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I. THE SECTOR FRAMEWORK DOCUMENT IN THE CONTEXT OF CURRENT
REGULATIONS AND THE 2010-2020 INSTITUTIONAL STRATEGY
A.

The Support to SMEs and Financial Access/Supervision Sector Framework
Document as part of existing regulations

1.1

This document replaces the Support to SMEs and Financial Access/Supervision
Sector Framework Document (SFD) (document GN-2768-3) approved by the
Operations Policy Committee on 13 June 2014, in accordance with paragraph 1.20
of document GN-2670-1, “Strategies, Policies, Sector Frameworks, and Guidelines
at the IDB,” which establishes that SFDs are to be updated every three years.

1.2

The Support to SMEs and Financial Access/Supervision SFD is one of 20 SFDs
prepared under document GN-2670-1, which together provide a comprehensive
vision of the region’s development challenges. Given the crosscutting nature of
financing, this SFD complements the Innovation, Science, and Technology SFD
(document GN-2791-3) by helping to drive investment in technological innovation
and adoption; the Integration and Trade SFD (document GN-2715-6) by fostering
closer integration of the productive sector of Latin American and Caribbean (LAC)
countries into the global economy; the Agriculture and Natural Resources
Management SFD (document GN-2709-5) by helping to expand access to finance
for agricultural enterprises; the Transportation (document GN-2740-7) and Energy
(document GN-2830-3) SFDs by helping to create a favorable institutional context
for infrastructure investments and private-sector participation; and the Climate
Change SFD (document GN-2835-3) by supporting institutional capacity-building
and providing technical and financial support to the countries in the region to address
the risks arising from climate change and, where possible, mitigate its causes. This
SFD also dovetails with the Bank’s five sector strategies, particularly the Sector
Strategy on Institutions for Growth and Social Welfare (document GN-2587-2), the
scope of which includes enhancing the productivity and growth of small and mediumsized enterprises (SMEs) by taking a holistic approach that encompasses the supply
of financing as well as efforts to transform SMEs into creditworthy and competitive
businesses.

B.

The Support to SMEs and Financial Access/Supervision Sector Framework
Document and the IDB Institutional Strategy

1.3

This SFD is consistent with the Bank’s Update to the Institutional Strategy
2010-2020 (document AB-3008), which recognizes low productivity levels as a
structural challenge to the region’s development that the Bank must tackle. In
particular, this strategy considers limited access to finance to be a key factor
constraining productivity and growth in the private sector in the region. This SFD
guides the Bank’s work in helping countries in the region build properly regulated
and supervised financial systems that: (i) increase resilience to internal and external
shocks; (ii) reduce information asymmetries; and (iii) expand the financing frontier
for innovation, technological adoption, and integration into value chains, with a view
to boosting productivity in the region’s countries. This SFD is also consistent with
the crosscutting issues identified in the Update to the Institutional Strategy: gender
equality and diversity (highlighting the obstacles faced by disadvantaged segments
of the population, especially women, seeking access to finance); climate change and
sustainability (because it promotes institutional capacity-building and support to
countries in the region in addressing the risks arising from climate change); and
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institutions and the rule of law (because it promotes the strengthening and building
of institutional capacities, as well as the strengthening of regulatory frameworks for
trade and investment).
1.4

This document focuses on the importance of improving access to finance for the
productive sector in Latin America and the Caribbean, as a way to boost productivity
in the region.1 “Productive sector” is understood as all companies that produce
goods and services and whose decisions tend to reflect private interests.
Accordingly, this document adopts a holistic approach to the problem of SME access
to finance. This approach is based on the premise that SMEs exist in a wider context
of productive relationships and there is a two-way relationship between SMEs’
productive development and the productive environment in which they operate
(OECD/ECLAC, 2013). This leads to the conclusion that the best starting point for
understanding the dynamics of SMEs is to analyze and review the policy measures
affecting access to finance for the productive sector as a whole. It is also important
to highlight that while SMEs account for a significant share of employment, the
approach in this SFD focuses on their contribution to the economy’s aggregate
productivity.

II. INTERNATIONAL EVIDENCE ON THE EFFECTIVENESS OF POLICIES AND PROGRAMS IN
THE SECTOR AND IMPLICATIONS FOR THE IDB’S WORK
2.1

This section presents the results of a review of the literature and international
experience on the improving access to finance for the productive sector, primarily
for SMEs, as a means of boosting economic productivity. The analysis focuses on
two types of policies: (i) legal and regulatory reforms; and (ii) productive financing
policies. In addition, in view of the recent changes in the financial system in the
context of the new digital economy, a subsection is added to address the challenges
and opportunities for the financial system in general and productive financing in
particular. Next, Section III addresses the main challenges for the region in
expanding the productive sector’s access to finance and thereby boosting economic
productivity. Section IV presents the results of the analysis of lessons learned on the
Bank’s experience in the sector. Lastly, based on the results described in the
preceding sections, Section V identifies the goals, principles, dimensions of success,
and lines of action for the Bank’s operational and research activities regarding
access to finance for the productive sector, particularly for SMEs.

A.

Productivity is an essential and determining factor of economic growth

2.2

According to the existing literature, the disparities in levels of economic growth
between various countries and regions are primarily due to differences in
productivity. There is also extensive evidence that, in the long run, only through

1

In keeping with the document, “Strategies, Policies, Sector Frameworks, and Guidelines at the IDB”
(document GN-2670-1, Annex II), this SFD is confined to issues related to productivity in SMEs and, in
particular, barriers to SME’s access to finance, as well as financial supervision considerations. At the same
time, the Bank, through various units, is working on other financial dimensions, including financial inclusion.

-3-

increased productivity can countries sustain the growth of their economies and
thereby improve standards of living.2
2.3

Productivity is a measure of the efficiency with which inputs are used to obtain a
given set of outputs. The specialized literature has tried to explain differences in
productivity by using two approaches. The first is to study the differences in
technology between similar businesses operating in different countries (Klenow and
Rodríguez-Clare, 1997), shining a light on how resources are allocated within a
(representative) business. Factors such as the speed of technology spread across
countries become more important under this approach. The second approach is
based on the empirical observation that, in any given economy, there are enormous
differences in productivity among businesses, even within well-defined subsectors
(Syversson, 2011). In that case, the allocation of resources (capital, labor) among
businesses acquires greater importance. Recent evidence shows that inadequate
resource allocation is responsible for a considerable portion of the differences in
productivity between countries (Restuccia and Rogerson, 2008; Hsieh and Klenow,
2009).

2.4

There is a broad set of factors that determine an economy’s productivity. These
include: (i) the level and quality of human capital education and training; (ii) the
functioning of labor markets; (iii) the capacity to generate, transmit, and absorb
knowledge;3 (iv) the institutional context and business climate in which economic
agents operate; (v) the scope and quality of infrastructure; and (vi) fiscal policy (IDB,
2010; IMF, 2013a). This document focuses on the role and conditions of companies’
—particularly SMEs’—access to finance as one of the key determinants of the
allocation and efficiency of factors of production in the economy and, therefore, one
of the key determinants of increased productivity.

B.

Access to finance is crucial to raising productivity levels

2.5

The relevance of access to finance and development of financial systems as a key
determinant of the productivity dynamics has been widely documented. The
literature offers empirical evidence that there is a causal relationship between the
level of development of the financial system and economic growth (Rajan and
Zingales, 1998; Beck et al., 2000), and that this occurs primarily through the effect
of the former on productivity (IDB, 2010; Arizala et al., 2013).

2.6

The empirical evidence shows that more developed financial systems help to boost
productivity by: (i) allowing better allocation of factors toward projects with higher
returns (Galindo et al., 2007; Buera et al., 2011); (ii) creating incentives for innovation

2

3

Caselli (2005) provides an extensive review of the literature, highlighting the role of total factor productivity
(TFP) as the principal source of income disparities between countries. In the case of Latin America, Cole
et al. (2005), Daude and Fernández-Arias (2010), and the IDB (2014a) show that, in the past three
decades, the per-capita gross domestic product (GDP) of Latin American and Caribbean (LAC) countries
has failed to converge with that of more advanced countries due to stagnating TFP growth. Ruprah et al.
(2014) show that declining TFP largely explains the per-capita GDP gap among Caribbean countries.
Stagnating TFP growth in LAC is partially the result of resource allocation to sectors that are more informal
and disinclined to innovate, leading to low marginal productivity of informal businesses relative to formal
ones (Busso et al., 2012a).
Knowledge generation, transmission, and adoption is an essential factor in boosting an economy’s
productivity, as has been widely recognized in the international literature (IDB, 2010 and 2014a;
Syversson, 2011). The relationship between productivity and innovation is addressed in depth in the
Innovation, Science, and Technology SFD. The present SFD shows that access to finance is crucial in
allowing the productive sector to have the necessary resources to develop innovation processes and at
the same time support new firms and technology-based companies.
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and for research and development (Aghion et al., 2010), facilitating access to
markets and to higher value-added segments (Manova and Yu, 2010);4 and
(iii) softening the impact of volatility and macroeconomic shocks5 (Aghion et al.,
2005; Cavallo et al., 2013).
C.

Determinants of access to finance

2.7

An economy’s access to productive finance is determined by a variety of factors.
The first is the economy’s productive structure: a weak productive structure—
skewed toward informality and relatively low value-added sectors—will negatively
influence the financial system’s capacity to finance more productive activities (Busso
et al., 2012b; Levy, 2012; Ruprah et al., 2014). This is due to the fact that small and
informal sectors are less conducive to generating accurate, verifiable credit
information and at the same time create higher transaction costs for financial
intermediaries. This is especially the case for SMEs, which places them at a
disadvantage for obtaining credit with respect to larger businesses. A second
determinant is the institutional and regulatory environment, particularly adequate
specification of property rights, quick and efficient enforcement of financial contracts,
and management of microfinancial risks, especially those of a systemic nature
(Fernández and Tamayo, 2017). The levels of uncertainty and information
asymmetry are also very important. Incomplete information can lead to situations in
which the risk premiums involved are so high that they exceed the rates of return of
the projects, producing an equilibrium in which these risks are not financed, while
information asymmetry results in moral hazard and adverse selection phenomena.
Lastly, we have scale and other transaction costs. When the structural and
institutional limitations are severe or the information and transaction costs are very
high, the result is a series of market failures, such as: (i) incomplete markets,
(ii) externalities and public goods; and (iii) coordination failures and strategic
behaviors by agents.

2.8

When market failures are severe, the result tends to be a poorly developed and
inefficient financial system, characterized by: (i) low supply and high costs of
financing to the productive sector;6 (ii) incomplete capital markets, risk management
instruments, and insurance; and (iii) weak institutional and legal frameworks for
macrofinancial regulation and oversight.

4

5

6

In the case of developing countries, financial systems that work properly can also create incentives for
labor and business formalization (D’Erasmo et al., 2014; D’Erasmo, 2016). In turn, this helps to raise
productivity, since the informal sector is significant in these countries and stands out for its low productivity
levels (La Porta and Shleifer, 2014).
Access to finance during systemic financial crises can be a fundamental factor for a firm’s survival (Aghion
et al., 2005). In less developed financial systems, a lack of information about project quality can cause an
inefficient allocation of credit and lead to more productive companies being eliminated in favor of less
productive ones that have better connections to credit markets. In addition, volatility can encourage
investors to adopt “more malleable technologies” that allow them to easily adapt to frequent and abrupt
changes in relative prices, but at the expense of preventing discovery and use of more efficient production
methods. This investment allocation effect is dominant in economies with underdeveloped financial
markets (Cavallo et al., 2013).
The evidence that these market failures result in poorly developed financial systems is abundant. The
volume edited by Messori (1999) is a good compendium of such evidence. The existence of externalities
has been extensively associated with the poor functioning of a financial system (Lorenzoni, 2008; Bebchuk
and Goldstein, 2011), and the impact of coordination failures on the proper flow of savings and credit has
long been demonstrated, beginning with the seminal work of Diamond and Dybvig (1983).
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2.9

Since the development of financial markets is to a considerable extent determined
by the presence and severity of market failures, this creates room for public policy.7
Below is an analysis of policies that have been widely used to minimize the effects
of market failures and achieve greater development of the financial system and
expanded access to finance.

D.

Policies to promote access to finance: international evidence and experience

2.10

The policies implemented around the world to overcome market imperfections and
promote access to productive finance can be classed into two main sets:
(i) institutional and regulatory reforms for access to finance and for raising
productivity; and (ii) productive financing policies (PFPs).

2.11

These two sets of policies differ in the degree to which they cut across segments
and in how long it takes for them to take effect. While institutional reforms are mainly
horizontal and can be characterized as public goods,8 PFPs are more vertical and
can be geared towards a particular segment of companies defined by size (for
example, the SME segment), technology, age and sector, characteristics of the
business owner that hinder credit access (gender, ethnicity), or any combination
thereof. As amply described in the institutional literature, institutional reforms take
longer to mature (Rodrik, 2013b; Williamson, 2000). The international evidence on
the impact of both sets of policies and the lessons learned that can be used to
improve their design and implementation are discussed below.
Institutional and regulatory reforms to enhance access to finance and
productivity

2.12

7

8

There are a series of institutional and regulatory reforms primarily aimed at
improving how financial markets operate. In other words, these reforms seek to
reduce the market distortions faced by current and potential participants. Thus, they
encourage the financial system to allocate resources toward more attractive projects
and thereby help to boost aggregate productivity (which in the literature is known as
selection mechanism). Reforms of this type may be grouped according to whether
their specific objectives are: (i) improving the management of macrofinancial risks;
or (ii) improving the functioning of financial contracts. Regarding the latter, it is worth
highlighting the reforms that promote a fuller exchange of information (particularly
on potential borrowers), those that promote competition in the financial industry
(ensuring a better distribution of negotiating power in financial contracts), and those

Specifically referring to the banking system and to financing for productive activities, since commercial
banks are subject to market operations, information asymmetry and moral hazard strongly determine the
evolution of bank credit and its characteristics. In situations where these factors are greater, credit
becomes scarce, expensive, and short-term. Thus, financing for productive activities requires additional
financial resources, generally mobilized by the public sector. Accordingly, the existence of special credit
systems is a characteristic shared by financial systems in both developed and developing countries
(Freitas, 2009).
Nevertheless, it is to be expected that the lifting of financial restrictions achieved through institutional
reform will mostly benefit companies suffering the greatest restrictions on access to finance. The groups
of companies in which there are constraints to more efficient use of factors of production due to input and
output market restrictions may be of different sizes and operate in different sectors, although they are
mainly upper segment SMEs (medium-sized firms) and firms in the services sector (Busso et al., 2012b).
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that seek to reduce the transaction costs associated with such contracts, such as
enforcement costs and supervisory and regulatory costs.9
2.13

Reforms to enhance macrofinancial risk management. Macrofinancial instability
has profound consequences for credit flows and the ability of firms to finance longterm projects (Aghion et al., 2005). Indeed, episodes of financial instability produce
hysteresis in the financial system, and tend to have a lasting effect on how risk is
perceived and managed (Bernanke, 1983). Therefore, macrofinancial stability is
crucial if the system is to have reliable sources of funding and if the business sector
is to be able to access financing at a reasonable cost and with sufficiently long
maturities.10

2.14

The importance of financial reforms for promoting financial stability and productivity
growth has been widely reported in the literature.11 In this regard, the specialist
literature highlights the importance of developing integrated macrofinancial and
fiscal risk management frameworks (IMF, 2012 and 2013b). The essential elements
of this management framework include: (i) consolidating microregulation and
implementing macroprudential regulation (compliance with Basel regulatory
standards, the International Organization of Securities Commissions (IOSCO), the
International Association of Insurance Supervisors (IAIS)); (ii) developing monetary
policy instruments, e.g., for the management and regulation of systemic liquidity risk
(BIS, 2010); (iii) improving the counterpart risk management infrastructure (payment
systems, settlement and clearing houses, etc.); (iv) regulating the role of new key
financial actors such as pension funds and sovereign wealth funds (IDB, 2013b;
BBVA, 2014); and (v) establishing integrated frameworks for the management of
public assets and liabilities that address the whole range of macrofinancial risks,
including contingent liabilities and those associated with natural disasters (IMF,
2012).

2.15

Policies to enhance information and the functioning of contracts and financial
markets. The problems of information and contract execution hinder the tasks of
selection and monitoring and asset recovery, driving up financing costs. The proper
functioning of financial markets requires institutions that promote an environment of
credible and accessible information facilitating credit and investment decisions by
banking institutions or capital market agents (pension funds, investment funds, etc.)
that are as fully informed as possible, so as to enhance their capacity to identify
projects with the best risk/return profile. At the same time, proper functioning of the
financial markets depends on institutions able to guarantee effective and efficient
enforcement of financial contracts in order to reduce borrowing costs or make
collateralization-based financing feasible (for example, structured financing) and
thereby facilitate long-term finance. The problems of information and contract

9

10

11

It is worth noting that the role of these institutions varies depending on a country’s level of development.
In less developed countries, where contract enforcement mechanisms are weaker, the evidence shows
that protecting creditors’ and investors’ rights is less relevant to promoting access to finance than
mechanisms to promote information exchange (Djankov, et al., 2007). In turn, when contract enforcement
mechanisms are more solid, the strengthening of creditors’ and investors’ rights has a much bigger role in
explaining improved access to finance through the capital markets (Acemoglu and Johnson, 2005).
As Tümer and Minoiu (2013) have recently shown, the financial systems in which financing contracted the
least during the 2008-2009 financial crisis were those in which institutions were better capitalized and had
stable sources of funding.
See a review of the effects of financial reforms on productivity in Dabla-Norris et al. (2013). See also
studies linking financial reforms to improvements in factor allocation in the economy in Buera and Shin
(2012) and Larraín and Stumpner (2013).
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enforcement are most severe in environments with an elevated level of informality
in the economy, where economic operators lack incentives to disclose a portion of
their income, workers, or assets. Under such circumstances, financing costs may be
high and, given the importance of access to finance in boosting productivity and
reducing informality, a perverse cycle of low finance, low productivity, and high
informality may be generated.12
2.16

In order to trigger a virtuous cycle between finance and productivity, it is necessary
to implement a series of reforms, including: (i) improving institutions and regulations
aimed at generating and disseminating information, such as credit bureaus, rating
agencies, and accounting reporting standards, in order to improve the system’s
capacity to evaluate firms; (ii) introducing regulation to ensure financial transparency
and raise levels of competition and consumer protection, which encourage market
entities to improve their techniques for selecting good projects; (iii) availability of
insolvency and bankruptcy regulations and institutional structures able to guarantee
enforcement of financial contracts; (iv) maintaining and developing an effective
system of guarantees and insurance to efficiently allocate risks among actors and
minimize the costs of credit access and those associated with breach; and
(v) availability of the legal and technological infrastructure for capital markets and
the mechanisms necessary to promote long-term relationships between sources
and uses of financial resources (e.g. by ensuring proper protection of investors’
rights). The work of international organizations has played a key role in helping
countries identify and implement reforms in these areas (IDB, 2010 and 2013b; IFC,
2010).

2.17

The empirical evidence shows that companies’ access to finance is directly related
to improvements in the institutions that perform the above-described functions and
therefore promote a fuller exchange of information,13 better investor and creditor
protection, and better contract enforcement guarantees and efficiency (La Porta
et al., 2007; Djankov et al., 2008).14 In addition, there is evidence that encouraging
the entry of new players into the financial market has positive effects on
intermediation efficiency (Jayaratne and Strahan, 1996 and 1998) and improves the
terms of credit access (Love and Martínez-Peria, 2015; León, 2015),15 provided this

12

13

14

15

Studies by Caro et al. (2012), Gendelman and Rasteletti (2012), and Morón et al. (2012) found that
increased access to finance is related to a higher degree of formality, given that compliance with tax and
contracting legislation is generally a requirement for access to credit. Thus, it is more likely that companies
will meet costs of formalization once bank credit is more widely available at a lower cost.
The recent availability of data at the firm level has shown that introducing credit bureaus raises the
likelihood that a firm will obtain financing at a lower cost and with longer maturities (Martinez-Peria and
Singh, 2014). In addition, it suggests that the positive effects of credit bureaus are particularly pronounced
in the case of younger, small, and opaque firms.
There is international evidence indicating that financial institutions, when faced with poor contract
enforcement, respond by reducing the amounts to be financed, raising costs, and shortening maturities
(Qian and Strahan, 2007; Bae and Goyal, 2009). Bankruptcy laws are an essential determinant of the
degree of contract enforcement and therefore affect access to finance. For example, Araujo et al. (2012)
estimated that the introduction of new bankruptcy legislation in Brazil in 2005 improved business access
to finance by 23% and reduced finance costs by 8%. Similarly, studies show that a judicial system that can
guarantee efficient and predictable contract enforcement determines to a significant extent the impact of
these reforms on access to finance and on productivity (Ponticelli and Alencar, 2016).
Love and Martinez-Peria (2015) and León (2015) use international data at the firm level and certain
recently proposed measures to capture the degree of competition, concluding that having lower market
power in the financial industry raises a firm’s likelihood that it will obtain credit. Jayaratne and Strahan
(1996 and 1998) show that when the United States eliminated restrictions on banks to operate in various
states, the bank industry in general became more efficient due to competitive pressure.
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increased competition is accompanied by proper regulation and supervision to
prevent an inordinate growth of credit risk. Moreover, recent quantitative
assessments of the impact of the various reforms in this area provide valuable
information for policymakers on how to set their reform priorities. For example, the
work of Dabla-Norris et al. (2015) shows that Honduras and Colombia would benefit
more from improving financial contract enforcement than Paraguay. On the other
hand, Paraguay would find it more beneficial to reduce the information monitoring
and acquisition costs in financial contracts. Countries such as the Dominican
Republic or El Salvador would obtain better results from policies designed to help
reduce the fixed costs of participation in the credit market.
2.18

The adoption of new technologies could improve the functioning of the financial
markets. These technologies have the potential to: (i) reduce the problems of moral
hazard and adverse selection by making it easier to obtain and use information that
until recently was unavailable or difficult to use; (ii) reduce the time and cost involved
in enforcing contracts by introducing digital transaction history and new instruments
such as smart contracts;16 and (iii) reduce fixed costs (particularly in distribution) that
act as a barrier to entry into the financial industry, thus facilitating competition and
rewarding efficiency. Subsection D below provides a detailed analysis of the
adoption of new technologies and the functioning of the financial system.

2.19

In conclusion, the lessons learned and international evidence suggest that financial
reform policies aimed at boosting productivity need to consider:
a. The importance of managing macrofinancial risks to promote the predictability
and confidence necessary for long-term investment through solid and
integrated financial infrastructure that strengthens the country’s balance sheet
(companies, households, financial institutions, and the public sector).
b. The complementarity between the institutional reforms mentioned above,
which advises an integrated approach to financial reforms to boost productivity.
Not only are macrofinancial reforms and financial contract efficiency highly
complementary, but there are strong complementarities between the two
typologies, for example, between reforms to improve protection of creditors’
and investors’ rights and reforms to make contract enforcement more efficient
and effective.
c. The importance of taking into account the institutional context and the country’s
level of development in order to properly sequence reforms and evaluate their
effects. On this latter point, ideas and consensus-building between the main
political, economic, and social stakeholders play a decisive role in overcoming
the existing political/institutional equilibrium (Rodrik, 2013).
Productive financing policies (PFP)

2.20

16

17

As mentioned earlier, in addition to the institutional framework, the intrinsic
characteristics of the productive structure (firm size and type, level of capitalization,
sector, etc.) affect the possibilities for accessing finance.17 PFPs aim to expand the
financing frontier for the productive sector. Where these policies are successful, they

Smart contracts are essentially computer programs that independently and automatically enforce the terms
of a contract.
For example, in productive structures with a significant presence of small or rural businesses, where
information and transaction costs are higher, thus raising the risk of adverse selection, there tends to be
more rationing of finance.
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create the conditions for improvements in the productive structure. This is because
access to finance facilitates the transition towards technologically more efficient
firms, with higher levels of capitalization, operating in more productive sectors, and
connected to value chains (Alfaro and Hammel, 2007; Catão et al., 2009; Maskus
et al., 2012).
2.21

PFPs may be divided into two groups: (i) policies and instruments intended to boost
the supply of financing to the productive sector; and (ii) policies and instruments
intended to strengthen the productive system and help structure demand for finance.
In addition, PFPs may be classified as: (i) horizontal policies and instruments,
irrespective of the characteristics of the businesses or sectors they target; or
(ii) vertical policies and instruments, with a particular focus on specific sectors or
value chains.

2.22

Programs aimed at boosting the supply of financing. These programs are
designed for cases in which productive firms exist but are underserved by the
market. This problem is typically observed in SME segments that require medium
and long-term finance to incorporate or develop technological innovations or start
businesses in areas that generate positive externalities, such as technology or
renewable energy. The inability of the private sector to finance these segments is
normally rooted in a combination of two factors: (i) lack of long-term liabilities; and
(ii) high perceived asset risk. Productive financing programs offer potential private
sector financiers a set of financing instruments they can combine with their own
resources to resolve the problem of financing.

2.23

The financing instruments offered by PFPs include: long-term financing, credit
insurance, agricultural insurance, guarantee systems,18 structuring of ad hoc
guarantees, support setting up a specialized platform for sector analysis and specific
project analysis (generally, technology projects), channeling of resources and
factoring support, seed capital, investment funds, venture capital funds, and angel
investors. Programs of this type have been implemented in a number of countries
and regions with various levels of development (Ketterer and Villacorta, 2017).19 For
example, the countries that comprise the Organization for Economic Co-operation
and Development (OECD) have active policies in place to support SME access to
finance. These policies are designed to make a broad range of instruments available
to SMEs, primarily including guarantee funds, investment funds, angel investments,
credit funds, and export guarantees and credit (Seo et al., 2015; OECD, 2016). A
combined policy analysis of 37 OECD countries shows that all these countries have
one or more such instruments available (see Table 1). In the case of the United
States, up to 17% of the loans provided to SMEs are backed by a government

18

19

Partial credit guarantees have proven efficacy in resolving the problem of information asymmetry (Larraín
and Quiroz, 2006). This instrument reduces the financial entity’s credit risk and makes it possible to lend
to SMEs that have good projects but do not have a credit history or the collateral that financial institutions
require. These arrangements involve the private financial sector by creating market incentives for it to
increase its share of the financing (IDB-CMF, 2013).
More recently, in the wake of the international financial crisis, some countries have stepped up this type
of program considerably. This responds to the need to support companies to mitigate the effects of
economic volatility, not only in terms of short-term financing needs, but also in relation to medium and
long-term investments (such as those in research and development), which tend to follow a procyclical
pattern in response to credit constraints (Aghion et al., 2005).
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guarantee. The existing empirical evidence confirms the financial additionality of
these guarantee programs.20
2.24

In general, the impact evaluations of credit supply incentive programs have been
positive.21 For example, when Larraín and Quiroz (2006) evaluated the Fondo de
Garantías para Pequeños Empresarios [Guarantee Fund for Small Business
Owners] (FOGAPE) in Chile, they found there to be a 14% increase in the probability
of small businesses obtaining a loan from banks taking part in the program when
this guarantee existed. In Colombia, Eslava et al. (2012) found that companies that
had been beneficiaries of Bancóldex credit resources had achieved growth in output,
employment, and productivity of over 34%, 19%, and 22%, respectively. The main
lessons learned on this type of policy include: (i) achieving greater coordination
between public instruments and a context of dialogue and consensus with private
initiatives giving support; (ii) implementing monitoring mechanisms for participating
companies using criteria that make it possible, for example, to identify when to
“graduate” companies and when to withdraw support, or when to make adjustments
to the program, etc.; (iii) ensuring that the supply of finance meets development
impact (positive economic return) and financial sustainability (positive financial
return) criteria, and for cases in which financial sustainability is not achieved but
there is a positive development impact, considering the fiscal costs relative to its
impacts; (iv) aiming to ensure that interventions are systemic and leverage
resources to provide benefits for institutions and markets; and (v) evaluating
programs and disseminating lessons learned. The literature has amply documented
these lessons learned, providing a guide for designing policies that seek to maximize
their effectiveness and avoid adverse effects, such as crowding out the private
sector, or have the private sector capture the benefits (IDB, 2010 and 2014a;
OECD/ECLAC, 2013; World Bank, 2014a). In particular, the literature collectively
underscores that, since productive financing policies can have a fiscal cost (implicit
or explicit) if they are implemented at below-market prices, the interventions
associated with these policies must square with the market failure being addressed,
so as to maximize the economic development effect of the fiscal resources for these
policies (IDB, 2014a).

2.25

Programs aimed at boosting the productive system that strengthen demand
for finance. These programs are normally implemented to create incentives for
individuals and firms to adopt or modify behavior patterns (for example, in relation
to entrepreneurship, innovation, investment, partnerships, staff training, integration
in global value chains, etc.), by supplying them with business services and grants,
generally contingent on cofinancing (Rivas et al., 2010). Although the aims of these
policies and mechanisms go beyond promoting access to finance (such as
encouraging entrepreneurship, innovation, adoption of technology, enhancing

20

21

See, for example, Riding et al. (2007) regarding the Small Business Financing Program in Canada; Wilcox
and Yasuda (2008) regarding the Special Credit Guarantee Program in Japan; Cowling (2010) regarding
the Small Firms Loan Guarantee in the United Kingdom; and Hancock et al. (2007) regarding the Small
Business Administration in the United States.
Arraíz et al. (2010) evaluated the Fondo Nacional de Garantías de Colombia [National Guarantee Fund of
Colombia] and found the intervention to have had a positive impact on the size of participating companies,
both in terms of employment and in the percentage of output exported. Bonilla and Cancino (2011)
evaluated the impact of the Programa de Capital Semilla [Seed Capital Program] in Chile and found that
participating companies had increased their turnover and headcount. Machado et al., (2010) found that
companies taking part in the Tarjeta BNDES [BNDES Card] program in Brazil had increased their number
of employees by 10%.
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production processes, improving human capital), in the case of the particular area
addressed here, these policies help boost, organize, structure, and induce demand
for finance, especially by improving companies’ risk profile. In fact, one of the causes
of the financing gap is that a large number of companies, especially those in the
SME segment, have difficulty formulating suitable business plans. And in cases in
which they are able to formulate them, they are often unable to generate a
collateralization structure that enables them to access finance (Tulchin, 2007).
2.26

In this regard, aside from its other goals, strengthening business services has begun
to be perceived as an effective additional way of improving access to finance
(OECD/ECLAC, 2013). In particular, business services help by: (i) sending a positive
signal to financial institutions about the quality of the potential client’s plan;
(ii) improving the quality of key information about potential clients’ credit risk; and
(iii) improving clients’ ability to pay insofar as they receive support on sensitive
activities for the conduct of their business (Rivas et al., 2010: IDB, 2014b). This
system of incentives through business services and nonfinancial instruments helps
to improve companies’ risk profile, thereby increasing their opportunity to access
financing.

2.27

Horizontal productive financing programs. In general, these programs tend not
to select sectors of the economy, instead promoting access to finance for companies
in general or for a set of them, irrespective of the sector in which they operate. They
include programs aimed at expanding SME access to finance in order to enable
these enterprises to improve their productivity. In fact, the SME segment is
particularly relevant to boosting a country’s or a region’s productivity and
transforming its productive structure (apart from the implications for job creation that
this may have). In productive structures with broad SME participation—SMEs having
considerably lower productivity than large companies—aggregate economic
productivity tends to be lower (IDB, 2010; OECD/ECLAC, 2013).

2.28

Restrictions on access to finance limit SMEs’ capacity to invest in projects
(technology, processes, market integration) that can boost their productivity. They
also represent a serious limitation on innovation, entrepreneurship, and the creation
of new start-ups (IDB, 2014a).22 This situation is not conducive to structural change
and the efficient allocation of factors toward more productive projects and activities,
given that established companies with high levels of capitalization or wealthier
entrepreneurs have better access to finance, rather than projects developed by the
most able entrepreneurs or those with the best ideas (Albuquerque and Hopenhayn,
2004).

2.29

The reasons why restrictions on access to finance particularly affect SMEs include
(IDB, 2005): (i) absence of a track record of conduct and internal procedures for
generating quality information about their activities and functioning, and greater
reluctance to share information; (ii) limited capacity for administrative and financial
management; (iii) lower levels of capitalization and ability to post collateral;
(iv) greater informality levels; and (v) fixed costs of intermediation and prudential

22

The Innovation, Science, and Technology SFD addresses innovation and entrepreneurship in greater
detail. In their study on development and innovation systems, Cassiolato and Martins (2005) note the role
that public policy can play in promoting the financing of innovative activities, given the shortfalls in how this
segment is served by commercial banks.
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regulation, which discourage financial institutions from serving this segment.23
Restrictions on access to finance are even more severe in the case of SMEs run by
women. Various studies have found that such firms face higher interest rates and
greater collateral requirements.24 Faced with these difficulties, many SMEs opt out
and turn to their own resources—if they have any—or other sources of finance, for
example, from their suppliers.
2.30

Horizontal programs have also focused on technology-based companies and startups in addition to SMEs. For these businesses, access to finance is limited by their
higher risk and uncertainty profiles according to the assessment techniques used by
commercial banks. Instruments such as seed capital, angel capital, and venture
capital funds have been implemented to overcome these constraints. In addition, the
emergence of nontraditional sources of financing25 and new credit-scoring
techniques have favored these segments.26 In fact, recent evidence in developed
countries shows that, when the crowdfunding model is used to finance companies,
the smallest and youngest firms are the ones that see the greatest improvement in
credit access (Ahmed et al., 2016). Similarly, the evidence shows that companies
without access to traditional credit are the ones that benefit the most from these new
financing models (NESTA, 2014; FED, 2015).27

2.31

With a view to promoting the modernization of productive processes through
technology development and/or adoption as well as broadband access,28 many
countries have launched programs to improve access to finance for SMEs seeking
to advance in this direction, thereby helping to transition to the digital economy. For
example, in Spain, more than 50,000 businesses have benefited from loans for
information and communication technology (ICT) equipment upgrades and
broadband connection through the Avanza 1 and Avanza 2 plans (2006-2012). As
a result of these programs, the percentage of the country’s connected enterprises
rose from 51% in 2003 to 97.4% in 2011, while the percentage of enterprises buying
and selling through electronic commerce rose to 23.3% and 12.2%, respectively. In

23

24

25
26

27

28

For example, regulation based on Basel II weights the risk of loans to SMEs above those to large
companies, increasing the cost of capital for financial institutions serving this segment. The new
regulations proposed under Basel III have tried to solve this problem.
See, for example, Bardasi et al. (2007); Ellis et al. (2007); Narain (2007); and Demirguc-Kunt et al. (2008
and 2013).
See Section II.D for a detailed analysis.
In recent years, new tools and credit technologies have been developed to partially mitigate the information
asymmetries that make it difficult for commercial banks to assess credit risk. This new generation of
instruments makes it possible to distinguish among different types of companies. Specifically, there are
promising techniques based on psychometric tests (similar to those developed by human resource
agencies and departments) that assess credit risk through the characteristics of the business owners or
their transactional track record or digital footprint. In addition to psychometric tests, there are models based
on big data and artificial intelligence, which rate risk by examining the client’s reputation on social networks
as well as the client’s transaction history, such as pattern of use of cellular telephone service. These
instruments, combined with other bank activity downscaling techniques, allow credit to better reach
underserved sectors where productivity could be limited by a lack of financial resources. Something similar
occurs in capital markets and alternative markets when special exchanges are set up to serve small,
innovative companies that do not necessarily meet the listing criteria for established markets.
A recent study supported by the Connectivity, Markets, and Finance Division (CMF) shows that nearly
40% of those who turn to this type of alternative financing are women applying either personally or as
creators and heads of businesses. This participation rate is particularly high in countries such as Brazil
and Mexico (Wardrop et al., 2016).
According to a study by the International Telecommunications Union, companies with broadband access
generate 6% more in sales in the manufacturing sector and 7.5% to 10% more in the service sector.
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Colombia, the MiPyME Digital program made resources available to businesses to
foster the implementation of electronic commerce solutions and better use of the
Internet and computer applications aimed at boosting productivity. As a result of the
first phase of the program (2008-2014), micro, small, and medium-sized enterprises
(MSMEs) with Internet access went from 7% to 74% of all MSMEs; 60.6% of MSMEs
were using the Internet in their business activities; 194,000 microentrepreneurs were
certified in ICT skills; and the productive chains of 43 enterprises were improved
through ICT solutions, benefiting 32,000 MSMEs by incorporating these solutions
into their internal management.
2.32

Vertical productive financing programs. These programs are aimed at improving
access to finance for certain sectors of the economy. They are justified by the
presence of market failures that make financing for certain sectors suboptimal. An
example of this is the programs designed to expand access to finance for the
agricultural sector. Various studies describe the difficulties in access to finance faced
by those operating in this sector, as well as the potential impact of better access in
terms of productivity and income (Carter, 1989; Feder et al., 1990; Foltz, 2004;
Petrick, 2004; Guirkinger and Boucher, 2008). These studies consistently find that
the sector’s access to finance is affected by: (i) higher associated risks relative to
other sectors, particularly climatological, marketing, and price risks, as well as risk
concentration by activity and geographic location and a shortage of risk
management instruments; (ii) greater limitations in available collateral and collateral
enforcement, whether due to a lack of existing capital or, in some cases, the type of
property tenure; and (iii) high implicit transaction costs of small-scale lending due to
geographic dispersion. Lack of access to finance is one of the most limiting factors
for productivity growth in the agricultural sector, restricting investment, linkage to
value chains, use of inputs, and technology adoption (World Bank, 2014; Jack et al.,
2015; Banerjee et al., 2013).29

2.33

Within vertical programs, value-chain financing programs are particularly relevant
and are an area of growing interest in terms of public policy. This is because ensuring
greater participation, as well as better performance, in value chains is critical for
economic development. In recent years, international evidence has shown that:
(i) companies that participate in value chains are more productive; and (ii) countries
that participate in value chains and in greater value-added segments have a higher
level of economic development (Calatayud and Ketterer, 2016). For these reasons,
public policymakers are beginning to show interest in promoting the insertion of
enterprises into value chains and strengthening these chains. Value-chain financing
programs are designed to either enhance companies’ capacity to access value
chains and/or address the financing needs of a group of interrelated enterprises
through their participation in a single chain.30 In this regard, these programs differ
from conventional financing in that they go beyond a business segment (such as
SMEs), a specific sector (such as agriculture), or a financing instrument (such as
credit funds) to encompass a value chain and its multiple actors, and include various
types of financing, in a crosscutting way. Access to finance is critically important in
enabling companies to: (i) join and remain in a value chain, which normally requires

29
30

For a more detailed analysis of the agricultural sector, see IDB (2016b).
A value chain encompasses a set of activities spanning from the design of a product or service to its
delivery or provision to an end user (Simchi-Levi et al., 2003).
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an investment of some kind (e.g., certifications, equipment, infrastructure); and
(ii) ensure that a value chain performs well.
2.34

Satisfactory performance of a value chain is subject to a series of risks, which may
be divided into five categories: (i) systemic risks; (ii) market risks; (iii) operational
risks; (iv) credit risks; and (v) liquidity risks (Calatayud and Ketterer, 2016). Systemic
risks are those that affect the functioning of an economy in general. The source of
these risks may be political, macroeconomic, social, or natural uncertainties. Market
risks affect the functioning of a specific sector of an economy. These risks include,
among others, fluctuations in domestic and international prices of inputs and
products, availability of inputs, technology changes, changes in consumer
preferences, availability of substitute products, and sector quality standards.
Operational risks are those that affect the functioning of a specific value chain,
impeding the flow of materials, information, or products along the chain. Sources of
these risks include production disruptions due to mechanical, technical, or process
failures; forecasting errors in the acquisition of inputs or in estimating demand;
failures in energy, communications, or transportation infrastructure; chain
disruptions due to delays or flaws in administrative procedures; chain disruptions
due to flaws in the quantity and/or quality of products provided by suppliers; and
flaws in the quantity and/or quality of products delivered to end users.

2.35

Credit and liquidity risks affect the financial stability of a chain or its links. Credit risk
refers to collection problems with customers. Factors such as uncertainty regarding
collateral, reputation, a specific business segment (such as the SME segment, which
tends to have greater information asymmetries and informality), or a specific sector
(such as the agricultural sector, where information asymmetries and informality also
tend to be greater than in other sectors) increase the credit risk. Lastly, liquidity risk
refers to the problems that a business could face in meeting its short-term
obligations. Factors such as an extension in payment cycles, the financial health of
a company, and poor access to credit influence the likelihood of occurrence of this
risk (see Table 2).

2.36

Access to finance is essential for implementing a strategy to manage the risks that
hinder value-chain performance (Calatayud and Ketterer, 2016). Risk prevention
and mitigation actions generally require financial resources and instruments to invest
in physical capital, technology, processes, and human capital formation, fund input
procurement, ensure an adequate level of liquidity, and cover damage or losses in
the event of a claim, among other things. For example, financing can be crucial in
allowing an input or service provider to expand its facilities or modernize its
machinery and processes in order to ensure fulfillment of orders or quality standards
required by the purchaser or the industry. It can also be crucial in allowing the various
actors in the value chain to adopt advanced information technologies, such as those
that use big data or the Internet of Things, to better manage their operations and
encourage greater collaboration within the chain, among other goals. Lastly,
financing can be crucial in addressing liquidity constraints and credit risks or in
implementing mitigation actions in the event of infrastructure failures (such as power
outages) or adverse climate conditions (such as droughts or floods). In addition,
since risks appear at various levels (hubs or links) of a chain, it is important to ensure
that the various actors in the chain can have access to finance. Conversely,
obstacles in terms of access to finance by any of these actors can jeopardize the
implementation of risk prevention and/or mitigation actions, compromising the
efficiency and stability of the entire chain. In this context, the first links in the value
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chain are of particular importance, primarily when they are composed of small
companies that, for the reasons cited earlier, have particular difficulty accessing
finance. With the lack of financing for investments and to have the liquidity needed
to manage risks that may arise, these companies can become the weakest links in
the value chain.
2.37

International experience shows that, in the current context of growing complexity
and uncertainty affecting the performance of value chains,31 there is a need to move
away from traditional value-chain financing programs that address the needs of a
specific hub in the chain by eliminating its financing restrictions, and instead focus
on programs that provide financing for designing and implementing an integrated
risk management strategy for all actors in the chain (Calatayud and Ketterer, 2016).

2.38

Such strategies require a combination of different financial instruments, adapted to
the needs of the particular value chain. To this end, it is first necessary to identify
the various risks to which value chains are exposed, estimate their likelihood of
occurrence and the severity of their impact, and prioritize the risks to be addressed.
This prioritization can be guided by the public-sector’s ability to provide an effective
solution, as well as by the cost-benefit ratio between the proposed solution and the
desired outcomes. Lastly, for each risk prioritized, a suitable financial and/or
nonfinancial instrument must be selected to mitigate it. The financial instruments
most commonly used by public programs include credit, guarantee, and insurance
funds; factoring platforms; and supplier development financing.32 The nonfinancial
instruments commonly used by such programs are training and technical assistance.
Given that risks can change with the passage of time, it is important to periodically
review the strategy in order to update the management actions, priorities, and size.

2.39

In addition, value-chain financing programs can be useful in overcoming barriers to
access to finance by relatively smaller businesses (SMEs) or by certain sectors of
the economy (such as agriculture). For example, the fact that a company belongs to
a value chain can be used advantageously to incentivize a greater supply of
financing, since bank institutions can use the purchase agreement as a repayment
guarantee as well as benefit from the information held by each of the chain’s actors
on the other actors. Both factors help to reduce the risk of nonpayment.

2.40

One significant feature of PFP implementation is the role public development banks
(PDBs) have played and continue to play. This has been crucial and is widely

31

32

Growing complexity is evident at various levels: (i) network complexity, due to a greater number of actors
in the chain and a greater number of links among them; (ii) process complexity, due to a greater number
of processes; (iii) product complexity, due to a greater number of components; (iv) demand complexity,
due to greater volatility and fragmentation; and (v) organizational complexity, due to a greater number of
levels involved and their tendency to work in silos (Christopher and Holweg, 2011).
With regard to the impact of these policies, Arráiz et al. (2013) showed that Chile’s supplier development
program had had a positive impact both for suppliers (in terms of sales, number of employees, and
sustainability) and for the anchor companies (in terms of sales and exports), and that the latter had
benefited from the gains of the former. Bueso-Merriam et al. (2016) showed the productivity benefits
obtained by the companies in the chains that participated in the program as compared to those in the
chains that did not.
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documented (BNDES, 2009; IDB-CMF, 2013).33 Despite the existence of risks
associated with PDB operations,34 international experience shows that public
development banks are more effective when they: (i) are given a clear mission and
mandate; (ii) are geared towards second tier and long-term financing arrangements;
(iii) complement the role of commercial banks, and do so cost-effectively; and
(iv) operate within a framework of clear, high quality rules, and according to
international standards that ensure strong and transparent corporate governance,35
and adequate scrutiny of practices and results.
2.41

In particular, it is worth noting the privileged position of PDBs in simultaneously
dealing with financing instruments, risk management, and technical assistance
resources, all of which are necessary to implement PFPs. In many countries in the
region, PDBs are playing a prominent role in structuring and coordinating financing
strategies aimed at promoting investments in economic sectors or market segments
in which there are multiple risks and/or barriers keeping financing supply and
demand apart. Examples of these financing strategies includes those promoting
investments in technological changes (such as those related to development and/or
adoption of new digital technologies) that lead to higher productivity among
companies as well as to environmental and social benefits, such as many of the
financing strategies supporting green investment or low carbon projects. In these
cases, PDBs mesh various financial and nonfinancial instruments together to
overcome the risks and barriers faced by the financing of these investment projects,
mobilize national and international sources of finance, and coordinate and drive
various public and private actors to promote development of the market for this type
of project (Smallridge et al., 2013). Other examples include the strategies that
promote risk management in value chains. In these cases, the work of PDBs is
crucial in leading the deployment of a value-chain risk prevention and mitigation
strategy at the global level, overcoming the failures of coordination between the
public and private actors participating in the chains, and coordinating the finance
sources and instruments, risk management, and technical assistance resources
needed to make such strategies possible, preventing them from being hampered by
lack of access to finance (Calatayud and Ketterer, 2016).

2.42

Multilateral lenders have been important partners for countries in structuring
productive financing programs, providing technical and financial support, generating
knowledge, and building channels for dialogue and exchange of experience
between countries (IDB-CMF, 2013). In this role, with a view to decisively

33

34

35

Based on a review of the international literature, Araujo et al. (2011) point to three roles for public
development banks: (i) promoting economic development, by facilitating access to finance for sectors that
are excluded or underserved by commercial banks, due to higher risk and lower returns (for example, in
the agriculture sector) or longer maturities (for example, sectors with a high content of technological
innovation); (ii) fostering regional development, by facilitating access to finance for key sectors of the
regional economy; and (iii) expanding the economy’s liquidity, acting countercyclically to episodes of loss
of confidence or credit crunches.
These risks range from those associated with moral hazard problems and rent-seeking that can lead to
high fiscal costs, to those associated with excessively conservative management of the public
development banks, leading to failure to achieve their development objectives (IDB, 2014a).
In the past, however, the role of PDBs has been a mixed bag (IDB, 2014a). In some cases, deficiencies in
management and politicization of institutions led to distortions in the financial system, financial losses, and
ultimately fiscal imbalances. In contrast, in recent decades PDBs built their institutional capacity, improved
their operational and financial performance, and above all demonstrated their development impact. The
IDB-CMF publication (2013) examines the evolution of PDBs in detail and presents lessons learned, good
practices, and policy recommendations for efficient PDB financing action.
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contributing to achieving the objectives of the 2030 Agenda for Sustainable
Development, they have agreed to follow a series of guiding principles to ensure the
additionality of interventions focused on the private sector and ensure maximum
leverage of the sector’s resources (EBRD, 2012; G-20, 2017). These guiding
principles are: (i) additionality (interventions must respond to a market failure);
(ii) crowding-in (where possible, interventions should catalyze market development
and mobilization of private sector resources); (iii) contribute to creating an enabling
environment for investment; (iv) sustainability (interventions are expected to
contribute to their customers’ commercial viability); (v) promoting standards of
conduct among customers (for example, standards of corporate governance,
transparency, and integrity, and social and environmental standards); and
(vi) strengthen the catalytic effect these institutions can have in incentivizing private
investment and crowding-in (EBRD, 2012; G-20, 2017).
2.43

Lastly, a review of the literature and international experience on PFPs yields the
following common aspects that can be useful in guiding the design of this type of
policy:
a. Good diagnostic assessments are needed to allow policies and financial
instruments to be tailored to the context of the intervention, the problems it
aims to solve, and the severity of the existing market failures.
b. Completeness of the PFP’s design and execution is important for this type of
public policy to be effective, considering factors influencing financing supply
and demand as well as risks that, unless managed, could diminish the
effectiveness of the PFPs (e.g., in the case of value chains), based on the
crowding-in principle and private sector participation.
c. Complementarities exist between PFPs and other productive development
policies, which makes leveraging different policies to achieve greater impact
advisable.
d. Mechanisms need to be implemented that ensure these policies are effective.
Such mechanisms include public-private dialogue to identify the most
important obstacles and to design interventions that have the best chance of
success, and mechanisms for evaluation, continuous learning, and
dissemination of the lessons learned on PFPs.
e. Maximum leverage of private sector resources needs to be achieved, while
maintaining the intervention's level of effectiveness, which is the necessary
condition for minimizing its fiscal cost.

E.

Times of change: new challenges and new opportunities

2.44

Since the Great Recession of 2008-2009, the financial services industry (FSI) in the
developed world has started to change. Technological developments and new
business models have begun to challenge the status quo in the industry. This shift
has become particularly pronounced in recent years, driven by advances described
in the following paragraphs. In view of the significance of these changes and their
quickened pace in recent years, this subsection presents a detailed analysis of the
impacts that can be expected in terms of productive sector financing. First, below is
an overview of the main factors of change that characterize the new context.

2.45

The post-recession period witnessed exponential growth in a number of
technologies that are enabling new business models and challenging the FSI’s
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traditional organizational structure. Of these technologies, the ones most
responsible for progress in this industry are: cloud computing, robotics software,
distributed digital ledger (blockchain) technologies, smart contracts, virtual
currencies, biometrics, artificial intelligence, Internet of Things, open data, big data
analysis, and mobile broadband. One reason why these technologies have so much
power to foster change is that they reduce FSI entry costs, thereby enabling certain
business models that, in the past, required high initial investments. For example, the
opportunity to offer “Anything as a Service” (XaaS) through cloud computing allows
entrants to begin operations mostly by renting capacity, thus reducing their initial
investment in infrastructure and hardware as well as their fixed operating costs.
According to World Economic Forum (WEF) estimates (2016), 80% of banks are
expected to have started a project related to these technologies by 2017.
2.46

The second driver of change in this industry is a combination of certain demographic
trends and an evolution in consumer preferences. Consumers have gotten used to
their experience in other digital spaces (e.g., in the Google, Amazon, and Facebook
platforms), where everything revolves around the consumer and is easy and free
(me-easy-free). This new consumer posture challenges current participants as well
as potential entrants to develop personalized business models, i.e., tailored or
adapted to the consumer based on the characteristics of the demand.

2.47

A third factor of change is the wave of new regulations aimed at the FSI as a direct
consequence of the Great Recession. In the United States, these regulations include
the Wall Street Reform and Consumer Protection Act, commonly known as the
Dodd-Frank Act, which was passed in 2010. At the global level, they include the
evolution in capital requirements under Basel III and the know-your-customer (KYC)
due diligence rules associated with anti-money laundering regulations. These
regulatory changes have reduced the margins (as reflected in returns on investment)
for the vast majority of financial products.36

2.48

Lastly, the presence of market segments that are underserved by the traditional FSI
participants (a phenomenon that was accentuated as a result of the Great
Recession) has expanded income opportunities for new industry players. For
example, in the wake of the Great Recession, bank credit for small businesses in
the United States fell by close to 20%, while credit to large companies grew by
roughly 4% (Mills and McCarthy, 2014). In addition, the evidence indicates that the
likelihood that an SME will obtain financing from alternative sources is highly
correlated with having been refused bank credit (FED, 2015). It further indicates that
new players have gained market share in those places where the traditional banks
reduced their presence as a result of the crisis (Ahmed et al., 2016).

2.49

In short, (i) new business models are emerging that take advantage of new
technologies such as those described above; (ii) consumer behavior patterns and
consumer demographics are changing; (iii) the financial services industry has
become much more regulated; and (iv) some segments of the market are still not
being served. In this context, new firms, operating under these alternative business
models, are emerging to challenge the traditional FSI players.

36

For example, according to data from the World Bank’s Global Development Database, the return on
investment (ROI) of the banking sector in the United States fell from an average of 14.8% in the 1996-2006
period to an average of 8.4% in 2010-2014 (after having recovered from the crisis of 2008-2009, when it
dipped to a low of 1.4%). That said, it is difficult for the moment to determine whether that decline in bank
industry profitability is being offset by better supervision and lower systemic risk.
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2.50

While these are relatively recent developments, there is already some measure of
consensus among experts and market participants that these changes will have a
substantial impact on access to productive finance in general and on SME access
in particular. In 2014, global investment in new financial technologies exceeded
US$12 billion, 16% of which went to business financing technologies.37 In countries
such as the United States, these new technologies have encouraged the
establishment of funds to finance early-stage enterprises (FEM, 2016). Developing
countries could play a leading role in this structural shift in how to finance SMEs.
Given that most SMEs excluded from the formal financial system originate in
developing countries, and bearing in mind that the new finance technologies would
radically lower the cost of entry into this system, the changes in the FSI would benefit
these economies to a greater extent. For example, available estimates suggest that
mass adoption of these new technologies could bring close to US$2.1 trillion in new
SME financing and increase tax revenue by more than US$110 billion per year,
which would result in a 6% total increase in the gross domestic product (GDP) of
emerging economies (Manyika et al., 2016b).

2.51

The impact of these new technologies will be felt in a variety of ways. The most
important among them are described below.
The entry of new financial intermediaries could help expand SME access
to finance

2.52

The new financial intermediaries are primarily open-market credit suppliers or online
credit platforms known as marketplace lenders (MPLs). The MPL business model is
based on digital platforms essentially aimed at directly matching lenders with
borrowers. These platforms started as peer-to-peer operations, matching individual
investors and borrowers, but have recently broken into the institutional markets
through portfolios that group together credits sharing certain characteristics.
Typically, MPLs offer users some value added, such as: (i) including an artificial
intelligence-based credit scoring algorithm that optimizes the use of the available
information on potential borrowers; (ii) facilitating the user’s experience in a variety
of ways, with a particular emphasis on speed and transparency (e.g., in terms of
rates); and (iii) in some cases offering potential investors the option of partial credit
guarantees.

2.53

There is one characteristic that categorically distinguishes the MPL business model
from the model used by traditional market players: the MPL platforms do not use
deposits from the general public in the strict sense of the term. This means that
MPLs are not required to have regulatory capital or contribute (or be subject) to
deposit insurance plans. Accordingly, the fixed costs associated with intermediation
are reduced, allowing MPLs to reduce finance costs and boost investor returns.

2.54

Another particularly significant characteristic of MPLs is their use of digital
technology as a competitive advantage vis-à-vis the traditional financial sector. In
practice, digital technology reduces operating and transaction costs primarily by
replacing traditional human labor processes. In this regard, MPLs use this
technology to optimize processes that are typically paper-based and require human
intervention, such as loan applications, credit scores, financing, offers of life or
vehicle microinsurance, and many others. The new tools and technologies provide
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See: Santander InnoVentures, Oliver Wyman and Anthemins Group (2015). The Fintech 2.0 Paper:
Rebooting Financial Services. London.
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the potential for easing some of the constraints associated with information
asymmetries and incomplete information through models based on digital data, for
example by using the digital footprint left behind by companies and individuals when
interacting online.
2.55

MPLs have been focusing on market segments (typically the smallest) heretofore
excluded or underserved by traditional financial institutions. However, there is
evidence that these platforms are moving into the larger market segments, and this
has started to put some competitive pressure on well-established intermediaries.

2.56

The evidence to date on the potential of MPLs to finance SMEs is encouraging.
China, despite its financial market idiosyncrasies, is the leading country in this area.
In 2014, MPLs in China disbursed close to US$40 billion in SME financing, while the
comparative figure in the United Kingdom was US$2.5 billion. In the United States,
the total amount disbursed by MPLs in 2014 in small-business financing was
estimated at close to US$9 billion.38 The financial viability (due to low transaction
costs) of this type of small-scale financing is one of the main reasons why MPLs are
having such success in the SME segment (FEM, 2015a).

2.57

In addition to MPLs, online financing is available through collective financing or
crowdfunding platforms. Their main difference with MPLs is that these platforms are
aimed at equity or nonreimbursable financing rather than debt instruments. Although
at the outset the alternative financing industry was dominated by crowdfunding, that
segment has been overshadowed, today representing less than 6% of this industry’s
disbursements in the U.S. (compared to consumer credit at 74%). In LAC, however,
these equity and nonreimbursable instruments still represent 33% of alternative
financing. There are considerable opportunities in this segment of the industry,
particularly because their use is not limited by the availability of collateral, nor does
it increase the likelihood of bankruptcy—two features that are particularly attractive
to SMEs in developing countries.

2.58

PDBs have not been indifferent to the proliferation of lending business models based
on new technologies, such as MPLs and crowdfunding. Since these models can
improve the origination terms (by reducing the problem of information asymmetry)
and facilitate distribution through purely online channels, PDBs have started to foster
them with a view to expanding the financing frontier for segments typically
underserved by traditional banks. In the United Kingdom, the British Business Bank
(the PDB for small businesses) moved to significantly capitalize a giant in online
lending—Funding Circle—to leverage nearly US$700 million in SME loans. In the
United States, the Small Business Administration has created its own online platform
to connect investors to SMEs seeking credit.39

2.59

There are two fundamental issues currently warranting the attention of economic
and financial policymakers: (i) regulation of the MPL and crowdfunding industry; and
(ii) the evolution and implications of competition between MPLs and crowdfunding
on one hand and traditional intermediaries on the other. Below is a discussion of
these issues.

38
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The estimates for China have been taken from www.Wangdaizhijia.com, while for the United Kingdom
they have been taken from www.altfi.com, and for the United States from www.lendacademy.com. In the
case of the United States, the US$9 billion disbursed by MPLs to small businesses in 2014 represents
17% of the total amount disbursed that year by the Small Business Administration.
The platform, under the name of Leveraging Information and Networks to Access Capital, is available at
https://www.sba.gov/tools/linc.
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2.60

Industry regulation. The MPL and crowdfunding market is still characterized by a
great deal of regulatory uncertainty and the absence of a set of generally accepted
good practices. In fact, regulatory practices regarding MPLs and crowdfunding vary
substantially across countries. On one end of the spectrum are some countries that
have adopted friendlier, pilot “sandbox” approaches, while at the other extreme are
countries that have opted to follow a more draconian prohibition policy. In the pilot
approach, market participants are allowed to offer their new products and services
within certain geographic or scale constraints while regulators closely track the
impact of these new practices on consumers and the rest of the industry.

2.61

Recent studies put forth regulatory recommendations in this area (FEM, 2015b;
United States Department of Treasury, 2016; CGV, 2016; Herrera, 2016). For
example, based on a review of existing business models in the alternative finance
sector in Latin America, Herrera (2016) presents the cases of the United Kingdom
and Spain as benchmarks for the region and puts forth a set of 10 regulatory
recommendations. Below is a summary of these recommendations. First, it is very
important to identify the scope of who is potentially subject to oversight and
inspection, i.e., determine whether the platforms are financial intermediaries or not.
In this regard, it is crucial to define the activity, clearly delineating its limits, the types
of MPLs and crowdfunding that are authorized, and other aspects. This point leads
to the need to clearly define how the activity is classified, delineating the investment
and lending transactions that the platforms will be authorized to perform. In addition,
it is crucial to clearly specify aspects such as the platforms’ legal domicile,
governance, and business models. The authorization process should be clearly
defined. Furthermore, consumer information should be protected before and during
the investment and funding process through to dispute resolution mechanisms. In
this regard, the disclosure of platform information to financial consumers should be
as complete and symmetric as possible, primarily because the platforms’ investors
will be the risk takers.40 Moreover, there should be due diligence, business conduct,
and asset separation standards, among others. Lastly, the powers of the financial
supervisor should be clearly defined.41

2.62

Competition and cooperation between MPLs and traditional intermediaries.
The relationship between these two types of participants has turned out to be richer
and more complex than anticipated, ranging from pure competition to various forms
of collaboration and acquisition. Different models have prevailed in different
geographic contexts. For example, China has followed a path in which MPLs are
more adversarial and aggressive, while cooperation and partnership systems of
various types have been predominant in Europe and the United States.

2.63

Much has been written on this issue of competition-cooperation between MPLs and
traditional financial intermediaries. In the United Kingdom, one of the leading
countries in this type of collaboration, there are a variety of arrangements, ranging

40

41

It is worth noting that the issue of digital information ownership, access, and use should be seen in the
context of a broader discussion on digital identity and the role of the financial system and public policy in
this regard (see, for example, World Economic Forum (2016)). Moreover, given the risks potentially arising
with respect to the improper use of information, there is a possibility that existing data protection systems
may need to be reviewed or modified to accommodate these new practices.
Complementarily, the CGD study (2016) emphasizes three principles for regulating new players in the
digital finance market: (i) establish similar regulations for providers delivering similar services; (ii) design
regulations based on the risks taken on and introduced by the new FSI participants; and (iii) strike a proper
balance between ex post and ex ante regulation.
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from large banks combining their client base with the credit allocation technology of
an MPL (e.g., JP Morgan and OneDeck) to simple arrangements for bank referrals
of riskier clients to MPLS (e.g., Santander and Funding Circle in the SME segment).42
In general, the perception is that both MPLs and traditional banks have something
that the other cannot easily replicate. Banks have the advantage in areas such as
client base, liquidity, service distribution, risk management, and regulatory
experience, while MPLs are ahead in innovation, speed, technology, and
entrepreneurial culture. When these sets of attributes have been successfully
combined, the ultimate beneficiaries have been those seeking small and mediumsized lines of credit (Citigroup, 2016).
2.64

However, it should be noted that financial innovation can be used as a pretext for
reducing transparency in risk allocation and measurement in the financial
intermediation process, potentially resulting in episodes of instability and crisis. It is
for this reason that, as indicated above, innovation should go hand in hand with
significant efforts by the authorities to become acquainted with and properly regulate
these markets. On this subject, see, for example, FEM (2012).
New products and new business models based on the use of digital
information will lower the costs associated with information asymmetry
and expand credit access by SMEs

2.65

As explained above, information asymmetry between borrowers and lenders
(uncertainty as to borrower quality) increases perceived risk for lenders and in turn
drives up financing costs. A reduction in perceived risk resulting in lower transaction
costs can be achieved primarily in two ways: either by using collateral or by
generating more and better information on borrowers. Both alternatives result in
costs that are at times incompatible with the rates of return of some SME projects.

2.66

To the extent that new information management technologies are introduced into
the credit market, new firms and new projects will have the opportunity to borrow. In
particular, SMEs now have the option of building a digital history or footprint by doing
business online (through e-commerce) and by using electronic payment channels.
Such digital history may be shared with specialized intermediaries who, after
examining it, can provide credit instruments tailored to the client’s needs and
characteristics (for example, consistent with the periodicity or seasonality of
business sales). Access to this type of verifiable, tamper-proof information amounts
to a significant improvement in credit practices since it reduces the need to use
collateral, which tends to keep many SMEs out of the credit market. In addition, the
literature shows that these information-related advances have positive and
substantial effects on the selection of better projects (de Janvry et al., 2010).
Specifically, the use of this technology—in the form of computational capacity
dedicated to estimating better risk models—has allowed lenders to better predict
repayment probabilities and has consequently lowered the financing cost of viable
projects (Einav et al., 2014).

2.67

Some examples of these new credit practices originate in China. In that country, the
financial arms of electronic commerce and payment companies such as Tencent
and Ali Baba are now large providers of SME credit. This is due in part to the
significant penetration of e-commerce: in 2015, more than 15% of retail sales in
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For more details, see Deloitte (2016), Marketplace lending, a temporary phenomenon? An Analysis of the
UK Market.
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China were made through e-commerce, while in the United States the figure was
only 7% (eMarketer, 2015).
2.68

In contrast to what is happening in China, e-commerce companies such as Amazon
or eBay have yet to take advantage of their client information to develop a largescale financing operation. An interesting case is that of Square Capital
(https://squareup.com/capital), which has been using the transaction history
obtained through its electronic payment service for SMEs as a valuable source of
information on its clients’ business performance and repayment capacity should they
become borrowers.

2.69

At present, a greater obstacle to SME credit access is SMEs’ inability to produce or
control relevant information for the credit allocation process. Many firms already
producing a digital business history are having difficulties in transferring this
information to potential lenders, or at least in doing so transparently and reliably.
These difficulties could vanish to the extent that characteristics beyond business
performance start to show their predictive capacity in credit scoring algorithms. In
addition, as soon as it becomes possible to store and share payment and
performance information in a secure and tamper-proof environment, the commercial
payment giants will no longer have the advantage of controlling useful information
for assessing potential borrowers. In this respect, there is an invaluable opportunity
for potential information aggregators: platforms specifically designed to capture,
store, and securely and quickly transfer financial (and nonfinancial) histories.
More efficient use and management of collateral based on distributed
ledger (blockchain) technologies will help expand credit access for SMEs

2.70

For these changes to be effective, what is needed in addition to fostering adoption
of the appropriate technologies is to resolve a series of regulatory questions. The
ownership of information and the right of access to its various sources must be
clearly established from a legal standpoint. In this respect, the European
Commission has taken a leading role, approving regulations that govern the access
to and use of information collected by payment service providers. These regulations
will enter into force in 2018.43

2.71

As indicated above, the alternative to the production of a (digital) financial history
aimed at reducing information asymmetry is to use collateral. Nowadays, the very
process of providing collateral for a credit transaction is plagued by costs and
inconveniences, rendering it difficult, and on occasion impracticable, for smaller
firms. Thus, adopting technologies that make it possible to record collateral in a
reliable and tamper-proof way and help the contracting parties to enforce the
collateral-related clauses in accordance with the terms of their loan contract will no
doubt reduce the cost of access to formal credit.

2.72

There is broad consensus in the financial industry that the use of distributed ledger
technology (DLT) can be of enormous help in solving the current problems
associated with the recording of an asset as collateral and the repossession
mechanisms under financial contracts. DLT is, in short, a data record-keeping
system with particularly attractive properties for collateral management. More
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It is worth noting that the issue of digital information ownership, access, and use should be seen in the
context of a broader discussion on digital identity and the role of the financial system and public policy in
this regard (see, for example, World Economic Forum (2016)). Moreover, given the risks potentially arising
with respect to the improper use of information, there is a possibility that existing data protection systems
may need to be reviewed or modified to accommodate these new practices.
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specifically, DLT is a network of hubs and its decentralized nature makes it a much
more robust and secure technology, unlikely to be affected by an individual failure
or attack. Under DLT, each of the network’s many hubs has a copy of the ledger
containing all the relevant history and information, such as ownership of the assets.
This makes the system traceable, auditable, and much more transparent. In
addition, any change in the ledger must be validated by the entire network by means
of a consensus mechanism and, once approved, is immediately reflected in all
copies of the distributed ledger.44 Moreover, DLT uses cryptographic mechanisms
to ensure the integrity of the information contained in the ledger, making it virtually
impossible for the information to be altered without the consensus-based
authorization of most of the network’s hubs.45
2.73

Lastly, once an asset is recorded in a DLT system, given the system’s tamper-proof
nature, this digital representation of the asset itself becomes proof of the asset’s
existence and ownership. This is a huge opportunity to make information
management more efficient, since new networks using digital representations of the
assets can now operate without the need of third parties to validate transactional
information, ultimately resulting in lower transaction costs and greater transparency.
The efficiencies of recording an asset as collateral in a DLT system are clear, since
the possibility of duplication and fraud is eliminated, providing confidence that no
other lender has a right over the same asset. Furthermore, this system reduces the
counterpart risk, the need for capital, and therefore the cost. In addition, recording
an asset in a DLT system can facilitate collateral recovery mechanisms, since
incorporating contractual rules and/or clauses that are automatically enforced in all
the network’s hubs through smart contracts can reduce both the cost of and the time
involved in potential recovery.

2.74

Distributed ledger technology has a wide range of applications. For example,
successful uses of this technology in recording and managing collateral have
recently emerged. Pilots and tests aimed at recording and managing titles to land
are being carried out in Sweden and Georgia. Similar applications are being
developed to manage health records. In the private sector, firms are turning to DLT
as a way of achieving time savings and cost reductions in innumerable processes
related to compliance with bylaws or external regulations while enhancing the
reliability of the entire process.

2.75

In addition to being applied strictly to the management of collateral, DLT may be
used in combination with smart contracts aimed at helping to enhance the efficiency
of financial contracts. Since smart contracts independently and automatically
enforce the clauses of a contract, coupling this technology with the use of distributed
ledgers would make the process of providing and recovering the collateral
substantially easier. Moreover, there is broad consensus among experts that
distributed ledger technology would be ideal for addressing the storage, use, and
disposal of digital history and identity (on this point, see footnote 43).
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DLT systems follow the principle of only adding information (for example, when an authorized change
needs to be made) and never erasing the history, so as to make it impossible to eliminate or reverse
transactions.
In essence, each data file can be programmed to produce a short alphanumeric identifier—equivalent to
a digital footprint. This footprint or countermark is validated and then included in the ledger, providing a
date and timestamp and proving the existence of the data file. Thus, any attempt to change the data file
will be easily detected and corrected by the other hubs in the network.
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The new financial technologies will help make capital markets more
efficient, ensuring less costly and more comprehensive access
2.76

Recording and checking databases on financial obligations is the basis of capital
market operations. The currently used mechanisms are complex, employ
fragmented technological systems, and lack common standards. This creates a
constant need to reconcile data, thus increasing the duplication of processes and
systems, raising operating costs, and leading to work execution delays.

2.77

Recent studies indicate that DLT can help to simplify and create greater efficiency
in these markets through a new infrastructure of financial services and processes
based on common standards. For example, a study jointly conducted by Santander
Innoventures, Oliver Wymann, and Anthemis Group (2015) estimates that using
DLT could reduce banks’ infrastructure costs—including the cost of international
payments, securities trades, and regulatory compliance—by US$15 billion to
US$20 billion a year over the next five years. In general, the potential benefits of
implementing DLT would be the following:
a. Operational simplification: DLTs would reduce or even eliminate the need to
perform reconciliations and resolve disputes.
b. Improved regulatory efficiency: DLTs would allow regulators to monitor
financial activities in real time.
c. Reduced counterpart risk: Through DLTs, agreements would be codified and
would be enforced in a shared and immutable environment.
d. Shorter compliance and payment times: DLTs would reduce or even
eliminate the need for third parties that now verify and/or validate transactions,
which would speed up payments.
e. Improved liquidity and cost of capital: DLTs reduce locked-up capital and
provide transparency and liquidity for assets.

2.78

As the above-described technological changes take shape, SMEs could
progressively benefit from greater access to capital markets through:
(i) simplification and lower costs of access to these markets; (ii) being matched with
a larger set of savers (including institutional investors) for SME financing; and
(iii) freed up space in the credit market, since other large-scale projects, such as
infrastructure-related projects, and large firms could be financed directly through the
capital markets. In fact, capital markets with a low level of development can be a
major constraint on access to finance for the productive sector as a whole and SMEs
in particular. This is due to the following: (i) the lack of disintermediated financing
mechanisms exerts undue pressure on banks’ capital, creating an equilibrium in
which commercial banks finance in excess large companies and infrastructure
projects that could also benefit from financing through the capital markets;
(ii) institutional investors’ cumulative savings cannot flow to financing productive
activities, particularly in medium-sized enterprise sectors, because of a lack of
instruments for securitizing bank assets; (iii) there is no toolkit for managing and
underwriting risk (e.g., interest rate risk, exchange risk), which contributes to the
overall increase in risk premiums; and (iv) SMEs do not have one of the greatest
incentives for entrepreneurship: the possibility of realizing the value of the company
through a public offering (Ketterer, 2017).
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Other FSI segments will also benefit from the technological changes
2.79

As should be expected, the benefits of the new technologies go beyond what has
been described above. For example, the insurance industry, the transaction banking
subindustry, and payment systems will experience substantial changes and
efficiency gains. The payment systems segment deserves special attention since it
is well-known that SMEs bear the brunt of high payment-related costs, particularly
in the case of international transactions. With support from an appropriate public
policy, these efficiency gains are expected to extend from the financial segments to
real-sector companies, which would help to boost aggregate productivity.

2.80

Despite not being part of the FSI in a strict sense, the e-commerce segment will
benefit enormously from the new technologies and business models. For example,
Amazon Business, a business-to-business (B2B) platform, was launched in
April 2015 and in its first year reported US$1 billion in sales and a monthly growth
rate of more than 20%. B2B buyers show a clear preference for online transactions,
and 94% of them do some type of research (on the seller) prior to the transaction
(Lingqvist, 2015). Another example is that of the on-demand market. The
appearance on the scene of online platforms that allow clients to interact with their
potential suppliers in real time is allowing professionals in various areas to provide
their services either independently or in the form of SMEs (Manyika et al., 2016a).
The possibility of revolutionary changes in the financial services industry
is real and would result in a process of segregation and subsequent
reintegration of financial service offerings46

2.81

Historically, central banks have designed multitier systems to manage their payment
systems as a way of solving the problem of having to deal with large numbers of
individual accounts. Examples of these multitier systems include the Bank of
England’s Real-Time Gross Settlement System, the United States Federal Reserve
Bank’s Fedwire, and the European Central Bank’s TARGET2.

2.82

Generally, only certain (usually large) financial institutions that are direct participants
in these systems can hold accounts at the central banks and settle in the central
bank currency. Smaller institutions can access the system through a large institution
with direct access. Individuals and companies can only access the system through
accounts at these institutions, whether large or small (see Figure 1). The alternative
to cash for these individual actors is deposits at financial institutions, which are by
nature quite different from money as such. It is worth noting that depositing a unit of
cash at a commercial bank is equivalent to exchanging it for a virtual unit of currency
issued by that bank. Deposit insurance schemes, now very popular in large parts of
the world, are a clearly imperfect way of closing—partially, at least—the gap
between the central bank’s money and the virtual money issued by the banks.

46

This section is based on the discussion paper Digital Central Bank Money and the Unbundling of the
Banking Function, by Juan Antonio Ketterer and Gabriela Andrade (2016).
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Figure 1. Tiered payment system
Central Bank Ledger
(Only licensed banks’
settlement accounts)

Top tier banks’ Ledgers
(Both corresponding bank
and customer accounts)
Low tier bank’s “Ledger”
(Only customer accounts)
Customers
(A payment from person
1 to person 4 passes
through all the intermediaries)
Source: Ketterer and Andrade (2016).

2.83

At the present time, some central banks and economics scholars have enriched the
discussion on the advisability of replacing the above-described multitier system by
extending direct access to central bank money to a broader set of participants (open
payments system). The reason for this discussion is primarily four-fold. First, it is
essential to pave the way to a digital currency-based economy. This move would
have several positive consequences: (i) it would provide the possibility of eliminating
the use of paper currency to any necessary extent; (ii) it would help reduce the costs
of maintaining and distributing paper currency; and (iii) it would entail a series of
indirect effects, such as making tax collection easier, encouraging business and
labor formalization, enhancing the convenience and value propositions to
consumers, and creating new markets. Second, it is desirable to allow new entrants
to participate in the central bank activity of providing money, as this would enhance
competition and encourage financial innovation. Third, there is a need to examine
and discuss how the dynamics of systemic risk and bank runs would change if
individual participants (whether companies or individuals) have the option of
maintaining zero-risk deposits at the central bank. Lastly, it is imperative to promote
the introduction and use of low-cost instruments such as virtual currency to move
forward on the financial inclusion agenda, which has been broadly encouraged in
recent years (see, for example, AFI, 2016).

2.84

What, then, would be the consequences of moving toward an open payment
system? To begin to answer this question, one must first recognize the bundled
nature of the current banking business model. Traditional financial intermediaries
fulfill two main functions, providing: (i) intermediation between savings and
investments; and (ii) access to the multitier payment system. The crucial point is that
these two functions are currently bundled, so that: (i) the two services are offered
together; (ii) the intermediation activity is funded, at least in part, with the deposits
and the float generated by the payment system; and (iii) the intermediaries can use
their client information quite freely, except share it with competitors. In exchange for
a license to offer these two services, banks are subject to regulations requiring them
to maintain high levels of capital (approximately 8% of their risk-weighted assets).
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2.85

In this context, a new class of nonbank intermediaries (NBIs) could operate in the
payment system along with the traditional intermediaries. NBIs could be licensed to
take deposits, provided that 100% of the deposits received are maintained in central
bank money; in other words, NBIs would not be allowed to use the depositors’
money to engage in credit transactions. In fact, this is the definition of a system often
referred to as “narrow banking,” “safe banking,” or “full reserve banking.” In this
scenario, the savings, payment, and investment services would become unbundled.

2.86

A question that naturally comes to mind in this scenario is whether an unbundled or
segregated services system could offer NBIs financially viable business models. It
is clear that selecting this business model would have to take at least three
considerations into account. First, NBIs might not necessarily have an advantage
over current intermediaries in providing a high-quality payment system. Second,
while the possibility of offering safe deposits would be an advantage for NBIs, the
value that end users attribute to a system free of counterpart risk (such as the current
bank system) is difficult to quantify ex ante. Lastly, it is crucial to think of what NBIs
could do with the information provided by their clients with a view to making their
business model viable.

2.87

In the traditional bundled banking model, intermediaries make very limited use of
this information and typically do not share it with their competitors. This information
is of course used within each bank as an input for credit allocation decisions or for
cross-selling other financial services. In other words, traditional intermediaries keep
their client information compartmentalized, because their bundled business model
so requires. However, in an NBI model, information could be shared and even sold
to third parties such as MPLs or providers of other financial services (investments,
mortgages, or insurance products). As indicated above, this could result in the
emergence of specialized information aggregators that would purchase data
fragments and sell data packages to various financial service providers. In any
event, the regulatory capital required of each operator would be considerably less
than is currently required of banks under the bundled model, since NBIs would not
be subject to the risk of bank runs. In short, better use of information and the cost
reductions associated with lower regulatory capital could bring about a true
revolution in the FSI.

2.88

In conclusion, transitioning from a multitier payment system to a fully open model
would allow the entry of NBIs. In turn, these new players would contribute to a more
efficient management of financial client information and this information would feed
the rest of the unbundled financial ecosystem, which would now begin to compete
with the traditional intermediaries.

III. MAIN CHALLENGES IN THE REGION AND PROBLEMS THE BANK SEEKS TO ADDRESS
3.1

As discussed above, the capacity of financial markets to channel savings into
productive activities efficiently is an essential element for the functioning of the
economy. Unfortunately, the region lags significantly in the development of these
markets, as evidenced by shallow financial systems concentrated on few
instruments and characterized by a history of systemic crises. In fact, despite some
persistent gaps in this regard (there is great unevenness across the region),
countries in Latin America and the Caribbean (LAC) have made relatively more
progress on financial stability than on depth, liquidity, and diversification.
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3.2

Considering the factors outlined in Sections II.C and II.D that determine the level of
financial development, it is clear that LAC is still lagging behind in a variety of
dimensions. Although there are significant differences within the region, it trails
significantly in: (i) protection for lenders; (ii) coverage of credit bureaus and
registries; (iii) protection for minority shareholders; and (iv) adequate integration of
the SME segment into countries’ productive financing strategies.

A.

The region lags in building deep, diversified, and stable financial systems

3.3

There is extensive evidence that the region exhibits significant lags in various
aspects of financial development. For example, credit depth in LAC is a fraction of
what it is in countries with a similar level of development. In addition, capital markets
are, with certain exceptions, relatively incipient and limited to a few issuers. Despite
recent progress, some weaknesses also persist in terms of macroprudential
oversight and regulation.

3.4

For a start, World Bank (2016) data for the period 2003-2013 show that, while
average bank assets in LAC countries grew on average only 4% (from 39% of GDP
in 2003 to 43% of GDP in 2013), they rose by 17 percentage points in Southeast
Asian countries (from 37% to 54%) and by 31% in Eastern Europe and Central Asia
(from 20% to 51%). As a result, the financial depth level in LAC countries is not only
lower than in advanced countries but also lower than in emerging economies. Thus,
in this component of the Financial Development Index, LAC scored 0.08/1 as
compared to 0.3/1 for advanced countries and 0.12/1 for emerging economies
(IMF, 2016). Levels of access to finance in the region are below even what would
be expected in view of its countries’ per capita GDP (Didier and Schmuckler, 2014).
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Figure 1: Indicators of financial market development
South
America

LAC

Central
America

Caribbean

OECD –
High
income

Emerging
Asia

Eastern
Europe

Upper
middleincome

Credit to the private sector (% GDP)

44.2

46.2

45.88

38.6

121.15

96.1

57.6

52.1

Market capitalization (% GDP)
Market capitalization excluding
10 largest companies (% GDP)

37.2

32.2

25.1

59.1

67.3

91.8

19.1

44.8

-

12.9

-

-

34.7

60.2

7.9

21.8

Trading volume (% GDP)

5.03

6.77

2.7

1.8

56.8

44.8

7.53

4.8

Companies identifying financing as
greatest constraint (%)

25.1

22.2

24.3

29.8

-

9

17.7

19.3

Bank capital to assets ratio (%)
Ratio of loan loss reserves to
nonperforming loans (%)

10.3

10.5

10.2

-

6.3

9.2

10.5

9.7

144.1

167.5

114.4

-

41.2

78.1

59.7

66.2

Note: The data are for 2014 or the latest available data prior to that date. LAC includes the 26 IDB borrowing member countries. The group of
emerging Asian countries includes China, India, Indonesia, Malaysia, Philippines, Singapore, Thailand, and Vietnam. The group of Eastern European
countries includes Bulgaria, Croatia, Czech Republic, Poland, Romania, Slovakia, Slovenia, Turkey, and Ukraine. The upper-middle income group
is as defined by the World Bank. The composition of country groups varies from one indicator to another due to data availability.

3.5

In the region, bank credit to the private sector has barely increased since the 1980s
and is now around 44% of GDP. This value is significantly below the average in
advanced economies (121%), emerging Asia (96%), and other emerging economies
such as Eastern Europe (57.6%).47 In turn, the relative weight of credit to businesses
as a share of total bank lending is 60%, six percentage points lower than in 2000.
Thus, although credit to the business sector has been growing since 1990, it has
done so more slowly than in other regions, and has mainly focused on consumer
credit—involving simpler and shorter-term lending—rather than productive credit
(de la Torre et al., 2012). However, in some countries in the region, bank credit to
the productive sector has been growing at considerable rates. Such is the case of
Brazil, where credit to businesses (particularly industry) grew at an average annual
rate of 11% from 2012 to 2014 (BNDES, 2014).

3.6

With a few exceptions, credit to the productive sector in the region is well below that
corresponding to the structural characteristics of the countries’ economies (level of
per capita GDP, population size and profile, etc.). Beck (2016) shows that this is the
case, for example, in Argentina, Mexico, and Peru, where current credit levels (19%,
22.5%, and 32%, respectively) fall far short of expectations (71%, 42%, and 56%,
respectively). Moreover, compared with other regions, credit intermediation to the
productive sector is at higher lending rates and with high net spreads (close to 5.5%,
compared with spreads of 2% in OECD countries and 4% in Asia).

3.7

This situation has negative consequences for companies’ operation and growth. Just
36% of companies in the region use credit to finance their working capital (in the
Caribbean this figure is barely 20% of registered companies), compared with 38%
in Asia and 48% in Europe. What is more, just 20% of the region’s companies use
credit to finance investments, compared with 40% in Asia and Europe, while 30% of
companies state that lack of access to credit is a significant hindrance to their
operations. In response to these difficulties, some companies in the region opt out
and turn to their own resources—if they have any—or other sources of finance. Fiftyseven percent of companies are financed from internal resources (Presbitero and
Rabellotti, 2014). In the case of new companies, 60% of seed capital comes from

47

However, there are marked asymmetries between the countries of the region: for example, Panama,
The Bahamas, and Barbados have values above the regional average: 70%, 58%, and 52%, respectively
(World Bank, 2016).
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personal or family savings (WBES, 2014). Faced with an inefficient intermediation
system, self-financing is the best response for companies, even for highly productive
ones. This excessively limits and delays their ability to take advantage of new
business opportunities, particularly those requiring long-term projects or investments
in intangible assets.
3.8

SMEs48 and young enterprises are particularly affected, as are companies in
relatively riskier sectors and those with less collateral (such as new-technology
intensive firms). Less than 15% of total credit in the region is destined for SMEs, and
the differential in the conditions of access to credit for SMEs and large companies is
bigger than in other regions49 (OECD/ECLAC, 2013). According to IFC data (2013),
the financing gap for SMEs in the LAC region is US$250 billion. Although there has
been progress in recent years in terms of the expansion and adaptation of banking
instruments for these business segments, the high degree of informality in the
economic structure, and the higher cost of project selection and monitoring methods
in this segment compared to others (such as consumer credit or leasing) create
disincentives for bank credit, limiting the benefits in terms of aggregate productivity
that can be derived from the growth of the most productive SMEs.

3.9

Credit constraints, in turn, are significantly greater in the case of companies run by
women (Piras et al., 2013; IDB, 2015).50 Recent surveys in LAC show that
companies in the region owned by one or more women: (i) have less access to
finance in all categories of company (70% of women-owned SMEs that need a loan
have been unable to obtain it through bank institutions); and (ii) face collateral
requirements that exceed the value of the loan (for example, in Paraguay and
Costa Rica, this may be as much as 369% and 267% of the loan, respectively). The
surveys also show that, for women, access to finance is the most important barrier
to starting a business (EIU, 2013); and that regulatory barriers (for example, in
relation to land holding and ownership rules) and cultural barriers (women are less
likely to finance their businesses from loans than men) exist, limiting access to
finance (Piras et al., 2013; Pailhé, 2014).

3.10

It is worth noting that there is great unevenness in this respect among the countries
in the region. For example, China’s levels of credit to the private sector are roughly
consistent with per-capita GDP, while in the Central American countries51 and the
Dominican Republic they are equivalent to 40% of per-capita GDP (Didier and
Schmuckler, 2014). These disparities are also present in the Caribbean. For
example, in 2015, credit to the private sector in The Bahamas amounted to 72% of
GDP, but in Trinidad and Tobago it was only 31.4% of GDP. Despite the improved
relative performance of financial system indicators in certain countries in the region,
private-sector access to finance, particularly for SMEs, is far from the expected
levels for these countries’ degree of development.

3.11

Access to long-term finance is especially limited in the LAC region, creating an
obstacle for innovation and investments in technology and infrastructure, which

48

It should be noted that the Latin American and Caribbean countries tend to use different definitions for
“SME.”

49

Around 17% of SMEs in the region use bank credit to finance working capital, compared with 29% of large
companies.
Only half of the companies set up by women in Latin America and the Caribbean survive after three years
(MIF, 2013).
Belize, Costa Rica, El Salvador, Guatemala, Honduras, and Nicaragua.

50

51

- 32 -

require financial instruments with a longer maturity horizon. As will be seen below,
LAC countries are far from developed countries on indicators such as credit to the
private sector as a percentage of GDP or securities market liquidity, both being
important components of long-term finance. According to recent studies, the region’s
financial systems are not sufficiently efficient in: (i) channeling savings toward
longer-maturity financial instruments that can help satisfy the need to invest in the
real economy; (ii) ensuring that long-term financing is provided by entities with longterm horizons; and (iii) providing a broad spectrum of financial instruments to support
long-term investment (Beck, 2016). These constraints are particularly worrisome
due to the LAC countries’ need to evolve toward more productive economies and
given the key importance of financing and investment in achieving this evolution.
3.12

In addition to the lag in bank credit, the incipient development of most capital markets
in the countries in the region represents a major constraint on the productive sector’s
access to finance in general and that of SMEs in particular.52 This is due to several
factors: (i) the lack of disintermediated lending mechanisms puts undue pressure on
bank capital, leading to an equilibrium in which commercial banks overfinance large
companies and infrastructure projects that could also be financed through capital
markets; (ii) the savings accumulated in institutional investors cannot flow towards
the financing of productive activities, particularly in medium-sized business sectors,
due to a lack of securitization instruments for banking assets; (iii) the lack of a set of
insurance and risk (such as interest-rate and foreign-exchange risk) management
instruments, which contributes to the overall increase in risk premiums; and
(iv) SMEs’ lack of one of the main incentives to entrepreneurship: the possibility of
realizing the value of the company through a public offering (Ketterer, 2017). In turn,
the capital markets’ low level of development limits the possibility of mitigating
macroeconomic shocks from the banking sector, stemming from the
nonperformance of loans to the productive sector. More developed capital markets
could help mitigate this risk, although additional research is needed on this point.

3.13

Although the region’s fixed income markets have grown substantially over the last
two decades, this growth has been slower than in OECD countries or Asia, and
these markets remain relatively small (33% of GDP in LAC-7 countries, compared
with 56% in Asia and 112% in the OECD)53 (Didier and Schmuckler, 2014).
Moreover, growth in these markets has been driven mainly by two factors: public
bonds and U.S.-dollar issues by a handful of large companies. With respect to the
first factor, private bonds have had only very limited scope: they account for less
than 10% of bonds by value in countries in the region and only a few companies
have issued bonds, compared to the norm in more advanced countries.54 With
respect to the second factor, Caballero et al. (2016) and Shin (2014) describe the
increase in corporate issues in foreign currency by large companies in the region,
occasionally through foreign subsidiaries. The most positive element regarding
fixed-income markets has been that, in some countries, the growth of longer-term

52

53

54

Brazil’s Securities and Futures Exchange was ranked as having the 20th highest trading volume in the
world (Forbes, 2015). Even so, the low level of development of the domestic private bond market limits the
productive sector’s prospects for accessing long-term finance (Macedo and da Silva, 2013; Pinto et al.,
2013).
The heterogeneity of the LAC-7 countries should be noted: whereas bond markets in Peru and Colombia
are very small (15% and 23% of GDP, respectively), Brazil’s is 40% of GDP and Chile’s is larger than that
of the Asian countries (59% of GDP) (World Bank, 2016).
Between 1991 and 2013, an annual average of 270 companies issued bonds in LAC, compared to 799 in
Europe and 1,220 in the United States.

- 33 -

issues of domestic public debt in local currency has helped construct a reference
curve for corporate debt.55 For their part, variable income securities markets (shares,
etc.) are still small and relatively illiquid (the value of shares in the region’s
exchanges is less than 40% of GDP, compared with levels of over 100% of GDP in
the OECD countries and Asia), well below what would be expected given the
structural characteristics of the countries’ economies (level of per-capita GDP,
population size and profile, etc.).56 Lastly, except in the largest countries, derivative
markets are almost nonexistent, or at best incipient (World Bank, 2016).57
3.14

Following international trends, other sources of financing have emerged in the
region, including private equity and venture capital funds and credit unions.
However, their share of total credit volume continues to be very small (for example,
loans provided by credit unions in OECD countries are equivalent to 5% of GDP,
while in LAC-7 countries58 they are less than 1% of GDP). Also worth noting is the
emergence of nontraditional funding sources such as crowdfunding. While the scale
of crowdfunding is still small, in Chile59 and Mexico it respectively accounts for close
to 2.5% and 1% of the growth in credit to microenterprises and small businesses.
Unlike the case in developed countries, where crowdfunding is focused on the
consumer finance segment, close to 70% of financing via crowdfunding in LAC has
focused on credit to companies, notably small businesses (close to 5,800 SMEs in
2015) (Wardrop et al., 2016). In fact, the financing of companies through
crowdfunding in LAC grew by more than 500% in 2015 over 2014, while the
consumer segment grew by only 40%. Despite this growth, the share of
crowdfunding in the total volume of credit to SMEs is also very small. As a result,
faced with constraints on credit through bank intermediation and other sources,
companies frequently turn to suppliers and the informal sector.

3.15

The region has made significant strides in recent years in terms of introducing a
framework of prudential regulation and financial regulation and oversight (BBVA,
2014). The limited progress achieved in increasing the depth and diversification of
financial markets has been largely due to the implementation of these reforms.60 The
reforms notably include improvements in macromanagement and prudential
regulation which made the system more stable, and pension system reforms that
provided a transition to a capitalization system in most countries (IMF, 2012). A

55

56

57

58
59

60

Between 1990 and 2010, maturities increased one year for private bonds and 35 months for public bonds,
while the share of national corporate bonds in foreign currency dropped from 33% to 25% (LAC-7).
Beck (2016) shows that, for example, this level should be around 15% in Argentina (rather than 2.5%),
around 32% in Mexico (rather than 24%), and around 10% in Peru (rather than 5%).
It is worth bearing in mind the uneven levels of development across the region: in Brazil and Chile, levels
of capitalization in the securities markets exceeded 100% of GDP, while in Paraguay, Uruguay, and
Venezuela these were below 10%.
Argentina, Brazil, Chile, Colombia, Peru, Mexico, and Venezuela.
The Cumplo platform in Chile is the first of its kind in Latin America. Operating under a collective funding
model, several persons offer part or all of the financing amount on the requested terms through a reverse
auction system. Loans are guaranteed by Sociedades de Garantía Recíproca [mutual guarantee
associations], which are financial institutions that receive State contributions through the Corporación de
Fomento de la Producción [Chilean Economic Development Agency] (CORFO) to allow SMEs to obtain
better financing terms.
Consistent with this process: (i) local currency bond issues show increased volume and longer yield
curves; (ii) the number of instruments traded on securities exchanges has increased, and derivatives have
emerged in some currencies; (iii) pension funds have become significant actors; and (iv) financial
infrastructure, particularly as it relates to securities clearing and settlement systems, has been modernized
(de la Torre et al., 2012).
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combination of regulatory changes and lessons learned from past crises led LAC
banks as a whole to achieve a capital adequacy ratio of 10.3% in 2014, above the
average for upper-middle income countries and also above the average for
emerging Asian countries (World Bank, 2016).61 In addition, banks in the region have
a loan loss coverage ratio of 144%, well above the average for upper-middle income
countries (66%) and emerging Asian countries (59%), making them better able to
absorb loan portfolio losses. In this regard, the fact that LAC was relatively shielded
from the recent global financial crisis has been attributed by some authors to the
region’s advances in bank regulation and oversight, as well as to its more flexible
and consistent monetary systems (Bleger, 2011).
3.16

Another area in which notable advances have been identified is the opening up of
the financial sector, encouraging the entry of foreign institutions and capital. As a
result of this process, which was conducted in different countries at different
moments in time, the presence of foreign banks grew significantly in most countries
in the region. LAC (except Brazil), Sub-Saharan Africa, and Eastern Europe are the
regions in which foreign banks have achieved the greatest market penetration, even
when compared to Asia, China, and advanced economies (Claessens and
Van Horen, 2014). However, in recent years, as a consequence of the 2008-2009
global financial crisis which weakened some global banks and led to stricter capital
requirements, the share of foreign banks in LAC registered a moderate decline (IMF,
2016). These cycles in foreign bank penetration have had repercussions in the levels
of bank concentration: while in the late 1990s the asset share of the five largest
banks in LAC-7 had fallen to 60%, in 2015 it had risen again, reaching 75% of total
bank assets (World Bank, 2016). Although the evidence of this concentration’s effect
on bank industry competition is not yet conclusive (Gelos, 2009; Kasman and
Carvallo, 2014), the recent consolidation in the industry has the potential to create
setbacks in encouragement of competition and consumer protection.

3.17

Building deep and stable financial systems in LAC is crucial for boosting the region’s
productivity and, consequently, its economic growth. For example, Beck et al. (2000)
have shown that if average financial depth in the region (31%) were raised to the
levels of East Asia (70%), annual productivity growth in the region would increase
by one percentage point, narrowing the difference in productivity growth between
the two regions by 60%. Greenwood et al. (2013) have estimated that if
Latin American countries were to reach the financial development level of
Luxembourg, TFP in these countries would rise by 17% and GDP by 85%. Arizala
et al. (2013) showed that, depending on the finance requirements of the industries,
the pace of annual TFP growth could rise by 0.6% if development of the financial
system were to increase by one standard deviation.

3.18

One of the major channels through which financing can help boost the region’s
productivity is by providing incentives for labor and business formalization, since it
is well-known that informal businesses operate at lower levels of productivity

61

This appropriate level of capital is precisely what leads Galindo et al. (2012) to conclude that implementing
Basel III in countries such as Bolivia, Colombia, Ecuador, and Peru would not require additional
capitalization efforts on the part of banks.
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(La Porta and Shleifer, 2014).62,63 The studies conducted for the region show that the
high degree of informality of SMEs is a key obstacle impeding access to finance
through the banking system. Informality means that an enterprise is unable to
demonstrate its existence; it also means that an enterprise’s financial statements do
not properly reflect its real situation, making it difficult to correctly evaluate financing
projects and the associated risks (Kulfas, 2009; ECLAC, 2011). As a result, few
SMEs in the informal sector obtain access to or even apply for financing. For
example, in Chile, only 12% of informal SMEs report having applied for credit at
commercial banks, compared to 32% of formal SMEs (Chilean Ministry of Economy,
2014). In Argentina, Bebczuk (2010) found that 9.4% of informal enterprises had
applied for financing, compared to 23% of formal enterprises. In addition, in cases
in which the bank institution had provided credit, it had done so on a personal basis
rather than to a company (since the existence of an informal company cannot be
evidenced). The informal economy, which accounts for 60% of all employment in
LAC, poses a clear challenge to the countries in the region, especially in terms of
efforts to increase the productive sector’s access to finance. In fact, according to
International Finance Corporation (IFC) data (2013), roughly 14 million informal
MSMEs in LAC have no access whatsoever to finance. The empirical evidence
shows that access to finance can contribute to reducing informality. Catao et al.
(2009) propose that informal enterprises are more likely to incur in formalization
expenses if they perceive future benefits in the form of greater credit access.
Galdenman and Rasteletti (2012) estimate that, in Uruguay, a 10 percentage point
increase in financial depth could help reduce informality in some sectors by 8 to
12 percentage points. D’Erasmo (2015) argues that, in the case of Brazil, the
systematic decline in informality (from 55% in 2002 to 45% in 2010) is largely due to
an improvement in credit access conditions.
3.19

62

63

Importantly, LAC countries need a solid and stable financial system that can make
the necessary resources available to the region’s enterprises to allow them to seize
the advantages and overcome the challenges of the imminent Fourth Industrial
Revolution. We are indeed on the cusp of a technological revolution that will radically
change the production system and overall economy. The First Industrial Revolution
introduced steam to mechanize production; the Second Industrial Revolution
marked the use of electric power to create mass production; and the Third Industrial
Revolution harnessed electronics and computers to automate production. The
Fourth Industrial Revolution is characterized by unprecedented advances in the
so-called new digital technologies (such as artificial intelligence, robotics, the
Internet of Things, and 3D printing) and their implementation in processes
throughout the value chain and in the various sectors of the economy, from
agroindustry to logistics, for example. In this context, overcoming the gap in access

Specifically, studies on seven LAC countries by Perry et al. (2008) show that the productivity differential
between formal and informal companies could be close to 30%.
The nature of this productivity differential between formal and informal companies has given rise to a
number of theories and studies. For example, the existence of a selection mechanism where the most
talented entrepreneurs decide to operate in the formal sector, hoping to operate next to bigger and more
productive firms, is plausible. Furthermore, operating in the informal sector has its own disadvantages:
one example is the inability to attract skilled labor (Galiani and Weinschelbaum, 2011), since employment
conditions in the informal sector are generally unfavorable. In addition, informality typically excludes
companies from the training programs and technical assistance offered by development agencies, thereby
limiting their productivity growth. Lastly, the high transaction costs faced by informal companies (because
they operate mainly in cash, because they lack access to the judicial system, etc.) reduce their efficiency
and lower their observed productivity (although not necessarily their business talent).
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to finance is crucial in enabling enterprises in LAC to make the investments and
innovations required to develop and/or adopt new digital (and other) technologies
and successfully enter the new global industrial and economic stage.
3.20

Despite the advances described herein and the heterogeneity across countries in
the region in this area, it is nevertheless possible to identify a series of challenges
common to all. The most important from this SFD’s standpoint are: (i) improving the
efficiency and scope of banking credit intermediation to the productive sector, to
foster technological change, market access for more productive companies, and
enhanced efficiency for value chains; (ii) developing the capital market and risk
management instruments, to promote financing of long-term investments and
projects, and increasing companies’ risk diversification capacities; and
(iii) strengthening macrofinancial regulation and supervision, its institutional
framework, and its instruments, to allow integrated and comprehensive macrorisk
management, yielding lower risk premiums on investments without compromising
the stability of the system (IDB, 2005, 2010, and 2014a; Didier and Schmuckler,
2014). These challenges and the policies to tackle them are mutually interconnected
in many ways, as they are highly complementary. However, to simplify the analysis,
they are presented here separately.

B.

Improving the efficiency and scope of bank credit intermediation to the
productive sector

3.21

The factors that help explain this gap in access to finance in the region compared
with other regions include: (i) numerous financial crises that have affected the region
since the 1970s, which have undermined agents’ confidence in the financial sector,
limiting the expansion of the deposit base, the growth potential of intermediation,
and the availability of medium and long-term finance; and (ii) lower comparative
levels of growth and transformation of the region’s productive structure, which is still
characterized by the high presence of informality, microenterprises, and the size of
an agricultural sector that is technically lagging or inefficient.64,65

3.22

To confront the challenge of improving the scope and efficiency of banking
intermediation, the countries in the region have adopted different policies to reduce
intermediation costs and the information problems that cause them. In keeping with
the international evidence (Section II), these policies can be subdivided into two
groups:
a. Institutional reform policies aimed at reducing the transaction costs associated
with financial contracts. In this regard, the region’s main relative shortcoming
is in terms of institutions dedicated to strengthening contract enforcement,
protecting creditors’ rights, and promoting the efficient recovery of assets after

64

65

Other lines of research emphasize elements of economic policy, such as institutional capacity and the
degree of opposition from interest groups, to explain the gaps in the level of financial development between
countries (see, for example, Becerra et al., 2012).
Although these factors are not entirely exogenous to the financial system, the specific reference here is to
the exogenous component of the relationship between these factors and the financial system.
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default (BBVA, 2014; Didier and Schmuckler, 2014).66 Estimates suggest, for
example, that if the level of performance of the region’s institutional
environment were to reach that of the OECD countries, the region’s (average)
ratio of credit to GDP would rise by 13 percentage points (BBVA, 2014). It is
also important to continue advancing the mechanisms to promote the
exchange of high quality credit information,67 improvement in loan selection
processes (new IT or psychometric tools),68 credit market competition, and the
development of adequate regulations for alternative financing sources
(Herrera, 2016).
b. Productive financing policies (PFPs) addressing the problems discussed in
Section II that limit the growth of certain sectors and types of company. Public
development banks (PDBs) play a vital role in policies of this kind. After a
lengthy period of restructuring, in which the region’s public banks lost their
excessive weight in the financial market (dropping from around 70% in 1970 to
close to 15% in 2010),69 they have regained importance over the last decade,
as they have strengthened their balance sheets, governance structure, and
mode of operation70 (IDB-CMF, 2013). The new programs and instruments
promoted include: (i) partial credit guarantee and mutual guarantee funds;71
(ii) credit funds; (iii) programs to finance value chains72 and expand credit to
suppliers73 and factoring platforms; (iv) renewable energy, energy efficiency,
66

67

68

69

70

71

72

73

A financial reform with this as its backbone was approved in Mexico in 2014 and introduced measures to
make recording and recovery of credit contract guarantees and insolvency proceedings more efficient. In
addition, Peru, Guatemala, and Colombia introduced and reformed their registries of security interests (in
2006, 2009, and 2013, respectively) with a view to expanding the universe of assets that companies can
use as collateral. Chile and Colombia, in 2012 and 2010 respectively, reformed their bankruptcy legislation
in order to make the renegotiation and reorganization processes more expeditious. This led to lower
liquidation rates and better resource allocation among companies (Neira et al., 2016).
Public credit registries exist in Argentina, Bolivia, Brazil, Chile, Costa Rica, the Dominican Republic,
Ecuador, El Salvador, Guatemala, Haiti, Honduras, Nicaragua, Paraguay, Peru, and Venezuela. On the
private side, there are over 30 companies operating credit registries in the region.
See Klinger et al. (2013a and 2013b) for a review of efforts on new credit selection and evaluation
techniques. See Arráiz et al. (2015) for evidence on the effectiveness of psychometric techniques in
reducing credit risk.
This process has been particularly strong in the region, although it is common to other countries worldwide
(from 50% to 15%, approximately) (IDB, 2014a).
PDBs currently operate through a combination of “second tier” models, using commercial banks’
distribution networks and risk management capability, and “first tier” models, like those of traditional
commercial public banks, in which the credit risk is assumed directly by the public bank. There are also
PDBs that combine the two models.
For example, the FOGAPE program in Chile was evaluated with positive results for its achievements in
terms of additionality or new credit generated, greater income for beneficiary companies, and increased
financial and fiscal sustainability (Larraín and Quiroz, 2006).
For example, the Lending Program for Productive and Job Development in the Province of San Juan (loan
1798/OC-AR) shows that the credit component had a statistically significant impact on targeted enterprises
vs. nontargeted enterprises. In particular, the operation shows that the targeted enterprises reported 9.7%
higher sales growth, 4.3% higher job growth, 6.4% higher productivity growth, and 6.9% higher likelihood
of investing than nontargeted enterprises. No impact was found to exist for the technical assistance
component (Bueso-Merriam et al., 2016).
For example, the NAFINSA program in Mexico promotes access to, and strengthening of, supply chains
through a factoring service to alleviate the liquidity constraints of small producers (who have less collateral
or a shorter credit history). The program has technology infrastructure to facilitate coordination, training for
participating companies, and refinancing of participating financial institutions as second tier lenders. To
date the program has served over 10,000 SMEs.
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and energy services (ESCO) financing programs;74 (v) programs combining
business development services with access to finance;75 and (vi) programs
serving low-income groups underserved by markets (for example, women
entrepreneurs and technology-based enterprises).76
C.

Developing the capital market and risk management instruments

3.23

Some of the factors that stand out among the main constraints on capital market
growth in the region include: (i) the small size of the markets in comparison with
large international markets, which makes it difficult to benefit from economies of
scale and competition in the necessary technology and market infrastructure
(trading, clearing, and settlement systems for listed instruments, an attractive pool
of companies, etc.);77 (ii) high operating and regulatory costs, limiting companies’
access to capital markets; (iii) the strategies of the main institutional investors
(pension funds and mutual funds), concentrated in public bonds and buy and hold
strategies, which limit both the depth and liquidity of the system; (iv) scant presence
of other key institutional investors, particularly insurance companies;78 and (v) the
persistence of largely obsolete securities market ownership and organizational
structures.

3.24

The development of capital markets and risk management instruments in the region
needs to be framed by a comprehensive strategy aimed at improving companies’
growth opportunities, particularly among medium-sized companies, and enabling
the securitization of structured projects that can lead to greater long-term
investment, along with its bandwagon effects on the productive apparatus. Policies
in this area can be grouped along three complementary dimensions:
a. Strengthening the institutional, regulatory, and capital market infrastructure
framework to develop intermediaries and instruments to finance long-term
projects. The main actions highlighted by international organizations (G-30,
2013; Didier and Schmuckler, 2015) include: (i) developing institutional
investors, particularly pension funds and sovereign wealth funds,79 through
regulations that create incentives for investment policies consistent with long-
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For example, in Colombia, Bancóldex has developed an energy efficiency program in the tourism sector
and hospitals combining credit facilities to encourage investors to enter the energy efficiency field, with
guarantees covering the risk of not meeting the estimated energy efficiency returns, thus reducing project
and credit risk.
For example, the San Juan Development Agency in Argentina and Banco Produzcamos in Nicaragua have
implemented mechanisms to combine the financing of business plans and training with access to credit as
mechanisms to act simultaneously on the supply of and demand for credit.
For a review of impact evaluations in this area, see Maffioli and Rodriguez (2013). It is worth noting that
impact evaluations for this type of program are still limited in the region, especially since it has taken time
to persuade those involved in these programs of the importance of and need for such evaluations, and
because it has been laborious to use the existing information (especially PDB information) to reduce the
cost of such evaluations. However, the evaluations that do exist, particularly those related to PDBs, show
clearly positive outcomes in terms of productivity gains.
This restriction is less severe in Brazil and Mexico, which are precisely the economies in which the capital
markets have developed the fastest.
The volume of insurance premium transactions is lower than in other regions (1% of GDP for LAC-7 in
2014 compared to 3.4% of GDP for OECD countries in the same period) and has barely grown since the
mid-1990s (World Bank, 2016).
For a vision of the potential of sovereign wealth funds for productive investment, see Bernstein et al.
(2013).
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term profitability;80 (ii) setting up a solid and transparent regulatory and
institutional framework for public-private partnerships (PPPs) to clearly
regulate the PPP project cycle, the responsibilities of the various organizations
involved, and the conflict resolution mechanisms based on international best
practices, favoring the financing of long-term investments; (iii) developing
infrastructure bond regulations and asset securitization structures that can
make infrastructure a more standardized asset class and therefore more
attractive for institutional investors; (iv) regulating mutual funds, exchangetraded funds, mortgage bonds, and other investment instruments to expand
supply and, thus, market depth as well as the portfolio diversification
opportunities available to investors; (v) improve the accounting and auditing
standards of companies to allow better monitoring and oversight by investors
and regulators; and (vi) strengthen the market infrastructure, particularly in the
secondary market (through market-maker programs and improvements in
trading, deposit, clearing, and settlement platforms).
b. Policies to raise the private sector’s participation in capital markets, particularly
among medium-sized companies. To create incentives for this, the public
sector can help overcome the sunk costs and risks of the initial stages of
growth in private participation in capital markets. The actions that have proven
most effective in this regard include:81 (i) use of risk mitigation measures during
initial project phases, such as different types of guarantee (partial, first loss, or
counter-guarantees) to cover the various types of risk (credit, project-specific,
macroeconomic, or political);82 and (ii) incentives to foster SMEs’ access to
stock markets or to corporate debt markets (through training, creating secondtier markets, reducing listing costs,83 prudently designed tax incentives, etc.).
c. Stimulate the integration of the region’s capital markets to generate economies
of scale in infrastructure and the pool of companies, and raise markets’
attractiveness and ability to compete with the major international players. This
needs to be understood as the first step towards broader financial integration.
Progress therefore needs to be made on regulatory, exchange, and fiscal
harmonization in key areas.84 Private impetus is crucial to this process,
particularly in the case of stock exchanges, clearing and settlement entities,
and securities depositories. In this regard, the development of the
Latin American Integrated Market (MILA) project is highly significant. This
initially brought together stock exchanges in Chile, Colombia, Peru, and
Mexico, and the initial progress in the early stages of the project has been
towards regulatory and supervisory harmonization.85 Experiences such as the
80

81
82

83
84

85

This calls for investment policies that avoid procyclical behavior, establish performance measures and
long-term remuneration policies, and follow corporate governance policies based on transparency and
professionalization (McKinsey, 2010; IMF, 2012).
For a review of Korea’s experience financing SMEs through capital markets, see Seo et al. (2015).
For an analysis of the various alternative courses of action from the viewpoint of multilateral agencies, see
the IDB Policy on Guarantees approved in 2013.
Legal costs and the cost of rating risks are often the most difficult to overcome.
These include: standards for issues, the existence of liquid currency pair markets; fiscal treatment, market
infrastructure (for the whole cycle: orders, transactions, clearing, settlement, securities deposit), and
regulatory and supervision coordination.
In this regard, a second phase of the project aims to culminate in a harmonized supervision standard and
the inclusion of private actors such as stock exchanges and securities deposits, to give the initiative greater
impetus, so as to achieve more solid integration.
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Asian Bond Markets Initiative, in which the ASEAN countries joined forces with
China, Japan, and Korea to develop local currency bond markets, can yield
important lessons for LAC (Mizena and Tsoukas, 2015; Chan et al., 2012).86
D.

Strengthening macrofinancial regulation and supervision and their
institutional framework and instruments

3.25

Although the financial market difficulties in LAC have largely been the result of
political decisions or macroeconomic shocks, the financial crisis of 2008-2009 has
revived the concern that the financial system could itself generate systemic crises
with macroeconomic consequences. Even if the difficulties arise from aggregate
shocks, a fragile financial system can exacerbate the effects of the shocks.
Consequently, this merits the attention of the economic authorities, especially in a
region such as LAC, where there are great disparities in terms of robustness of the
banking sector and policy alternatives available to address aggregate shocks.87
What’s more, in recent years there have been changes in the very regulation of the
banking industry in developed countries—particularly associated with capital
requirements and anti-money laundering laws—that could have a significant impact
in LAC by reducing crossborder capital flows (IMF, 2016). In fact, in some countries
in Central America and particularly in the Caribbean, the de-risking strategy adopted
by international correspondent banks (a segment dominated by banks from Canada,
the United Kingdom, and the United States) in response to this regulation has led to
a severe shock for the crossborder payment market in those countries (Wright et al.,
2016).

3.26

Macrofinancial regulation has traditionally focused on providing a prudential
framework guaranteeing financial stability. This role continues to be vital in view of
the serious and lasting effects of banking crises on access to finance and
productivity. In parallel with this task, macrofinancial regulation also has a strategic
role to play in protecting a model of sustained development, based on appropriate
management of macro risks and economic growth. In particular, in the new
international scenario, it is even more necessary to make headway on a regulatory
framework and tools for action to address idiosyncratic or systemic shocks.88
Moreover, moving towards greater efficiency in how bankruptcy and reorganization
proceedings are handled would help to deal with situations of financial stress, since
in LAC debt recovery in the event of default is the second lowest of any region in the
world (26 cents on the dollar) ahead only of Sub-Saharan Africa (20 cents on the
dollar). Reforms like those mentioned in paragraph 3.21(a) are therefore particularly
recommended. Obviously, there will be greater progress on financial regulation in
some countries and regions than in others, depending on the level of sophistication
of those measures. For example, in Central America and in the Caribbean,
improvement of banking supervision and regulation mechanisms constitutes the
most significant core structural reform for promoting sustained growth (Swiston and
Barrot, 2011; IMF, 2013c). LAC must also be prepared to meet the increasingly
stricter standards on anti-money laundering and terrorism financing. The region can
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In particular, there is much to learn from the instrumental role performed by the Asian Development Bank
in this initiative (Chan et al., 2012).
Financial crises show the importance of monetary authorities’ actions as the first line of crisis response
(for example, through liquidity lines), and the restrictions deriving from the absence of exchange rate policy
(IMF, 2012). In the region, three countries (Ecuador, El Salvador, and Panama) have dollarized
economies.
See IMF, 2013b.

- 41 -

highlight important advances on this front. For example, in 2000 only four of the nine
countries originally in the Financial Action Task Force of Latin America (GAFILAT)
had a financial intelligence unit operating, while in 2011 all nine original members
did (Argentina, Bolivia, Brazil, Chile, Colombia, Ecuador, Paraguay, Peru, and
Uruguay), together with Mexico, Costa Rica, and Panama. There has also been a
similar improvement in reporting suspicious transactions—in 2011 all GAFILAT
members had legally required that a broad spectrum of actors (banks, but also other
financial institutions) produce such reports. However, LAC still faces considerable
challenges in the area of money laundering. One example of this is that, according
to the Basel Institute on Governance and its anti-money laundering index, the region
on average had a higher risk in 2016 than found in other developed countries, such
as those in Eastern Europe.
3.27

The main lines of action can therefore be divided into two groups:
a. Institutional and regulatory strengthening to improve macrofinancial risk
management and control. The main measures recommended by the various
international bodies (BIS, 2015; IMF, 2016) and the specialist academic
literature include: (i) the development of comprehensive macrofinancial and
fiscal risk management strategies centering on comprehensive management
of public assets and liabilities (explicit and contingent, including natural
disasters) as essential mechanisms for preventing systemic risks and
improving sovereign ratings; (ii) stimulating micro- and macroprudential
regulation aimed at protecting against risks deriving from systemic crises
(regulation of systemic entities, countercyclical management of financial risks,
etc.); and (iii) reinforcing financial transparency (including improvements in
internal and external audit systems and the system for enforcement of
international bodies’ anti-money laundering, transparency, and fiscal
information exchange recommendations).89 On the latter point, it is clear that
authorities, particularly in jurisdictions perceived as high risk, need to maximize
efforts to facilitate monitoring and sharing of transactional information, to
prevent further consequences of the de-risking phenomenon. In recent years,
countries like Mexico have demonstrated the effectiveness of using centralized
databases for crossborder transactions that correspondent banks can access.
b. Policies and instruments to improve the capacity of the region’s economies to
weather external macrofinancial shocks that may endanger companies’ ability
to grow. These mechanisms include: (i) developing instruments to tackle
systemic liquidity crises, particularly in dollarized countries with no lender of
last resort (IDB, 2012a); (ii) establishing clear and efficient procedures for the
reorganization of the banking system under systemic crisis conditions; and
(iii) risk-based supervision.

89

Regarding anti-money laundering (AML), international indictors (Basel Institute on Governance, 2016)
highlight the progress in this area made by Colombia, Jamaica, and Chile.
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IV. LESSONS LEARNED FROM THE BANK’S EXPERIENCE IN THE SECTOR
A.

Reports from the Office of Evaluation and Oversight (OVE)

4.1

In order to identify the lessons learned from the Bank’s interventions in the sector,
various documents were analyzed, including the evaluations of institutional and
sector strategies, country programs, and sector programs.90 The main conclusions
and recommendations of these studies are:
a. Access to credit promotes economic growth. For example, a 20% increase in
credit penetration in the LAC region in the 1980s corresponded, on average,
with a 1% increase in per capita GDP between 1990 and 2005. Despite the
region’s progress in the financial arena, OVE’s 2016 evaluation of financial
intermediaries highlights several barriers impeding access to finance in
general. These barriers include limited institutional liquidity, information
asymmetry, lack of knowledge for serving certain market segments, and lack
of competition. More specifically, a survey of financial intermediaries revealed
that SME financing is limited by the enterprises’ informality (lack of quality in
accounting and financial information), lack of assets to provide as collateral for
a loan, and low bankability.91 For SMEs receiving financing, terms are less
favorable than for larger companies, with higher interest rates (for example,
10% higher in Colombia and Peru, and 4% to 5% higher in Mexico, Bolivia, and
Guatemala), loans that are more geared toward providing short-term working
capital than toward long-term productive financing, and greater collateral
requirements (49% loan-to-collateral ratio for SMEs as compared to a 62%
ratio for larger companies).
b. In particular, studies focusing on the private sector and SMEs highlighted that,
in order to modify the sector’s structural conditions and facilitate access to
finance, interventions need to take place at the systemic level as well as at the
company or sector level, and that they need to be tailored to the specific
features of the problems affecting these companies. Thus, in order to identify
effective public policy solutions to remove the existing obstacles, it is
necessary to: (i) identify the market failure that the public policy is attempting
to cure; (ii) strengthen collaboration between agencies and ministries with
competencies in the areas requiring intervention; (iii) strengthen collaboration
between the public and private sectors, as the latter can help identify the
causes of development problems and find solutions to them; (iv) focus
interventions on overcoming the obstacles found; (v) identify the tool or set of
tools that can be implemented in each situation; and (vi) use the most costeffective combination of tools in each case.
c. With regard to the financial sector reform programs supported by the Bank,
OVE found that these programs have been highly significant for private sector
development (IDB, 2002a). These projects have been used to support the
strengthening of institutions such as central banks, PDBs, supervisory
agencies, commercial banks, securities and commodities exchanges,
investment companies and brokers and agents, pension funds, and insurance
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The recommendations have been taken from the following documents: IDB (2002a; 2002b; 2007; 2013a;
2015(a) and (b); 2016a); Pires (2013); Puerta (2013); Soares (2013); Soares and González Diez (2013).
According to the World Bank and IDB study Mapping Enterprises in LAC (2013), 26% of SMEs in LAC
closed between 2006 and 2010.
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companies. In addition, they have strengthened the legal and regulatory
environment in relation to property rights, commercial codes, and bankruptcy
laws, banking and securities laws, and pension and insurance legislation.
d. With regard to other policy-based loans (PBLs), OVE showed that financial
sector programs tend to have a deeper effect than programs in other sectors
(IDB, 2015b). In general, OVE argues that PBLs play an important role in
supporting policy and institutional reforms. Bank financing through PBLs is
typically designed to accompany reform processes in areas in which the Bank
has accumulated experience and knowledge, supporting long-term policy
dialogues. In this context, OVE indicates the importance of having parallel
support in the form of technical cooperation resources. In fact, there is a strong
link between technical cooperation support and the likelihood of completing a
series of PBL operations, since this support facilitates diagnostic assessments,
policy advice, and capacity building, and can help governments create
consensus and legitimacy for their reform programs. For this reason, it is
important to reinforce the complementarity between PBLs and technical
cooperation operations.
e. With regard to investment programs to improve access to finance for the
productive sector, the OVE evaluations showed that the evaluated programs
had a positive impact on investments, sales, and employment in the
enterprises that obtained access to finance. For example, in Brazil, the
evaluation of the effectiveness of programs to support SMEs in the
manufacturing sector through credit, business services, and export promotion
concluded that credit is the only type of support that significantly affects all
outcome variables and is also the one that has the most positive impact on
jobs and wages. The evaluation further concluded that the impact of business
service promotion programs increases when these programs are combined
with credit support (IDB, 2015a).
f.

Interventions must be evaluable. This includes those focused on reforms and
institutional strengthening, given that their development effectiveness can and
should be demonstrated. In its evaluation of projects related to development
promotion through the private sector, OVE highlighted that over the period
2008-2012 the percentage of projects identifying market failures had risen from
24% to 52%. In the sample, 23% of projects proposed clear solutions to
overcome these failures, and two thirds of projects offered outcome indicators
and gave a baseline (Pires, 2013).

g. Lastly, OVE indicates in various studies that there is a need to bolster the
Bank’s dissemination work to support productive development in the countries
of the region and their business sector. It is therefore important to continue with
the creation, systematization, and strategic dissemination of knowledge,
including impact evaluations and the Bank's lessons learned in the sector.
B.

Results of the Development Effectiveness Matrix (DEM)

4.2

In the period 2014-2016, Bank operations in the sector have maintained high
evaluability levels, primarily due to the robustness of the analyses and diagnostic
assessments of problems and their intervention proposals, as well as to the
analytical framework and empirical support in the economic analysis of potential
benefits. Despite this, there are still perceived challenges in terms of impact
evaluation. While there is ample evidence of the positive effect of access to finance
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on productivity, the nature of Bank operations—and of CMF operations in
particular—makes it difficult to define a counterfactual for impact measurement
purposes.
4.3

Consequently, there is a need to move forward in defining methodologies for
collecting and systematizing information on beneficiaries that can be efficiently
introduced into the financing distribution processes without violating confidentiality
standards or introducing significant constraints to the distribution of financing while
maintaining efficiency in terms of counterpart operating costs. One potential line of
action is to take advantage of the generally staggered way in which financing is
distributed, the degree to which the client search process is independent from the
origin of the financing sources, the existence of contractual requirements to access
information on end beneficiaries for auditing purposes, and the practices of financial
institutions regarding the digitalization of information on end beneficiaries. These
elements can help produce a systematic data collection model, which can in turn
make some impact evaluations viable and less costly, thereby helping to advance
the Bank’s knowledge regarding the outcomes of its interventions. In addition, the
type of reforms suggested in Section II.D.1 of this document, aimed at introducing
and strengthening registries and credit bureaus, can not only help to improve the
functioning of financial markets but also become a rich source of data when
collecting information for impact evaluation purposes.

C.

Lessons learned from project completion reports (PCRs) and disbursement
parameters

4.4

The analysis of sovereign-guaranteed operations92 yields the following lessons
learned:

4.5

Use of the countries’ strategic and institutional framework regarding access
to productive finance. Many governments have created and put in place national
policies and strategies, legislation and regulations, and specific institutions to
support access to productive finance. The Bank’s operations in this regard have
sought to complement these initiatives, particularly those in execution and backed
by committed resources. This intervention approach ensures that the operations’
objectives are consistent with a country’s strategic objectives, while also ensuring
greater likelihood of their continuity and stability in the medium and long term.

4.6

Barriers and obstacles have been better identified by promoting public-private
dialogue. The Bank has played a vital role in the region’s countries by facilitating
dialogue between interest groups in the public and private sectors, aimed at
identifying and accurately assessing the barriers constraining access to productive
finance and designing operations with instruments best suited to local circumstances
and with high potential impact on end beneficiaries. The analyzed operations
fostered various participatory mechanisms for public-private collaboration between
heterogeneous actors based on the objective of aligning interests and creating
effective solutions for all parties involved.

4.7

Synergies between financial and nonfinancial instruments to address the
challenge of access to finance. A mix of financing operations and technical

92

The lessons learned are based on a detailed analysis of five projects (EC-L1073, EC-L1110, CO-L1082,
CO-L1132, and ME-L1163). The analysis included a documentary review (loan proposals, loan contracts,
results matrices, risk matrices, midterm and final evaluation reports and/or PCRs, and progress monitoring
reports (PMRs)) and structured interviews with the relevant project team leaders.
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cooperation projects has been effective in solving market failures in a timely fashion.
For example, programs based on guarantees and structuring of trusts and
investment funds have proven to be mechanisms with a solid capacity for leverage
and adaptation to the financial context in the country supported. Moreover, technical
assistance has been an important complement and support for access to finance.
Among other things, technical assistance has made it possible to strengthen
companies’ ability to prepare projects for financing and improve the financial and
management techniques, thus contributing to reducing information asymmetries and
transaction costs in the financing operation. It has also been important in building
the institutional capacity of the executing units and related institutions, and
strengthening the corporate governance of PDBs. Lastly, technical assistance has
been and will continue to be important in: (i) illustrating and conveying to PDBs and
executing units the importance, from both a strategic and a development
effectiveness perspective, of having complete and up-to-date information on their
beneficiaries and clients; and (ii) building capacity within PDBs to collect, maintain,
and (for various purposes) process this information.
4.8

Adaptation of interventions to the context. Changes in public policy priorities
have sometimes led to changes in the critical path of program activity planning and
implementation. Through an active dialogue with the authorities, during both the
program preparation and execution phases, the Bank has successfully redefined its
activities to match them to the changing realities of the intervention context, through
operating regulations or other analogous regulatory instruments available for this
purpose.

4.9

Institutional analysis of the executing agency. The Bank’s Institutional Capacity
Assessment System (ICAS) is a tool enabling very precise fiduciary analysis.
However, in financial access programs for the productive sector, this analysis has
had to be complemented by specific studies of the sector such as: eligibility
processes, risk evaluation, and business management, analysis of technical profiles
necessary for supervision and execution, and development of complementary
institutional strengthening programs to bolster impact evaluation methodology
application capacity. To this end, it is necessary to have a broad institutional analysis
tool that can identify more precisely the areas for improvement and Bank support
necessary for effective execution of this type of program.93

4.10

Generation of knowledge in the sector. The Bank has supported the performance
of studies to generate new knowledge in response to local needs and demands,
particularly to cover information gaps in the area of access to productive finance.
The outputs developed by international and local experts have been diverse (market
studies, international experience, lessons learned, etc.) but always functional, in line
with the objectives of the loan operations. These outputs have been disseminated
among the relevant audiences, seeking, among other things, to strengthen privatesector investment and adjust public-sector policies and strategies (see
paragraph 4.23(e)). This knowledge work has produced some initial answers to
some of the questions that have traditionally surrounded SME support through
credit. For example, some recent studies by the Bank seem to suggest that the
impact of credit-based treatment of enterprises appears to be more consistent and
robust in various target variables (employment, wages, exports, etc.) than other
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The ICAS is being replaced by a new tool for assessing institutional capacity, which will be integrated into
the Update of the Risk Management Framework. This tool is being designed so it can be used for the type
of clients in operations to support SMEs and financial access/supervision.
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treatments such as advice or agglomeration (IDB, 2014c; Bueso-Merriam et al.,
2016). Other Bank studies show that the impacts of credit-based treatment on an
enterprise’s productivity appear to be associated with long-term rather than shortterm credit instruments (Eslava et al., 2012b). Going forward, the Bank should focus
its knowledge efforts on questions on which there is little evidence, such as: (i) the
potential difference (in terms of impact) between fostering credit to SMEs through
first- or through second-tier development banks; (ii) the existence of externalities in
(credit-based) treatment of a value chain; and (iii) the potential difference between
treating through risk-mitigating instruments such as partial guarantees or through
instruments that directly reduce the financing cost (subsidies via interest rate).
4.11

Evaluability of interventions. As operations become more sophisticated and
innovative, the limited information available and the restrictions on access to
databases on the end beneficiaries’ financial operations represent a major obstacle
for conducting impact evaluations. Nonetheless, the Bank has been actively
identifying solutions to these barriers. For example, in the design phase, there has
been a redoubling of efforts to select outcome indicators that are consistent with the
nature of the economic activities being supported and can be measured and verified
by crossing different sources of information. The a posteriori reconstruction of
socioeconomic data (such as employment and salary levels and volume of exports)
of companies with similar characteristics to those targeted by the intervention offers
a solution in cases where the necessary information is unavailable. One of the
lessons learned from the programs analyzed is the importance of the project
executing units having mechanisms to generate and store their own information, in
order to make measurements and thus facilitate evaluations. As part of its
institutional strengthening efforts, the Bank has made a major effort to build these
capacities right from the program design phase. Another lesson learned in this
regard is that in the future, when designing operations, the Bank will have to try to
systematize the practice of considering legal and logistic aspects that can facilitate
access to the information needed for evaluations (as was done, for example, in the
case of program ME-X1024).

4.12

Strengthening of long-term dialogue and active cooperation. Ongoing dialogue
with governments and close support to clients, as well as support for
institutionalization processes through technical cooperation, have served to foster
new operations or operations needing time to mature. On many occasions, specific
support interventions through technical cooperation projects have served to inject
clarity into solving a local problem of access to productive finance and have resulted
in subsequent loan operations. Creating trust through dialogue and active
cooperation has also been crucial for addressing situations that require an
immediate decision and determination in order to prevent or resolve problems.

4.13

For its part, the analysis of non-sovereign guaranteed operations yields the following
lessons learned:

4.14

In contexts of high uncertainty, it is crucial to take advantage of the knowledge
and proximity of the Bank’s Country Offices. In difficult contexts that can affect
financial sector clients, the sector specialists’ proximity to the client, as well as the
advice of the Country Economist and the leadership of the Representative, are
crucial for monitoring risk situations and conducting effective portfolio supervision.
In a context of political and/or economic uncertainty, it is important to identify and
maintain a fluid relationship with financial clients that have the soundness and
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capacity to respond to and address the agreed-upon conditions, even under adverse
circumstances.
4.15

The country’s regulatory and supervisory conditions operate as additional
safeguards and facilitate supervision of an operation during execution. One
option to consider in countries with sound financial systems is to use the information
reported to the local financial regulator for the Bank’s supervision indicators; this
requires being familiar with and closely following local regulations.

4.16

Demand for operations in local currency. In contexts of devaluation and inflation,
there is greater client demand for the availability of operations in local currency.

4.17

Responsiveness to the client’s needs requires identifying and knowing the
issues of growing interest in the country’s context on which the Bank can add
value based on its experience. Examples of this include integrating gender, energy
efficiency, and value chain approaches into the Bank’s operations. Using credit
methodologies or specific channels to serve special subsegments has proven
successful in portfolio projects aimed at serving women-led SMEs, which have
exceeded the average growth of the overall portfolio.

4.18

The Bank’s capacity to identify partnerships with strong local institutions
boosts the sustainability and impact of an operation. For example, in the case
of markets that serve small segments or venture into new segments, the backing
available from a client that has a solid head office facilitates sustainability once an
operation has been completed. Also important is to treat subsegments differently,
for example by systematically separating the microfinance portfolio from other
commercial loans. In addition, it is important to support the development of local
capacities that can facilitate efficient execution of a project, as shown by the support
provided to some operations in the form of subsidized resources.

4.19

The agreed-upon financial indicators should reflect the client’s and sector’s
context, be conservative but realistic, and appropriately adapt to changes.
During supervision, there has frequently been a need to make adjustments and
exercise a certain flexibility. Examples include modifications to reflect the evolution
of a client that has become established and is focused on its business, extensions
when favorable developments had previously been anticipated in the short term, or
adjustments when the initial conditions are perceived to be too rigid or unnecessarily
complex. As a general rule, there should be flexibility to adjust to changes and the
client’s growth, but not laxity. In all circumstances, close communications with the
client are necessary for effective supervision.

4.20

Efforts to streamline information and requests for client reports. In some
specific cases, there has been an excess of reports during supervision, requiring
subsequent efforts to consolidate and optimize them while at the same time
maintaining appropriate risk management. This is a practice worth examining as
operations evolve.

4.21

For effective supervision in the development banking context, it is quite
important to emphasize the commitments required of the client on
socioenvironmental and development impact issues, in addition to financial
issues. In this regard, it is important that, in the origination phase, the Bank make
certain that the client has detailed knowledge of the information it will be required to
report in accordance with the contract provisions that will be applicable during the
lifetime of the operation.
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4.22

Flexible contractual provisions. Since local regulations may be amended over the
lifetime of the operation, it is important that the contract provisions not be tied to
these regulations but instead be framed in general terms, thereby avoiding potential
contract amendments, which absorb both time and management efforts.

D.

The Bank’s comparative advantages in the sector

4.23

The Bank has been strongly committed to promoting both structural and specific
improvements to eliminate barriers constraining access to finance for the productive
sector in the region. These actions have been accompanied by a series of programs
to improve conditions in the private sector; to provide credit, investments, and risk
mitigation instruments; develop and deepen capital markets; provide technical
assistance and knowledge services; and promote productive development in the
region. In the course of this work the Bank has developed and consolidated a
number of comparative advantages. These include the following:
a. The Bank has been a strategic partner in the region. The Bank has a long
track record of partnership with governments and the private sector in the
region. Given its role as a strategic partner, its capacity to provide financial and
nonfinancial resources, and its extensive knowledge of the challenges
constraining economic growth, the Bank acts as an honest broker and/or
catalyst, helping the public sector formulate policies to facilitate access to
finance, programs to bolster business capacities, and programs to promote
private sector development in key sectors of the LAC economies. The Bank’s
knowledge of the region and offices in all borrowing member countries make
daily contact on operational and public policy issues possible—including the
identification, design, and execution of its sovereign guaranteed operations.
b. Synergies between financial and nonfinancial instruments to address the
challenge of access to finance. The Bank has a range of complementary
instruments promoting the provision of public goods and stimulating the supply
of credit, capital, and financing instruments (such as guarantees and
insurance) for the productive sector. Given that access to finance also depends
on firms’ ability to attract capital, the Bank has nonfinancial instruments to build
the capacity of firms and value chains in terms of their ability to formulate good
projects and, in general, their technical, management and innovation capacity.
In addition, the Bank provides risk mitigation tools such as guarantees to make
infrastructure development projects to improve value chain performance
economically and financially viable. For their part, finance and technical
assistance instruments are used to support the region’s countries in managing
macroprudential risks, foster a business environment conducive to private
activity, and help establish suitable regulatory frameworks for financial, capital,
and insurance markets to operate. Support is also given to public financial
institutions intermediating credit resources to the private sector, to ensure that
their institutional capacity and practices are in line with international standards.
c. Leveraging financial and nonfinancial resources. The Bank has financing
instruments allowing it to secure additional financial resources from donors,
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other multilateral banks, bilateral agencies, and the private sector.94 Equally
important is its capacity to promote social and environmental best practices
that help reduce risks, increase the economic and social impact of its
interventions, and attract partners who value the Bank’s additionality in
ensuring compliance with safeguards. This means that its innovations not only
lead to better productive outcomes, but also good practices in terms of their
environmental and social results. Moreover, it has instruments with which to
mitigate credit and policy risks, and enable other sources of funding to be
attracted and thus widen the range of sources and increase the amounts of
funding for productive projects and companies.
d. Innovation capacity. The Bank’s track record shows it has considerable
capacity to design and implement innovative solutions to the region's financing
problems. The Bank has extensive experience providing small productive firms
with financial and nonfinancial support, innovations on inputs to value chains
and foreign trade, development of new credit techniques and instruments
allowing credit to expand to productive sectors (especially techniques based
on big data and new credit scoring techniques), implementation of new
financial sector technologies (e.g., blockchain), development of new
instruments for diagnosing the status of access to finance (dashboard of key
indicators and long-term financing toolkit, for their implementation at the
national and subnational level), the use of seed capital and alternative sources
of finance (such as crowdfunding platforms), and establishment of capital
markets. The Bank has the capacity to combine the range of tools to offer a
more comprehensive, higher impact product.

94

The Compete Caribbean program, established by the IDB together with the United Kingdom’s Department
for International Development, the Government of Canada, and the Caribbean Development Bank, is one
such example. This program is aimed at developing the private sector in 15 Caribbean countries through
technical assistance and investment funds. Its objectives are to: increase consensus and sharpen the
focus on conducting strategic interventions for promoting private sector development; improve the
business climate for private sector development, trade, and integration; and build the capacity of clusters
and companies to boost their productivity.
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Box 1. Promoting new financial technologies and credit techniques
With a view to improving access to finance for the productive sector, especially underserved
enterprises such as SMEs and technology-based companies, the Bank is supporting the countries
in the region in promoting new financial technologies and credit techniques. For example, the MIF
is promoting the implementation of The Receivable Finance Infrastructure (TREFI) platform, which
aims to improve the availability of credit to SMEs from their suppliers, by means of a riskmanagement system based on supplier information to predict firms' credit risk. In this model, a
trustee buys the SMEs' accounts payable at a discount from the suppliers, while the TREFI
manages the risk assumed between the supplier and the trustee. In addition, in recent years, the
Bank has supported initiatives to survey and define the crowdfunding market in LAC
(ATN/OC-15368-RG). The Bank is also working on identifying and mapping the fintech industry
throughout the region (ATN/AA-14960-RG and ATN/OC-14689-RG). Moreover, the Bank has made
efforts to analyze the international and regional regulatory framework, identify international good
practices, and apply them to the region by means of technical cooperation operations focused on
developing laws and other regulations aimed at allowing fintech companies in LAC to grow
(ATN/OC-15368-RG). The work being done in this field combines setting policies and issuing
regulations for these activities. In addition, the Bank is supporting a public-private dialogue at the
regional and national levels through events and working groups on both tracks, with a view to
fostering and encouraging new technologies in the financial business.

Box 2. Access to finance for companies in the context of the Fourth Industrial Revolution
The transition to the Fourth Industrial Revolution will require companies in the region to have the
capacity to invest in innovation and in the adoption of new digital technologies such as artificial
intelligence, robotics, Internet of Things, low-cost technology manufacturing, and 3D printing. To
facilitate this transition, the Bank is supporting the region’s countries in expanding access to finance
for companies and value chains, so as to allow them to make investments in innovation and
technology adoption (ATN/OC-15556-RG). The Bank’s support includes technical assistance to PDBs
and specialized agencies to conduct studies on the supply and demand characteristics of financing
for these technologies and the structuring of support programs; funding for lines of credit and
guarantee lines for innovative companies and for technology adoption; and fostering of national and
regional public-private coordination through local and international dialogues and events
(ATN/OC-15604-RG). In addition, the Bank is supporting LAC countries in expediting broadband
access and promoting broadband use through suitable regulations, more and better infrastructure,
public policies that foster the implementation of broadband plans and digitalization strategies, and
human capital improvement in the public and private sectors.

Box 3. Climate change mitigation and adaptation
To address the challenges posed by climate change, it is essential to undertake radical
transformations in global development patterns and evolve toward practices that are less carbonintensive and more resistant to the adverse impacts of climate change. The LAC region alone will
require investments in mitigation ranging from US$40 billion to US$80 billion per year and investments
in adaptation ranging from US$18 billion to US$21 billion per year. Yet in the period 2003-2010,
investments in mitigation and adaptation totaled a mere US$7.5 billion and US$60 million, respectively
(IDB-CMF, 2013).
In this context, the region’s PDBs are performing a vital role in designing programs that encourage the
adoption of more energy-efficient technologies and clean technologies, especially on the part of SMEs.
In fact, financial sector financing is scarce in LAC for projects of this type, given the high perceived risks,
the lack of available data on SMEs, and the lack of information on how well these projects perform. The
Bank is working with PDBs in the region to overcome these market failures and encourage financing
for projects of this type through programs designed to provide: (i) funding for long-term loans for
investment in and adoption of technologies designed to boost energy efficiency; and (ii) insurance
products for companies and their financiers to mitigate the risk of nonpayment in the event that energy
savings are lower than projected. In particular, the Bank provides long-term lines of credit to PDBs for
second-tier funding of loans to companies. In addition, the Bank contributes its own resources and
leverages international donor resources to provide technical assistance for the design of the programs
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and the insurance instruments and to ensure that companies and financial institutions become trained
in energy efficient investments (ATN/OC-14741-RG, ATN/FI-14376-RG, and ATN/OC-13944-RG).
For example, in Colombia, the Bank is supporting Bancóldex in promoting and expanding investment
in energy efficient technologies by companies in the tourism and health industries, while in Mexico,
through FIRA, the focus is on the agroindustrial sector. In both cases, the innovative key to the solution
is to provide an insurance product that covers the projected energy savings based on specifically
defined and verifiable energy efficiency measures, agreed upon through a model contact between
SMEs and the providers of energy efficiency technologies/services. In the event that the financial flow
associated with savings due to energy efficiency fails to materialize, the company is compensated.
Through these programs, the region’s PDBs are generating a very powerful demonstration effect in
their respective local credit markets. As the currently high perceived risk of mitigation projects declines
among financial intermediaries, and as the benefits of these investments become evident, the interest
of investors in implementing projects of this type is expected to rise. Furthermore, as local financial
intermediaries become better acquainted with the actual risks and private returns of these projects,
their appetite for financing them is likely to increase, leading to additional investments with decreasing
financial support from PDBs.

Box 4. Agricultural insurance
Climate change has a significant effect on the agricultural sector, exacerbating the sector’s exposure
to natural hazards through greater variability of climate patterns and greater frequency and severity of
extreme climate events. In the case of South American plantations, average simulated losses in 2100
resulting from climate change are estimated as ranging from 12% in a moderate climate change
scenario to 50% in a more severe scenario.
Potential climate change adaptation measures essentially include investments in risk reduction and
greater resilience and transfer of residual risks. Agricultural insurance is an effective and efficient longterm adaptation instrument for non-controllable risks, such as yield volatility arising from climate
change.
The agricultural insurance markets in LAC are mostly underdeveloped and have very low penetration
levels. The main barriers to the development of these markets include: low productivity and profitability
of agricultural activities; poor knowledge of insurance instruments; lack and/or poor quality of
production information; absence of technical capacity to analyze and appraise sector risks; high
transaction and operating costs, such as surveys; insufficient and/or inadequate distribution channels;
and high cost of reinsurance due to the small scale of the businesses.
The Bank’s innovative solution for overcoming these problems is a public-private partnership to
develop agricultural insurance against climate risks, to be implemented through a risk transfer fund
that facilitates access to the reinsurance markets, reduces the cost of insurance premiums, and
contributes to sustainable development of the agricultural insurance markets. At present, the design
and implementation of this solution is being deployed in two countries: Colombia and Bolivia
(ATN/OC-14541-BO).

e. Qualified teams and technical know-how: The Bank has a team of
professionals with expertise and experience in fields relating to this SFD, and
a balanced distribution between Headquarters and the Country Offices to
promote country dialogue. The Bank’s human capital resources facilitate the
design of integrated multidisciplinary programs helping raise productivity and
boost economic growth through better access to finance. The ability to create
multisectoral teams enables efforts of various Bank sectors to be leveraged
together with those of other national and international institutions, to provide
an effective solution to the region’s productivity issues, in keeping with the
characteristics of the situation concerned. A key factor in the effective
utilization of this capacity is the provision of technical assistance to strengthen
the regulatory capacity of public entities, improve entrepreneurs’ business and
technical capacities, and incorporate new knowledge in businesses’ activities
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through instruments that raise their productivity, and at the same time, broaden
the social and environmental benefits.95 Lastly, the Bank has generated a
critical mass of knowledge on the financing of productive sectors that it shares
with its clients in the design of their operations and through its publications,
websites, and events.96
f.

Collaboration networks: Since its creation the Bank has been building a huge
collaborative network with a variety of public and private entities, civil society
associations, and universities.97 These networks include those set up under the
Regional Public Goods Program (for example, the Latin America and
Caribbean Public Debt Management Specialists Group and the public-private
financing risk management network) and thematic networks such as the
Latin American Financial Network, the Network of Central Banks and Finance
Ministries, and participation in multilateral forums such as the network of
multilateral agencies working on corporate governance topics, evaluation of
impact of operations with the private sector, etc. These collaborative networks
have served as a channel for dialogue with the region, other multilateral
organizations and donor countries, and help bring the Bank’s analytic and
operational work to a wider audience. Through these networks the Bank has
helped step up the dialogue and strengthen intraregional and multilateral
cooperation. In particular, the Bank has actively supported South-South
cooperation for the creation of regional public goods in those cases where the
development challenges or opportunities can be addressed more effectively
and efficiently at the regional level.

g. Comprehensive support to the private sector in the region. The
consolidation of private sector operations in the Inter-American Investment
Corporation (IIC) presents an opportunity for reinforcing the synergies between
public policies aimed at the financial markets and financing for the private
95

96

97

Technical cooperation operations have supported: (i) sector studies; (ii) demand structuring studies;
(iii) regional public goods; (iv) methodologies and information collection systems; (v) strengthening of
management, monitoring, and evaluation instruments; (vi) exchange and dissemination of project design
and management good practice; (vii) strengthening of national, subnational, and other institutions
responsible for sector policies; and (viii) business development services, including support to firms on the
design of investment projects.
The most relevant include: “Unlocking Credit” (IDB, 2005); “The Age of Productivity” (IDB, 2010) and
Rethinking Productive Development (IDB, 2014a) in the series “Development in the Americas”; “Public
Development Banks: Toward a New Paradigm?” (IDB-CMF, 2013); “The Role of National Development
Banks in Catalyzing International Climate Finance” (Smallridge et al., 2013); Integrated Value Chain Risk
Management (Calatayud and Ketterer, 2016); and impact evaluations on programs in the sector in
Argentina (Bueso-Merriam et al., 2016), Chile (Bonilla and Cancino, 2001), Colombia (Eslava et al., 2012),
Costa Rica (Torres et al., 2003) and Mexico (Calderón et al., 2013). The Bank has also been very active
in promoting exchange of knowledge between countries and generating learning opportunities for program
executing agencies, through: (i) regional workshops; (ii) field visits taking in several countries; and
(iii) organization of and participation in international seminars in the sector, including the annual Regional
Dialogue meetings on key topics for the sector, which bring together major public, private, and academic
stakeholders; FOROMIC (a space for the region’s business and financial innovations, with particular
attention to MSMEs); and regional events organized together with the Asociación Latinoamericana de
Instituciones Financieras para el Desarrollo [Latin American Association of Development Finance
Institutions] (ALIDE).
This network includes the main stakeholders in the sector with which the Bank has been working closely,
such as national development banks, regulatory and supervisory bodies, the Caribbean Development
Bank, the Federación Latinoamericana de Bancos [Latin American Federation of Banks] (FELABAN),
ALIDE, and the Asociación de Supervisores Bancarios de las Américas [Association of Banking
Supervisors of the Americas] (ASBA).
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sector. Through its renewed vision, the IIC will focus on the needs of the private
sector in LAC, maximizing the development impact in each of its interventions
so as to boost competitiveness and economic growth. In addition, the
mobilization of third-party resources through cofinancing and syndication will
be an essential tool allowing the IIC to catalyze private investment. The IIC has
all the necessary attributes to expand its importance in the region, considering
the IDB Group’s long track record of working with the private sector, its highly
qualified team with extensive experience in the region, greater client proximity
due to an increased presence of specialists in the countries, the streamlining
of operating procedures to adapt to the private sector’s needs, and the capacity
to finance large-scale projects for longer terms than providers of resources in
the private financial market. The Bank offers a value proposition that can
effectively complement the role of the IIC. In the framework of its public policy
interventions aimed at strengthening financial market regulation and
supervision, create confidence in the investment climate, and foster programs
that channel financing resources toward productive development, the Bank
plays a key role in using its resources to trigger private investment and, over a
longer time horizon, create a demonstration effect that can motivate the private
sector to scale these initiatives on its own. Hand in hand with these public
initiatives, the IIC can leverage the outcomes of the Bank’s interventions to
expand and scale the value propositions of private companies, thereby
maximizing the development impact of private projects for the region’s
economies. Given the IIC’s multisectoral approach, these opportunities can
become manifest in different areas, ranging from the financing provided
through financial intermediaries to MSMEs and corporations with high
development impact or the financing of infrastructure projects (including publicprivate partnerships) to crosscutting areas with great additionality that address
climate change mitigation and adaptation and the inclusion of disadvantaged
(whether due to gender, age, ethnicity, or otherwise) population groups.
h. Bearing in mind the comparative advantages described, there are areas of
intervention in the sector where the Bank’s contribution has less value added.
These will therefore not be addressed by the Bank in this SFD. This is either
because commercial banks are more efficient, or the market failures are of
limited relative importance for the Bank’s objectives in the sector. Such areas
include: (i) consumer finance and credit cards, and (ii) reform to financial
arrangements for pension funds. In the case of the latter, the Bank is working
on the pensions area from its Labor Markets Division (LMK). However, the
reforms to pension funds’ financial arrangements have less priority in this
particular sector framework, given that it is aimed at supporting SMEs, and
financial access and supervision.

V. GOAL, PRINCIPLES, DIMENSIONS OF SUCCESS, AND LINES OF ACTION THAT WILL
GUIDE THE BANK’S OPERATIONAL AND RESEARCH ACTIVITIES IN THE SECTOR
A.

The Bank’s goals and principles for its work in the sector

5.1

The Bank’s main goal in the sector is to raise the productivity of the economies in
the region by facilitating the productive sectors’ access to finance. To achieve this,
the lines of action and operational activities proposed herein respond to the
diagnostic assessment given in Section III and the Bank’s comparative advantages
identified in Section IV. This SFD also presents knowledge and dissemination
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activities, which are the basis for the generation of future innovations in the sector.
Interventions will be designed to include measurable objectives relative to a
baseline, specifying the appropriate methodology to evaluate their expected impact,
in accordance with the Development Effectiveness Matrix in effect for sovereign
guaranteed operations, promoting access to information on interventions in the
sector. Lastly, the Bank will seek to design interventions according to the specific
conditions in each country and the working principles in the sector. These principles,
deriving from the analysis of the international evidence (Section II) and the lessons
learned (Section IV), include:
a. Additionality of interventions. Interventions will seek to respond to a market
failure or weaknesses in market institutions and help mitigate them.
b. Development outcomes. Interventions will seek to raise beneficiary
companies’ productivity while complying with high environmental, social, and
governance standards; and they should promote social welfare and
development objectives.
c. Tailoring of financing policies and instruments. Efforts will be made to tailor
the policies and financing instruments to the characteristics of the country
context, the problems it addresses, and the severity of the market or
institutional failures that exist. Interventions will aim to adopt the definition of
SME used in the country being targeted.
d. Completeness of design and execution of policies. Interventions will seek
to take into account the complementarities between policies, and the existence
of complementarities and subsidiarity between the public and private sectors.
Public sector support to the private sector will, as far as possible, seek to
catalyze market development and the mobilization of private sector resources
(crowding in).
e. Institutional strengthening. Interventions will seek to promote the adoption
of standards of governance, transparency and integrity, and technical,
environmental and social standards in institutions in the countries of the region
to avoid institutional failures.
f.

Evaluability. The interventions will seek to include evaluation methodologies
enabling the effectiveness of the actions to be determined.98

g. Effectiveness of operations. In keeping with the Development Effectiveness
Framework (document GN-2489), interest rates on subloans applicable to all
loan operations to be carried out by the Bank to back SMEs and access to
financing should be such that operations are economically profitable based on
the application of cost-benefit methodologies used by the Bank to analyze
projects.
B.

Dimensions of success, lines of action, and activities

5.2

The dimensions of success, lines of action, and proposed operational and
knowledge activities for achieving the Bank’s goals in the sector are set forth below.
They have been prepared based on lessons learned from international experience

98

See Sector Guidelines for Small and Medium Enterprise Finance and Development Programs (operational
policy OP-3002).
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(Section II), the diagnostic assessment of the sector in the region (Section III), and
the Bank’s experience and comparative advantages in the sector (Section IV).
5.3

Dimension 1. Regulations, instruments, and institutions for the effective
management of macrofinancial risks implemented and strengthened.

5.4

The actions will improve and strengthen regulations and instruments to ensure the
effective management of macrofinancial risks. They will also promote competent
institutions with strengthened and transparent technical capacities. To achieve these
objectives, the following lines of action are proposed:

5.5

Lines of action: improve and strengthen (i) regulation and supervision;
(ii) instruments for effective macrofinancial risk management; and (iii) institutions for
proper macrofinancial risk management. To fulfill these lines of action, financing is
proposed for the following operational and knowledge activities:
a. Operational activities: (i) macro- and microprudential reform (compliance
with Basel, IOSCO, and IAIS regulatory standards); (ii) strengthening the
regulatory framework to expand the regulatory perimeter, and enhance the
financial and fiscal transparency and corporate governance of banks,
companies, and market institutions (exchanges, etc.) and others;
(iii) integrated public asset and liability management frameworks; (iv) monetary
policy instruments, particularly those intended to prevent systemic liquidity
crises; (v) institutional strengthening of the competent authorities; and
(vi) support for and strengthening of fintech regulation in the region.
b. Knowledge activities: (i) macroprudential regulation (including Basel III)
methodology and studies of impact on financial stability and credit access;
(ii) studies to help quantify the costs and benefits of new instruments to mitigate
macroeconomic risks, such as contingent lines of credit, especially by means
of quantitative general equilibrium models; (iii) analysis of company insolvency
and bankruptcy laws in countries in the region; (iv) analysis of fintech regulation
in the region; and (v) studies on the relationship between credit access for
women and financial system stability, increased economic activity, and
productivity.

5.6

Dimension 2. Capital markets and risk management instruments developed.

5.7

The regulatory reforms will address the need to facilitate long-term financing through
the development of capital markets and risk-management instruments. To achieve
this objective, the following lines of action are proposed:

5.8

Lines of action: (i) improve financial contract information and functioning;
(ii) promote market interconnection; (iii) develop risk management instruments; and
(iv) facilitate financing of long-term projects. To fulfill these lines of action, financing
is proposed for the following operational and knowledge activities:
a. Operational activities: (i) improved financial contract enforcement (primarily
credit registers, greater transparency, increased competition, guarantee law,
bankruptcy law, regulations on the use of collateral, and real estate and movable
property registers); (ii) strengthening the regulatory framework to facilitate the
financing of long-term projects: regulation of institutional investors (pension and
sovereign wealth funds), PPPs, regulation of securities and insurance markets,
corporate debt, facilitation of access to capital markets for SMEs (negotiable
bonds); (iii) development of new credit risk assessment and/or mitigation tools in
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the financial sector; and (iv) support for financial integration to foster
interconnection of markets.
b. Knowledge activities: (i) methodology and studies of the impact of institutional
reforms (contract enforcement and creditors’ rights) on productivity; (ii) technical
studies to support strengthening of the Latin American Integrated Market (MILA);
and (iii) risk assessment methodologies and design of integrated natural disaster
risk management plans.
5.9

Dimension 3. Financing frontier for the productive sector in the region
expanded.

5.10

The interventions will allow the financing frontier for the productive sector to be
expanded, facilitating financing for technology adoption (particularly new digital
technologies, broadband-driven technologies, and green technologies), improving
the management of businesses and of value chain risks, innovation, and market
access. In addition, the interventions will seek to improve bank intermediation by
promoting innovation and the adoption of new digital technologies in the sector,
including new credit scoring technologies and financing platforms for segments with
poor access to finance (particularly SMEs and technology-based companies).99 The
Bank will seek to ensure implementation of appropriate mechanisms for boosting
the impact of its interventions. As part of this, it will seek to channel some of its
investments to value chain strengthening programs, such as a mechanism to
support SMEs with higher production potential. To achieve the objective of this
dimension, the following lines of action are proposed:

5.11

Lines of action: (i) financing for value chains as a way to support SMEs with higher
production potential; (ii) actions which aim to guide the supply of finance towards, or
improve the terms on which credit is provided to, the productive sector in general
(and SMEs, startups, and young companies in particular), including productivity
gains through innovation and the adoption of new digital technologies (such as
crowdfunding and MPL technologies),100 broadband-driven technologies, and green
technologies; (iii) actions to strengthen the productive system and conditions of
demand for finance, especially conditions that improve companies’ risk profile and
boost the demand for new financing technologies such as digitalization of registers
and entry into e-commerce, in addition to productive development services for
companies in order to improve their productive capacity and access to finance;101
and (iv) financing for other groups and segments with productive potential not fully
served by the market, such as companies run or owned by women, indigenous

99

100

101

Interventions in infrastructure or in provision of infrastructure services will be consistent with the Strategy
on Sustainable Infrastructure for Competitiveness and Inclusive Growth (operational policy OP-1012),
while interventions related to climate change adaptation or mitigation will be consistent with the Integrated
Strategy for Climate Change Adaptation and Mitigation, and Sustainable and Renewable Energy
(operational policy OP-1011). In addition, these interventions will be carried out in keeping with the sector
guidelines and objectives established in the Agriculture and Natural Resources Management,
Transportation, Energy, Water and Sanitation, and Tourism SFDs, as stated in paragraph 1.2, and in
coordination with the relevant Division. The operations’ monitoring and evaluation plans will track interest
rates throughout the life of each operation.
This support for new financing business models should be accompanied by suitable regulation to ensure
a proper balance between financial innovation and credit risk containment.
Interventions involving services to strengthen business, technology, and innovation capabilities will be
carried out in keeping with the Sector Strategy for Institutions for Growth and Social Welfare (operational
policy OP-1009) and the Innovation, Science, and Technology Sector Framework Document.
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peoples, or Afrodescendants. To fulfill these lines of action, financing is proposed
for the following operational and knowledge activities:
a. Operational activities: (i) programs for integrated value-chain risk
management: financing, business services, and market access (including
infrastructure to support value chains such as logistic, transportation, irrigation,
and energy infrastructure); (ii) global credit programs with a particular focus on
SMEs, startups, and young companies, and companies run or owned by women,
indigenous peoples, or Afrodescendants, including, for example, refinancing
credit insurance, agricultural insurance,102 guarantee funds, factoring, support for
seed capital and angel investors, and capital finance in general; (iii) support to
productive development through public banks; (iv) support to public banks to
improve their risk management processes, credit scoring techniques, and
adoption of new digital technologies to expand the financing frontier;
(v) provision of technical assistance to the private sector (including companies
run or owned by women, indigenous peoples, or Afrodescendants) to improve
access to credit and productivity-enhancing technologies, techniques, and good
practices, such as new digital technologies and green technologies;
(vi) improving financial contract enforcement (credit register, improved
transparency, increased competition, guarantee law, bankruptcy law); and
(vii) improving credit evaluation processes for women, indigenous peoples, and
Afrodescendants.
b. Knowledge activities: (i) methodology and studies for the design of strategies
and programs on value chain risk management; (ii) studies and strategies on
improving access to finance through the adoption of new digital technologies
in the banking sector; (iii) studies and strategies on expanding the financing
frontier, especially on innovation, adoption of new digital technologies, and
transition to the Fourth Industrial Revolution; (iv) studies and strategies on
adopting and financing green technologies in the productive sector; (v) design
of methodologies and impact evaluation studies on interventions aimed at
financing for productive development, including those focusing on value chains
and the generation and use of big data103 to evaluate such programs;
(vi) strategies and systems for monitoring and evaluating environmental and
social benefits for projects financed by PDBs; (vii) support studies for
operational activities (e.g., on financial sector regulation, institutional capacity,
and demand for financing), on the productive sector in the region, and on the
characteristics, conditions, and limitations of SMEs; (viii) studies that help to
properly measure the degree of competition in the banking industry in LAC and
the policies that help enhance a competitive environment; (ix) company-level
surveys that can help to expand knowledge of the difficulties in obtaining
access to finance (for example, in the case of companies run or owned by
women, indigenous peoples, or Afrodescendants) and serve as a basis for
studies on the impact of policies and programs on conditions for access to
finance; (x) design of methodologies and of gender- and ethnicity-specific
102

103

These interventions will be carried out in keeping with the sector guidelines and objectives established in
the Agriculture and Natural Resources Management Sector Framework Document.
The availability of more and better information on the beneficiaries of Bank-supported interventions will
make it possible to conduct more detailed impact assessments in less time and at a lower cost. The Bank
will examine the possibility of using, for example, data from the use of new digital technologies in
productive processes and lending operations.
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impact evaluation studies for productive development financing interventions;
and (xi) study to identify specific characteristics and barriers to access to
finance for companies operating in the services sector. With respect to impact
evaluations, those focusing on programs carried out with first-tier development
banks will be of particular interest, not only because such studies are virtually
nonexistent but also because this work would help to overcome some of the
difficulties typically associated with data collection by second-tier banks. In
addition, impact evaluation efforts should be directed at working with programs
in which the treatment criteria are narrowly defined (ideally, where a credit
score has considerable weight), since there is greater likelihood in these cases
to produce an answer to the knowledge question. Lastly, the knowledge
agenda should try to introduce methodology improvements in the evaluation of
reform programs (for example, through the use of a synthetic control), where
defining a counterfactual has traditionally been a major challenge.

ANNEX
Page 1 of 2

TABLES
Table 1. Policies and instruments to improve SME access to finance (OECD-2015)

Country

Special
Government
Government
guarantees
export
loan
and loans for guarantees,
guarantees
start ups
trade credit

Australia
Austria
X
Belgium
X
Canada
X
Chile
X
Colombia
X
Czech Republic
X
Denmark
X
Estonia
X
Finland
X
France
X
Georgia
X
Greece
X
Hungary
X
Korea
Ireland
X
Israel
X
Italy
X
Japan
X
Korea
X
Malaysia
X
Mexico
X
Netherlands
X
New Zealand
Norway
X
Portugal
X
Russian Federation
X
Serbia
X
Slovak Republic
X
Slovenia
X
Spain
X
Sweden
Switzerland
X
Thailand
X
Turkey
X
United Kingdom
X
United States
X
Note: Data from all countries from OECD SME Scorecard

X
X

X
X
X

X
X
X
X
X
X
X
X
X

Direct
lending to
SMEs

X
X
X
X

Subsidised
interest rates

X

X

Venture
capital,
equity
funding,
business
angel
support
X
X
X
X
X
X
X
X
X

X
X
X

SME banks

X

X
X

X

X
X

X
X
X
X

X
X

X

X
X
X
X

Bank targets
for SME
Central Bank
Credit
lending,
funding to
Business
Tax
mediation/rev negative
banks
advice,
exemptions,
iew/code of interest rates dependent
consultancy deferments
conduct
for deposits
on net
at central
lending rate
bank
X
X
X
X

X
X

X
X
X
X

X

X

X
X
X
X
X
X

X
X
X
X

X

X
X

X
X
X
X
X

X
X

X
X

X
X

X
X
X
X
X

X

X
X

X

X
X

X

X
X

X
X

X
X
X

X
X

X
X

X
X

X
X

X

X
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Table 2. Value chain risks

Risk type

Systemic

Market

Operational

Credit

Liquidity

Impact

On the general economy

Sources
Political uncertainties

Political instability, changes in government policies, wars,
terrorism, coup d’états, piracy.

Macroeconomic uncertainties

Fluctuations in economic activity levels or in relative prices.

Social uncertainties

Changes in beliefs, values, or attitudes in the population.

Natural uncertainties

Floods, droughts, earthquakes, hurricanes.

Market uncertainties

Fluctuations in input and product price levels, input availability,
technological changes, changes in consumer preferences,
substitute product availability.

Regulatory/institutional uncertainties

Quality standards and regulations, changes in sector-specific
regulations.

Supply uncertainties

Supply delays, flaws in input quality or quantity.

Production uncertainties

Mechanical, technical, or processing failures, forecasting errors,
infrastructure failures, flaws in product quality or quantity.

Administrative uncertainties

Failures or delays in administrative procedures, such as import
and export procedures, or in compliance with quality standards.

Collateral uncertainties

Collateral quality and value.

Sector-related uncertainty

Sectors with greater information asymmetry, such as the
agricultural or the new technology sectors.

Segment-related uncertainty

Small and medium-sized enterprises, where information
asymmetry and informality are greater.

Payment cycle uncertainty

Default or extensions in payment cycles that can lead to delays in
a company’s short-term obligations.

On a specific sector of the
economy

On a specific value chain

On a specific value chain or its
hubs

On a specific company

Uncertainty as to the financial health of
a company

Source: Calatayud and Ketterer (2016).

Example

Accounting records that are incomplete or outdated or have lowquality information.
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