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1. The countries of Latin America are decentralizing

· In the last two decades the percentage of public expenditure controlled by sub national governments increased from 8% to 15%.

· There is still much room for decentralization considering that in OECD countries sub national governments control 35% of public expenditure. . 

1. Decentralization is taking place in a complex environment.

· Globalization of the economies.

· Macroeconomic volatility in several countries

· Strong demand for services at the local level to compensate for income inequalities

· Sub National governments under pressure to do more with less


2. Decentralization is affecting sub national governments with different capacities

· There are more than 100 states and provinces of widely different sizes, economic importance and institutional capacity. 

· There are more than 14,000 municipalities also very different.

· However, the majority of the population (over 60%) lives in municipalities of 50,000 inhabitants or more, a size that can support local governments capable of providing efficient services.  

3. The Bank is actively supporting this process

· In the last two decades, the Bank has approved over 13 billion dollars in loans to support sub national development financing the expansion of and services. 
· The objective is to turn local governments into efficient and democratic entities capable of 

· Promoting economic development in their jurisdictions 

· Provide services and infrastructures critical for the well being of the population

· The Bank has:
· Expanded the range of services eligible for financing.
· Assisted in mobilizing private sector financing 
· Placed emphasis in strengthening institutional capacity at the local level.  
4. Principles guiding Bank support to sub national development

· The Bank is focusing on the system of incentives that determine local government outcomes. The goal set in the Sub National Development Strategy approved by the Board of Executive Directors in 2001 that guides Bank actions in this field of lending entail “setting the incentives right” in all the critical areas:  

· Intergovernmental relationships: To provide local governments with incentives to efficiently allocate resources to the most socially profitable uses they should have: 

· Clearly defined responsibilities, 

· Sufficient resources to fulfill their allocated functions, and 

· Take responsibility for the tradeoffs involved in collecting and allocating a limited pool of resources.

· Governance.  Well-functioning mechanisms of citizen representation and oversight so that:

· Elected local officials can be held accountable 

· Increase transparency in the management of local affairs.  

· Institutional capacity. Emphasis is placed on:

· Organizational structure.
· Strengthening the civil service career

5. Support for the development of sound financing mechanisms for sub national governments

· Sufficient financing is key for ensuring good sub national government performance. Sound technical principles include:

·  Own sources of revenue should be the principal source of financing for sub national governments. Fee for services and taxes borne by local residents.

· Transfers from higher tier governments to finance services associated with national or regional priorities, and for redistributive services. 

· Borrowing is a good source of funding for investments with long pay-offs and impact on the efficiency of the local economy 

· The Bank supports the creation and development of sound financial institutions to handle sub national lending. Examples:

· FINDETER in Colombia

· PARANA CIDADE the municipal fund of the State of Parana in Brazil.

· Whenever the development of financial markets grant it, the Bank supports the development of long term financing in local currency thus reducing sub national exposure to exchange rate risk. 


6. Closing.


· Well functioning sub national governments are essential for the stability of economic development and improving the well being of the population

· The Conference is an opportunity to:

· Share successful experiences among the more that 30 countries of 4 continents represented

· Identify new approaches 

· Forging new partnerships

