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Key parameters of Regional Operations across IFIs

Eligible
sectors

Asian

Development Bank

Developing Member
Countries

(i) cross-border
infrastructure  (hard
and soft); (i) trade
and investment; (iii)
monetary and
financial cooperation
and (iv) regional
public goods

Loans and grants
under specific  set-
asides from both the
ordinary (OCR) and
the concessional
(ADF) windows

African

Development
Bank

Regional member
countries

0] regional
infrastructure
development; (i)
enhancement  of
industrialization
and trade and (iii)
strengthening
country
regional
mechanisms and
institutional
capacities

and

African
Development
Fund country and
multinational
resources
(concessional),
African
Development
Bank resources
(ordinary), Fragile
States Facility,
Private sector
window

World Bank

IDA
countries

member

All sectors in which
the Bank is active

credits,
under a
Regional  window
and within the
Scale-Up Facility

Grants,
loans

JsY1 sl

Inter-American
Development
Bank

IDB member
states can access
additional lending

for projects
promoting
regional
integration.
Regional  Public
Goods Initiative
finance grants to
regional, national
and private
entities.

Any area in which
the Bank is active
with specific
requirements  to
promote regional
integration or
regional public
goods

Specific loan
funds are set
aside for regional
integration.

Grants under a
Regional window
for regional public
goods.
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The Concept of Regional Public Goods

1. A good or service is defined as "public” when it satisfies the two criteria of being non-rival
and non-excludable.”

(a) Benefits are non-rival when each individual’'s consumption of such a good leads
to no subtraction from any other individual’s consumption;

(b) Benefits are non-excludable when they are available to all would-be consumers
once the good is supplied and it is infeasible to price units of a good in a way that
prevents those who do not pay from enjoying its benefits.

2. These two properties of pure public goods give rise to market failures that may require
either government provision or some form of cooperation among the benefit recipients.
Non-exclusion results in a market failure because a provider cannot keep non-
contributors from consuming the good’s benefit (the free rider problem). Once the public
good is provided, consumers have no incentive to contribute because their money can
purchase other goods whose benefits are not freely available. Thus, the public goodwill
be either undersupplied or not supplied. Benefit non-rivalry means that extending
consumption to additional users results in a zero marginal cost. Exclusion based fees are
inefficient because some potential users, who derive a positive gain, are denied access
even though it costs society nothing to include them.

Figure 2

The nature of Public Goods

it is not possible to
prevent anyone from B non

enjoying a good, once it | ~ excludable

has been provided

when the good is consumed,
—= | the amount available for
others doesn’t reduce

e
e

FREE RIDER PROBLEM
there is no incentive for people
to pay for the good because
they can consume it without

paying for it

| ) 7\‘ = Common Pool Resources (CPRs)
ANy -
v T Club Goods
= inefficiencies
= market failures
-———— need for public funding
3. Pure regional public goods are those services or resources whose benefits are shared by

countries in a region and that satisfy the two above-mentioned conditions (non-rivalry and
non-excludability). For purely public regional public goods, intervention by a global
institution, regional organization, or other collective is required for provision.

4 The theory of public goods was first postulated by Paul Samuelson in "The Pure Theory of Public Expenditure’,
The Review of Economics and Statistics, Vol. 36, No. 4, November 1954.



TFWG 2018/1/W.P.5 S g

Figure 3

Public Goods and their provision level
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4, Regional efforts produce regional public goods, and therefore are subject to the free-rider
problem of financing public goods (and to market failures). Except for the largest
countries, which have an incentive to supply themselves with these regional public goods,
countries may seek to benefit from the investment of others.

5. The under provision of RPGs is related to the reluctance of countries to devote their
national resources to supranational projects whose spill-overs are often not clearly
identifiable, nor quantifiable. In many cases, in fact, the RPG itself does not generate
direct revenues, but it only has an indirect positive influence. It is precisely here that a
Regional or a Multilateral Development Bank (MDB) has a major opportunity to step in,
since it can both coordinate as well as contribute to the financing of these essential
regional capacities. To effectively exercise a leadership role, MDBs need to develop
mechanisms for financing RPGs that do not depend solely on individual country
borrowing decisions.”

Regional Public Goods in Agriculture

6. Apart from tradable commodities, such as food, fibre and fuel, agriculture also provides
non-commodity outputs. The former production outputs are usually defined as the
agricultural economic function. In contrast, the latter are referred to as environmental and
social externalities of agriculture, which include agricultural landscapes, farmland
biodiversity, water quality, water availability, soil functionality, climate stability
(greenhouse gas emissions, carbon storage), food security, food safety, rural viability and
farm animal welfare. Agricultural activities impact upon environmental functions, such as
soil function, water purity, air quality, landscapes and biodiversity, resulting in either
positive externalities (public goods) or negative externalities (public bad).6

3 Pingali, P. and Evenson, R., Handbook of Agricultural Economics, \ol. 4, North Holland, Elsevier 2010, p. 3582
3583.

6 Chen, Q., Sipildinen, T. and Sumelius, J., "Assessment of Agri—-Environmental Externalities at Regional Levels in
Finland, Sustainability, n. 6, 2014.



