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Foreword

This strategy, the result of careful technical work performed at the Bank over the last three years,
highlights the nature of the main challenges facing the region's energy sector (which is undergo-
ing radical structural change) to provide an input that is essential to the development and well-
being of communities.  These challenges (the consolidation of structural reforms, the extension of
modern energy options to all citizens on affordable terms, the development of patterns of energy
production and consumption that are environmentally friendly, the integration of regional energy
markets, and the mobilization of capital) reflect how complex it is to formulate energy policies.
Energy is a main factor in all of the region's priority development areas: social reform, reform of
the State, and competitiveness.

The Bank has been the main source of multilateral financing for the energy sector in the region, in
particular for electricity, and has been seeing it through a difficult process of transition.  How-
ever, in order to continue acting as the sector's partner, the Bank has to adapt to changing circum-
stances.  Thus, the strategy seeks four basic goals.  First, to realign all sector activities around
support for the consolidation of reforms through a program mutually agreed with the country.
Second, to provide comprehensive support for the development of new energy markets emerging
as a result of the reforms, meeting their credit needs through the instruments and units best suited
to the characteristics of each market.  Third, to provide an overall approach to energy problems
that addresses supply and demand.  Hence, the multidisciplinary and interdepartmental activities
recommended in the search for comprehensive solutions to the complex problem of urban trans-
portation in the region.  In addition to contributing to the primary objectives of the energy strat-
egy, a number of additional benefits will accrue, including improvements in environmental qual-
ity.  Finally, as recommended in the new institutional strategy, the energy strategy suggests the
use of new energy markets on an experimental basis.

The action plan highlights the need to draw up individual plans for each subregion, to strengthen
the Bank's technical capacity and establish strategic alliances, to establish monitoring activities
based on performance benchmarks, and to update the document as needed to keep it in line with
the constantly changing sector.

In addition to acting as a roadmap for the Bank's activities in this sector, this paper will be very
useful for guiding and enriching the Bank's programming and facilitating the dialogue with coun-
try authorities as well as other stakeholders and civil society in general.  There is no doubt that
this paper will help the Bank continue to be the partner par excellence of the region's energy sec-
tor.

Waldemar Wirsig
Manager
Sustainable Development Department
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 Executive Summary
 

The chief objective of the strategy is to guide the
Bank in its efforts to support the restructuring and
reform of the energy sector in the borrowing
countries so that these sectors can develop in a
way that is economically, financially, environ-
mentally, socially and politically sustainable.  In
attempting to achieve this goal, countries face five
challenges: (i) the consolidation of structural and
economic reforms undertaken in the first half of
this decade (economic, financial, environmental,
social, and political sustain-ability); (ii) extension
of modern energy options to all citizens on afford-
able terms (social sustainability); (iii) develop-
ment of patterns of energy production and con-
sumption that are efficient and at the same time
environmentally friendly (environmental sustain-
ability); (iv) mobilizing foreign and local capital
to finance the sector (financial sustainability); and
(v) integration of regional energy markets (eco-
nomic and financial sustainability).

The new strategy focuses on the identification and
consolidation of a set of complementary activities
that take advantage of the Bank's installed capac-
ity and its experience in various sectors and areas
of activity, while taking its limitations into con-
sideration.  It will help to optimize the use of its
limited resources to support the countries in con-
solidating sector reforms and ensuring the sustain-
able development of energy markets in the new
century.  The strategy seeks to provide the Bank
with a set of special products to support the coun-
tries, identify and anticipate the trade-offs that will
need to be resolved and establish the criteria to
define its position and keep it current.

The Bank can draw on a variety of experiences,
instruments, and policies to orchestrate a set of
unique complementary activities and exploit its
institutional advantages.  For instance, the Bank is
an influential regional player with a proven ability
to convene conferences, meetings, and other fo-
rums for discussing important issues and reaching
consensus.  It has an excellent record of support
for general reform of the economy and the State
that are prerequisites for energy sector reform and
for the integration of regional economies, which

paves the way for energy integration.  The Bank is
respected in the region for its work fostering the
development of local capital markets.  It has the
capacity to provide financial and nonlending
services to small- and medium-sized entrepre-
neurs.  It is in a position to assist the private sector
with loans and guarantees without sovereign
backing.  It has experience in urban development,
rural development, the environment, and the fight
against poverty and the environment, as well as in
energy consuming sectors such as water supply
and transportation.  Lastly, it has a network of
country offices throughout the region that allows
it to take advantage of its experience in the energy
sector and adapt its services to the new circum-
stances.  Of course, the Bank also faces major re-
strictions such as the paucity of financial and op-
erational resources available for the sector; a lack
of incentives for maintaining its presence in this
sector, aside from loan operations, and for under-
taking processes that are complicated and costly in
terms of staff commitment; and the relatively rigid
nature of its operational procedures and financial
instruments.

To provide effective support for the countries in
the region, the Bank should:

• Focus its activity in the sector on consolidat-
ing structural reforms, which will require in-
terventions to be part of a coherent, agreed-
upon strategy for consolidating sector reforms.

• Maximize the value added of its operations by
carefully selecting the timing, scope, and de-
sign of each intervention in an effort to ensure
a catalytic effect that takes into account the
countries' capacity to absorb it.  This catalytic
effect becomes dynamic when the Bank's
backing and its participation in the reform pro-
cess, its commitment to the sector and its ca-
pacity to adjust its action and incorporate les-
sons learned provides comfort to private in-
vestors to further participate in the develop-
ment of the energy sector.
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• Promote the development of new energy mar-
kets for energy efficiency; the production of
clean energy and rural energy by adopting in-
novative mechanisms and maximizing the
potential for self-sufficiency and for replica-
tion; sending clear signals to the market on the
Bank's policies and priorities; and helping to
identify and overcome any initial obstacles to
their implementation.

• Identify operations that provide an opportu-
nity to contribute simultaneously to other
major Bank priorities (such as equity, the fight
against poverty and environmental protection)
and to take into account the activities of other
multilateral institutions in the region, to en-
sure complementarily and coherence.

• Use the Bank's influence and ability to con-
vene meetings to develop approaches to com-
mon problems faced by countries in the re-
gion, such as regional market integration and
the challenges posed by climate change.

• Play a temporary role as a facilitator of the
transition to a market system, but play that
role throughout the transition period.

• Carry out the new tasks by making optimal
use of its staff, strengthening weak areas and
seeking strategic partnership with institutions
engaged in similar activities in the region.

• Recognize that the consolidation of reform
and the development of new energy markets
are long, complicated processes that require
the Bank's ongoing participation.  Services
must therefore be adapted to needs and a pro-
cess- as well as a project-oriented approach
must be taken.

Many of the elements of the strategy seek to con-
solidate actions that the Bank had already been
taking in response to sector needs under the man-
date of the Eighth Replenishment.  This strategy
outlines ways to make them more operational, co-
herent, and effective.  Of all the novel aspects
contained in the strategy, the following should be
highlighted:

First, the linchpin of the new strategy is support
for the development and consolidation of the sec-
tor reforms undertaken over the past ten years by
countries in the region.  To provide it, the strategy
proposes orchestrating all the instruments at the
disposal of the IDB Group in a given country
around a support program agreed upon with the
country.

Second, the strategy seeks to provide comprehen-
sive support for the development of new energy
markets emerging as a result of the reforms,
meeting their credit needs through the instruments
and units best suited to the characteristics of each
market.  For example, rural users outside the reach
of the power grid could be more economically
served by decentralized systems using renewable
sources, through local microenterprises and/or
communities, with the support of the Bank's mi-
croenterprise program.

Third, the strategy is based on an overall approach
to energy problems that addresses supply and de-
mand.  Hence, the multidisciplinary and interde-
partmental activities recommended in the search
for comprehensive solutions to the complex prob-
lem of urban transportation, its support for the
development of end-use energy efficiency mar-
kets, and to devise such solutions for projects in
other energy using sectors that the Bank may fi-
nance, such as water supply, housing, and munici-
pal development.  Thus, in addition to contribut-
ing to the achievement of the primary objectives
of the energy strategy, a number of additional
benefits will be obtained, including improvements
in environmental quality.

Fourth, the strategy provides experimental use of
new instruments to support the development of
future energy markets through programs that rec-
ognize the uncertain nature and importance of the
process (rather than focus only on the individual
projects), as well as the importance of the learn-
ing process in new areas.  Reform efforts with a
long-term perspective can thus be supported,
along with new markets, targeting their consoli-
dation rather than just a simple transfer of re-
sources.
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To achieve its objectives, the strategy will use the
various instruments available to the Bank, as fol-
lows:

• The country dialogue and strategy, to ensure
continuity, a long-term vision, and commit-
ment on the part of the governments.

• The Bank's ability to convene meetings and
other forums, to support regional actions to
address common concerns (such as the inte-
gration of regional market, and the challenges
posed by climate change).

• Responsive, timely sources of technical assis-
tance to support the consolidation of reform
and the development of the new energy mar-
kets.

• A menu of financial instruments, to meet the
needs of the different markets by adjusting to
their needs.

• A menu of nonlending products to link the
needs of borrowers with those of the financial
institutions, especially for markets in which
microenterprises and small and medium-sized
enterprises are involved, but also in individual
consumer markets.

• Close coordination among the different Bank
units to ensure coherence and optimize the use
of resources.

 Implementation of the new strategy would give
rise to a different type of operation involving all
members of the IDB Group and would not be re-
stricted to the traditional energy sector.  Apart
from conventional and private sector operations,
loans and technical assistance for energy compa-
nies, the strategy calls for credit operations and
nonlending services for microenterprises and
small- and medium-sized enterprises.  It calls also
for the inclusion of energy components in loans
for sanitation and municipal development and op-
erations offering comprehensive support for urban
transportation, the environment, and so on.  The
strategy also proposes a new type of operation that
is better able to adapt to constantly evolving mar-
kets so that the lessons learned during initial ex-
perimental phases can be incorporated into subse-
quent phases and replication enhanced.  Lastly, the
strategy encourages the well-orchestrated use of
all available instruments, to provide effective and
timely support for the consolidation of sector re-
forms.
 
 The strategy would be implemented gradually and
would include an initial stage for dissemination
and experimentation; an intermediate stage for
evaluation, consolidation, and reproduction; and a
final stage for normal operation, evaluation, and
feedback.  In its initial stage, implementation of
the strategy will involve reassigning functions and
staff to launch the new programs.
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I     Introduction

Why Does the Bank Need an
Energy Strategy? 1

 This document contains the elements needed to
develop the Bank's new strategic position in the
region's energy sector during the first decade of
the twenty-first century.  Basic changes in the pre-
vailing economic paradigm that took place during
the past ten years make this new approach neces-
sary.  These changes were reflected in the struc-
ture of the energy sector in most countries in the
region and in the new mandate for the Bank,2

which led it to introduce new forms of adminis-
trative organization in 1994 and subsequently to
revise its sector policies and strategies.  The new
energy sector strategy seeks to identify and con-
solidate a unique role for the Bank in addressing
the challenges faced by the energy sector in each
country.  To that end, the Bank will identify and
consolidate a set of complementary activities that
take advantage of its installed capacity and experi-
ence to optimize the use of its limited resources to
help the countries consolidate sector reforms and
ensure the sustainable development of energy
markets at the dawn of the new century.
 
 What Has Changed in the Energy
 Sector?
 
 Since the 1960s, the energy sectors of the region
have met increasing local demand by substantially
expanding electricity coverage while at the same
time consolidating the region's position as a net
exporter of oil.  However, that pattern of devel-
opment was not based on an economically, finan-
cially and environmentally sustainable model.
The crisis of the 1980s demonstrated that the tra-
ditional model of supply based on State monopo-
lies and indiscriminate consumer subsidies had
run its course.  Declining energy rates and prices,

                                                       
1The document entitled “Strategic Elements for the Energy
Sector in Latin America and the Caribbean” (second part of
document GN-1969-1) (SDS/ENV), September 1998, ex-
plains and substantiates this strategy.
2 Report on the Eighth General Increase in the Resources of
the Inter-American Development Bank (AB-1704), or “IDB-
8.”

 
 the dearth of incentives for efficiency and the ex-
haustion of traditional sources of financing led to
a crisis in the electricity sectors of almost all the
countries in the region.  Distortions in energy
prices and the tendency to seek self-sufficiency
(which restricted interregional trade) were among
the factors that exacerbated the crisis by limiting
options and encouraging waste.  In another major
area, rapid urbanization over recent decades has
led to an enormous increase in demand for trans-
portation, which, compounded by heavily subsi-
dized fuels and the lack of mass transit systems,
encouraged the use of automobiles, leading to
congestion and environmental deterioration.
 
 Sector reforms were part of the overall macroeco-
nomic adjustment that attempted to stabilize prices
through fiscal equilibrium.  These reforms were
nourished by almost universal acceptance of the
new role of the State in the economy, by the pos-
sibility of raising government revenues by selling
off assets, by rapid technical progress in the pro-
duction, transmission, measurement and use of
energy, and by a new approach which made it
possible to view these products as a commodity
rather than a strategic asset.  The outcome was a
set of far-reaching changes in the institutional,
organizational and regulatory framework of the
energy sector in the region that led to a more
competitive sector with considerable private sector
participation.  Nevertheless, marked differences in
pace remain and major problems, such as the so-
cial and environmental feasibility of the reforms,
still need to be addressed.
 
 These changes have affected the Bank in various
ways.  On the one hand, the volume of energy loans
decreased substantially from the mid-1980s be-
cause, of the crisis (initially) and the availability of
new sources of financing.  On the other hand, dur-
ing that same period the Bank began revamping its
own management structure and instruments in or-
der to adjust to the new circumstances.  Given the
nature of the region's newly emerging energy
markets and the challenge of achieving sustainable
development, the Bank can be expected to in-
crease both its lending and its use of nonlending
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products during the transition to a market econ-
omy.  However, its activities will have to intro-
duce new instruments and reach more market
segments than in the past.
 
Purpose of this Document

 The purpose of this strategy is to provide the Bank
with a coherent framework to support the coun-
tries, to identify and anticipate the trade-offs it
will face, and to develop conditions that will help
establish its position and update it in light of
changes in the sector and in the economies of the
countries.  Accordingly, this document is of inter-
est to a wide audience comprised of senior man-
agement and Bank professionals, officials of
member states, public and private sector agents
and civil society in the borrowing countries, and
all the parties interested in the business opportu-
nities opened up by Bank activities.  This docu-
ment, therefore, serves several purposes.  First, it
is designed to provide succinct guidelines for
Bank teams in charge of country programming
and strategy development and for lending and
technical cooperation operations in the energy
sector and related fields (thus initiating the con-
solidation of the new strategic approach).3 Second,
the document seeks to facilitate dialogue with
country officials and other stakeholders as well as
members of civil society in general by clearly de-
scribing the Bank's priorities and the opportunities
that its participation offers.  Lastly, the document
will give the Bank management the tools it needs
to examine the administrative changes required to
address the new activities emerging as a result of
the strategy.
 
 This paper is part of a new set of strategies and
policies formulated under the mandate of the
Eighth Replenishment.  It should be interpreted in
the context of those guidelines, especially the ones

                                                       
3 It is important to stress that the strategy is a dynamic proc-
ess enriched by experiences and the lessons they yield. The
document, therefore, necessarily reflects the circumstances
and outlook of the time it was written.  The strategy paper
and its background paper: Strategic Elements for the Energy
Sector in Latin America and the Caribbean, will be supple-
mented over time by documents on best practices and specific
guidelines, departmental action plans and periodic evalua-
tions of results.

referring to the new Public Utilities Policy (OP-
708), but also the strategies on infrastructure fi-
nancing, the private sector, financial markets,
poverty reduction, rural development, urban de-
velopment, sustainable agriculture, forestry, and
environmental management.  The energy strategy
complements and is complemented by other
strategies.  It identifies the need for a review of all
former policies that guided the Bank's action in
the sector.  Along with the public utilities policy,
it contains all the elements to guide operations in
the sector until the policies are updated.  The en-
ergy strategy is consistent with the Bank's corpo-
rate strategy and will be updated as needed to en-
sure that consistency is maintained.

Chapter II contains a brief analysis of the Bank's
approach in the energy sector and the support it
has provided in recent years.  This will serve as a
framework to assess the new strategy.  Chapter III
reviews the strategy's objectives and describes
existing impediments to addressing the major
challenges in the sector.  Chapter IV describes the
new energy markets and identifies the agents that
will carry out the activities and the specific areas
in which Bank support would help resolve prob-
lems.  Chapter V presents all the complementary
activities that comprise the strategy.  Chapter VI
identifies and organizes the most appropriate in-
struments for Bank intervention in each particular
case.  Chapter VII discusses the most relevant is-
sues in implementing the new strategic approach,
including the monitoring, evaluation, and dis-
semination processes required to ensure that the
Bank's actions are of even quality and that its
strategic approach remains up to date in a con-
stantly changing sector and region.  Lastly, the
two tables in the Annex summarize the main ele-
ments of the strategy and link them to the per-
formance indicators that will be used to monitor
its implementation.
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 II     Bank Experience

 The Bank's approach to the energy sector used to
be determined by the sector's specific nature and
by the prevailing economic paradigm, which con-
sidered energy a strategic sector in which services
were provided by State monopolies.  These mo-
nopolies were usually vertically and horizontally
integrated and, for all intents and purposes, they
were self-regulated given the lack of separation of
State functions.  Within that limited framework,
the Bank sought to support the expansion of eco-
nomically efficient and financially sustainable
power supplies and to optimize the use of locally
available resources while protecting the environ-
ment.  With the exception of the Public Utilities
Policy (OP-708) of October 1996, current energy
sector policies are largely outdated, reflecting the
concerns at the time of their formulation.  Thus,
the Electric Energy Policy (OP-733-1) of 1977
emphasizes hydrocarbon substitution and uses
least-cost expansion as an instrument to ensure
optimal resource allocation in state-run, vertically
integrated monopolies.  The Environment Policy
(OP-703) of 1979 only stipulates general princi-
ples and the Energy Policy (OP-733) of 1985 ex-
pands the Electric Energy Policy to energy in gen-
eral, but overlaps with the previous policy in
many ways.
 
 Over the years, experience revealed the limits of
those policies, and the structural changes resulting
from the crisis of the 1980s rendered most of them
obsolete.  In the 1990s, the Bank instituted
changes in its operating procedures and adminis-
trative organization that reflected the needs of a
sector undergoing a drastic paradigm shift.  The
Environment Unit experienced perhaps the most
dramatic changes: three operations divisions and a
central division were established, the Committee
on Environment and Social Impact (CESI) was set
up, and a series of new environmental procedures,
regulations, and guidelines on the environment for
Bank-financed projects were instituted.  As con-
sensus was built around these changes, policies
were selectively reviewed and strategies formu-
lated to guide the Bank's action.  As it learned
from that crisis, the Bank gradually developed an

informal energy strategy adapted to the new cir-
cumstances in the sector.  The Eighth Replenish-
ment mandate and the reorganization that accom-
panied it resulted in the establishment of the pri-
vate sector window and of new guidelines, which
were described in strategy and policy papers such
as the Public Utilities Policy (OP-708) and the
strategy for fostering infrastructure development
in Latin America and the Caribbean (document
GN-1884-1 of August 1995).
 
The public utilities policy replaces the Bank's
former tariff policy with one better suited to to-
day's circumstances.  The new policy promotes the
separation of State functions and restructuring to
distinguish competitive segments from natural
monopolies.  Efficiency can thus be pursued
through competition, wherever competition is fea-
sible and desirable and through regulation in the
segments that are a natural monopoly.  Further-
more, regulation is the correct instrument for at-
taining complementary social and environmental
goals.  The policy fosters use of new business ap-
proaches, giving preference to those based on pri-
vate sector participation, while establishing regu-
lations for the use of subsidies and the attainment
of environmental and social objectives.  The pol-
icy sets out clear guidelines for Bank support of
the energy reform process and underscores the
need to maintain an ongoing presence in the
countries, to include the sector in the country dia-
logue and to seek government commitment to re-
form. Lastly, it emphasizes the need to use all the
instruments at the Bank's disposal to support the
reform process in a coherent way.

The public utilities policy thus constitutes the
natural framework for the Bank's new energy
strategy.  These two documents, together with the
CESI procedures, regulations, and guidelines,
comprise the policy features applicable to the en-
ergy sector.  In the year 2000, the Bank will con-
duct a study on an environmental management
strategy, which will be used to revise the envi-
ronment policy.  Approval of this strategy will
lead to a revision of old energy policies, based on
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experience in implementing the new strategies
and/or policies.

 Since it was established in 1961, the Bank's par-
ticipation in the energy sector of the region totals
over US$15 billion.  Its energy portfolio is heavily
concentrated in electricity (89 percent) and most
of it is environmentally clean.  Between 1995 and
1998, loans totaling US$2.1 billion were approved
for the sector.  Of that total, 30 percent was for
power transmission, 25 percent for power genera-
tion, 18 percent for gas pipelines, 19 percent for
sector loans to support sector reform, and 1.5 per-
cent for energy efficiency.  Over half of the power
generation projects (56 percent) used natural gas
in combined cycles, with the balance being
equally divided among coal, oil, and renewable
energy sources (hydropower and geothermal
power).  Technical cooperation (US$41 million
since 1990) has been geared toward strengthening
the project pipeline and, to a lesser extent, build-
ing the necessary institutions.

 Over the past ten years, the Bank has provided
considerable support for energy sector reforms. It
has helped finance the design of new regulatory
frameworks through grants from the Multilateral
Investment Fund (MIF) (14 operations for
US$14.5 million), it has appointed sector special-
ists and made considerable efforts to distribute
information about the sector.  Last, but not least,
the activities of the Private Sector Department
(PRI) during its first four years of operation,4 have
allowed the Bank to begin consolidating its new
role as a catalyst in direct financing for the private
sector.  Nevertheless, the effectiveness and effi-
ciency with which the Bank has deployed these
instruments could be improved through greater
continuity in the assistance provided, more timely
interventions and a more coordinated use of all the
Bank's instruments for reform, especially at the
initial stage.  Generally, assistance has usually
been tied to a concurrent loan operation and has
focused on support for the hiring of consultants
using technical cooperation funding to assist in the
initial formulation of the elements of a regulatory
framework.  A reform process oriented approach
may be helpful for such operations in order to an-
                                                       
4Fifteen private sector loans for US$827 million generated
US$1.7 trillion in B loans from commercial banks.

ticipate needs in various essential areas for suc-
cessful implementation of reform.
 
 Although the Bank has improved the coordination
of various instruments at its disposal, there is still
room for better coordination.  Such efforts should
begin by recognizing that although, in principle,
there would appear to be a dichotomy between the
Bank's roles as a creditor and fund-raiser, on the
one hand, and as a promoter of development, on
the other, in the long run such differences may be
more apparent than real.  To address these con-
flicts, PRI's activities need to be closely coordi-
nated with those of the regional and central de-
partments.  Progress has also been made in build-
ing consensus regarding the specific types of pri-
vate sector activities that, by using its comparative
advantage to good effect, will help the Bank iden-
tify its position in the market.  In particular, the
effort is to ensure that the Bank's role in leverag-
ing additional financing for private investment
increases overall efficiency and promotes the at-
tainment of other energy sector reform objectives.
 
 Despite the fact that, to date, PRI lending to the
energy sector has been limited to direct lending
and B loan cofinancing, providing guarantees and
developing other instruments open up a wide
range of possibilities for increasing the Bank's
capacity to facilitate investment and increase
commercial bank lending to the private sector.
Furthermore, the Bank is well placed to serve sev-
eral segments of the energy market, drawing on its
dynamic work with microenterprises and with
small- and medium-sized enterprises, through both
lending and nonlending products.
 
 The Bank's leadership in helping to establish inte-
grated electric power and oil and gas markets in
Central America and its participation in the
SIEPAC project for an electric interconnection
system were decisive factors in the agreements
that led to the signing of the Central American
Electric Grid Integration Treaty, which will con-
tribute to both sector integration and reform in the
region.
 
 Despite all its past efforts, which included setting
up a nonconventional energy unit in the 1980s, the
Bank has had only limited success in promoting
end-use energy efficiency and small-scale renew-
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able energy sources.  From 1975 to 1998, some 50
small- and medium-sized renewable energy proj-
ects received financing totaling US$600 million
(between 5 percent and 10 percent of energy sec-
tor loans, a sizeable amount considering that the
technologies are relatively new).  Most of the
projects in this category have focused on geother-
mal power generation and small-scale hydropower
plants.  Some 22 loans and grants for a total of
US$409 million have been provided for geother-
mal power development prefeasibility studies,
field development, and construction in Central
America.  Six loans totaling US$107 million were
granted for small-scale hydropower projects.
Relatively few loans and grants have been made
for other renewable sources of energy such as
biomass, solar energy, and wind power.  The first
two loans whose main objective was end-use en-
ergy efficiency were approved in 1997.
 
 The IDB (as well as other multilateral and bilat-
eral development institutions) encountered obsta-
cles to financing these projects.  They include: the
incipient state and high cost of the technology in-
volved, low end-user energy prices, inappropriate
regulatory and institutional frameworks, a lack of
private sector participation, the lack of successful
models in developed or developing countries, and
geographical dispersion.  In its search for a solu-

tion to these problems, in December 1996, the
Bank started a two-year experimental program
aimed at designing and testing novel methods of
distribution for sustainable energy sources (effi-
cient use of energy by consumers, new renewable
sources) that would meet the demands of the new
competitive energy markets.  The Sustainable
Markets for Sustainable en Energy Program
(SMSE)5 seeks cooperation arrangements among
donors, the Bank, and governments to channel
technical assistance to identifying and overcoming
obstacles to the development and the regional
adoption of sustainable energy technologies.  The
aim is the development of a market that could be
financed by the Bank.  The goal here is not to fi-
nance a few projects, but to achieve a vigorous
long-term multiplier effect to remedy the institu-
tional and regulatory barriers and the lack of in-
formation and access to credit and entrepreneurial
resources that impede the development of those
markets.
 
 These efforts have to be made in the context of
limited human resources.  There are no specialists
in the areas of renewable energy, oil and gas, and
energy efficiency, and the training for staff sup-
porting sector reform has been mostly limited to
self-training.  Moreover, the central departments
only have one full-time energy expert.

                                                       
5 Financed by the Technical Cooperation ATN/SF-538-RG
with Bank resources, the European Commission, the Depart-
ment of Energy and USAID.
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 III     Objectives of the Strategy and Energy
 Sector Challenges in the Region

 
 

 
Objectives

The overall objective of the strategy is to position
the Bank so that it can become an effective partner
in the efforts of its borrowing countries to restruc-
ture their energy sectors.  Energy sectors in the re-
gion are currently undergoing far-reaching struc-
tural changes that will make them economically,
financially, environmentally, socially and politi-
cally sustainable, and contribute to the region's so-
cioeconomic development.  The strategy first iden-
tifies the main challenges for the sector, then de-
scribes the areas of action, identifies areas and in-
struments for intervention in which the Bank enjoys
a comparative advantage and sets out specific ac-
tivities that are consistent with its corporate strategy
and commitments in other areas.  Although many
elements of the strategy simply seek to consolidate
actions the Bank is already implementing, novel
ways must be sought to make them operational,
coherent, and effective.  Clearly, the Bank's efforts
will have a greater impact if they were organized
around the core principle of supporting the coun-
tries' efforts to restructure and reform their energy
sectors.

The Five Major Challenges
 
 The problems or challenges faced by each country
are largely a function of its specific circumstances.
Nevertheless, common features are reflected in the
challenges facing the sector.  Those features are:
(i) consolidating the structural and economic re-
forms undertaken in the first half of this decade
(economic, financial, environmental, social, and
political sustainability); (ii) making new energy
options available to all citizens on affordable
terms (social sustainability); (iii) developing pat-
terns of production and consumption that are effi-
cient and environmentally friendly (environmental
sustainability); (iv) mobilizing foreign and local
capital to finance the sector (financial sustain-
ability); and (v) integrating regional energy mar-
kets (economic and financial sustainability).

 Consolidating Structural and Economic
 Reforms

 The status of energy sector reform varies consid-
erably throughout the region and a major ongoing
effort is needed to consolidate the progress already
made.  Even pioneering nations such as Chile and
Argentina have considered it worthwhile to reas-
sess their energy systems and launch a second
generation of reforms that include elements that
were not adequately considered initially but are
key to ensuring social and environmental
sustainability and to expand competition among
suppliers of energy to small- and medium-sized
consumers.
 
 By mid-1999, several of the largest countries in
the region (Brazil, Mexico, and Venezuela) had
barely begun the process of reform, while other
countries that had moved ahead were having
problems implementing the new approach.  How
sustainable reform proves to be in each country
depends on progress in five key areas: the transi-
tion from State as entrepreneur to State as regula-
tor, the search for efficiency through competition,
private sector participation in business operations,
management of the social impact, and manage-
ment of the environmental impact.  In mid-1999,
only five countries had a regulatory authority that
had been functioning for over two years, and only
three electric power exchanges were reasonably
competitive.  Most of the countries in the region
lack the institutions required to supervise compe-
tition in a market economy or are only just begin-
ning to establish them.  However, private sector
participation has made considerable strides in
eight countries.
 
 The slow pace of progress reflects the difficulties
encountered.  Reassigning business functions to
the private sector is not just a matter of transfer-
ring ownership of existing utilities.  It also in-
volves restructuring functions, many of which can
be performed by agents that normally distribute
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other consumer goods and services.  It also means
that the government's ability to carry out its re-
sponsibilities should be strengthened. Restructur-
ing differs for each segment in the energy sector
depending on the particular features of each type
of company, competition, regulation and/or credit
needs, and on the challenge of extending services
to the entire population, integrating regional mar-
kets, and achieving all that in a way that is envi-
ronmentally sustainable.  The task of restructuring
the energy sector while creating new regulatory
bodies is especially burdensome for small coun-
tries.  Political pressure and the economic and so-
cial downturn mean that any delays in passing on
the benefits of the reform to users cast doubts on
its very feasibility by creating confusion about the
true causes of the problems and by strengthening
antireform movements.
 
 Making Modern Energy Alternatives Available
to All on Affordable Terms

 The impressive figures for electricity coverage in
Latin America and the Caribbean (84 percent) dis-
guise the fact that 60 percent of the rural popula-
tion, or approximately 75 million people, lacked
electricity in 1997.  Much of the energy consumed
in the countryside is still "traditional" (mainly the
use of biomass materials for cooking).  The shift
to modern forms of energy is not occurring as
rapidly as it should, despite the fact that the rural
population without access to electricity has
dropped, in absolute terms, during the past twenty
years.
 
 The countries with the lowest levels of access to
electricity are the least developed: Nicaragua,
Guatemala, Honduras, Haiti, Bolivia, El Salvador,
and Peru, where less than 20 percent of rural
households have electricity. In the past, rural
electrification programs were centrally planned
and had limited objectives.  They were heavily
subsidized and lacked sufficient community sup-
port and participation.  At the same time, the dis-
tribution of electricity was in the hands of state
monopolies, which often pursued goals unrelated
to the sector.  This led to the inefficient and costly
expansion of the network, while restricting access
to other agents and technologies that might have
been able to offer the same services at a lower
cost.

 This "hidden competition" implicit in the possible
expansion of a heavily subsidized network is a
powerful barrier to market entry by providers of
alternatives such as renewable sources in decen-
tralized systems located in remote areas.  If the
distribution is privatized, private entrepreneurs
will lack incentives to expand the network or to
provide the service to poor users, many of who are
illegally connected, unless the service is legalized
and a rate is charged that reflects costs, or the
State intervenes efficiently.  In this case, operators
for whom supplying the service would be attrac-
tive would appear.
 
 Developing Efficient and Environmentally
Friendly Patterns of Energy Production and
Consumption
 
 Both the local and the global environmental im-
pact of energy production and consumption in the
region are dominated by transportation, in par-
ticular, by urban transportation.  Air pollution
problems are growing rapidly in the cities of Latin
America and the Caribbean, creating a consider-
able economic cost.  Accordingly, any policy seri-
ously attempting to address urban pollution and
climate change must focus also on urban transport.
In rural areas, environmental problems stem from
the production and transport of modern forms of
energy (for urban use) and the use of traditional
forms of energy (biomass for cooking).
 
 The Intergovernmental Panel on Climate Change
estimated that emissions from Latin America and
the Caribbean accounted for 4.8 percent of global
gas emissions with a greenhouse effect in 1990.
This is significantly less than emissions from de-
veloped countries or economies in transition, or
even many other parts of the developing world,
because of the relatively high reliance on hydro-
power and very low use of coal for electricity gen-
eration.  Transportation (35 percent) and manu-
facturing (22 percent) are the main sources of CO2

in the region.  Paradoxically, the use of hydro-
power, which has a huge potential for develop-
ment in the region and produces little or no gas
emissions (making it the best option to minimize
large-scale gas emissions with a greenhouse ef-
fect) is limited because of its potential local envi-
ronmental impact.  Nonetheless, several countries
in the region have developed renewable resources
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and continue to have the potential for further de-
velopment.  The development of renewable
sources of energy, such as geothermal and wind
energy, may contribute to limit the emission of
greenhouse gasses.

 Although the environmental impact of the reforms
in the electricity and gas sectors has generally
been positive (reflecting greater efficiency in the
production, transmission and distribution of elec-
tricity, and the use of natural gas instead of oil
derivatives or coal) problems remain that have not
yet been addressed and whose net impact has yet
to be studied in depth.
 
 One of the main challenges in the region is to en-
sure that the reforms do not pose a threat to the
environment but instead become an opportunity to
achieve environmentally sustainable development.
Although protection of the environment is men-
tioned in the legislation of most countries as a
sector objective, the regulations for its implemen-
tation warrant improvement.  Responding to this
challenge has implications for several players in
the sector.  The regulatory authorities and civil
society will be responsible for enforcing environ-
mental standards and policies.  Other government
bodies will need to rely on market mechanisms
and appropriate incentives to encourage energy
producers and consumers to engage in environ-
mentally friendly activities.  National and munici-
pal governments will have to address the deterio-
ration of urban air quality caused by vehicular
emissions, a problem with both local and global
implications that also involves complex jurisdic-
tional issues.  The role of energy production and
consumption in climate change places sector
authorities at the center of attempts to implement
the agreements reached under the Kyoto Protocol.

 With the exception of hydropower and geothermal
developments in Central America and Mexico,
large-scale renewable energy has not penetrated
yet in the region because of the existence of
cheaper alternatives.  Also, with a few exceptions
attempts to make energy consumption more effi-
cient have not had much success.  Renewable
small-scale sources of energy are only competitive
in certain niches, such as rural areas unconnected
to the network and as support for very long distri-
bution feeders (what is known as distributed en-

ergy).  These sources of energy could have a
broader market share were it not for rules of the
game that are slanted toward conventional supply
investments, not to mention other barriers and
market failures.
 
 In an attempt to overcome these barriers, regula-
tory agencies in the United States and other devel-
oped countries have promoted instruments such as
Demand Side Management (DSM) and Integrated
Resource Planning (IRP) in the vertically inte-
grated electricity monopolies in their countries.
These instruments would enable companies to in-
corporate end-use energy efficiency or renewable
energy into their rate structures.  In an effort to
expand their use, in the 1990s some NGOs and
governments lobbied multilat multilateral organi-
zations to promote their adoption in the borrowing
countries.  However, with the liberalization of
power markets over the past five years, power
price setting is now market-driven, making the
DSM and IRP less relevant as normative instru-
ments.  This highlights the importance of finding
new ways to promote the use of renewable energy
sources and end-use efficiency without sacrificing
the advantages that competitive markets offer.
 
 Mobilizing Resources for the Sector
 
 The difficulties encountered in the 1980s in at-
tracting the funds needed for expansion of the en-
ergy sector did not automatically disappear when a
new paradigm was adopted.  Many countries that
aggressively implemented sector reforms, seeking
out private investors and introducing competition,
had difficulty mobilizing the resources they
needed on appropriate terms.  The availability of
financial resources also depends on other condi-
tions, which frequently require additional reforms
in other sectors.  Furthermore, the energy sector is
far from homogeneous.  Total investment needs
and the type and volume of financing vary de-
pending on the market segment, its vitality, and
the specific nature of the investment.  Difficulties
in mobilizing resources can thus be classified ac-
cording to whether they are a result of the percep-
tion of risk on the part of investors, the special
nature of a given segment of the market, or weak-
nesses in local financial and capital markets.
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 The Nature of the Investments: Investments in
products that can be sold in world markets, such
as oil and petroleum by-products, are generally
made by multinationals that have little trouble
mobilizing financing.  However, it is more diffi-
cult to attract financing for non-tradable products,
such as electricity and, in many cases, natural gas.
At the same time, investments and services seek-
ing to make more efficient use of energy and/or
small-scale renewable sources are considered ex-
otic and are, therefore, difficult to finance.  Ex-
pansion of natural monopolies like electricity and
gas networks usually does not require large-scale
investments and can be financed by corporate
loans.  Independent electricity producers require
project financing, whereas some investments in
energy efficiency and decentralized generation
require consumer or microenterprise credit.
 
 A key feature of investments in hydroelectric
power generation projects (which are capital-
intensive and have a long construction phase and a
long useful life) is that they require very long-term
loans with long grace periods, whereas invest-
ments in efficient energy use can generally be paid
back with the savings generated in a relatively
short period.  In some cases, such as activities that
are considered a natural monopoly, there are only
one or a few big borrowers.  In others, the market
consists of the entire population.  This is the case,
for instance of efficient household use of electric-
ity.  For various reasons, the government will have
to undertake much of the initial investments in
some countries and subsectors.
 
Political and Regulatory Risk: The fact that energy
markets and the returns on projects are dependent
on government action is reflected in the degree of
political and regulatory risk.  These risks6 are, in
turn, reflected in a reluctance to invest or in the
need for high returns to offset risks.  Traditional
political risk7 can be covered by State insurance
agencies in many countries and through instru-
                                                       
6 Which are greater for non-tradable products, such as elec-
tricity and for countries that have a poor track record in inter-
national financial markets, or only incipient regulatory insti-
tutions.
7 The risk that a government authority may decide to expro-
priate or confiscate the property of an enterprise or declare
the country's currency nonconvertible or risks associated with
armed conflict.

ments provided by multilateral organizations, such
as MIGA.  However, nontraditional political risk or
the risk resulting from a change in regulations or
from the interpretation of a contract, cannot be ade-
quately covered by insurance because they are dif-
ficult to standardize.  Regulatory risk can take dif-
ferent forms in each market segment.  Thus, the
new competitive environment in the electricity
sector introduces new risks that are not easily un-
derstood by financial institutions and are some-
times mutually reinforcing.  Consequently, proper
management and distribution of all these risks be-
comes the key to attracting public and private
capital to the sector.
 
 Shortcomings in Financial Markets: In many
countries, the constraint is often not the availabil-
ity of funds but the lack of appropriate interme-
diation to serve the needs of energy consumers or
investors.  This problem is particularly acute in
the case of consumer credit and credit for small
farmers.  There is no credit culture or tradition of
funding small-scale energy projects in the region.
Financial analysts are not accustomed to evaluat-
ing such projects; they are not used to measuring
the risk of changes in absolute and relative prices
for different forms of energy or to measuring de-
mand in competitive environments.  As a result,
financial institutions are reluctant to finance this
type of project.
 
 Incipient Development of Local Capital Markets:
Energy projects have a very long useful life, over
20 years in most cases, and the income they gen-
erate is usually denominated in local currency.
Therefore, they require long-term local currency
funding, which is not always available.  Often, the
only financing available is short-term foreign ex-
change, which subjects an enterprise that accepts
it to high refinancing and exchange rate risks.
Moreover, since in most of the countries of the
region there are practically no instruments to miti-
gate such risks and the possibilities of refinancing
a short-term loan are uncertain, the supply of pri-
vate financing is limited and the interest rates
charged are extremely high.  Foreign pension
funds offering long-term resources are reluctant to
lend to a business facing high political risks while
national pension funds are still incipient in the
region and/or are subject to regulations that inhibit
their participation in that type of project.  Moreo-
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ver, the sheer sizes of investments in the energy
sector make it impossible to depend over the long
term on capital and financing from abroad.
 
 Integrating Energy Markets
 
 The countries of Latin America and the Caribbean
possess abundant and varied energy re-sources (in-
cluding oil, natural gas, coal, biomass, and other
renewable sources), as well as great hydropower
potential, even though these resources are not al-
ways evenly distributed.  That uneven distribution
underscores the potential for large-scale trading in
energy in the region.  Currently, interregional trade
is dominated by exports of crude oil and petroleum

by-products, but there are very promising prospects
for integrating energy markets through natural gas
and electricity grids.  The integration of gas and
electricity markets is taking place mainly in South
America, where reforms in the power and oil and
gas sectors opened the doors to projects for large-
scale international gas pipelines and electricity
grids, mostly on private sector initiative.  The mar-
keting of natural gas and electricity at the subre-
gional and regional levels does not only lead to a
more optimum use of resources; it also helps to
consolidate sector reform in small countries and to
increase the availability of cleaner fuels in many of
them.
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IV     Scope of the Strategy

 In order to identify the specific areas and agents
targeted by the strategy; the first section below
describes the nature of the energy markets that are
likely to prevail during the period covered by the
strategy.  The second section identifies the range
of activities required to tackle each of the chal-
lenges for the sector in the countries of the region.

 Energy Markets in the 21st Century
 
 Driven by economic development and population
growth the demand for energy in the region will
continue to increase over the next decade.  The
demand for oil, which grew at an average annual
rate of 3.5 percent over the past decade because of
automobile use, will increase at an even faster
pace, buoyed by urbanization and improved living
standards.  Demand for electricity is also growing
(at an average annual rate of around 6 percent),
although the pace of growth is beginning to slow
as the result of possible market saturation and
greater end-use efficiency (it is estimated that 80
to 85 GW of new installed capacity will be needed
by the year 2006).  However, owing to the abun-
dance of natural gas and the marked decline in
costs following the introduction of new combined
cycle gas turbines (CCGT) and environmental and
other considerations, the relative share of primary
sources in meeting this demand may change con-
siderably.  Natural gas will become the bridge fuel
toward the energies of the future and it will re-
quire major investments (especially in gas pipe-
lines).  International trade will grow substantially
to meet demand and drilling may be carried out
primarily for natural gas.  Investment require-
ments in the region will continue to be dominated
by drilling and production of oil and gas and by
electricity generation.
 
 Since the demand for energy is a derivative (the
object is not energy itself but the facilities and
services made available to final consumers in the
form of heating, power, or lighting), the solutions
to many problems have to be found beyond the
bounds of the energy sector and are not feasible
without a comprehensive approach focusing on

consumer activities.  Consequently, the strategy
must cover all the links in the chain of production,
transportation, marketing, and consumption of
energy, albeit with different degrees of emphasis
both in intensity and in spheres of activity.
 
 Developments in the last five years of the 20th
century point to a clear fragmentation of the en-
ergy market into several segments with differing
participants, features, risks, and credit needs.  A
segment is classified mainly according to its de-
gree of exposure to competition (depending on
whether it operates in the competitive market or in
the regulated grid market) and the type of product
offered (a commodity or a service), not necessar-
ily on the type of fuel.  Thus, if present trends
continue, the following markets can be expected
to gradually develop or become consolidated:
 
 Commodity markets will be highly competitive
wholesale markets with narrow margins for crude
oil and petroleum by-products, electricity, and
natural gas.  The latter two will be helped by in-
struments such as "energy exchanges" that facili-
tate trade.  In this system, the old independent
power producers (IPP), who depended on long-
term government-guaranteed contracts, would be
gradually replaced by so-called "merchant plants."
A merchant plant sells its energy on the spot mar-
ket and/or negotiates contracts with individual
clients but does not have a captive market.  Partly
in order to spread risks more evenly, there is likely
to be a convergence between the markets for elec-
tricity and fuels, especially natural gas.
 
 A competitive market in differentiated energy serv-
ices will include retail marketing of electricity
and/or natural gas but may also include efficient
energy use services.  Participants in this market
may include:
 
• Traders and brokers in the wholesale and retail

electricity and/or natural gas markets.

• Energy service companies (ESCO) that en-
gage in various energy saving and/or cogen-
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eration activities for industrial and/or com-
mercial clients and total energy service com-
panies (TESCO), which also provide effi-
ciency services and offer clients a package
covering all their energy needs for a lump
sum.

 
• Service companies that may include tele-

phone, water, and other services as well as en-
ergy, or companies specializing in meter
reading and billing.

A competitive market for goods and services in
decentralized systems would comprise numerous
companies competing to serve the widely dis-
persed rural market with individual systems fu-
elled by renewable sources of energy or fossil fu-
els.

A network services market generally consists of
regulated monopolies obliged to provide free ac-
cess to the network, served by transmission com-
panies (or transportation companies in the case of
natural gas) and associated services, distribution
companies at the end-user level, and small-scale
networks in isolated systems based on thermal,
renewable or mixed energy systems.

Multiplicity of Stakeholders: Supporting the
development of these markets implies working
with a variety of government institutions at the
national, regional and municipal levels, with local
and foreign private entrepreneurs, multi-nationals
and microentrepreneurs, cooperatives, commu-
nity organizations and NGOs, as the case may be.
Electricity generating markets will thus be
dominated by a relatively small group of
multinationals, in many cases associated with
production of a single fuel and a diversified
portfolio.  Likewise, the network markets will
largely be served by multinationals, while the
marketing and energy service markets will permit
a larger number of participants with lower capital
requirements in an environment in which small-
and medium-sized enterprises may flourish.

Large multinational firms may dominate rural
energy services as far as the supply of equipment
is concerned, but small or micro-entrepreneurs
would run their distribution, sales, and operations
divisions.  Although electricity and the primary

energy used to generate it (renewable or not)
constitute the main targets of this strategy, the
importance of the use of energy in transportation
makes the participation of other stakeholders
(such as municipalities, transportation company
owners, and vehicle manufacturers) essential.

Areas of Support to Meet the
Challenges in the Energy Sector

Given the diversity of the markets in terms of
countries and segments, the areas of support also
vary in terms of instruments and activities.  They
cover the whole gamut of instruments for devel-
opment, including reform of the State, technical
assistance to develop local capacity, market insti-
tutions and development, investment lending,
nonlending services, new financial mechanisms,
guarantees and other tools to help countries pursue
a series of activities for each of the challenges
facing the energy sector.

Consolidating Structural and Economic
Reforms

Although government support is needed to
consolidate sector reform and meet all five
challenges, it is also essential to carry out the tasks
necessary to adapt the State to its new role.  This
implies the need to undertake or complete the
separation of the State's roles as policymaker,
regulator, and entrepreneur; to modernize and
strengthen the State so that it can fulfill its new
functions; to ensure that progress is made in
complementary areas of reform; and to ensure the
creation of market institutions.  To achieve these
goals, the capacity of government agencies to
formulate and implement policy needs to be
strengthened; regulatory frameworks and agencies
need to be established and/or strengthened;
secondary legislation, codes and procedures need to
be to established and gradually implemented; a
regulatory culture needs to be encouraged by
training stakeholders and disseminating regulatory
principles and decisions; and the results of the
reform need to be evaluated and any necessary
adjustments made to ensure sustainability.

The development and supervision of competition
at the wholesale and retail levels, which are key
activities for consolidating the reforms, can be
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achieved through a set of measures including:
(i) establishing clear and equitable rules;
(ii) adopting structures that preclude positions of
market power; (iii) reviewing and improving the
first generation of reforms in order to give as
many consumers as possible the chance to choose
their suppliers; (iv) creating and/or strengthening
antitrust and supervisory institutions; and
(v) organizing and perfecting energy exchange
operations and other instruments, such as using
futures contracts, to ease market transactions and
raise liquidity.  In addition, governments need
support in preparing state-owned enterprises for
privatization and vertical and horizontal breakup,
as the case may be, and in transferring the experi-
ence of other countries and developing local ca-
pacity in key areas in the new markets.

Making Modern Energy Options Available to All
on Affordable Terms

Access to modern sources of energy can be ex-
tended to the entire population by giving govern-
ments support to include the rural energy strategy
in the context of comprehensive rural develop-
ment and the fight against poverty.  Governments
also need assistance to develop a more diversified,
demand-driven approach to increase energy op-
tions in rural areas and target the urban poor.  This
would lead governments to focus on energy needs
and on the population's economic capacity to seek
solutions other than a mere extension of the grid
with costly subsidies.  Such a strategy would also
emphasize the creation of conditions conducive to
investment in efficient and sustainable energy
consumption (including international trade and
energy price policies); the identification of inno-
vative, economical ways of reducing costs and
providing credit, especially in order to lower the
down payment on household electrical appliances
and equipment needed to supply electricity in de-
centralized systems; the need to involve the local
population in the energy business chain by sup-
porting small entrepreneurs and microentre-
preneurs and/or civil society in production and
marketing, especially of renewable energy; and
clear, transparent management of any subsidies,
which should focus on improving access, for in-
stance, by subsidizing service connection and/or
regularization, and procurement of efficient elec-
tric and gas-run household equipment and appli-

ances that lead to lower user costs without dis-
torting price signals.

Developing Efficient and Environmentally
Friendly Patterns of Energy Production and
Consumption

The measures required to ensure environmentally
sustainable production and consumption of energy
can be grouped under the following seven
headings: (i) regulatory measures, such as
strengthening the State's capacity to formulate and
implement policies and devise and apply
environmental standards, enhancement of civil
society's ability to work with the State in applying
environmental regulations, and the adoption of
labeling and other rules to ensure efficient use of
energy in appliances and buildings; (ii) steps to
create incentives such as applying market
mechanisms to encourage the adoption of
environmentally friendly measures, eliminating
subsidies for energy consumption and establishing
efficient pricing and rate systems along with
improvements in meter-reading, billing and col
collection systems so that consumption reflects the
real cost of energy; (iii) programs to eliminate
discrimination in and barriers to the use of clean
energy sources and efficient energy consumption;
(iv) programs and projects for rational use of
energy in urban transportation through
comprehensive solutions combining land use,
mass transit, and technology to minimize
pollution; (v) promoting and financing the use of
cleaner, cheaper primary sources of energy such
as natural gas, which contribute to both economic
efficiency and a healthier environment; (vi)
measures to enhance the region's hydroelectric and
other renewable resources potential in ways that
are environmentally and economically sustainable;
and (vii) actions fostering cooperation in the fight
against climate change.8

                                                       
8 Although the Framework Convention on Climate Change
and the Kyoto Protocol do not obligate developing countries
to reduce their greenhouse gas emissions, they do commit
them to drawing up and implementing national climate
change programs for the energy and transportation sectors,
for which they can obtain financial support from developed
countries.
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Mobilizing Resources for the Sector

Three types of measures can support the mobili-
zation of financial resources.  The first is designed
to effectively lower political risk and devise in-
struments with which to manage and distribute
those risks appropriately.  The most effective way
to reduce political risk is to make progress in the
adoption and implementation of clear, transparent
rules of the game within the framework of overall
sector reform.  The political risk involved in ne-
gotiations between country authorities and private
companies could be reduced if the authorities vol-
untarily committed themselves to accepting cer-
tain basic principles when reviewing and amend-
ing the rules and regulations governing the sector
(along with the procedures for revising contracts
and sector standards) and if they established expe-
ditious arbitration and mediation systems, espe-
cially with reliable, competent and independent
regulatory agencies in the public and private sec-
tors.  In some cases, new financial instruments,
such as guarantees can insure investors against
regulatory risk.

The second type of measure is designed to help
develop capital markets by serving suppliers of
funds and those who need them.  Sponsors of en-
ergy projects will thus be able to acquire financing
that is better suited to project needs.  For this to
happen, the environment must allow investors to
efficiently manage return and risk.  The situation
must therefore be approached simultaneously on
three fronts.  First, a regulatory framework must
be established that is compatible with the interna-
tional finance.  Second, institutions must be de-
veloped to ensure that all market participants
know and respect market rules.  Third, interna-
tional standards for accounting, auditing, and
market information must be established by the
institutions issuing negotiable instruments.  There-
fore, to incorporate energy projects into capital
markets, actions must be designed to resolve the

specific problems encountered on each of the three
fronts.  However, power generation projects in
which power is to be sold on the market and
whose long-term income is, therefore, not guar-
anteed by a contract require financing arrange-
ments based on capital markets because market
diversification will help manage the risk entailed
for investors.

The third type of measure is designed to develop
long-term financial instruments tailored to the
requirements of energy projects.  The new
instruments will have to respect the basic
principles of risk allocation: assigning them to the
agent that can best manage it and diversifying
unmanageable risks.  In addition to offering long-
term financing denominated in local currency, the
new instruments must take into account the
peculiarities of the new lines of business emerging
in the sector: financing electric power plants
without long-term energy purchase contracts,
financing energy saving projects in which debt
servicing is linked to the projects' cost saving
capacity, financing gas transportation projects in
areas where it is being introduced for the first
time, etc.

Integrating Energy Markets

The integration of energy markets is facilitated by
measures that harmonize sector structures and the
regulatory, rate-setting, fiscal, legal, and commer-
cial rules governing the sector.  Mechanisms
should be set up to promote trade (regional dis-
patching centers, energy exchanges, etc.).  Coun-
tries need support to negotiate agreements and
treaties and design bidding procedures that will
link the private sector with investments in inte-
gration projects in a transparent manner that pre-
cludes positions of market power.  Financial sup-
port for executing the investments is also neces-
sary.
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V     Complementary Activities to Position the Bank

Comparative Advantages and
Limitations of Bank Action

The Bank can draw on a variety of experiences,
instruments, policies, and fields of activity to
orchestrate a set of complementary activities and
make optimal use of its institutional advantage to
help the countries in the region address the
challenges in the energy sector.  For instance, the
Bank is an influential regional player with a proven
ability to convene conferences, meetings, and other
forums for discussing important issues and
reaching consensus.  It has an excellent record of
support for general reforms of the economy and the
State that are prerequisites for energy sector reform
and for achieving regional economic and energy
integration.  It plays an important part in
developing local capital markets.  It has the
capacity to provide financial and nonlending
services to small- and medium-sized entrepreneurs.
It is in a position to assist the private sector with
loans and guarantees without sovereign backing.  It
is actively involved in urban development, rural
development, the fight against poverty, and the
environment as well as in energy consuming
sectors such as water supply and transportation.

The Bank also has a network of offices throughout
the region that allows it to take advantage of its
experience in the energy sector to adapt its serv-
ices to the new circumstances.  Of course, the
Bank also faces major limitations such as the pau-
city of financial and operational resources avail-
able for the sector; a lack of incentives for main-
taining its presence in this sector, aside from loan
operations, and for undertaking processes that are
complicated and costly in terms of staff commit-
ment; and the relatively rigid nature of its opera-
tional procedures and financial instruments.

How to Ensure the Most Effective
Bank Support

To provide successful support within the limits
imposed by its priorities and constraints, the Bank
should:

Focus on consolidating structural reforms.  The
Bank's interventions should be part of a coherent,
agreed-upon strategy to consolidate sector reform.

Maximize the value added of its operations by
carefully selecting the timing, scope, and design
of each intervention in an effort to ensure a cata-
lytic effect that takes into account the country's
capacity to absorb the financing.  In this connec-
tion, the Bank's catalytic effect should not be
measured merely in circumstantial terms, such as
how much private funding for so-called "B" loans
the IDB support attracts, but, far more impor-
tantly, in terms of the dynamic effect produced by
the signals it sends to private investors through its
backing of and participation in the reform process,
its commitment to the sector and its capacity to
make the necessary corrections.  Likewise, to de-
velop new energy markets and expand energy
service coverage, the Bank must adopt innovative
systems and maximize the potential for self-
sufficiency and replication, thereby sending clear
signals to the market regarding the Bank's policies
and priorities, and helping to identify and over-
come the initial barriers to their implementation.

Bank actions must be temporary but uninter-
rupted.  The consolidation of reform and the de-
velopment of new energy markets are long, com-
plicated processes that require the ongoing in-
volvement of the Bank. Services should, therefore,
be adapted to needs and the projects should be
viewed as instruments in a process.  However,
since the demand for Bank loans and as assistance
will become less pressing as the countries con-
solidate their reforms and gain greater access to
other sources of external and domestic financing,
the Bank's role should always be temporary,
meant to ease the transition.  The long-term cata-
lytic impact of operations designed to consolidate
reforms should shorten the period of transition.
Although the length of that period will vary from
country to country, the Bank's success, paradoxi-
cally, will be measured not so much by the vol-
ume of loans approved as by the contributions it
makes to shortening it.  Nevertheless, because of
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the uncertainty implicit in the long-term chal-
lenges (such us the nature of the impacts of cli-
mate change on the availability of energy re-
sources), the Bank must be alert to anticipate and
to prepare for any new needs.

The Bank should identify operations that provide
an opportunity to contribute simultaneously to
other priorities (such as equity, the fight against
poverty, and environmental protection) and take
into account the activities of other multilateral
institutions in the region.  The activities of multi-
lateral institutions should complement each other
and be consistent.

The Bank's influence and ability to convene
meetings should be used to develop approaches to
problems faced by several countries, such as re-
gional market integration and the challenges of
climate change.

Bank Support to Address the Five
Major Challenges in the Sector

The Bank can contribute at different levels and to
varying extents to meeting the five major chal-
lenges in the sector.

Consolidating Structural and
Economic Reforms

The Bank can maximize its contribution to the
consolidation of sector reform by making the
reform, including its environmental and social
impact, the hub of its discussions with each
country to determine what support is needed in the
sector.  It should, therefore, coordinate all the
instruments at its disposal (lending and technical
assistance) to provide ongoing, consistent support
for an agreed upon strategy through the
programming dialogue.  For that to happen, it is
essential, first, that the technical cooperation
instruments be expeditious and timely so that they
can provide adequate ongoing support at the
various phases (starting with assistance for
comprehensive diagnostic assessments that
identify priority areas and problems, and
continuing beyond disbursement until the
sustainability of the reform has been secured).

Second, it is essential to organize and prioritize
investment loans under all the facilities, with or
without sovereign guarantees (PRI, the MIF, and
the IIC) so that a clear signal is sent to the market
regarding to the Bank's priorities and its commit-
ment to their implementation.  In addition, the
Bank can conduct and/or finance studies to evalu-
ate the impact of reform (including environmental
and social impact) and disseminate the findings to
the stakeholders.  The Bank may find it useful to
participate in joint efforts with other regional
multilateral organizations to disseminate such
studies as well as other information that would
help government agencies and private businesses
in the decision-making process.

Making Modern Energy Options Available to All
on Affordable Terms

The Bank can improve the effectiveness of its
support by identifying areas where the strategy
dovetails with its strategies to fight poverty (espe-
cially rural poverty), in order to orchestrate a con-
certed effort.  In particular, energy is an essential
element for the success of the instruments identi-
fied to address rural poverty: to foster productive
activities, to increase agricultural productivity, to
generate new jobs and to supply basic public
services.  Under this approach, the Bank could
agree with the countries on the formulation and
implementation of national rural energy strategies
that include adjustments in the framework as well
as support for investments.

The Bank has comparative advantages to support
the development of new market segments, such as
the delivery of comprehensive energy services in
remote areas based on renewable or hybrid
sources.9  These advantages stem from the con-
vergence of its sector strategies, and also from
possible synergy with its activities to finance and
promote microenterprises and small- and medium-
sized enterprises (SMEs) under programs for mul-
tisector credit, rural development and the fight
against poverty.  Based on experience with the
SMSE program, the Bank can identify and apply
innovative business models and credit mecha-

                                                       
9 For example, the PRODEEM program the Government of
Brazil is carrying out with IDB support under the SMSE pro-
gram.
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nisms that meet the needs of rural areas and the
urban poor.  Lastly, the Bank can conduct studies
to identify and disseminate best practices in pub-
lic-private cooperation to mitigate the impact of
the transition on low-income groups.

Developing Efficient and Environmentally
Friendly Patterns of Energy Production and
Consumption

The Bank can help address this challenge by using
various lending and technical assistance instru-
ments to support the development of new markets
for efficient energy use and renewable sources of
energy, the switch to cleaner power generation
technologies (such as using natural gas in high-
efficiency cycles and cogeneration, and promoting
the necessary conditions for development of the
hydropower potential and other renewable energy
sources) that can be economically exploited with
minimal adverse environmental and social impact.

To support these activities more effectively, the
Bank should continue to identify business models
that are consonant with the new realities, taking
advantage of opportunities for synergy with IDB
and MIF microenterprise and SME operations
identified during the pilot phase of the SMSE pro-
gram.  The Bank can also take advantage of its
presence in sectors that consume energy (such as
transportation, sanitation, and industrial moderni-
zation) to incorporate end-use energy efficiency
components in the projects it finances in those
areas, for instance, by optimizing pumping in
sanitation and water supply projects, improving
street lighting in municipal development projects,
and so on.  For this approach to be implemented,
incentives for intersector and interdepartmental
cooperation have to be established.

The pioneering urban transportation project in Cu-
ritiba, Brazil, can be expanded and serve as an
example of how to adopt a comprehensive ap-
proach to urban transportation problems by de-
vising more effective ways to control pollution,
use energy efficiently, and relieve traffic conges-
tion.  Pilot projects, therefore, need to be contin-
ued to implement comprehensive urban transpor-
tation programs that take energy and environ-
mental concerns into account.  The goal is to work
with the cities in the region, frequently through

urban transportation loans, to help them satisfy the
demand for transportation in a sustainable way,
involving all the public and private stakeholders.
This approach emphasizes proper land use, a
strong mass transit system, an efficiently struc-
tured set of transportation systems, disincentives
for the use of private cars in cities, and the use of
clean fuels and technology.

In conjunction with the activities it undertakes to
strengthen environmental management capacity,
the Bank can provide technical assistance for the
formulation and implementation of energy-related
environmental regulations, for adapting the
regulatory frameworks needed to develop new
markets for efficient energy use and clean forms
of energy, to strengthen the capacity of the State
to formulate environmental policies through such
instruments as indicative and strategic planning,
and to develop and implement market instruments
that supplement regulations to encourage the use
of sustainable energy.  Lastly, although all the
Bank's activities for the promotion and financing
of efficient energy consumption and clean energy
sources make a direct contribution to the struggle
against climate change, the Bank is also the
natural source of support for efforts to comply
with the obligations that the countries undertook
under the United Nations Framework Convention
on Climate Change and to take advantage of the
opportunities provided by the Clean Develop-
ment Mechanism (CDM) of the Kyoto Protocol.

Mobilizing Resources for the Sector

In addition to the impact of its support on the con-
solidation of macroeconomic, State, and energy
sector reforms, the Bank can also help reduce po-
litical risk by promoting the general acceptance of
clear and transparent rules of the game for energy
companies.  The Bank can intensify its activities
to strengthen the financial sector and develop
capital markets to mobilize financial resources in
the energy sector.  The Bank can also use its pri-
vate sector window to promote the transition from
traditional to capital market financing for energy
projects.  In particular, it can promote practices
that are consistent with capital market require-
ments and facilitate access.
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An efficient way for the Bank to help overcome
obstacles to energy project financing is to identify
the gaps in financial instruments adapted to the
needs of each type of project and to promote
activities to bridge them by using its various
windows and other activities.  Thus, for example, a
signal from PRI can be critical for new forms of
financing to be adopted for power generation
projects that will work in a competitive market.
Similarly, the Bank's experience in financing
microenterprises and SMEs can be used as the
foundation to identify and promote financing for
investments in end-use energy efficiency and
small-scale renewable sources of energy,
especially in rural areas.

Integrating Energy Markets

The Bank has an excellent opportunity to build on
its support for the establishment of regional
electricity and oil and gas markets in Central
America.  It can consolidate this experience by
expanding it to other market segments (such as
standardizing regulations for energy efficiency,
construction codes, labeling on electrical
appliances and equipment, and others.  Based on
this experience, the Bank can support efforts to
integrate energy markets as an essential element in
overall regional economic integration.  In parti-
cular, the Bank can provide technical assistance to
organize meetings and conferences, facilitate
discussions at various levels, finance studies to
design instruments that promote trade, and finance
studies and investments for private sector
participation in electricity and natural gas.
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VI     Organizing Bank Instruments for
Coherent Support

Consolidation of sector reform requires the Bank's
timely action to address the changing
circumstances in the process.  Continuity and
consistency are also necessary to ensure that the
Bank takes a long-term perspective. In addition,
its successful intervention depends on a credible
commitment on the part of the countries to
working jointly with the Bank to resolve
problems.  The Bank needs to have a variety of
expeditious instruments for investment and tech-
nical cooperation lending, along with coordinated,
coherent action by its different departments to
help strengthen reform and to provide market
participants with the instruments best tailored to
their needs.  It also needs flexibility to enable it to
experiment with innovative instruments before
they become part of the Bank's common practices.
Lastly, to carry out its tasks, it needs a critical
mass of experts in the area to deepen its
knowledge of the problems and leverage its action
through strategic partnerships and division of
labor with other development institutions,
especially the World Bank.

Country Dialogue and Strategies are the Focus
for Developing a Sector Strategy

To move from a simple agreement on the lending
program to a coherent strategy, energy must be
incorporated into the country dialogue and strat-
egy.  These instruments can be used effectively to
agree on a plan of action with each country that,
based on a joint sector comprehensive appraisal of
the energy sector (DISE), sets priorities for activi-
ties to be undertaken by the Bank, including the
need for and terms of any future Bank assistance
to the sector.  The scope of the appraisal will
cover the entire range of problems and challenges
identified in Chapter III and actively involve all
the different sector stakeholders both in the coun-
try and in the Bank.  Given the dynamic nature of
the appraisal and the need to ensure that the ac-
tions contemplated in the strategy are coherent and
effective, the time frame must be at least the me-

dium term, there must be flexibility in the prepa-
ration and execution processes, and the Bank must
maintain an ongoing presence in the country.  At
the same time, it is also clear that the process
whereby a government commits itself to energy
reform and its implementation may also be grad-
ual.  In such cases, and in those in which a com-
plete agreement is not reached between the Bank
and the country, the Bank's participation will also
be gradual, (as stipulated in the Public Utilities
Policy) while seeking basic coherence to ensure
that the action can be effective and does not send
the market misleading signals.

Expeditious, Timely Sources of Technical
Assistance to Support Consolidation of Sector
Reform and the Development of New Priority
Energy Markets

Comprehensive sector appraisals will be carried
out with reimbursable and nonreimbursable tech-
nical cooperation financing.  This financing will
provide ongoing, timely support for the imple-
mentation and consolidation of regulatory and in-
stitutional frameworks, sector studies, develop-
ment of environmentally sustainable energy mar-
kets and rural energy.  It will also support the
harmonization of regulatory and legal frameworks
to facilitate energy market integration, the prepa-
ration of investment projects for Bank financing,
and the development of local capital markets.
Lastly, the financing will support evaluation of the
impact of reform and dissemination of the results
of those evaluations as well as best practice stud-
ies.  While the Bank can continue to improve the
effectiveness of its instruments for technical as-
sistance and its capacity to mobilize resources
from bilateral and multilateral donors, through the
MIF, CT/FONDOS, regional technical coopera-
tion and components of investment and reform
operations (as well as other instruments), the best
incentive for project teams in the priority areas of
the strategy is to decrease transaction costs for
access to and use of those funds.
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According to suggestions made in the evaluation
of the pilot phase of the SMSE program and pre-
liminary discussions with donors, one way to
achieve this is to establish a Sustainable Energy
Fund (SEF) to provide timely support for IDB
project team leaders to develop projects or project
components for end-use energy efficiency and
clean energy projects.  The SEF would be funded
by an initial contribution by a managing donor and
would make untied funds available to team leaders
with minimal transaction costs for hiring consult-
ants to prepare investment projects or carry out
studies to support energy market development, or
simply to prepare and process proposals that will
lead to other sources of technical cooperation.

A Range of Operations and Lending Windows
to Meet the Needs of Different Types of Energy
Projects

As indicated in the previous chapter, the Bank can
help meet energy needs through the wide range of
activities in which it is involved, which includes
conventional operations with energy producers or
distributors as well as support for consumers
and/or small-scale producers.  The regional
departments would thus be in charge of lending
operations with sovereign guarantees.  These
would gradually become less frequent in the
energy sector per se, but would increase
considerably in energy user sectors or in
multisector credit programs.  The finance and
basic infrastructure division of each regional
department carries out operations to support the
reform processes.  Promotional activities, invest-
ment operations with state-owned and private
enterprises, and indirect support are also provided
through multisector credit operations and
operations to support regional energy market
integration in cooperation with the Integration and
Regional Programs Department.  In addition, the
Bank can directly meet the needs of large and
small enterprises by extending loans without
sovereign guarantees through PRI and IIC and by
providing assistance to small- and medium-sized
enterprises and microenterprises under the Social
Entrepreneurship Program. Energy needs for
urban transportation can be met under infra-
structure or urban development programs.
Moreover, recent experience indicates that
operations in water supply and sanitation,

environmental protection, municipal development,
science and technology, the fight against poverty,
rural development, education, and health can be
used to include energy efficiency components.

Despite the variety of instruments available, given
the need for innovation and the change in the mar-
kets, certain adjustments should be made and/or
others planned to better tailor them to the condi-
tions of the borrowers.  Thus, in innovative areas,
operations to support the design and testing of
models that are subsequently replicable on a larger
scale are recommended.  At least initially, these
operations will focus on nonlending products.
Efficient energy use and decentralized rural en-
ergy, in particular (although not exclusively), re-
quire an ongoing process of identification, pro-
motion and start-up, which renders a project ap-
proach inappropriate and calls for greater flexibil-
ity and a horizon often beyond project approval.
The main financial instruments that the Bank uses
to support the governments in the reform process10

are rigid in the incorporation of technical assis-
tance and investment components, in approval and
disbursement procedures, and in linkage with the
strategy agreed upon for the country, which re-
quires actions that go beyond the normal execu-
tion periods for such operations.

The Bank's Task Group on Institutional Strategy
has recently highlighted the problems caused by
these rigidities in its lending instruments.11 Fur-
thermore, the Task Group report recommends that
the Bank study the adoption of new instruments,
such as the so-called "learning and innovation
loans" and special loans designed to address the
needs of long-term programs.  These instruments
would fit perfectly with the needs discussed in the
previous paragraph.  While the full adoption of the
new instruments must wait for the solution of
some operational problems and its approval by the
Board of Executive Directors, the experimental
nature of the new operations proposed in this
strategy would provide an excellent opportunity
                                                       
10 Such as investment sector loans, loans for privatization or
restructuring of the sector or that can cover some of the atten-
dant costs, investment loans with parallel technical coopera-
tion and direct private sector lending without sovereign guar-
antees.
11 Report of the Task Group on the Institutional Strategy.
Chapter VI, Section B. Document GN-2077-1, July 1999.
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for fine-tuning.  The results of these experiments
would contribute to the design and general adop-
tion of such operations throughout the Bank.

In addition, to meet the specific needs of the dif-
ferent types of projects and enterprises, the Bank
can tailor the existing options to the particulars of
each case.  Thus, guarantee instruments could be
used (and/or new ones developed) to leverage re-
sources for private sector investments in power
generation under the new merchant plant option,
in distribution, or in new energy market activities
for end-use energy efficiency and rural energy.
Lastly, with the flexibility provided by the types
of operations suggested in the previous paragraph,
a series of instruments and mechanisms for lend-
ing or nonlending services could be designed and
tested in pilot projects for those market segments
that need them. In the case of operations for de-
centralized energy systems, energy efficiency and
other operations that may call for interdepartmen-
tal coordination, the project team would work
closely with the sections of the Bank in charge of
SME and microenterprise development, using the
MIF wherever possible.

Training borrowers to access credit and familiar-
izing financial institutions with the characteristics
of the new markets may be as important as the
availability of credit itself.  Often it is not a lack of
funds but high transaction costs for consumers and
financial institutions that cause credit to be scarce;
the idea is to create demand for credit in the new
energy markets that could tap the unused credit
lines frequently available.  The programs for mi-
croenterprise, SMEs, and business development
carried out by the Bank and the MIF are excellent
instruments for supporting the development of
new rural energy markets and the efficient use of
energy, especially when applied in innovative
programs.

Interdepartmental Coordination
Mechanisms

The diversity of instruments and lending windows
requires careful interdepartmental and intrade-
partmental coordination for these options to be
used effectively, since the incentives and interests
of the various units involved are not necessarily
the same.  For example, the regional departments,

which are in charge of both investment loans and
support for sector reform, may lack strong incen-
tives to assign their staff to sector reform projects
that would lead to possible operations for other
departments (such as PRI).  Likewise, the social
divisions, which are in charge of municipal devel-
opment operations that sometimes include urban
transportation and water supply, lack incentives to
share funding for operations with the infrastruc-
ture or environment divisions responsible for
those activities, and vice versa.  The Management
of the Bank, therefore, needs to offer attractive
incentives for cooperation among instruments and
units that face high transaction costs for coordina-
tion and joint projects.  Although, in principle,
basic responsibility for a project could be assigned
according to the line departments, technical re-
sponsibility would have to be shared or assigned
to the division in the best position to carry it out.
In any event, it is essential that the work be cred-
ited to all the divisions that support a joint project
and that it is as attractive to seek cooperation as to
provide it.

Adjusting the Bank's Skills Mix to New Sector
Needs

Carrying out all the innovative Bank activities
proposed in this strategy (given the high demand
for qualified staff that preparation of such
operations would represent) in many cases poses a
major challenge for implementation of the
strategy.  To meet this challenge, the Bank has
several options that are not mutually exclusive.
The decision to be made is, therefore, more about
how intensely each one should be used. First, the
Bank can try to improve the use and allocation of
existing resources, either through lateral staff
transfers or by incorporating energy issues into
operations in other sectors and using micro-
enterprise and other instruments to serve certain
market segments.  The second option is to make
the new developments and technologies in the
sector more accessible to Bank experts and to
supplement their skills through training programs,
by establishing knowledge networks and by
recruiting staff with the desired training.  The
Bank could also make better use of synergies with
World Bank operations and the installed capacity
of the World Bank in key areas of the energy
sector to cover those in which the IDB lacks



22

experience.  Lastly, strategic partnerships with
donor countries or institutions could be establi-
shed to meet certain special needs, as proposed
with the establishment of the SEF.  The human
resources required will naturally depend of the
level of activity in the priority areas of the strategy
and the features of the action plans to be prepared
by the Bank's departments.  However, regardless
of the above, the Bank's regular staff will have to

be strengthened in at least three key areas: rural
energy, energy efficiency, and sector reform and
energy in general.  Moreover, in a sector like
energy, which is undergoing constant change, it is
essential that there be a minimum number of
experts to constitute a critical mass in the Bank so
that an intelligent dialogue on sector problems can
be held.
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VII     Implementation of the Strategy

In an effort to establish guidelines for Bank Man-
agement and project teams during project prepa-
ration, this chapter discusses the most relevant
issues in the Bank's strategic positioning in the
energy sector.  These issues concern the content
and scope of the initial action plans for each of the
operational departments; the quantifiable results
expected during the first four years of strategy
implementation, monitoring, and follow-up; the
expected activities in year one; the estimated cost
for the Bank; and evaluation and dissemination of
the results of strategy implementation.

Initial Action Plans for Bank Departments

During the first six months after approval of the
strategy, each of the regional departments, along
with PRI and SDS, will prepare preliminary action
plans to identify the outputs described in the
following section that could be obtained in the next
four years, the activities required to achieve
quantifiable results, and the human and financial
resources necessary.  These action plans should be
formulated in the context of the particular
conditions of each area of activity and the programs
and activities called for in each country. Since
preliminary estimates cannot be made with any
degree of precision, an estimated range would be
appropriate.  This would help to identify more
clearly the efforts needed for the first year so that
budget appropriations could be sought to cover
additional staffing and related expenses.  In
addition, the action plans would be helpful in
adjusting initial progress indicators and/or the
necessary resources.

Preparation of the action plans by the regional de-
partments could be coordinated by the finance and
basic infrastructure divisions, but would also
cover the activities of the environment and social
programs divisions.  The plans would indicate the
support needed from the central departments and
should take into account opportunities to partici-
pate in joint activities with the World Bank and
other multilateral institutions, and/or rely on the
expertise of its staff.  The regional departments

and the Sustainable Development Department
need to strengthen their capacity to manage tech-
nical assistance operations to support sector re-
form.  They are the ones responsible for pro-
gramming these activities and taking other meas-
ures to promote market development.  The PRI
action plan will identify any needs for support
from the regions or central departments.  Esti-
mates of the human resources necessary will iden-
tify the potential for better use and allocation of
existing staff and the need for new skills, includ-
ing a program to achieve them and the budgetary
implications.

Quantifiable Results Expected

Progress in implementing the energy sector strat-
egy will be assessed by a series of indicators of
the results achieved in each of the activities identi-
fied in Chapter V.  The performance indicators
will reflect results over which the Bank has some
degree of control, such as the establishment of
multidisciplinary teams and strengthening of its
specialized staff.  There are other results over
which the Bank does not have full control since
they depend on the actions of the borrowers (like
the number of lending operations to be carried
out).  The impact of the Bank's action on the sec-
tor and the economies of the region (for instance,
a reduction in respiratory disease as a result of
urban emissions control or increased competition)
depends on other factors and other activities over
which the Bank has little control,12 which are dif-
ficult to quantify and should instead be analyzed
in specific studies.  Accordingly, for purposes of
monitoring strategy implementation, a set of indi-
cators has been identified in each of the five major
areas over which the Bank has at least some con-
trol and is expected to be fully implemented
within the first four years.  The Annex to this
document lists the provisional results expected,
which should not be confused with the goals to be
                                                       
12 Such as economic trends, political interventions, the effec-
tiveness of the measures taken and the introduction of new
technologies.
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achieved.  These results, which will enable the
operations departments to make their first esti-
mates for their action plans, will naturally be up-
dated in the plans, depending on agreements with
borrowers, additional results or analytical find-
ings, and their inclusion in the country strategies
and departmental business plans.

Seeking to illustrate the coherence and relevance
of the proposed results, Table 1 relates the tenta-
tive outputs expected for the first four years to the
problems the sector faces in the region, as identi-
fied in chapter III for each of the five major chal-
lenges, through the possible Bank activities dis-
cussed in chapter V and the areas of activity dis-
cussed in chapter IV.  These quantifiable results
include technical cooperation operations to assist
the countries in sector appraisals, design and ad-
justment of their regulatory frameworks, and
preparation of investment projects.  It also in-
cludes Bank activities to bring the countries to-
gether in conferences and workshops, dissemina-
tion of information, design and testing of innova-
tive delivery mechanisms for energy services and
financing, and specific investment projects
through the various instruments available to the
Bank.

Table 2 shows the outputs with respect to the
problems identified in Chapter II through the
administrative activities proposed in Chapter VI
for selected areas of activity.  Unlike the other
outputs, these include specific administrative
measures and operational procedures to strengthen
the Bank's capacity.

Year One Activities

Implementation of the strategy may be gradual,
following a sequence in tandem with the Bank's
global budget priorities.  A first experimental
stage will be to complete the design, and develop
and test the instruments and administrative meas-
ures required to implement the strategy. This stage
would last at least one year and would comprise
the following activities:

• Dissemination of the strategy in the countries
and in the Bank.

• Development of action plans for each regional
department that detail initial activities by
country.

• Building on the results of Comprehensive En-
ergy Diagnostic Studies, begin a country strat-
egy exercise in at least one country in each re-
gion.

• Prepare a pilot operation, including at least
one of the new innovative loan procedures.

• Initiate the Sustainable Energy Fund and be-
gin mainstreaming activities under the sus-
tainable energy market program.

• Establishment of an interdepartmental work-
ing group to make administrative recommen-
dations on the management of comprehensive
urban transportation projects based on the ex-
perience gained in the pilot projects.

• Start dialogues with interested borrowing
countries seeking Bank support in their efforts
to fulfill their obligations under the United
Nations Framework Convention on Climate
Change and the Kyoto Protocol.

• Initiate efforts to build a critical mass of en-
ergy specialists and to organize a network for
exchanging expertise on energy in the Bank.
Establish links and strategic partnerships with
multilateral and bilateral organizations, espe-
cially those that have been carrying out simi-
lar or complementary activities in the region,
such as the World Bank, the ADC, ECLAC,
and the Latin American Energy Organization
(OLADE).

• In association with strategic partners, initiate
an energy information system for ongoing
evaluation of the progress made in energy re-
form in the region and dissemination of best
practices.

Coordination, Monitoring, Evaluation,
and Dissemination of Results

Because of the changes that this evolving sector is
undergoing, an energy strategy must be an ongo-
ing, dynamic process that does not end with the
preparation of an initial document, even though
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the latter must necessarily be based on the con-
crete situation that gave rise to its preparation.
Accordingly, the energy strategy will continue
with the preparation of the departmental action
plans, monitoring of sector developments, identi-
fication and dissemination of best practices, and
formulation and implementation of a plan to
monitor its implementation that includes key ele-
ments for evaluating it.

The process thus includes a feedback loop that
will permit making adjustments and adapting it to
maintain the Bank's strategic position and to help
ensure consistency in the quality of Bank inter-
ventions.  The tasks of monitoring strategy im-
plementation, identifying best practices, and up-
dating the strategy will be the responsibility of the
Sustainable Development Department, which will
also be in charge of dissemination through publi-
cations and seminars as well as the Bank's Internet
site.  While most documents will be freely avail-
able to the public, some will have restricted access
(and will only be posted in the Intranet).

Implementation of the energy strategy will be
formally evaluated by the Bank's Evaluation
Office, with joint terms of reference agreed upon
by the Bank strategy group.  However, depending
on the results and the evaluations of individual
projects, it may be advisable to review the
adjustment process and adaptation of the strategy.
The findings of such a review and its program-
ming will be incorporated into a set of strategy
papers after the first year of implementation.

The Costs of Implementing the Strategy

Implementing the strategy involves different types
of costs in different departments of the Bank that
can be financed from various sources, with the
final total depending on the priority assigned to
this sector.  Many of the guidelines of the strategy
do not translate into higher costs and merely rep-
resent better use of existing personnel and/or
available resources, changes in timing and in staff
skills.  Others demand adjustments in headquar-
ters and field staff, as well as in the availability
and use of technical cooperation.  It is important
to point out that to make better use of technical
assistance and coordinate activities with similar
organizations more effectively, it will first be nec-
essary to devote a number of hours of professional

staff time to the task.  Thus, in order to obtain re-
sources from pre-investment or trust funds, pro-
posals have to be selected, terms of reference
drawn up, and other activities carried out that are
not financed.

At this point, the additional resource needs to im-
plement the strategy can only be estimated.  The
final cost will depend on the scope of the action
plans and the results of the country dialogues.
Once these needs have been more precisely identi-
fied, the departments involved will include them
in their budget discussions and/or seek to obtain
external donor resources or technical cooperation
funding.13 Comprehensive implementation of the
strategy could require at most six additional pro-
fessional staff/years and the continuation and/or
reassignment of another 9.5 professional
staff/years.

The diagnostic studies, country strategies, and
other activities required to provide coordinated
support to consolidate the reform would require
50 percent of existing resources and 25 percent of
new ones.  Implementation of the first innovative
lending programs, standardization of SMSE ac-
tivities, and new comprehensive urban transporta-
tion projects would require 30 percent of existing
resources and 60 percent of new ones.  The re-
maining 20 percent of existing resources and 15
percent of new ones would be used to disseminate
the strategy, develop knowledge networks and an
information system, and support the countries in
fulfilling their climate change obligations.  Most
of the resources (some 70 percent) would be lo-
cated in the regional departments.  However, these
estimates do not include activities financed with
technical cooperation funding from trust funds,
the MIF or specific SEF donors.  This degree of
effort is expected to have to be maintained for at
least the first four years and may eventually de-
crease by close to half once the process is consoli-
dated.  The actual cost will depend on the success
of the new initiatives, the demand on the part of
the countries for the Bank's service, and the prior-
ity of the energy sector in the Bank's corporate
strategy given budgetary constraints.

                                                       
13 Because of constraints imposed on the preparation of the
year 2000 budget, no allocations were made to cover additional
resources needed for the execution of the strategy during the
first year.



26

VIII     Conclusion

The strategy outlined herein, which seeks to co-
ordinate a set of complementary activities to
position the Bank Group, is a key element in
support for development of the energy sector in
the region.  The extent to which this support
contributes to the development objectives of the
countries of Latin America and the Caribbean
will depend on their commitment to working

with the Bank and on their ability (including that
of civil society) to identify the appropriate re-
sponses to the changing challenges and adjust-
ments required in the strategy.  Hence, the im-
portance of dialogue and discussion to keep the
Bank's position current in a sector continuously
subject to change.
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Problem (para. 3.3-3.4) Focus (para. 4.7-4.8) Activities (para. 5.5) Tentative outputs for the first 4 years
Strategic Objectives:  Consolidation of Sector Reform

- Implementation of the
sector reform and institu-
tional development has
been slow and uneven. In
1998, only 6 countries had
regulatory agencies
working for over a year.

- Almost all the countries
had shortcomings in their
basic institutions for op-
eration of a market econ-
omy and in the best of
cases only had weak gov-
ernment agencies for sec-
tor regulation and over-
sight.

- The first generation of
reforms focused on eco-
nomic and financial is-
sues, neglecting important
social and environmental
concerns.

- Small countries face pro-
portionately greater
problems to implement
reforms due to their lack
of resources.

- Continued support to establish and
strengthen regulatory and instit u-
tional frameworks, especially in
small countries.

- Support for modernization and
strengthening of State institutions
and implementation of reforms in
complementary areas such as jus-
tice and finance.

- Support for the new generation of
reforms: incorporating environ-
mental and social concerns into the
regulatory frameworks and ensur-
ing that consumers share in the
benefits of competition.

- Focus discussions on country energy
strategy on sector reform, including the
attendant environmental and social i s-
sues.

- Provide technical cooperation to sup-
port reforms throughout the entire pr o-
cess, with the intensity and modality
required for each stage and progress.

- Adjust the financial support of the
Bank to progress in the reform process
and the government's commitment to
it.

- Coordinate support for sector reform
with the Bank's other activities in such
fields as reform of the State and the fi-
nancial sector.

- Design and conduct studies on the so-
cial and environmental impact of the
reforms.

- In cooperation with strategic partners,
design and implement information
systems to provide data for ongoing
evaluation of the reforms and dissemi-
nation of best practices.

- All the technical cooperation opera-
tions are carried out under a long-term
approach seeking to provide timely
support on an ongoing basis for the
sector reform process.
- Comprehensive energy sector ap-

praisal (DISE) in at least 3 coun-
tries in the region.

- Support for implementation of
regulatory and institutional r e-
forms, including consideration of
environmental and social issues, in
at least one country in each region,
preferably a small country.

- Evaluation of reform impact, in-
cluding environmental and social
aspects, in at least three countries.

- All lending operations (under both the
public- and private-sector windows)
are consistent with the progress
achieved in sector reform and focus on
those activities and projects that con-
tribute to moving forward with the re-
form agenda agreed upon with the
countries during the country dialogue.

- A system for dissemination of in-
formation on sector reform and its im-
pact is operational.
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Problem (para. 3.5) Focus (para. 4.9) Activities (para. 5.6) Tentative outputs for the first 4 years
Strategic Objectives: Affordable Modern Energy for Rural Areas and the Poor

- 75 million people (17 per-
cent of the population in
the region), mainly in r u-
ral areas, do not have ac-
cess to electricity and have
very few energy alterna-
tives.  Ten countries had
less than 60 percent power
coverage in 1998.

- Indiscriminate use of sub-
sidies has often led to un-
economical solutions and
has prevented local, de-
centralized solutions using
competitive renewable
sources from being
adopted, and has often not
benefited the target popu-
lation, the poor.

- Private distribution com-
panies sometimes lack in-
centives to serve remote,
low-volume consumers.

- Develop and implement rural energy
strategies in the context of rural d e-
velopment programs and the fight
against poverty in each country.

- Provide the poor with affordable
modern energy with clear, transpa r-
ent management of any subsidies,
seeking to avoid distorting the sig-
nals sent out by the rates, insofar as
possible.

- Support a more diversified, demand-
driven approach to increase energy
options in rural areas, especially for
the poor.

- Develop innovative financial
mechanisms adapted to the needs of
the poor.

- Involve the local population in the
energy business chain by supporting
small business owners and microen-
trepreneurs and/or civil society or-
ganizations in the production and
marketing of decentralized renew-
able energy.

- Identify areas of convergence in the
Bank's activities between rural devel-
opment, poverty reduction, and energy,
coordinating a coherent strategy for
implementation of the Bank's strategy
in each area.

- Incorporate affordable energy into the
comprehensive energy sector appraisal
and the country dialogue to agree on
the support necessary for implementa-
tion of rural energy strategies in the
countries.

- Use the SMSE program to develop and
test innovative distribution systems and
business models to serve low-density
rural areas where small-scale rene w-
able energy sources can be competi-
tive.

- Identify innovative systems to reduce
costs and provide credit for power sup-
ply to decentralized systems.

- Support local solutions to energy
problems through lending and non-
lending operations that make use of the
Bank's experience with small business
and microenterprise.

- Technical cooperation for:
- formulation of comprehensive rural

energy strategies in at least five
countries.

- preparation of projects developed
under the above strategies with at
least three borrowers.

- identification and testing of at least
one innovative credit mechanism
for rural customers and the poor.

- Energy components in at least three
operations for rural development and
poverty reduction and/or small busi-
ness and microenterprise.

- Operations in at least three countries
for rural electrification projects with
renewable energy components for re-
gions that cannot be connected to the
electric power grid.

- At least two workshops to disseminate
experience with systems for the deliv-
ery of energy services to rural areas
tested by the SMSE in Brazil.
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Problem (para. 3.6-3.9) Focus (para. 4.10-4.13) Focus (para. 4.10-4.13) Tentative outputs for the first 4 years
Developing Efficient and Environmentally Friendly Patterns of Energy

- Although reforms have
led to greater efficiency
in the supply of power
and the use of cleaner
fuels (natural gas), their
net impact on the envi-
ronment has yet to be
determined.  Although
most of the reforms in-
clude environmental
objectives, the required
regulations for its im-
plementation are still
missing.

Urban transportation
dominates the adverse
impact of energy pro-
duction and consump-
tion in the region both
locally and overall. Air
pollution problems have
been growing rapidly in
cities, with great eco-
nomic costs.

Electricity contributes
only 14 percent of
greenhouse gas emis-
sions in the energy sec-
tor in the region, close
to 2/3 of which is gen-
erated by renewable
sources.  However, use
of the considerable hy-
dropower potential has
been limited by its po-

- Support to use reforms as opportu-
nities to achieve environmentally
sustainable development rather than
as a threat to it.

- Strengthen environmental regula-
tory capacity and its use by gov-
ernment agencies, and develop the
capacity of civil society to act as a
partner in overseeing its use.

- Use market instruments to supple-
ment regulation in controlling ad-
verse environmental impact.

- Promote programs and projects
with comprehensive solutions to
urban transportation that will
help control pollution, ensure energy
efficiency, and curb congestion.

- Devise solutions to develop the hy-
dropower potential in an environ-
mentally and economically sustain-
able manner.

- Use natural gas as a bridge towards
the clean, cheap sources of energy in
the future.

- Promote expansion of the markets
for end use energy efficiency and
clean power generation, overcoming
barriers to their implementation.

- Use the international cooperation
stipulated in climate change agre e-
ments to promote economic devel-
opment.

- Provide technical assistance to
strengthen regulatory capacity and to
promote the development of markets
for end-use energy efficiency and
clean energy production (EECEP).

- Incorporate environmental concerns
into comprehensive energy sector ap-
praisals and country dialogues.  En-
sure rational use of subsidies, energy
efficiency regulations, fuel switching
and renewable sources of energy.

- Clean urban transportation: devise
a more effective approach to increase
the quantity and quality of operations,
by using the experience of urban
transportation projects in Curitiba,
Brazil and SMSE pilot projects.

- Clean power generation: support
projects that use natural gas eff i-
ciently and help the governments
overcome obstacles to renewable en-
ergy including hydropower.

- Provide more support for EECEP
by using all the instruments and
windows available in the Bank: in-
corporate all SMSE activities into the
Bank's current practices seeking to in-
crease demand for the Bank's finan-
cial support. Seek synergy with mi-
croenterprise and SME operations.

- Include energy efficiency components
in Bank's projects in energy-
consuming sectors such as transporta-
tion, water supply, municipal devel-
opment, and industrial modern ization.

- Technical cooperation: the transaction
costs for project preparation under all the
windows of the Bank are substantially re-
duced thanks to the incorporation of
SMSE technical-assistance activities into
the Bank's regular operation.  Financing
can thus be provided for at least: 3 opera-
tions to support revision or adjustment
of regulatory frameworks; 5 to identify
and prepare clean urban transportation
projects; 10 to identify and prepare en-
ergy efficiency and clean energy pro-
duction projects; 3 to overcome barriers
to energy efficiency and clean energy
production markets; 3 for the design
and implementation of standards and
labeling for energy efficiency in house-
hold appliances and buildings; 1 to sup-
port a country in proper management of
the adverse environmental impact of hy-
dropower.

- Investment lending.  Operations are ap-
proved for power generation based on
more efficient, cleaner options that are
economically competitive in each mar-
ket.  At least three loans approved for
energy efficiency and clean energy pro-
duction through the private-sector win-
dows.  At least one loan approved in
each region with energy efficiency and
clean energy production components in
each of the following types of opera-
tions: SME and microenterprise, water
supply and sanitation, municipal devel-
opment, multisector credit, and pro-
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Problem (para. 3.6-3.9) Focus (para. 4.10-4.13) Focus (para. 4.10-4.13) Tentative outputs for the first 4 years
Developing Efficient and Environmentally Friendly Patterns of Energy

tential negative impact
on the local environ-
ment. Natural gas has
become the fuel of
choice for power gen-
eration because of its
abundance, low genera-
tion costs, and relatively
low emissions.

Few countries have made
any progress in end-
use energy efficiency.
Small-scale renewable
sources are only com-
petitive in small niches
in rural areas.  The use
of energy-efficient, low-
emission alternatives
face market barriers and
unfair competition from
conventional sources.

- Support the countries in meeting their
obligations under the UNFCCC and
take advantage of such initiatives as
the clean development mechanism.

- Continue to monitor application of the
Bank's environmental rules and reg u-
lations through the CDSI and support
projects for standards and labeling
of household appliances and build-
ings.

curement. At least four loans approved
for clean urban transportation  projects.
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Problem (para. 3.10-3.14) Focus (para. 4.11) Activities (para. 5.11-5.12) Tentative outputs for the first 4 years
Strategic Objectives: Mobilizing Financial Resources

- Given country risk and macro-
economic development, sector
financing remains a problem,
especially during the transition
period of sector reform.

- Non-tradable goods and serv-
ices like electricity and, in
some cases, natural gas, are
more difficult to finance than
export-linked investments.

- Investments in energy effi-
ciency and clean energy pro-
duction are not well known on
the financial markets and diff i-
cult to finance.

- In many countries, sometimes
the constraint is not the avai l-
ability of credit but the lack of
mechanisms that meet con-
sumer and investor needs. Lack
of adequate credit delivery
mechanisms for consumers,
poor farmers, and small busi-
ness owners.

- Development of local capital
markets is incipient, despite
the efforts being made, and has
only be achieved in a few
countries.

- Reduce political risk and devise
instruments to properly manage
and distribute that risk.

- Make progress in the adoption of
clear, transparent rules of the
game under sector reform.

- Develop local capital markets
serving both savers and inves-
tors.  Encourage project promot-
ers to move from conventional
sources of funding to new in-
struments designed for market
needs.  Make a transparent, liquid
market possible for savers with
gains and risk options.

- Develop long-term financial
instruments that suit the needs
of various types of projects. As-
sign risk to whoever is in the best
position to manage them and di-
versify unmanageable ones. En-
sure long-term local-currency fi-
nancing tailored to the needs of
the new markets.

- In addition to providing support for
achievement of macroeconomic ob-
jectives, help reduce political risks
by promoting the adoption of clear,
transparent rules of the game for i n-
vestors.

- Continue activities to strengthen the
financial sector and develop capital
markets.

- Identify shortcomings in the supply
of appropriate financial instruments
and help overcome them.

- Encourage energy investors to use
capital markets by promoting con-
sistent practices in the requirements
of those markets and facilitating ac-
cess to them.

- Develop financial instruments tai-
lored to energy efficiency project
needs in restructured markets.

- Support the countries in the develop-
ment of credit instruments that help
overcome the barrier of start-up
costs in adopting decentralized solu-
tions in rural areas and for the poor
in general.

- At least two regional conferences and
workshops held and/or financed with
the Bank's participation on tran spar-
ency in the rules of the game and the
adoption of common standards that will
stimulate private investment.

- Operations approved for the financial
sector that will help increase financing
for the sector as part of the country
dialogue.

- At least three financial mechanisms
tailored to the needs of energy effi-
ciency and clean energy production
projects, renewable sources, and fi-
nancing during the transition period
have been identified and tested.

- Projects financed through the private-
sector window gradually move to use
of the capital markets.
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Problem (para. 3.15) Focus (para. 4.14) Activities (para. 5.13) Tentative outputs for the first 4 years
Strategic Objectives: Integration of Regional Energy Markets

- The uneven distribution of en-
ergy resources highlights the
potential for large-scale trade
among the countries in the r e-
gion.

- The reforms have launched
numerous initiatives for inte-
gration of natural gas and ele c-
tricity markets.

- Competition is substantially
improved in small countries
with the integration of regional
energy markets.

- Through integration of elec-
tricity and natural gas markets,
the countries that lack natural
gas can enjoy its advantages.

- Eliminate obstacles to regional
market integration by harmoni z-
ing sector structures and the sys-
tems for regulatory, rate-related,
fiscal, legal, and commercial
matters.

- Implement the mechanisms and
institutions necessary for com-
mercial transactions (regional
dispatch centers, energy stock
exchanges, etc.).

- Promote private investments in
integration works.

- Consolidate current efforts to harmo-
nize sector structures and regulatory
frameworks for electricity and oil and
gas in Central America.  Expand this
effort to include standards for energy
efficiency.

- Use the Bank's ability to convene
conferences, meetings and other fo-
rums to replicate these experiences in
other subregions.

- Finance the necessary studies and
investments to establish integrated re-
gional electricity and natural gas ma r-
kets.

- Technical cooperation approved for
harmonization of end-use energy effi-
ciency standards for appliances and
buildings in at least two subregions.

- At least two conferences and work-
shops held to discuss experiences in
regional energy market integration.

- At least three operations approved to
finance the institutions and mecha-
nisms needed for regional energy ex-
changes.

- At least three operations to finance
electricity and natural gas integration
works financed, preferably in the pri-
vate sector.
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Problem (para. 2.7, 5.2-5.7) Focus (chap. VI, sect. A-C) Activities (chap. VI, sect. A and D) Tentative outputs for the first 4 years
- Need for consistent, ongoing,

timely Bank support for the
sector reform process. Coun-
try programming generally r e-
sponds to requests for project
financing but barely looks be-
yond a one-year horizon and is
sometimes inconsistent.

- Need for commitment on the
part of the country to work
jointly with the Bank on its re-
form project.

- Coordinate Bank activities in a
country under an agreed-upon
medium-term country strategy.

- Simplify procedures and/or al-
low flexibility in operations to
manage support for long-term
processes or multi-stage pro-
grams.

- Devise guidelines for implemen-
tation of policy OP-708.

- Include energy in the country dialogue to reach
agreement on an energy sector support strategy.
Launch dialogue with joint implementation of a
comprehensive energy sector appraisal.

- Use the strategy to establish a program of gov-
ernment activities that will determine the pace
and type of Bank support.

- Work on the initial stages of the project cycle to
identify instances where lending operations can
have a greater impact. Initiate learning and i n-
novation operations on an experimental basis.

- Prepare guidelines for implementation of those
sections of OP-708 that apply to the energy
sector and monitor their implementation.

- Energy sector support strategy and
comprehensive energy sector ap-
praisal is agreed upon with every
country in which major activities are
to be carried out. Progress is made in
the program of support for the reform
according to indicators agreed upon
with at least two countries in each re-
gion.

- At least one pilot program being car-
ried out in each region using new
lending instruments on an exper i-
mental basis.

- The guidelines for OP-708 in the en-
ergy sector include key elements for
the strategy and a new energy policy
is adopted.

- Need for coordinated, coher-
ent activities by all the de-
partments of the Bank to sup-
port consolidation of sector re-
form and end-use energy effi-
ciency loans.

- Need for lending needs in each
market segment to be met using
the best instruments available
in the Bank.

- Need to reduce transaction
costs for access to technical-
cooperation funding as part of
the incentives for project teams
to incorporate innovative prac-
tices in the Bank's routine a c-
tivities.

- PRI loans ø  support for re-
forms in regional and central
departments

- MIF and IIC operations ø  op-
erations to support regulatory
frameworks and lending for
sustainable energy projects in
the IDB

- SME and microenterprise op-
erations ø  lending for rural e n-
ergy and end-use energy effi-
ciency

- Urban transportation loans ø
urban development operations

- Access to donor funds for the
incorporation of sustainable en-
ergy as a common line of activ-
ity in the Bank

- Provide incentives for coordination among de-
partments and instruments that often have co n-
flicts of interest between their respective activi-
ties.

- Establish clear rules to credit supporting work
provided by any division of the Bank to another,
regardless of whether it is linked to that divi-
sion's own approvals program.

- Assign primary responsibility to the division
that is in the best position for the job but also
crediting any work done by other divisions.

- Prepare departmental action plans to implement
the energy strategy in each region, with activ i-
ties coordinated by— but not limited to— the Fi-
nance and Basic Infrastructure Division, also
including the necessary support from other d e-
partments and/or strategic partners of the Bank.

- Create the Sustainable Energy Fund (SEF) in
association with a donor to support standardiza-
tion of SMSE activities.

- Bank support for sector reform and
PRI operations are coherent and mu-
tually strengthening.  The Bank's f i-
nancial support is provided pari passu
with progress in sector reform and the
respective government's commitment
to it.

- At least three urban transportation
operations are prepared with mult idis-
ciplinary teams.

- Lending for multisector financial
projects, infrastructure and municipal
development, SMEs and microenter-
prise, rural development, and the fight
against poverty includes energy com-
ponents.

- There is a substantial increase in the
volume of lending for sustainable en-
ergy activities.
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Problem (para. 2.12) Focus (chap. VI, sect.  E) Activities (chap. VI, sect. E, and chap.
VII, sect. A)

Tentative outputs for the first 4 years

- Need to build a critical mass of
energy experts.  Available re-
sources are limited and opportuni-
ties for closer cooperation with
other multilateral organizations
and donors are not being used
enough.

- The traditional skills mix of the
Bank is no longer sufficient or
effective to address the new en-
ergy and environment chal-
lenges.

- Improve use and allocation of exist-
ing resources.

- Improve access to new sector devel-
opments and supplement existing
skills for professional Bank staff.

- Seek synergy with World Bank op-
erations and use its installed capacity
to cover areas in which the Bank
lacks experience.

- Establish strategic partnerships with
donors and multilateral inst itutions.

- In the departmental action plans, ide n-
tify ways to better use and allocate hu-
man resources and the new skills
needed.  Also, include the activities re-
quired to remedy any shortcomings both
at headquarters and in the Country O f-
fices and their budgetary implications.

- Establish the energy knowledge network
and/or arrange to participate in the
World Bank's network.  Have a specific
budgetary allocation for training and
plan participation in or joint organiz a-
tion of training programs with the
World Bank.

- Coordinate division of labor in the re-
gion with the World Bank, including
countries, areas of activity, and shared
use of experts.

- Standardize SMSE activities as a way of
effectively using donor resources for
execution of the lending program and
pre-investment work in sustainable en-
ergy.

- Special budget allocations are made
to cover the most pressing needs for
the first year of the strategy, such as
staffing in the regions and the launch-
ing of the energy knowledge net-
work.

- A joint plan of activities with the
World Bank is agreed upon, includ-
ing coordination mechanisms, within
two months after completion of the
departmental action plans.

- The Sustainable Energy Fund (SEF)
is launched, with contributions by at
least one donor country.  The tran s-
action costs for sustainable energy
operations are substantially lowered.

i These figures are indicative and may change as a result of new analytical developments, more precise results from regional action plans, and the wil l-
ingness of the countries to commit to the programs, as expressed in the country dialogue.

ii "Borrowers" refers to countries, subnational entities (i.e. states, provinces, and municipal governments) that receive lending and nonlending support
from the IDB Group.


