EQuITYy IN 2003

Compliance with the Eighth Replenishment targets

In 2003, the Bank continued to demonstrate its firm commitment to directing a
large part of its lending operations to projects that promote social equity in the
region and are targeted to the very poor. In that year, the Bank’s portfolio continued
to be affected by the regional crisis. Although the volume of SEQ loans contributed
to compliance with the cumulative indicative target mandated by the Eighth
Replenishment, the number of loans was under target and below the average
achieved in earlier years, meaning that the Bank fell short of compliance in
cumulative terms. The value of SEQ loans approved between 1994 and 2003 has
been equivalent to 49.9% of all regular loans approved by the Bank, which exceeds
the cumulative target for amount of 40% (see Graph 1). The number of SEQ loans
approved in 1994-2003 was equivalent to 48.4% of total loans, which is still below
the cumulative target for number of 50%. Tables 1-3 in Appendix I present a
breakdown for the period 1998-2003.°

In 2003, US$1,898.7 million was approved in SEQ loans, continuing the decline in
the amounts lent annually that began in 2001. This trend goes hand-in-hand with a
decline in the Bank’s total regular lending, which peaked in 2001. In 2003, regular
lending amounted to US$3,620.1 million, the lowest level since the PTI/SEQ was
introduced. In percentage terms, SEQ loans were equivalent to 52.4% of total

Current classification criteria and their changes over time are presented in the following webpage:
http://www.iadb.org/sds/POV/site 18 e.htm.
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regular loans in 2003, which is much higher than necessary to meet the cumulative
target for amount of 40% (see Graph 2). The percentage of SEQ loans, in the
context of a reduction in the total amount lent in regular operations, remained
higher than the historical average (46.6% of the total for regular loans between
1994 and 2002), but was lower than in 2002, when the historical high for SEQ
loans was reached (71% of the total amount for regular loans).

As for the number of operations in 2003, 30 SEQ loans were approved'’ compared
with 43 SEQ loans in 2002. The figure represented 44.1% of the total number of
loans approved in 2003, compared to 56.6% in 2002. This percentage of SEQ loans
approved in 2003 is the lowest since 1997 and below the historical average of
48.9% between 1994 and 2002, which brings down the percentage of SEQ loans
approved since 1994 and fails to meet the cumulative target for number of
50% established in the Eighth Replenishment.

Table 2 shows the SEQ loans approved according to country group by number and
amount. As for amount, the share of SEQ loans going to Group A & B countries out
of the total fell from 89.2% in 2002" to 54.8%. This level, however, is still higher
than in the years prior to 2002. In 2003, the C & D countries saw a slight increase in
their share of total SEQ loans, which rose from 46.9% to 48.9%. This increase was
concentrated in the Group D countries, whose share of the total rose from 50.8% to
57.7%. Although the fall in value of SEQ loans in A & B countries is largely due to
the extraordinarily high level in 2002, Group C continues a decline that began in
2001, receiving just 23.5% of the total amount lent in regular operations to this
group, which is far below the cumulative goal of 40%." As for the number of
operations, Group B was the only group whose percentage increased. Group A fell
from 81.8% in 2002 to 50% in 2003, which is similar to the years prior to 2002.
Group C maintained a level of 40% and Group D fell for the second year in a row,
to 40.6%, both below the target for the number of operations of 50%.

The lowest number of SEQ loans approved since 1996.
The extraordinarily high level in 2002 was due to the Oportunidades program in Mexico. If this program is

not included, the percentage of SEQ out of total value for A & B countries falls to 81%.

Group C countries include Bahamas, Barbados, Costa Rica, Jamaica, Panama, Suriname, Trinidad and

Tobago, and Uruguay.



Graph 3
Percentage distribution of SEQ loans approved in 2002-2003 by amount
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Table 3 and Graph 3 show the value of SEQ loans approved by sector. In 2003, the
social sectors’ share of the total value of SEQ loans was 72.7%, one of the highest
levels in recent years. In terms of number, the social sectors rose from 60.5% in
2002 to 63.3% in 2003. As can be seen in Graph 3, much of this increase is due to
larger loans in the fields of education and health care which, together, rose from
4.2% in 2002 to 33% in 2003. SEQ’s share out of total value in the environment
and microenterprise sectors rose from 5.9% to 9.7%. The indicator for the number
of loans fell from 18.6% en 2002 to 3.3% in 2003. The increases under
consideration came at the expense of the SEQ share of loans for infrastructure, the
productive sectors, and modernization of the State, which fell from 26.6% to
17.6%." 1t should be noted that although the value of SEQ loans in the sectors in
question fell from 40% to 17.6%, total lending for those sectors was up, from
US$1,908 million to US$2,088.4 million.

The PTI loans form part of the set of SEQ loans. They fell in volume from 74.5% in
2002 to 50% in 2003 and in number from 46.2% in 2002 to 41.3% in 2003,
respectively. Although the new levels are not low compared to the years before
2002, which was an exceptional year on account of the Oportunidades loan to
Mexico, they occurred in a context in which investment loans account for a
particularly low percentage of total regular lending. In absolute terms, the total
volume of PTI loans fell from US$2,384 million in 2002 to US$786 million in
2003, which is less than one third of the volume in 2002 and significantly lower
than in previous years. SEQ sector loans, for their part, represented 35.3% and

" Although in number, they increased from 20.9% to 33.3%.
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20% of the total amount and number of sector operations approved in 2003, in
comparison with 62.3% and 66.6% in 2002 (Table 1 summarizes the sector loans
approved in 2002 and 2003).

Table 1
Policy-based sector loans in 2002-2003
(SEQ in bold face)
2002

Country Name Amount
Nicaragua Social policy reform 30

Peru Fiscal reform 300
Guatemala Modernization of the State 11 200

2003

Country Name Amount
Bolivia Support for fiscal sustainability 63
Bolivia Support for competitiveness 87

El Salvador Reforms for competitiveness 100
Haiti Reform of public finances 25
Mexico Consolidation of the financial system 300
Nicaragua Modernization of the State and fiscal reform 25

Peru Reform for competitiveness 300
Uruguay Strengthening of the financial system 200
Colombia Health care and social security reform 400
Ecuador Social sector loan 200

Output indicators for the Bank’s poverty reduction and social equity
promotion strategy

As for the output indicators of the Bank’s poverty reduction and social equity
promotion strategy in 2003, the cumulative amount of lending with a direct impact
on the education component of the Millennium Development Goals in the period
1999-2003 slipped from 24% to 23%, compared to the period 1999-2002. The
cumulative amount of loans with a direct impact on the health care component of
the MDGs for the period 1999-2003 remained unchanged in comparison with the
period 1999-2002, at 25%. The approved value of SEQ loans in nonsocial sectors,
intended to promote the creation of opportunities for the poor and strengthen the
capacity to develop and implement policies and programs for poverty reduction and
social equity promotion, skipped from 31% in the period 1999-2002 to 29% in the
period 1999-2003 and the percentage of SEQ loans with social protection
components held steady at 30% in the two periods.



Table 2

Regular loans with a direct impact on the human capital components of the MDGs, nonsocial SEQ loans

with an impact on poverty, and SEQ loans with a social protection component
(as a percentage of the number and total value of loans in each category)

Number Value

1999-2002  1999-2003 2003  1999-2002 1999-2003 2003

o a0 o

Education MDG 15% 14% 10% 24% 23% 16%
Health care MDG 22% 20% 12% 25% 25% 24%
human capital (a & b) MDG 26% 25% 18% 32% 32% 32%
Nonsocial SEQ 33% 32% 30% 31% 29% 17%
Social protection SEQ 18% 16% 7% 30% 30% 32%
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Contributions of the MIF, the IIC, and the Social Entrepreneurship Program

Other credit operations of the IDB group have a considerable influence on poverty
reduction in the region. In this set of transactions, the lending and capital
investment operations of the IIC stand out, since they promote the establishment,
expansion, and modernization of many small and medium-sized private enterprises
in Latin America and the Caribbean. Fourteen direct projects, 10 operations with
financial intermediaries, and two regional programs were approved in 2003, for a
total of US$318.7 million. Estimates suggest that those operations will create
9,200 jobs, generate annual exports worth US$146 million, and contribute
US$242 million a year to the region’s GDP. For every dollar allocated by the
Corporation for projects approved during the year, two dollars will be mobilized
from other sources. Operations benefited 2,870 people through programs and
productive chains and 2,935 people benefited from the operations as a whole.

During 2003, the MIF’s activities contributed to poverty reduction through three
key lines of activities: remittances, microfinance, and microenterprise. In
remittances, the MIF organized conferences in Spain, Washington, Ecuador,
Guatemala, and Mexico, financed two studies to gain a better understanding of
those flows, and approved a loan for US$8 million to reduce costs and boost the
capacity to process remittances in the Dominican Republic, in addition to providing
technical assistance for US$840,000. In the area of microfinance, the MIF
continued to support microlending entities to enable them to become regulated
financial institutions, and to assist new institutions in introducing microfinancial
services. As part of those activities, the MIF made an investment of US$4 million
in a fund that will capitalize up to 15 institutions, generating an expected total of
214,300 new loans for small and medium-sized enterprises. The MIF also provided
support in the form of technical assistance for the establishment and upgrading of
SMEs. For example, it approved a project for US$1,140,000 to establish a system
to consolidate businesses managed by young people in Peru, through training
programs.
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In 2003, the Bank continued to support SMEs through the Social Entrepreneurship
Program (SEP) operated by SDS/MSM, which carried out a total of 16 projects
costing US$7.6 million. They include five microfinance projects in El Salvador,
Peru, Costa Rica, and Panama, which seek to boost competitiveness by providing
the poor, who have traditionally been excluded from credit, with access to
microloans. Seven projects were carried out in Colombia, Nicaragua, Mexico, and
Bolivia to support the productivity and marketing skills of microenterprises,
through the use of appropriate productive and organizational technologies to enable
them to position themselves in different markets, and innovative instruments such
as financial leasing. Three pilot projects were approved in El Salvador, Suriname,
and Guatemala. The first was to support and encourage companies to find the
means of channeling their contributions to the very poor and bypassed production
sectors, through cofinanced SEP projects. The second was to boost competitiveness
through the capitalization of microenterprises, training, creation of a business
support center, and dissemination of an entrepreneurial culture. And the third was
to facilitate economic and social inclusion for poor youths, through a pilot program
that offers alternative training and job guidance to develop their technical,
entrepreneurial, and labor skills. Lastly, a project was approved in Honduras to
promote the competitiveness of small coffee growers in depressed rural areas,
through sustainable and alternative activities, such as beekeeping, which will enable
them to improve their incomes, given the current coffee crisis.

Examples of innovative loans for social equity promotion

In 2003, 30 projects for poverty reduction and social equity promotion were
approved in the countries of the region. This section highlights a selection of
projects that are innovative in their design and that supported interventions in each
of the four priority areas in the Bank’s institutional strategy (competitiveness, social
development, modernization of the State, and integration) and the environmental
strategy, national poverty reduction strategies, and actions to strengthen social
protection systems in the countries."

Competitiveness

The local roads program in Ecuador, for US$30 million, has the objective of
improving access by the poor to social services, markets, and other income-
generating activiti