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Inter-American Investment Corporation




THE INTER-AMERICAN INVESTMENT CORPORATION (IIC) is a multilateral organization. It began operations in
1989 to promote the economic development of its Latin American and Caribbean member countries by financing small
and medium-size private enterprise.

To fulfill its mission, the TIC provides project financing in the form of direct loans and equity investments, lines of
credit to local financial intermediaries, and investments in local and regional investment funds. It particularly targets small
and midsize companies that have difficulty obtaining financing from other sources on reasonable terms.

In a sense, IIC finance is seed money. The Corporation serves as a catalyst for attracting other resources: additional
financing, technology, and know-how. These resources are mobilized through cofinancing and syndication, supporting
security underwritings, and identifying joint venture partners.

Lending and investing require evaluation of project soundness and probability of success. In this preliminary evalua-
tion process, the 1IC advises clients on project design and financial engineering and helps them to structure their financial
plan. As a natural outgrowth of its project financing, the 1IC also offers fee-based advisory services. These services include
counseling private companies on financial engineering and corporate reorganizations.

To obtain 1IC financing, projects must offer profitable investment opportunities. They must also further economic
development in some way: by creating jobs, broadening capital ownership, generating net foreign currency income, facili-
tating the transfer of resources and technology, utilizing local resources, promoting local savings, or promoting the eco-
nomic integration of Latin America and the Caribbean. Any environmentally sensitive project must include specific
preventive or restorative measures.

All the powers of the Corporation are vested in its Board of Governors. The IIC Board of Governors consists of a
representative and an alternate from each member country. Voting power is proportional to each country’s paid-in shares.
The Board of Governors appoints a Board of Executive Directors to which significant authority and powers are delegated.

The Corporation is part of the Inter-American Development Bank Group. The IIC is legally autonomous, and its
resources and management are separate from those of the Inter-American Development Bank.

Thirty-seven countries are sharcholders in the IIC: twenty-six Latin American and Caribbean countries (Argentina,
Bahamas, Barbados, Belize, Bolivia, Brazil, Chile, Colombia, Costa Rica, Dominican Republic, Ecuador, El Salvador,
Guatemala, Guyana, Haiti, Honduras, Jamaica, Mexico, Nicaragua, Panama, Paraguay, Peru, Suriname, Trinidad and Tobago,
Uruguay, Venezuela); eight European countries (Austria, Denmark, France, Germany, Italy, the Netherlands, Spain,

Switzerland); and Israel, Japan, and the United States.
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1989-1999 Ten Years Supporting Small and Medium-Size Enterprises

Letter of Transmittal from the Chairman of the Board of Executive Directors

February 8, 2000

Chairman of the

Board of Governors
Inter-American Investment Corporation
Washington, D.C.

Dear Mr. Chairman:

Pursuant to the provisions of Article 1V, Section 9(a) of the Agreement Establishing
the Inter-American Investment Corporation, I transmit to you the Annual Report of
the Corporation for 1999 and the audited financial statements, including the balance
sheet, income and retained earnings statement, and cash flow statement for the fiscal

year ending December 31, 1999,

In 1999, the Corporation received a very important institutional boost with the
Board ot Governors” approval of a significant general increase in resources. The use
of these resources will be guided by an innovative operating program that proposes
to expand development opportunities in the region on a sustainable and equitable
basis. The plan includes new financing instruments designed to increase the access of
smaller companies and less-developed regions to the Corporation’s financial services.
The plan also calls for greater coordination with the other members of the IDB

Group.

As in previous years, the Corporation’s Board of Executive Directors, Management,
and staft will continue to work hard to help strengthen small and medium-size
enterprise in the region, as one of the pillars of economic stability and prosperity in
Latin America and the Caribbean.

Sincerely,

Enrique V. Iglesias

Chairman
Board of Executive Directors
Inter-American Investment Corporation
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The Year in Review

The Region In 1999 the world’s economy was marked by ups and downs and stark con-
trasts that had a profound effect on emerging economies. This year, the industrialized
economies did not match previous years’ growth rates, but the growth of worldwide
GDP is estimated to have neared 2 percent.

The Asian crisis and, later, the Russian crisis kept the situation in most of the
emerging economies from being as positive. Another contributing factor was the drop
in international prices of raw materials, which fell to the lowest levels of the past thirty
years. However, despite negative or zero economic growth rates in Latin America and
the Caribbean, the prospects for 2000 are much more hopeful, with GDP growth
forecast at 3 percent to 5 percent.

The region has continued the reform process that is making room for the private
sector and strengthening the market. Examples are found in privatizations, financial
reforms, and pension systems management. In addition, regional integration efforts
have spurred the opening of domestic markets and softened the effects of these exter-
nal crises on the region.

Small and medium-size Latin American and Caribbean companies offer attractive
investment opportunities for domestic and foreign investors. For investors, the most
significant factor might be changing attitudes toward private enterprise and market
Initiatives. Investor interest is growing as trade liberalization becomes more wide-
spread and traditional controls such as currency exchange regulations are relaxed or
even eliminated.
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In this context, the Corporation must continue to promote and |~
support small and medium-size companies that seek to compete in
the global marketplace in accordance with modern financial and
operating principles and environmentally sound practices.

The Corporation In line with its mandate to promote the economic
development of its regional developing member countries by sup-
porting private enterprises, particularly those that are small and
medium-scale, the Corporation placed special emphasis this year on
operations in countries ravaged by natural disasters. Lines of credit
approved by the IIC in 1999 to private companies in the Domini-
can Republic, Guatemala, Honduras, and Nicaragua will contribute
to economic recovery by helping to create 14,000 jobs and to gen-
erate $100 million in foreign currency revenue. These operations
are part of a concerted eftort by the IDB Group to help the region
rebuild.

Smaller Economies
75.5%

3 Smal

and Medium-8ize Enterprises

A DIFFICULT YEAR
FOR THE REGION

For the first time since the
end of the debt crisis, Latin
American and Caribbean
economies experienced a
negative net transfer ot
capital. Lower capital
inflows, coupled with
increased regional external
financing needs and lower
commodity prices, resulted
in an overall slowdown

in economic activity. The

slowdown was exacerbated

by natural disasters that
stalled GDP growth. The
region experienced zero
growth i 1999, compared
with growth rates of 2.1%
and 5.4% in 1998 and
1997, respectively. This
performance is the result
of a recession in South
America, modest growth

1 Mexico, and moderate
growth in the smaller
cconomies ot Central

America and the Caribbean

Larger Economies*

5.2%
Argentina

Mexico

5.2%

Peru

5.2%
Regional

or Economies*
9.4%

Honduras
8.4%

Fiscal 1899 In 1999 the [IC’s Board of Directors approved twenty-

Guatemala
2.4%

two projects in twelve countries totaling $192 million. Eleven per-
cent of the funds approved were for equity investments and 89
percent were for loans. Two of the three equity investments went
to developmentally-oriented country or regional investment funds.
These funds have a total capitalization of $175 million, providing a
10:1 leverage of the IIC’s own equity investments for the year. Six of
the loans will be cofinanced; these operations will use $56 million of
the Corporation’s own resources to mobilize a total of $98 million
in funding from banks and other third parties. More than
75 percent of the total amount approved this year will go to the less-
developed countries in the region.

IIC income from all sources in 1999 amounted to $27.7 mil-
lion. Income from lending operations totaled $20.5 million ($17.9

=

Dominican Republic
10.4%
Bolivia

Larger
Economies 24.5%

Uruguay

5.2%

Trinidad and Tobago
22.2%

Regional

3.9%
Paraguay
5.7%

million from interest and $2.6 million from fees). Capital gains and
dividend income from the equity investment portfolio totaled $1.3

Nicaragua

*as percentage of total funding
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million for the year. Total expenses, including $21.8 million in provisions, were $40.7
million, producing a net loss of $12.9 million. The decrease in capital gains and divi-
dend income and the increase in loss provisions compared with the previous year
reflect the impact of negative macroeconomic and climate conditions on smaller busi-
nesses throughout the region. However, committed transactions and funds disbursed
exceeded the previous year’s levels and set new annual records for the IIC. As a result,
the outstanding portfolio increased by 22 percent; continued growth in assets is
expected in 2000 as approved transactions are committed and disbursed.

Developmental Impact The [1C’s activities to promote the economic development of
Latin America and the Caribbean continue to yield positive results. It is expected that
1999 approvals will lead to the creation of 18,000 jobs, generate annual exports worth
$550 million, and contribute $1.5 billion per year to the region’s gross domestic prod-
uct. The $192 million approved in 1999 will support the implementation of projects
with a total cost of $1.4 billion. For every dollar carmarked by the Corporation for
1999 approvals, seven dollars will go to investment projects.

Cumulatively, the 1IC has channeled funding to more than 2,000 companies in
the productive and service sectors in Latin America and the Caribbean since it began
operations in 1989. Projects with an aggregate cost in excess of $5 billion have been
or are being undertaken thanks to the $852 million in funding provided by the 11C
in the form of loans and equity investments, plus $341 million in funds that the Cor-
poration has mobilized through cofinancing arrangements. For cach dollar that the
I1C has invested, six dollars are going to companies that will create about 120,000 jobs
and generate $1.2 billion in foreign currency for the region each year. Operations in
countries with larger economies amount to $486 million, while those in the smaller
cconomies of the region total $366 million, i.e., 57 percent and 43 percent of the port-
folio, respectively. Projects with regional coverage total $132 million. Of the 11C’s
committed investments, 73 percent had been fully disbursed by December 31, 1999.

IDB Group Cooperation Combined action by the institutions that make up the IDB
Group can be a powerful agent for development in Latin America and the Caribbean.
The general thrust of [IC’s coordination with the IDB is in the development of the
private sector segments of country strategies and programming. To this end the 11C
participates in the Private Sector Coordination Committee. HIC staff members also
serve on the Private Sector Department’s Credit Review Group and on the Bank’s
loan committee for private sector operations. And the 11C’s Operation Committee
acts as the “loan committee” for MIF operations in the latter’s loan approval process.

Muitilateral Investment Fund The Multilateral Investment Fund (MIF) was established in
1992 to promote the economic and social viability of market economies in Latin Amer-
ica and the Caribbean. The MIF is administered by the Inter-American Development
Bank and engages the [IC for investment project appraisal services. In 1999 the Corpo-
ration carried out nineteen advisory assignments for the MIF related to its support for
small and microenterprise development. Three operations involved equity investment
initiatives that are regional in scope. The others were evaluations of MIF-supported
investment funds in Argentina, Brazil, Chile, Colombia, Mexico, and Uruguay.

AIG-GE Capital Latin American Infrastructure Fund The [1C also lent its regional expertise
as an adviser to the Emerging Markets Partnership for its fund investments in infra-
structure companies in Latin America, chiefly in the power, transportation, and
telecommunications sectors. Emerging Markets Partnership is the principal adviser to
the AIG-GE Capital Latin American Infrastructure Fund (LAIF). During the year, the
[IC provided advisory services for more than fifty projects throughout the region.
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Other Special Funds 111 1999 the Corporation conducted seven studies with support
from the Swiss Fund, the Spanish Trust Fund, the United States Trade Development
Agency’s Evergreen Fund, and the Italian Trust Fund. Some $500,000 in technical
cooperation funds were channeled through the 1IC during 1999,

Institutional Atfairs /999 Annial Mecting The X1V Annual Meeting of the Board of
Governors took place in Paris, France, from March 15 to 17, 1999, During this meet-
ing, the Governors approved the [1C's financial statements tor the year ended Decem-
ber 31,1998, as well as the Corporation’s annual report. The Board of Governors also
approved an agreement for a $300 million increase in the Carporation’s capital. A tol-
low-up meeting was scheduled for May 1999, Prior to the meeting, the 11C hosted a
seminar on joint ventures, cosponsored by Spain’s PROBANCA.

Special Meetings of the Governors During a special meeting held in May
in Paris, the Committee of the Board of Governors approved an
understanding for the admission of Belgium, Canada, Finland,
Norway, Portugal, Sweden, and the United Kingdom as members

of the 11C.

The Partnership Grows Belize became the IIC's thirty-seventh member
country at a signing ceremony held in Paris on the occasion of the Annual Meetings of
the Boards of Governors of the 11C and the Inter-American Development Bank, Wich
Belizes incorporation, all of the 1DB% borrowing member countries are now members
of the 11C.

Belize occupies 8,867 square miles on the northeast coast of Central America.
Timber and wood products are an important part of its economy, as are agricultural
exports. Under an agricultural diversification program, the Belize government has
been reducing the country’s dependence on sugar exports as a source of hard currency;
it has also been promoting the substitution of imports to foster industrial development.

Austria Fund The Inter-American Investment Corporation,
the Multlateral Investment Fund, the Government of Austria,
and Finanzierungsgarantic Gesellschaft m.b.H. (FGG), an Aus-
trian government agency, signed a $300,000 technical cooper-
ation agreement on the occasion of the Annual Meetngs of
the Boards of Governors of the World Bank and the Interna-
tional Monetary Fund held in late September i Washington,
D.C.The agreement creates a trust fund chat wall assist in private sector initiatives in
Latin America and the Caribbean and promote the participation of Austrian sponsors
in projects related to these nitiatives.

Nordic Development Fund The 11C and the Nordic Development Fund signed a cooper-
ation agreement to support the development of the economies of Latin America and
the Caribbean. The Nordic Development Fund, attiliated with the Nordic Investment
Bank, is a multilateral organization established in 1988 by Denmark, Finland, leeland,
Norway, and Sweden for the purpose of providing concessional financing to projects in
developing countries in order to promote their social and economic development.

Caja Madrid Loan The [1C and Caja de Ahorros v Monte de Piedad de Madrid
signed a three-year, $50 million revolving credit facility. The 1C will use the facil-
ity to fund loan disbursements to developmental projects in Latin America and the
Caribbean. This loan is part of Caja Madrid’s effort to increase its international
activity in Latin America.

and Medium-Size Enterprises

Belize joins the 1HC. From
left to right (seated): John C.
Rahming, 11C General
Manager; Ralph H. Fonseca,
Minister of Budget Planning
and Management, Econonue
Development, Investment
and Trade of Behze; Enrigque
V. [glesias, Chairman of the
Board of Exccutive
Directors of the 1HC; Keith

Arnold, Governor of the
Central Bank of Belize. ¥

Signing ceremony creating
the Austria Fund. From left
to right (seated): Donald
Terry, MIF Manager; Thonas
Weiser, Director-General ot
Finance of the Government
of Austria; John C. Rahming,
1IC General Manager;
Mathias Bischof, Department
Head/Corporate
Development, FGGw

Signing of Caja Madrid loan
agreement. From left to
right (scated): Carlos Vela
Garcia-Norena, Director
General and Director of the
Business Banking Unit, Caja
Madrid; John C, Rahmimg,
IC General Manager:
Enrique Tierno Pérez-
Relano, Director of

International Financial
Institutions, Caja Madrid. v
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Environmental Management Workshep In June, representatives from thirteen
financial institutions from twelve Latin American and Caribbean coun-
tries attended an [IC-sponsored environmental management workshop
in Miami, Florida. The 1IC organized the workshop to improve under-
standing of environmental risks and opportunities on the part of financial
entitics benefiting from HC funding. All financial intermediaries with
which the [1C operates will eventually participate m such a workshop to

learn how to integrate environmental management practices in their own
Closing ceremony of the operations and turn good environmental practices into competitive advantages.

MCY first environmental ; A : - N g
R The workshop. which will be repeated regularly, focuses on banks™ responsibility
management workshop for ) ) ) R / - ; J
financial institutions n monitoring the environmental aspects of projects thcy finance. The Italian govern-

ment provided funding for the workshop through the [1C’ Italian Fund.

n Ecorourism Forum Strategies for strengthening investment in Latin America’s eco-
HEECOTOURISM SOCITY tourism sector in Latn America and the Caribbean were the subject of a forum hosted
in September by The Ecotourism Society and the Inter-American Investment Corpo-
ration ar the Washington, D.C. headquarters of the Inter-American Development
Bank. Conservation International, the World Resources Institute, and the Environ-
mental Enterprises Assistance Fund collaborated in the organization of the event,

The forum included presentations by leading ecotourism entrepreneurs from Peru

CONSERVATION and Ecuador on their successtul tormulas for developing environmentally and culturally
INTERNATIONAL s . s . .
sensitive lodges. In addition, participants discussed how policymakers and bank repre-

sentatives could create a more productive funding environment for “green” tourism.

Looking Ahead With the writing of this annual report, many concurrent adventures
come to an end. Much of our global society says goodbye to a century and a millen-
nium. The Corporation closes its books on its first decade of operations. And | am
stepping down after many challenging and exciting years in the service of Latin Amer-
ica and the Caribbean.

WRI
Succeeding me as General Manager of the Inter-American Investment Corporation
% is Mr. Jacques Rogozinski. Mr. Rogozinski, who 1s from Mexico, has been the [1C's
Deputy General Manager since January 1999, Before joining the [1C, Mr, Rogozinski
served for two years as Senior Advisor for Private Sector Issues in the Office of the Exec-
utive Vice President of the Inter-American Development Bank. Mr. Rogozinski came to

Washington, D.C.1n 1996 following eighteen years of public sector work in the Mexican
government. Between 1989 and 1993, he headed the Office of Privatization of State

Industries in Mexico. Prior positions held by Mr. Rogozinski in the Mexican govern-
ment include CEO of Banobras, the Mexican National Public Works Bank, and CEO of
Fonatur (National Fund for Tourism and Development). In 1993, the World Economic
Forum (WEF) designated Mr. Rogozinski and other outstanding individuals as Global
Leaders of Tomorrow, for their achievements and their commitment to social responsibil-
ity. Mr. Rogozinski holds a business degree from the Instituto Tecnologico Auténomo de
Mexico and a master’s and a Ph.D. in economices from the University of Colorado.

As [ extend to Mr. Rogozinski my best wishes for success in leading a growing, innov-
aove I1C into the next century, I want to thank the Executive Directors and the Chairman
of the Board of Executive Directors for the trust they placed in me. I also want to thank the
Corporation’s management and staft for their hard work, creativity, and dedication.

This is not an end but a beginning. With a new General Manager and a $500 mil-
lion capital increase, the Corporation will expand its commitment to the small and
medium-size businesses of Latin America and the Caribbean in the new millennium.
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‘](;1.111 C. Rahming
[1C General Manager
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