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Foreword

Alexandre Meira da Rosa
Manager of the Infrastructure and
Environment Sector

Inter-American Development Bank
December, 2013

For Latin America and the Caribbean, infrastructure is a
synonym of competitiveness, development, economic boost, and
integration. At the same time and increasingly, infrastructure
has become a synonym of quality of life, democracy, equity, and
social inclusion.

For our citizens, infrastructure is the direct expression of basic
and universal aspirations. People want to live in places where
electricity never fails, where you can drink water from the tap,
and where streets do not flood. People want to breathe without
fear, want to go to work or to school safely and in reasonable
amount of time, and want to have easy access to parks, rivers or
bays free of contamination.

As the population and the economies in the region expand,
demands for adequate, equitable, high quality, sustainable
and climate-friendly infrastructure increase. However, the
infrastructure and the services derived from its utilization need to
respond to the joint challenges that countries in our region face:
rapid urbanization; universal access to basic water, electricity
and sanitation services; regional and global integration; climate
change adaptation and mitigation; and natural disasters.

To address these challenges, the region will require more
and better investment in infrastructure. To close this gap, the
investments in infrastructure need to increase by at least 2%
of its gross domestic product over an extended period. This is
equivalent to go from US$150 billion to US$250 billion per
year, which implies a considerable fiscal effort and an essential
increase in the participation of the private sector through the
finance and operation of infrastructure. Latin America and the
Caribbean should not only invest to increase its infrastructure
stock. Answering and meeting the demand of its citizens requires
innovative solutions that focus on the quality of the services that
result from the infrastructure.

The coming decades provide governments, the private sector, and
multilateral organizations like the Inter-American Development
Bank (IDB) an important opportunity to meet this challenge. The
Infrastructure Strategy reinforces the continued commitment
of the IDB with its mission to reduce poverty and inequality by
promoting access to innovative infrastructure services that are
environmentally, socially, and fiscally sustainable.
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Executive
Summary



Infrastructure is a key pillar of development. Its suitable
provision and proper administration stimulate economic
growth and competitiveness. It is also essential forimproving
the quality of life and inclusion in modern societies.

A broad set of emergent demands and trends will determine
the infrastructure agenda for Latin America and the
Caribbean in the coming decades. Providing universal
access to electricity, water and energy reducing the costs
of logistics, responding to the growing demand for energy,
resolving the challenges of increasing urbanization and use
of cars, reducing vulnerability to natural disasters, building
an infrastructure less vulnerable to climate change, and
contributing to food security are some of the challenges to
be addressed by the infrastructure of the Region.

Addressing these challenges will require a substantially
larger investment. Estimates vary, but a broad consensus
indicates that the Region needs to increase its investment
ininfrastructure by at least 2% of its gross domestic product
over an extended period, in order to go from US$150 billion
to US$250 billion per year. The Bank has supported the
growing demand for financing infrastructure in the Region,
allocating more than US$5 billion annually—about 50% of
its portfolio—to this sector since 2009.

The Infrastructure Strategy proposes that the IDB continue
providing financing so that infrastructure may contribute to

economic growth, provide access, and foster regional and
global integration, in a context where opportunities need to
be maximized so that financing and private management help
close existing gaps in the infrastructure of Latin America and
the Caribbean.

Latin America and the Caribbean should not only invest
to increase their stock of infrastructure; acting on and
meeting emerging demands and trends require innovative
solutions focused on the quality of service provided by the
infrastructure. For this reason, this Strategy proposes that
the IDB prioritize actions aimed at supporting the countries
in the Region in their process of adopting a new vision where
infrastructure is planned, built, and maintained to provide
services of adequate quality that promote sustainable and
inclusive growth. This new vision envisages infrastructure
as an asset that should be appropriately managed and
maintained, and incorporates environmental, social, and
fiscal sustainability as its fundamental pillars.

The Infrastructure Strategy identifies top priority areas
of action that will be implemented through a balanced
combination of loans to support policy reforms, investment
loans, technical cooperation operations, and knowledge
products that entail the following:

Promote access to infrastructure services. Achieving universal access to electricity and water and sanitation in
urban and rural areas will have a direct impact on the reduction of poverty. It will be equally important to promote
access to information technologies (broadband) and to the rural road network to increase the productivity of the
Region and expand access opportunities to the market.

Support infrastructure for regional and global integration. The share of global exports of Latin America and the
Caribbean has remained at 7% over the last fifty years, while East Asia increased its share from 4% to 22%. To
help the Region increase its integration to the regional and global economies, the Bank will take simultaneous
action on the software (regulatory frameworks) and hardware (physical infrastructure) of integration, while
ensuring coordination between national and regional investments.




Foster financing mechanisms and leverage the participation of the private sector in infrastructure. Latin America
and the Caribbean need to develop financial instruments and strengthen their regulatory capacities to expand
private participation in infrastructure. The availability of deep domestic capital markets and the development of
credit mechanisms within a stable and predictable regulatory framework are essential conditions for the public
and private sectors to work together through public-private partnerships aimed at enhancing the quality and
quantity of infrastructure.

Adopt and promote a multisector agenda. The organization of governments in the Region has led to a fragmented
infrastructure delivery model, in which the sectors do not consider the impacts (positive and negative) of a
project on other sectors. As a result, the Strategy recognizes the need to expand multisector approaches to
leverage the synergies among infrastructure sectors. The Bank will work together with the countries to implement
multisector projects. This will require changing the “silo” mentality prevailing in governments and promoting
innovative mechanisms that minimize the risks associated with the difficulties of executing multisector projects.

Support the construction and maintenance of an environmentally and socially sustainable infrastructure. The
Strategy proposes including the critical components of environmental sustainability (climate change adaptation
and mitigation, natural disaster risk reduction, and conservation of biodiversity) from the very start of the project
cycle, so that they are present as a core focus of infrastructure planning. The Strategy also stresses the need to
design and manage infrastructure to boost its positive impacts on inclusion and poverty reduction. This requires
fine-tuning the mechanisms for consultation and the incorporation of the gender and disability dimensions.

Promote ongoing improvements in infrastructure governance. Governance for decision-making on infrastructure
service management as well as the legal and regulatory framework for their regulation and supervision are
the main factors determining their performance, quality, and sustainability. The Strategy identifies areas for
improvement throughout the project cycle, emphasizing the need to improve transparency and strengthen human
resourcesin the public sector. The Strategy claims that investment aimed at increasing the supply of infrastructure
is not always the response to greater demand; the improved efficiency of providers (e.g. by reducing technical
and nontechnical losses), the development of maintenance policies, and the use of standards and prices to make
consumption more efficient are effective tools for increasing the quantity and quality of infrastructure.

The Infrastructure Strategy stresses that it is critical to recognize the heterogeneities of Latin America and the Caribbean in
the design and implementation of infrastructure policies. While priority areas are expected to have a high return, the design
and implementation of policies and projects should be tailored to the specific conditions and needs of each country in the
Region.
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OBJECTIVES

Infrastructure for competitiveness and social welfare is one of the five priorities established under the Ninth General Increase
in the Resources of the Inter-American Development Bank (IDB) (GCI-9),! aimed at achieving the Bank’s objectives of reducing
poverty and inequality and promoting sustainable growth.?

The objective of this Infrastructure Strategy is to guide future Bank
support for the countries of the Region toward their adoption of a new
vision of the sector. According to this vision, infrastructure is planned,
built, and maintained in order to support the provision of adequate
quality services that promote sustainable and inclusive growth.

This new vision of infrastructure rests on the key pillars of environmental, social, and fiscal sustainability, and it recognizes
the need to expand multisector approaches that allow the synergies among infrastructure sectors to be exploited.

This Infrastructure Strategy proposes that the
IDB continue to provide financing and technical
assistance to ensure that the infrastructure
helps to enhance competitiveness, provide
access to infrastructure services, and
foster regional and global integration
in a context where opportunities for
private financing are maximized and
thus contribute to the elimination

of existing gaps in the quantity

ACCESS and quality of infrastructure in
COMPETITIVEN ESS Cross.sactor Latin America and the Caribbean.

synergies Projects will be designed and
INTEG RATION implemented based on the concept
of infrastructure as an asset that
must be managed and maintained
Governance for the in an effective manner, while making
efficient management of use of cross-sector synergies and
responding to the growing demand for
socially and environmentally sustainable

infrastructure.

Climate change,
diversity, and gender

OBJECTIVE

Boosting private
participation PPPs

QUALITY INFRASTRUCTURE SERVICES FOR
SUSTAINABLE AND INCLUSIVE GROWTH

1 Document AB-2764.

2 The preparation of the IDB infrastructure strategy is a commitment established in document GN-2670-1 (September 2012), which sets out the framework for the policy instruments governing the IDB's
operational work, with the aim of adapting these to comply with the GCI-9 mandates.
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The Strategy identifies expected trends in infrastructure in
the Region and their impact on investment needs, examines
the role of the IDB in financing infrastructure in Latin
America and the Caribbean, analyzes strengths, challenges,
and opportunities, and identifies priority areas for IDB
intervention. The Strategy is expected to guide the efforts
of the IDB to strengthen and consolidate its capacities and
comparative advantages, with the aim of meeting a growing
demand for financing infrastructure and creating value in
this area.

Owing to the wide variety of characteristics of the various
infrastructure subsectors,® this Strategy will concentrate
on those priorities for intervention that are common to all
subsectors. The relationship between multisector challenges
and emerging and priority issues specific to each subsector
will be developed in the sector framework documents that
will be submitted for Board consideration over the 2013-
2015 period.*

These are documents that seek to define clear priorities for Bank action, to
establish goals, and to define and mobilize resources to that end.

These are syntheses of the best development knowledge available
which guide Bank actions within a specific sector.

Sector frameworks linked to the Infrastructure Strategy.

NOV. 2013 APRIL / JUN. 2014

- Infrastructure Strategy
- Transport

- Tourism

- Water & Sanitation

- Energy
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RATIONALE: INFRASTRUCTURE AS AN ENGINE OF SUSTAINABLE DEVELOPMENT

Infrastructure is a key pillar of modern society. The satisfactory provision and administration of infrastructure make economic
development possible, create growth, and enhance competitiveness and productivity thus increasing participation in the
global economy. This also improves territorial cohesion, and underpins improvements in quality of life and social inclusion.

Investmentininfrastructure promotes economic growth. This has been demonstrated in recent theoretical research and evidence
for Latin America, which has shown a positive correlation between growth and investment in infrastructure (see Graph 1).

10

Log GDP per capita, 2008

Infrastructure influences growth by improving productivity,
reducing production costs, helping to diversify the
productive structure, and creating employment through
demand for the goods and services used to provide it. As
economies attain higher levels of development and their
stock of infrastructure grows, the returns on infrastructure
increase, creating a virtuous circle. This phenomenon is the
result of the role of infrastructure in providing networked
services. When a new subway line is built, traveling times of
new users drop significantly as they are given access to the
subway network, but existing users also benefit as they enjoy
more destination options. The same thing happens when a
new power transmission line connects new power sources
to distant locations on the grid, optimizing the balance
between power supply and demand, incorporating new
consumers, and improving the quality of service for existing
ones. In the most advanced economies, where networks are

0 2

Correlation between infrastructure and growth, LAC (2008)

4 6 8 10

Index of the stock of infrastructure, 2008

Source: Authors’ calculations based on data from the World Bank Database and the Socio-Economic Database for

Latin America and the Caribbean.

complete, investment in infrastructure yields lower returns.
Latin America and the Caribbean, a very diverse Region on
the subject of infrastructure stock and quality, is far from
attaining this level of infrastructure development.

Infrastructure enhances the competitiveness of economies
and maximizes their comparative advantages. In the case of
firms, infrastructure services are an important production
input. For this reason, the access and availability of services
of adequate quality at reasonable costs are vital for business
competitiveness. For example, reliable power supplies allow
for effective planning of production processes and reduce
costs related to the purchase of generators to deal with
unforeseen power outages. In turn, sufficient availability of
modes of transportation and multimodal facilities allows for
the optimal location of production and distribution centers,
thus minimizing logistics costs.

5 The same correlation is observed in other developing regions. See Esfahani and Ramirez (2003) and Calderén and Servén (2003, 2010) on Latin America and Africa, or Lin and Doemland (2012) on Asia. For

a discussion of the theoretical modeling of the impact of infrastructure on growth, see Agénor (2013).
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The impact on the productivity of enterprises and the competitiveness of the economy
has been the main focus of infrastructure analysis.

The fundamental role of infrastructure in enhancing
productivity becomes clear when the consequences of low-
quality service provision are measured. Recent calculations
(World Bank, 2012b) demonstrate that losses from power
outages in Latin America reached US$68 billion in 2012. The
incidence was higher in Central America, where losses were
equivalent to 1.5% of total business sales, and it was lower
in the Caribbean (at 0.5% of sales). Similar losses resulted
from water shortage or interruptions in the supply, while
losses due to breakage or deterioration of merchandise
during shipping exceeded US$70 billion in 2012. In the rural
sector, the provision of irrigation systems is one of the most
effective means of increasing farm productivity (Foster et al.,
2011).

The adoption of modern technologies for the production
and management of infrastructure services has the
potential to increase access, minimize costs, and
contribute toenvironmentalsustainability. Technological
advances make it increasingly possible to design targeted
solutions to meet the demand for infrastructure services.
Photovoltaic power generation, microhydroelectric
generators, and waste separation plants for recycling
are examples in which technology fulfills the dual role
of increasing the supply of services and contributing to
environmental sustainability through the development
of a lower-emissions supply. Recent estimates (Gischler

Ecuador, Colombia,
and Trinidad and Tobago
—— e 10-15 Connections per 100

Bolivia, Nicaragua
and Honduras
® | ess than 5 Connections per 100

et al., 2013) show that the impact of adopting modern
technologies that increase energy efficiency can be
significant on the economy: the cost savings of importing
fuel in Eastern Caribbean countries would represent
17% of the 2011 gross domestic product (GDP) if they
were to adopt policies promoting energy efficiency and
renewable power-generation policies. The adoption of
the latest technologies can also help reduce service
delivery costs, for example, through the installation
of equipment capable of detecting technical losses in
water and power distribution. Moreover, the adoption
of advanced communication technologies enhances
the returns on innovation and facilitates diversification
of the production matrix (Infrastructure UK, 2010).
In this context, Latin America and the Caribbean faces
a substantial challenge in bridging the digital divide.
Broadband Internet penetration is very uneven. It is
relatively high in countries such as Argentina and Brazil,
with more than 22 connections per 100 people; it is
average in Ecuador, Colombia, and Trinidad and Tobago,
with about 10 to 15 connections per 100 people; and it is
low in Bolivia, Nicaragua, and Honduras, with less than
5 connections per 100 people.®* When Latin America and
the Caribbean is compared with developed countries,
there is a large gap. For example, Germany and the United
Kingdom have more than 65 connections per 100 people.

Argentina and Brazil
® 22 Connections per 100 .

6 Total number of fixed-line and mobile broadband connections, International Telecommunication Union data, June 2012.
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If comparative advantages are to be fully exploited, infrastructure must
contribute to integration and territorial cohesion.

Infrastructure serves as a backbone for national territorial integration. It also allows countries
to participate in international trade, minimizing transportation costs and times, and supports
the exchange of goods, services, information, and knowledge. At the same time, it is both a pillar
and a precondition for the success of the decentralization processes that have spread throughout
Latin America and the Caribbean.

Infrastructure services play a crucial role in terms of social inclusion and
quality of life of the population, particularly in the case of the poorest groups.

Infrastructure has helped to reduce inequality through several simultaneous channels: by
increasing connections to infrastructure services (households that receive access tend to be
much poorer than those that already have basic services), by enabling small and medium-sized
enterprises, the main source of jobs in Latin America and the Caribbean (IDB, 2010a), to increase
their productivity by effectively integrating the regions that are lagging furthest behind, and by
promoting innovation and productivity through the adoption of communication technologies.
Infrastructure also produces positive impacts on the creation of jobs, either directly at project
level or indirectly through the services industry needed for the operation and maintenafice of
infrastructure. Although they are receiving increasing attention, the full incorporation of disabled
users as well as the gender dimension remain as components that are lagging behind on the
infrastructure agenda in Latin America and the Caribbean.

Universal access to basic infrastructure services
has been a primary objective in the countries of

Latin America and the Caribbean.
Although important progress has been made in Latin America and the
Caribbean, universal access remains a pending task. In 2010, over 38

Providing access to electricity, water, and sanitation
services improves quality of life through its direct impact on
health and education opportunities, above all for children.
Diseases contracted by drinking contaminated water
are a leading cause of infant mortality.” Access to more
efficient sources of energy has a similar impact. Replacing
traditional open-fire methods with modern wood-burning
stoves minimizes smoke inhalation and thus improves
health. Access to electricity also holds the potential to
increase literacy and school attendance rates, by allowing
children to read after dark. Access has a positive impact
even on gender, as the time previously spent by women in
the poorest and most remote parts of the Region collecting
water and fuel for cooking and heating can now be spent
on productive activities or on joining the workforce (Agénor,
2013). Providing infrastructure to rural communities leads
to higher earnings for agricultural workers, better food
supplies, higher rates of primary school completion, and
expanded opportunities in sectors other than agriculture
(Escobal and Ponce, 2002).

million people lacked access to electricity, 32 million did not have im-

proved water sources, and 120 million lacked improved sanitation ser-
vices (World Health Organization-United Nations Children’s Fund, 2012,
Perroni et al., 2013).

7 Diarrhea is the second leading cause of mortality in children under five in Latin America and the Caribbean (World Health Organization, 2008).



If it contributes to climate change, and if its design, construction, and indirect and
cumulative impacts destroy natural habitats, infrastructure may also have a negative
impact on quality of life and on the creation of future growth opportunities.

Climate change should be understood as a challenge to
development. For this reason, and given the long life cycle
of infrastructure, failure to incorporate environmental
and social considerations in the creation process of
infrastructure from the planning stage is an error with
lasting consequences. The IDB has led the way on the climate
change and sustainability agenda, giving it a significant

boost by establishing it as a priority under the GCI-9, and
by preparing a Strategy for Climate Change Adaptation
and Mitigation, and Sustainable and Renewable Energy
(document GN-2609-1). It has also developed mandatory
policies for projects, aimed at implementing actions to
mitigate the risk of negative environmental and social
impacts (IDB, 2006, 2011e).

The incorporation of a disaster-risk analysis with a preventive approach from the
planning stage is vital, given the extended life cycle of infrastructure.

Disaster risk management entails a set of measures ranging from risk reduction for physical infrastructure—and therefore for
people and the environment—to individual and institutional capacity-building. Recent studies® show that the incorporation of
disaster risk management (DRM) from the planning state yields a high return, as it reduces four dollars in disaster losses for
every dollar invested in DRM. The Bank has promoted this agenda through the Disaster Risk Management Policy (document
GN-2354-5), which prioritizes a preventive approach to risk at the country and project level to address natural threats, whether
geophysical or hydrometeorological. Given that the primary local manifestation of global climate change takes the form of
disaster risk (Intergovernmental Panel on Climate Change (IPCC), 2012), effective implementation of the DRM policy will
contribute directly to reducing its impact.

Infrastructure development tends to be associated with adverse environmental
impacts, which is not always true, given the considerable potential for synergies

among infrastructure projects, economic growth, and environmental stewardship.

There are a large number of infrastructure projects that are
necessary to accelerate development or improve quality
of life, and which entail no trade-off between growth
and conservation (World Bank, 2012a). These projects
represent a win-win situation for all, as they lead to
greater availability and quality of infrastructure services
and encourage environmental conservation. For example,
expanding the coverage of public transportation systems
with buses operating with clean technologies improves
access to schools and hospitals for the poor, and cuts
commuting times to work by alleviating traffic congestion
while reducing emissions. Providing access to improved
sanitation leads to less polluted drinking water sources

8 Mechler, 2005; Moench, Mecheler and Stapleton, 2007; Godschalk et al., 2009; Michel-Kerjan et al., 2012.

such as lakes and rivers insofar as wastewater is removed
by sanitation systems instead of being channeled directly
into sources of drinking water. Access to quality electricity
services allows businesses to reduce their use of fossil-
fuel based generators. Investing in improvements to the
management of power or water distribution companies
that lead to reductions in losses creates benefits in terms
of climate change mitigation. Another example is the
development of natural urban ecosystems (parks, protected
areas) and their associated infrastructure, which act as
hydrological buffers, improve drainage and the treatment of
contaminated water, and simultaneously offer recreational
areas for the population.
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INFRASTRUCTURE
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Infrastructure is a key pillar of modern society.
Investment in infrastructure promotes economic growth.
Infrastructure enhances the competitiveness of economies and maximizes their comparative advantages.

The impact on the productivity of enterprises and the competitiveness of the economy has been the main focus of infrastructure analysis.

The adoption of modern technologies for the production and management of infrastructure services has the potential to increase access,

minimize costs, and contribute to environmental sustainability.
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If comparative advantages are to be fully exploited, infrastructure must contribute to integration and territorial cohesion.

Infrastructure services play a crucial role in terms of social inclusion and quality of life of the population, particularly in the case of the poorest groups.
Universal access to basic infrastructure services has been a primary objective in the countries of Latin America and the Caribbean.

If it contributes to climate change, and if its design, construction, and indirect and cumulative impacts destroy natural habitats, infrastructure may
also have a negative impact on quality of life and on the creation of future growth opportunities.

The incorporation of a disaster-risk analys is with a prev entive approach from the planning stage is vital, given the extended life cycle of infrastructure.

Infrastructure development tends to be associated with adverse environmental impacts, which is not always true, given the considerable potential for
synergies among infrastructure projects, economic growth, and environmental stewardship.
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INFRASTRUCTURE AND SERVICES IN LATIN AMERICA AND THE
CARIBBEAN: REQUIREMENTS AND TRENDS

How much infrastructure investment does Latin
America and the Caribbean need? This is probably
the most frequently asked question in the area of public
policy related to infrastructure in the Region. The answer
depends mainly on the objectives to be achieved, which are
varied and depend on the situation in each country. Thus,
while some countries in the Region invest in infrastructure
with the aim of boosting GDP growth (ports, freight railways,
power generation for industrial use), others prioritize the
coverage of basic needs such as access to safe drinking
water or electricity, or the development of rural roadways
providing year-round service regardless of the season or
weather conditions.

Latin America and the Caribbean should invest
around 5% of GDP (an amount equivalent to
US$250 billion in 2010) in infrastructure over a
long period in order to close the infrastructure

gap.

The most recent studies present similar results in their
estimations, and concur that Latin America and the
Caribbean needs to invest 5% of GDP in infrastructure (IDB,
2013; Bhattacharya et al., 2012; Economic Commission for
Latin America and the Caribbean (ECLAC), 2010; Kohli and
Basil, 2010; Fay and Yepes, 2003; Calderén and Servén,
2003). This figure, which is an average for the Region
reflecting considerable diversity among countries, does
not include the investment required to mitigate and adapt
to climate change, which is estimated at approximately
US$30 bhillion per year, or 0.6% of the GDP (Vergara et
al., 2012), nor does it include infrastructure maintenance
requirements in all cases. Every study that has attempted to
quantify investment needs in infrastructure for the Region
has highlighted the lack of sufficient public information
regarding the stock, quality, and cost of infrastructure there.
Countries are increasingly basing infrastructure plans on
detailed technical analyses, but these efforts are still in the
initial stages. Accordingly, this Strategy identifies the need
to collect and systematize information in order to provide a
precise response to the question of how much infrastructure
investment is required in Latin America and the Caribbean.
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Infrastructureinvestmentin Latin America and the Caribbean
exceeded 3% of GDP in the 1980s but since then has declined
sharply, fluctuating between 2% and 3% of GDP, far from the
investment target of 5% required to close the existing gap.
A large part of the decline in total investment was explained
by a reduction in public investment, which stood at just 1%
of GDP in the 1990s. It only began to recover in 2006, on
the back of greater fiscal space resulting from the prudent
macroeconomic policies implemented in the Region. Private
investment in infrastructure was very significant in several
countries until the middle of the twentieth century but then
almost disappeared until the 1990s, when it grew above
1% of GDP (see Graph 2). If the trends in the public and
private composition of investment seen over the previous
decade continue, public investment will remain the engine
of infrastructure investment in Latin America and the
Caribbean.

Trends in public and private infrastructure investment (% of
GDP)
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The infrastructure required by Latin
American and Caribbean countries
over the next few years must meet
emerging demand stemming from
international, regional, and local
trends.

A. The geographical diversification of value chains is
accelerating as a result of the process of trade liberalization.
Increasingly products are assembled using components from
different regions. This trend not only has a direct impact on
transportation infrastructure but also implies a demand for
information and communication technologies, as well as
for energy. Latin America and the Caribbean is helping its
economies join new global trade flows by reducing barriers:
the average tariff in the Region declined from 38% in 1985
to 9% in 2011° (see Graph 3). However, reductions in trade
tariffs and other legal barriers will not be enough; the
Region faces the challenge of reducing logistics costs, which
are currently far higher than in developed countries.

B. Among developing regions, Latin America and the
Caribbean has the highest rate of urbanization.

While in 1970, 50% of the population lived in cities, by
the end of 2013 the proportion was estimated at 80%,
equivalent to 480 million people (see Graph 4). The cities in
the Region are growing by 6 million people per year.

Urbanization rate in LAC, trends and projections
(1950-2020)
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The benefits of agglomeration economies (greater
productivity, better conditions for innovation, access to
education and health facilities) are affected by weaknesses
in mobility, lack of security, and deficient supply of basic
services. Some 24% of urban dwellers in Latin America
and the Caribbean still live in irregular settlements, often
located in high risk or ecologically fragile areas, unsuitable
for urban development (United Nations Human Settlements
Programme, 2012).

Tariffs and trade volumes, LAC (1985-2010)
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9 Data provided by the IDB’s Integration and Trade Sector, based on information from INTradeBID, the United Nations Conference on Trade and Development (UNCTAD),

and the Latin American Integration Association (ALADI).
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C. Rising levels of vehicle ownership combined with road safety problems. Growth in per capita income and the greater
availability of credit over the last decade have allowed a significant segment of the population in the Region to purchase
their own vehicle for the first time. The direct effect has been an increase in the level of vehicle ownership, which exceeded
131 vehicles per 1,000 people in 2010, and which will raise to more than 280 vehicles per 1,000 people in 2020, with the
resulting urban congestion and an increase in emissions and road safety problems. More than 100,000 people die each year
in Latin America and the Caribbean as a result of road accidents. This is the main cause of death for the 15- to 29-year old age
group, giving rise to costs estimated at 1% to 3% of GDP (see Graph 5).%°
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D. Economic growth in the Region is driving energy demand.
Demand for energy in the Region is projected to rise to more
than 1,600 TWh in 2020, representing an increase of 25%
compared to 2012 (Yepez-Garcia et al., 2010). Although Latin
America and the Caribbean is the Region with the cleanest
power generation matrix, nonrenewable energy sources are
increasing in importance. This creates challenges from the
perspective of environmental sustainability (see Graphs 6a
and 6b).

E. Rising emissions. Unless current trends of generating
emissions (“business as usual” scenario) in Latin America
and the Caribbean are reversed, these are set to increase
by 60% through 2050, entailing costs of between 1.8% and
2.5% of GDP (see Graph 7). To arrive at an ideal scenario,
understood as one in which per capita CO2 emissions are
equal to two tons, an estimated annual investment in
mitigation of 3.5% of 2010 GDP will be required (Vergara
et al., 2012).

10 Data compiled by the IDB Transport Division for the Road Safety Strategy.
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Power generation, by source (2010)
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F. Of all regions, Latin America and the Caribbean is most
vulnerable to natural disasters. The frequency of natural
disasters and their cost have risen dramatically in the
Region. Economic damages over the last three decades
(1980-2010) exceeded US$110 billion, a higher figure than
the total of the damages recorded over the previous eight
decades (1900-1980) (see Graph 8). The Region has the
highest average of economic damages from disasters in
the world (0.18% of GDP per event) (EM-DAT, n.d.). Natural
disasters in Latin America and the Caribbean affect mainly
the poorest and most vulnerable groups (IDB-ECLAC, 2000;
World Bank, 2003), and the increase in their impacts is
associated with environmental degradation, rapid and
unplanned urbanization in dangerous areas, and the lack of
adequate governance.

G. Latin America and the Caribbean has a leading role in the
world regarding the attainment of food security. Although
the Region is a net food exporter at the aggregate level,
there is a dual reality. While a number of South American
countries are world leaders in volume exports of agricultural
commodities, Central America and the Caribbean are forced
to import many of the foodstuffs that make up their basic
consumption basket. The challenge for Latin America and
the Caribbean as a region is to increase agricultural output
and close the gap (of more than 30%) with developed
countries (Ludena, 2010). Providing infrastructure is key
to enhancing productivity, whether through irrigation, rural
roads, or comprehensive improvements to logistics systems
that lower the costs of trade. But regulations and improved
institutional capacity are also essential in order to ensure
the efficient allocation of water use, secure insurance
against adverse weather events, and introduce innovative
approaches in the production cycle.

H. The growth of the middle class in Latin America and
the Caribbean has driven the demand for higher quality
infrastructure services.

The middle class in Latin America
and the Caribbean increased 50%
between 2003 and 2009, growing
from 20% to 30% of the population.
In turn, during the same period, the
poor population decreased from 45%
to 30% (World Bank, 2012c).

The growth of the middle class in Latin America and the
Caribbean has prompted a growing demand for higher
quality public services in the Region. The demand covers
various aspects that are an vital to the quality of services
and include:

Transportation: buses, metros, trains that operate
in a timely manner, with sufficient frequency, and
adequate cleanliness and safety (operational and
personal)

Electricity and water: in addition to providing
access, demand focuses on the delivery of
uninterrupted service with proper attributes
(voltage, potability)

Telecommunications: according to international
comparisons, rates in Latin America and the
Caribbean are relatively high and the service
quality, measured by the availability of more
advanced technologies, interruption of calls, and
available broadband capacity, is worse

Solid waste: a latent demand for cleaner cities has
been observed.

Trends and emerging demand suggest that infrastructure
stands at the crossroads of most local, regional, and global
challenges. Thus, responding to these trends and demands
requires a multisector approach. Climate change, natural
disasters, rapid urbanization, and a growing demand
for energy and foodstuffs require the recognition of the
interconnected nature of the infrastructure subsectors and
incorporating their multidimensional characteristics into the
planning stage. Given that investment in infrastructure is
normally expensive and owing to its irreversibility its impact
is long-term, the adoption of a comprehensive vision from its
conception is essential to be able to chart a more sustainable
growth trajectory.

11 The impacts of the expected rise in the sea level are a reflection of climate change, and will be particularly acute in the Caribbean. The costs of failing to act to reduce the vulnerability of infrastructure
to the expected rise in the sea level may cause annual losses of 7% of GDP in the Caribbean in 2050 (Lewsey, et al., 2004; Bueno, 2011).
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Distribution of economic damages from natural disasters, LAC (1900-2009)
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The determination of infrastructure investment needs should
be the result of a planning process yielding a realistic vision
of the country and its attainability based on available fiscal
resources and the population’s ability to pay. Alongside
the development of such a vision, the existing stock of
infrastructure should be surveyed in order to measure the gap
that needs to be closed. Once this gap has been determined,
an exercise to identify and prioritize infrastructure projects,
based on robust cost-benefit analyses that reflect social and
environmental externalities, consistent with policy priorities
will be carried out.

Project planning and evaluation processes should take
into account synergies between infrastructure projects.
Given the irreversibility of infrastructure investments,
measuring the benefits of a metro project without taking into
account the impact on energy consumption or greenhouse
gas emissions, or calculating the benefits of a housing
plan without reference to the availability, frequency, and
cost of public transportation would be major mistakes
with complex solutions. It would also be a mistake to
fail to measure the potential benefits (and costs) of the
availability and allocation of water rights in hydroelectric
dam projects. These examples illustrate the importance of
viewing infrastructure projects as part of a comprehensive
development agenda that cuts across strict sectoral lines.

EAP

ECA

OECD

SSA

While the stock of infrastructure is
very important, the quality of asso-
ciated services is even more so. The
central argument of this Strategy
is that infrastructure should be de-
signed and evaluated as a function
of the services that it provides and
their level of quality.

Therefore, analysis of infrastructure investment on the basis
of financial value alone offers only a partial and simplified
vision of the role of infrastructure in the economy. For
example, having access to infrastructure for the delivery of
water does not mean that the service is actually received.
Moreover, quality of life in a household that receives
drinking water meeting high quality standards 24 hours a
day is undoubtedly much better than in a similar household
that receives intermittent service of poor quality.

Users of infrastructure in Latin America and the Caribbean
perceive that its quality is significantly inferior to that of
countries in the Organization for Economic Cooperation and
Development (OECD). Each sector has developed a wide
variety of indicators for measuring quality. In water and
sanitation, for example, the potability, color, and odor of
water, together with interruptions in the continuity of the
service are measured; regarding electricity, interruptions

Perceptions of infrastructure quality
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and voltage variations; and in the subject of urban
transportation, the frequency and punctuality of services
and the incidence of accidents. Devising overall indicators
of infrastructure service quality is a complex task; therefore
they have not been developed in sufficient numbers or under
agreement concerning their methodology. The index most
frequently used is the one developed by the World Economic
Forum, which placed Latin America and the Caribbean at a
similar level as other developing regions in 2011-2012, but
far below countries belonging to the OECD (see Graph 9).

In this Strategy, the concept of quality of infrastructure
services includes environmental impacts. Failing to
include them would entail ignoring negative externalities.
For example, the quality of electricity provision will be
considered substandard even if coverage is high and power
is transmitted at the necessary voltage if the energy source
being used is highly polluting and alternate sources that
generate fewer greenhouse gas emissions are available. The
same argument applies to sanitation services that discharge
untreated waste into clean waterways.

The management of infrastructure services and the legal
and regulatory framework governing them are the key
determinants of performance and quality. Border crossings
may have adequate infrastructure (hardware), but inefficient
customs and trade rules and regulations (software)™? will
result in lengthy delays with dire consequences on the cost
of logistics and thus on the competitiveness of the countries.
Investments in pipes to expand access to water sources or in
additional electrical transmission and distribution lines can
be made, but if network maintenance and administration are
weak, losses in the distribution, of water and electricity will
not be reduced and the financial sustainability of the service
will be compromised.

Improvements in infrastructure planning, project preparation,
and implementation on time and to standard could be
combined with improved maintenance of assets, reduced
losses, and the implementation of demand optimization
policies to increase the productivity of infrastructure by
up to 60% (McKinsey Global Institute, 2013). The most
efficient means of responding to an increased demand for
infrastructure services is not only through greater physical
investments to increase capacity, but also by improving
the management of existing infrastructure. Understanding
the implications of the interaction between the stock of
infrastructure, its management, processes, rules, and
regulations is fundamental for scaling investments in
infrastructure. The performance of institutions that regulate

investments is also relevant at the macroeconomic level,
inasmuch as public investment in infrastructure may
crowd out private investment (Cavallo and Daude, 2011).
The proper scaling of infrastructure and its corresponding
quality level that should result from an adequate planning
process is the step prior to determining how infrastructure
will be financed.

The evolution of investment in
infrastructure in Latin America and
the Caribbean indicates that the
public sector will continue to be the
main source of funds for infrastructure
financing. However, given the
investment needs and budgetary
constraints, an increase in mixed
sources of financing will be required.

In Latin America and the Caribbean, the financial systems,
national public development banks, and regulators have
already taken pertinent steps to channel private capital
to the financing of infrastructure projects with high
socioeconomic value through various financial vehicles
(Andean Development Corporation (CAF), 2012). However,
there is still a need to support the Region in order to leverage
financial vehicles, by promoting legal certainty, creating an
incentive for adequate risk management, and promoting
the transparent allocation of resources. In order to increase
the capital ratio for infrastructure investment in Latin
America and the Caribbean, work must also be done with
the countries in the Region to develop the capital markets,
promote domestic savings, and drive the consolidation of
financial vehicles such as public stock market investment
funds and private equity funds (including pension funds). In
turn, it will be fundamental to leverage the capacity of the
countries to structure public-private partnerships (PPPs)
and create an adequate portfolio of infrastructure projects,
in terms of size and quality, and a clear and predictable
regulatory framework.

12 The IDB’s Sector Strategy to Support Competitive Global and Regional Integration (IDB, 2011a)
describes the role of software in bridging the regional integration gap in Latin America and the Ca-
ribbean and offers a menu of instruments that are used to support regulatory reforms.

39



Regardless of the source used to finance the construction
and maintenance of infrastructure, it is paid for with direct
charges to users (rates) or with transfers from the public
treasury. In recent years, Latin America and the Caribbean
has made a growing effort to recover costs through direct
charges to users. The Latin American and Caribbean Region
is, among developing regions, the one with the highest
indicators of cost coverage through charges to users for
water and electricity (Foster and Yepes, 2006; Andrés, et
al., 2013).

Cost recovery through rates should pay particular attention
to problems of access among the lower-income population.
The operation and financing of infrastructure services
should recover costs through rates paid by users. However,
occasionally, given the positive externalities associated with
many infrastructure servicesand the need foruniversalaccess

(primarily to water, sanitation, and electricity services),
financial sustainability can be achieved by supplementing
the income earned from rates for the sale of the service to
the user with direct contributions from the government.
Granting subsidies for infrastructure services requires, like
any public expenditure, a detailed analysis of its efficiency.
Unfortunately, very few countries in Latin America and the
Caribbean evaluate the effectiveness of said subsidies. For
that reason, the IDB will promote transparency in their
allocation and use, subjecting them to frequent and effective
accountability mechanisms; it will also encourage targeting
the poorest populations. In addition, and to the extent of its
capacities, the IDB will help countries replace rate subsidies
for infrastructure services with more direct income transfer
mechanisms targeted to the lower-income segments of the
population.
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THE IDB’S SHARE OF INFRASTRUCTURE FINANCING IN LATIN AMERICA
AND THE CARIBBEAN: STRENGTHS, CHALLENGES, AND OPPORTUNITIES

Multilateral institutions represent a vital source of financing for infrastructure projects in Latin America and the Caribbean. In
times of economic crisis, they provide stable and critical financing for projects with a strong potential for reducing poverty.
Projects financed by multilateral institutions also exhibit high social rates of return; by their nature, they do not usually offer
the financial returns or levels of risk compatible with the minimum requirements of the private sector. The IDB has responded
to the growing demand for financing infrastructure projects among the countries of the Region; IDB approvals in the area of
infrastructure and the environment rose from US$2 billion in 2005 to almost US$5 billion per year after 2009 (see Graph 10).

IDB infrastructure loan approvals (2005-2012)
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Whether to support and enhance growth in the economies of the Region—with an average of 3.5% per year from 2005 to 2012—
or to implement countercyclical policies anchored in infrastructure to reduce the effects of the international financial crisis
that began in 2008, the Region has increased its investments in infrastructure, and the IDB has responded to this demand.
This marked increase in loans for infrastructure shows that the countries of the Region see the IDB as an essential source of
financing in the infrastructure sector.
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Multilateral institutions, while
remaining a vital and convenient
source of financing, account
for a relatively small share of
infrastructure investment in Latin
America and the Caribbean, at 10%
to 15% in recent years.

The IDB’s share has ranged from 4% to 5.5% between
2009 and 2011. For example, according to calculations
based on the limited data available, the Region as a whole
invested approximately US$125 billion in infrastructure in
2010, against an approved financing of US$16 billion from
the main multilateral sources. Nonetheless, aggregate
regional figures encompass varying realities. In the Fund
for Special Operations (FSO) countries,’* the IDB’s share
in total infrastructure investment tends to be much higher.
For example, average IDB approvals with FSO and Ordinary
Capital resources exceeded easily 20% of the public
infrastructure investment commitments in Honduras and
Nicaragua from 2008 to 2010.

Regardless of the size of its share
in total infrastructure financing,
the IDB’s role as a strategic partner
for its member countries in Latin
America and the Caribbean is
fundamental.

In addition to working alongside executing units to ensure
the suitable design and implementation of projects, the
IDB acts as catalyst for legal and regulatory reforms that
help to improve public expenditure efficiency and attract
private investment into the infrastructure sector. The IDB’s
presence as a partner ensures that the implementation of
infrastructure projects moves forward even in the face of
budget crises or changes in the political cycle.

Given the significant infrastructure investment needs in
Latin America and the Caribbean, coordination among
development assistance agencies offers an opportunity
to optimize the use of available funding. Coordination
should also encompass emerging bilateral funds, which
increasingly represent an additional source of funding to
that of the multilaterals. Country-backed funds (like those of
China, Kuwait, and the United Arab Emirates) (Rouis, 2010)
are increasingly active in all developing regions. These
funds are not normally classified as official development
agencies, but they do provide funding for infrastructure
projects.** No detailed information is available regarding
total financing from bilateral sources, but rough calculations
suggest that the multilateral agencies account for two
thirds of the market, and the bilateral funds for one third
(Estache, 2010a). As far as infrastructure sector distribution
is concerned, transportation tends to receive one third of
financing; energy, another third; the water and sanitation
sector, one quarter; and telecommunications, 2%.

13 FSO funds, which are made up of contributions from IDB member countries, are used for concessional lending to the poorest countries in the region: Bolivia, Guyana, Honduras, and Nicaragua. Since
2007, Haiti, which has traditionally benefited from FSO resources, has received grant funding only, through the IDB’s Grant Facility. Based on current eligibility criteria, Guatemala and Paraguay have also

received a small amount of FSO funding, in addition to their standard access to Ordinary Capital financing.

14 According to aggregate lending data, in 2009 and 2011, China lent similar amounts to Latin American and Caribbean countries as the IDB and the World Bank, but in 2010, its direct lending exceeded

the sum of loans made by the IDB and the World Bank (McKinsey Global Institute, 2013).
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The Bank’s added value in the area of infrastructure derives from a number of strengths, in no way limited to the favorable
financing conditions offered by the institution, which are intrinsically important given that positive returns on infrastructure
projects are only seen after a prolonged period. The main strengths are described briefly below.

A comprehensive vision of infrastructure, combined
with specific, project-level interventions tailored to the
characteristics of the countries. The IDB combines credit
instruments with nonreimbursable technical cooperation
funding to support an approach based on a comprehensive
vision of the sector where the investment project is to
be carried out. Projects are thus designed prioritizing
sustainability (environmental, social, and maintenance and
management of assets) and adopting the best practices and
lessons learned from similar projects in other countries in the
Region, taking advantage of the Bank’s presence throughout.
The work of specialists’ teams does not end with the project.
Institutional reinforcing activities are also pursued in order
to improve the countries’ capacity to implement similar
projects, and also to undertake regulatory, institutional, and
legal reforms to enhance the quality and quantity of services.

The IDB works with countries throughout the entire project
cycle, from the designing stage and the preparation of
technical parameters and economic evaluations, to the
implementation and supervision stages. This requires an
investment in technical and financial resources for the
proper conceptualization, design, and execution of the
works, as well as in plans and projects to mitigate possible
negative environmental and social impacts. Activities at the
project-level, which are usually financed through investment
loans that specify the works to be built, are complemented
by policy-based loans (PBLs). The objective of PBLs is to
act as catalysts for legal and institutional reforms that help
to improve the performance of one or more infrastructure
subsectors.’> AlLIDB operations are prepared and supervised
with particular attention to the characteristics of the
countries, thus recognizing the heterogeneities present in
the Region.

Flexibility in responding to the demands of the countries.
Defining the needs of infrastructure is the result of a process
of dialogue between the countries and the IDB, which is
reflected inthe country strategies. The areas for collaboration
defined in these strategies feed the loan portfolio, which is
sufficiently flexible to adapt, year after year, to financing
projects on the basis of government-established priorities.

Extensive regional presence allowing a close and
permanent dialogue with countries. The IDB has offices in
26 countries in the Region, a fact that sets it apart from
other multilateral institutions. The presence of technical
staff in the offices in each country facilitates the dialogue
with different sectors and the resolution of problems that
emerge during the implementation of projects.’® The IDB
organizes highly successful Regional Policy Dialogues on
sector issues, convening public authorities and private
sector stakeholders. These events are critically important
and useful for identifying priorities and sharing experiences
among the countries of the Region

Ample technical capacity for the preparation and supervision
of projects. The impact on development of an efficient
execution of projects is both recognized and prioritized by
the IDB. For this reason, the Bank has specialized staff in
all areas related to the implementation of an infrastructure
project, including engineering, economics, procurement,
law, and financial, environmental, and social management.
It also works together with the countries to reinforce the
capacities of executing entities and of the public sector in
general, so that projects are executed as planned and on
schedule. Activities to strengthen management capacities
for monitoring and support in the supervision of projects are
particularly important in the poorest and most vulnerable
countries in the Region.
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Availability of funds for technical cooperation and project
preparation. The IDB distinguishes itself from other
development assistance providers by the availability of
own resources from its Ordinary Capital for technical
cooperation, as well as of specific funds for the preparation
of projects in Latin America and the Caribbean. Technical
cooperation operations constitute an agile mechanism by
which the Bank provides funding so that top international
and local experts may analyze and propose solutions to
infrastructure performance problems. Technical cooperation
operations can also be used, alongside project preparation
funds, to carry out feasibility studies and detailed designs
and to calculate economic and social returns on investment
projects.” For the 2007 to 2012 period, US$137 million in
technical cooperation funding destined to infrastructure
sectors were approved.!®

Fluid interaction between private and public sector windows.
Collaboration between the IDB’s internal departments
engaged in sovereign and non-sovereign guaranteed
lending is close, inasmuch as they share common financing
priorities, form joint project teams, and use the same quality
control mechanisms. This does not mean that ongoing
efforts to perfect interaction between these windows are not
required, owing to the varying characteristics of public and
private clients, and to the diverging technical backgrounds
of IDB staff in the departments that work with the public and
private sectors.

Commitment to regional and global integration. TThe IDB
has granted central importance to the regional approach
of infrastructure, which has materialized in technical and
logistical support to official initiatives, an increase in the
number of regional infrastructure loans and, increased
support for the development of cross-border regulations.
Concrete examples include: (i) the Initiative for the
Integration of Regional Infrastructure in South America
(IIRSA), included in the South American Council for
Infrastructure and Planning, in which the IDB is a member of
the Technical Coordination Committee and helped to create
a portfolio, which as of 2013, had 583 projects in various
stages of design and execution, worth in excess of US$155
billion; (ii) the Mesoamerica Project, where figures for
2011 show that the Bank has committed US$1.775 billion in
loan resources, for projects including the Central American
Electric Interconnection System (SIEPAC) and the creation
of a regional electricity market; (iii) the Mesoamerican
broadband information highway; (iv) the Pacific corridor
from Puebla to Panama City, with new sections of highway,
investment in border crossings, and the corresponding
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investment in software including the implementation of the
International Transit of Goods (TIM) system; and (v) the
Andean Electric Interconnection System (SINEA), in which
the IDB plays the role of Technical Secretary and spearheads
the development of studies on physical infrastructure
planning and regulatory harmonization.

Robust identification and institutionalization of emerging
regional priorities. The IDB has demonstrated innovation
and leadership through initiatives for the assessment,
analysis, and design of interventions that help to improve
public policy in emerging areas, and offer a high potential
for impact in the Region. In the area of infrastructure and the
environment, the most recent examples are the Emerging and
Sustainable Cities Initiative, and the Special Program and
Multidonor Fund for Biodiversity and Ecosystem Services.

15 Recent PBLs have included: the design of mitigation and adaptation policies for infrastructure in
El Salvador; the development of policies aimed at improving logistics performance in the Colombian
economy; and the implementation of new regulatory arrangements to improve the environmental and
financial policy frameworks for Peru’s sanitation sector, as well as the rules governing management
of the various operators.

16 For example, according to January 2013 data, 52% of the Infrastructure and Environment Sector’s
technical staff are assigned to the Country Offices.

17 The aim of the Project Preparation and Execution Facility is to support and strengthen the project
preparation process and reduce preparation times, thus facilitating project approval and execution.
The Infrastructure Project Preparation Fund provides resources to support the private and public
sectors and PPPs in the identification, preparation, and development of infrastructure projects (do-
cument GN-2404). The Fund for the Financing of Technical Cooperation for Initiatives for Regional
Infrastructure Integration provides financing for technical assistance in the preparation of regional
infrastructural integration projects through the Ordinary Capital Fund (document GN-2344-4) and
the Multidonor Regional Infrastructure Integration Fund (document OP-590-1). AquaFund provides
resources to support sovereign guaranteed and non-sovereign guaranteed Bank operations in the
water and sanitation sector that are aligned with the Bank’s Water and Sanitation Initiative and con-
tribute to the fulfillment of the Millennium Development Goals for the sector (document GN-2487).

18 The amount of US$137 million includes US$9 million for institutional strengthening activities
granted by the Institutional Capacity Strengthening Thematic Fund (ICSF), the Program to Implement
the External Pillar of the Medium-term Action Plan for Development Effectiveness (PRODEV), and the
Transparency Fund.






Challenges and

opportunities



An emphasis on strengths alone would be incompatible with the objectives of the IDB, which aims to be an institution capable of
contributing effectively to the acceleration of social and economic development in its member countries. The main challenges
and opportunities for the IDB in the infrastructure sector are presented below. In the section on areas of intervention, options
to confront weaknesses and take advantage of opportunities are proposed.

Strengthen partnerships with other organizations in order to
maximize financing impact, align development objectives,
share experiences, and disseminate those experiences
to the countries of the Region. The limited availability of
financing compared with existing needs should push the
IDB and other lending institutions to collaborate in order
to maximize investment impact. This entails an active effort
to coordinate agendas, financing mechanisms, and the
recognition of emerging actors such as the IIRSA Technical
Secretariat comprised by the IDB, the Andean Development
Corporation (CAF), and the River Plate Basin Development
Fund (FONPLATA), housed by the Bank at the Institute for
the Integration of Latin America and the Caribbean (INTAL)
offices.

The mobilization of financial resources, in addition to filling
financing gaps, can contribute to the expansion or scaling
of projects at a national or regional level. Key stakeholders
for leveraging reimbursable and nonreimbursable resources
include the private sector, bilateral agencies, and other
traditional and nontraditional donors. Moreover, the
strengthening and creation of partnerships with successful
practices from the private sector and solutions developed
in universities and academia can give rise to value-added
knowledge innovation leading to improvements in the
effectiveness of public interventions.

In the areas of institutional strengthening and generation of
knowledge, cooperation and coordination could potentially
have a major impact. As a regional bank, the IDB has a
geographically limited area of intervention. For this reason,
there should be deeper interaction and an exchange of
experiences with institutions that work in other regions, or
with other multilateral banks present in the same region.
The South-South Cooperation (SSC)* agreements with the
Asian Development Bank are an example of partnership
that may improve the experience and capacity of the IDB
technical staff and allow the clients in Latin America and
the Caribbean to learn about the problems and solutions of
other regions.

Seek alternatives for the expanded use of guarantees in
PPPs. The role of guarantees in facilitating and increasing
infrastructure investment is extremely important. The report
of the Multilateral Development Bank Working Group on
Infrastructure (2011) and the Report of the G-20 High-level
Panel on Infrastructure (2011) identified guarantees as one
of the instruments that should be used more intensively to
exploit the full potential for attracting private investment
(and leveraging public investment) in infrastructure in
developing countries. In this context, the IDB should play a
more active role in issuing guarantees in PPP arrangements,
especially in those aimed at guaranteeing expenditures by
public sector agencies.

Deepen the production of analytical work, the development
of databases, and the dissemination of lessons learned
from operational work. The infrastructure sector of the
Region is characterized by major structural weaknesses
in the generation of statistical information. The lack of
public information means that basic questions regarding
infrastructure investment needs, the performance of service
providers, and rate structures and trends cannot be answered.
Given its widespread presence in the Region, the IDB has the
opportunity to lead the data collection process and to create
databases that will constitute a regional public good and
help to improve the design and monitoring of public policies
in the infrastructure area. The Bank should also leverage
the in-depth sector knowledge acquired through project
execution and supervision to systematize and transmit the
lessons learned to the countries in the Region, with the aim
of improving the efficacy of future investment projects.

19 SSC promotes the exchange of knowledge, experiences, and resources among developing coun-
tries and has been part of the international development agenda since the Accra Action Plan (2008)
and especially since the Fourth High-level Forum on Aid Effectiveness (Busan, 2011). Since 2011, the
Bank has become an active promoter of SSC, in particular through the Asia-LAC SSC Program with
the Asian Development Bank.
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STRATEGIC PRINCIPLES AND PRIORITY AREAS FOR ACTION

This section of the Strategy presents the strategic principles and priority areas that will guide the IDB’s actions in the
infrastructure field. The principles and their respective associated priority areas are applicable to all infrastructure sectors.
The identification of strategic principles and the priority areas for action that will implement them is the final result of an open
and participatory consultation process carried out through onsite meetings and online questionnaires. Exchanges of opinion
with experts and Bank staff were also organized to validate the scale of the priorities to be developed. The actions proposed

are fully coordinated with those presented in the four strategies prepared under the framework of the GCI-9.
The strategic principles are organized around two complementary focus areas:

The first strategic principle proposes that:

The IDB should continue to provide financing and technical assistance to
ensure that infrastructure supports economic growth, provides access,
and fosters regional and global integration, in a context where opportu-
nities for private financing to help close existing gaps in infrastructure in
Latin America and the Caribbean are maximized.

The second strategic principle, which complements and builds on the first, proposes that:

The IDB should emphasize actions intended to help the countries
of the Region adopt a new vision where infrastructure is planned,
built, and maintained to support the delivery of quality services
that promote sustainable and inclusive growth.

This new vision of infrastructure rests on the key pillars of environmental, social, and fiscal sustainability, and recognizes the
need to expand multisector approaches that allow benefiting from synergies among infrastructure sectors. Specifically, the
second strategic principle is based on the idea that infrastructure should be viewed as an asset that must be properly managed
and maintained and must meet the growing demand in Latin America and the Caribbean for socially and environmentally
sustainable infrastructure.

21 The Sector Strategy to Support Competitive Global and Regional Integration (document GN-2565-4); the Integrated Strategy for Climate Change Adaptation and Mitigation, and Sustainable and
Renewable Energy (document GN-2609-1); the Private Sector Development Strategy: Fostering Development through the Private Sector (document GN-2598-7); the Strategy on Social Policy for Equity
and Productivity (document GN-2588-4); and the Sector Strategy Institutions for Growth and Social Welfare (document GN 2587).
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The new vision of infrastructure
proposed in the Strategy

Traditional Vision

In the traditional vision, the project itself is the
objective, the center of attention. Technical and
financial analyses determine its economic return and
the associated direct effects: environmental impact
and resettlements, if needed.

Members of the project team: sector specialists
(engineer, economist), safeguards specialists.

Example: construction of a road. Under the traditional
vision, the project studies the effect of the road on
transportation costs and the environmental impacts
associated with it (what species will be impacted, the
effects of deforestation required by its construction).
If necessary, there is a relocation of the inhabitants
afected by the course of the road.

Multisector Vision

In the multisector vision, the project considers
a broad set of objectives. It studies not only its
economic return and associated direct effects, but
also the interaction with existing infrastructure
and how it affects land use, its influence on and
resilience to climate change, the various alternatives
for its financing, and the associated governance to
ensure its sustainability. Ultimately, the project is
designed on the basis of the services provided by the
infrastructure and their potential impacts.

Members of the project team: multisector team, sector
specialists, financial and regulatory specialists,
urban planners, productive development specialists,
and safeguards specialists.

Example: construction of a road. The multisector
vision incorporates the construction of the road into
a broader transportation strategy, how it interacts
with the modal transportation system in the region,
the various alternatives for financing the project
(including PPPs), and proper governance for ensuring
its maintenance and quality over time. It also studies
how land use will be affected and the effects on
the prices of agricultural products in the area. It
considers the social context: how the road will affect
the quality of life of neighboring populations along
its path and that of its users.
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Box Presents the strategic principles and the priority
areas for action described in detail below.

Strategic principles

Financing and technical assistance for Planning, building, and

infrastructure that supports economic maintaining infrastructure for the

growth, provides access, and fosters delivery of quality services that

regional and global integration. promote sustainable and inclusive
growth.

Priority areas for action

1. Adopt and promote a

1. Promote access to infrastructure multisector agenda

services

2. Support the construction
and maintenance of socially and
environmentally sustainable
infrastructure, thus enhancing
quality of life

2. Support infrastructure for regional
and global integration

3. Promote innovative mechanisms
for infrastructure financing, and
leverage the participation of the
private sector

3. Promote the ongoing
improvements in infrastructure
governance to enhance efficiency
in the delivery of infrastructure
services




Financing and technical assistance for infrastructure that supports economic
growth, provides access, and fosters regional and global integration.

The IDB will continue to provide financial support to the
countries in areas where efficiency and effectiveness in
meeting the demand of its members has been demonstrated.
This entails continuing to work in promoting economic
growth, competitiveness, and inclusion, within a framework
that emphasizes the environmental and social sustainability
of the projects to be financed.

This Strategy addresses solely issues common to all of the
infrastructure sectors it covers (water and sanitation, energy,
transportation, irrigation, and telecommunications). Given
that the sectors do not share similar supply and demand
characteristics, the priorities of each one will be determined
and updated every three years in the Sector Framework
Documents.?? The programming of specific projects to be
financed will be established jointly between the countries
and the IDB in the annual country programming documents.

210/ of the population had no
. o access to improved sanitation,

6% lacked safe water
7% had no electricity

-

L .
il B
The estimated cost

to achieve universal
coverage is:

1. Promote access to infrastructure
services

Contributing to the attainment of universal access to water
and sanitation services and electricity is a central element
of the IDB’s mandate and one of the strategic priorities
established under the GCI- 9.2

The coverage rates for this region are higher than in
other developing regions, but access gaps are still
significant:

I US$50 billion
in the case of water and sanitation

.

US$60 billion

in the case of electricity

22 The Sector Framework Documents, which will be updated every three years, aim to define the challenges of each sector and identify the specific spheres of action that the IDB will prioritize, and the

tools and types of interventions that will be used (document GN-2670-1).

23 The IDB’s prioritization of achieving universal access for public utilities is fully aligned with the recommendations of the High-Level Panel on the Post-2015 Development Agenda (United Nations, 2013).
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In 2010, 21% of the population had no access to improved
sanitation, while 6% lacked safe water, and 7% had no
electricity (World Health Organization-United Nations
Children’s Fund, 2012; Latin American Energy Organization,
2011). Achieving universal coverage, with an estimated
cost of US$50 billion in the case of water and sanitation,
and US$60 billion in the case of electricity, would have
a direct impact on poverty, especially in rural areas, as
households that lack access to these services are generally
poorer than those that already have connections. In the case
of households without access to safe water and electricity,
they are usually located in isolated areas, and therefore, the
traditional solution of expanding networks is not feasible.
Thus, achieving universal access to basic services will pose
very different challenges depending on the service and
the geography. The IDB will work with the countries on
the implementation of innovative, affordable solutions to
provide access to households that still require it.>*

Access to information and communication technologies as
well as access to the road network also constitutes priority
actions for the IDB. Ensuring access to rural communities by
means of roads that are serviceable in all weather conditions
is also a priority for the IDB. In addition to improving
living conditions in rural communities, these roads expand

income-generating opportunities while providing access
to markets. Access to modern communication technologies
deserves a similar emphasis. In order to support countries
in their strategy to move toward goals of universal access,
the IDB created the Special Broadband Program (document
GN-2704) in 2013. The objective of this special program is
to support the creation of an institutional and regulatory
environment that facilitates competition and investment
to accelerate and expand access, adoption, and usage of
broadband services. The IDB will provide support in three
critical areas so countries can improve their capacity to: (i)
develop public policies and governance models that ensure
leadership in the design and implementation of broadband
strategies; (ii) develop strategic regulations that encourage
effective and sustainable competition, while providing legal
certainty for investment; and (iii) build up the capacity of
the various institutions involved in moving toward the
objectives of universal access, usage, and adoption of
broadband services.

24 As an example of the work done by the IDB to increase access to electricity, its role as a member of the “Sustainable Energy for All” initiative stands out. The IDB is the agency leading the activities in Latin
America and the Caribbean.
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2. Support infrastructure for regional
and global integration

Regional and global integration was identified under the
GCI-9 as one of the institutional priorities for increasing the
IDB’s effectiveness as a development partner for the region.
Demonstrating its commitment to regional and global
integration, the IDB’s target is for 15% of loans to support
integration and regional cooperation by the end of 2015.

Regional and global integration requires effective local and
regional infrastructure to expand and integrate markets,
achieve economies of scale, promote private sector
participation, and attract foreign investment. However,
the development of integration infrastructure presents a
number of challenges, as a result of: (i) the geographical
diversity of the Region’s countries; (ii) the varying levels of
economic development in each of them, particularly their
infrastructure networks; (iii) the asymmetric distribution
of local infrastructure costs; (iv) the differing degrees of
coordination between the planning and financing of national
and subnational levels of government; and (v) the need for
substantial investment and for simultaneous investment in
hardware and software in the various countries that seek to
be connected physically.

The IDB has a high level of added value in the Latin American
and Caribbean integration agenda, as a result of its
historical presence in the Region, its knowledge of political,
economic, and technical issues, the infrastructure and trade
initiatives that it has led, and the portfolio of products that
it administers. The participation of the IDB has been crucial,
for example, in the development of regional integration
initiatives such as the South American Infrastructure and
Planning Council COSIPLAN/IIRSA and the Mesoamerica
Project in Central America, where knowledge, capacity for
dialogue, and human, financial, and logistics resources
provided have helped to consolidate them. The IDB has
provided reimbursable funds in excess of US$4.5 billion
for 33 projects belonging to the COSIPLAN/IIRSA portfolio,
leveraging a total investment in excess of US$12 billion. At
the same time, it has contributed over US$250 million to
SIEPAC.

Consistent with the Sector Strategy to Support Competitive
Global and Regional Integration, the IDB’s Strategy to
promote regional infrastructure development is based on
three pillars: project financing, strategic participation, and
analytical work.

a. Financing of national and regional infrastructure
projects that strengthen and accelerate regional and global
integration, in the areas of transportation, energy, and
telecommunications.

The IDB will prioritize the financial structuring of the
projects selected for implementation, as well as the
institutional, commercial, and technical arrangements
considered necessary to ensure their sustainability. The
Bank’s experience in financing infrastructure projects, using
a combination of standard sovereign and non-sovereign
guaranteed loan instruments, FSO funds, and even the
mobilization of donor resources, will prove essential to
support the development of regional infrastructure. In
this regard, the role of technical cooperation operations
is fundamental because they use resources to structure
investment projects. The value added by the IDB’s technical
cooperation operations has recently been recognized, with
the boom in South-South cooperation by some of the Bank’s
borrowing member countries, including Chile, Colombia,
and Mexico, which have contributed resources to multidonor
funds for regional and global integration.

b. Active strategic participation in regional integration plans
(e.g. COSIPLAN/IIRSA and the Mesoamerica Plan).

The IDB will act as (i) an impartial intermediary and, at
the request of the countries, as coordinator for existing
and future regional platforms, spearheading proposals and
formulating alternatives to ensure the execution of priority
projects for regional and global integration; (ii) a facilitator
for dialogue among countries, institutions, and agencies;
and (iii) a promoter of new initiatives that the IDB considers
of high-impact on integration processes in Latin America
and the Caribbean.




c. Analytical work.

The IDB will continue to produce studies and analyses
that enhance knowledge in the area of regional and global
integration, show the costs and benefits of integration,
and consolidate the Bank’s intellectual leadership and
capacity as an institution of regional and global renown. The
dissemination of ideas, proposals, evaluations, and results,
along with national and regional capacity-building, will
be fundamental toward achieving objectives in the area of
regional infrastructural integration.

3. Promoteinnovativeinfrastructure
financing mechanisms and leverage
the participation of the private
sector

Among developing regions, Latin America and the Caribbean
pioneered the introduction of private participation in the
construction and management of infrastructure and from
1990 to 2011, it attracted private investment in excess
of US$672 billion. Nonetheless, its share relative to other
developing regions has declined. Between 1990 and 2000,
Latin America and the Caribbean attracted 52% of total
investment, yet this share fell to 29% in the 2001-2011
period.®

This Strategy maintains that the Region needs to increase
the share of private investment in infrastructure financing
in order to close existing gaps. The public sector in Latin
America and the Caribbean has increased infrastructure
investment sharply, from 0.9% of GDP between 2000 and
2005 to 1.8% between 2006 and 2010, representing a
cumulative additional investment of nearly US$200 billion.
However, it is unlikely that more fiscal space will be devoted
to the infrastructure sector in the coming years. For that
reason, Latin America and the Caribbean should generate
conditions to attract more private capital; investments in
infrastructure by the private sector in recent years, at around
1% of GDP, are insufficient.

Private investment in infrastructure depends on the
existence of a suitable investment climate. The availability
of savings and financial instruments is not a sufficient
condition to attract private investment to the infrastructure
sector. An investment climate that reduces the uncertainty
associated with infrastructure projects which, by their
nature, require long-term commitments must be created.
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The IDB is working actively on the generation of a better
climate for investment through its public and private sector
windows, Specifically, it is working on the optimization
(stability, equity, and transparency) of tax regimes, the
establishment of property rights, the improvement of legal
regimes (including bankruptcy laws), and the quality of the
legal system.?

The IDB should increase its efforts to support governments,
financial institutions, and public development banks in
the creation or improvement of technical capacities and
a sophisticated regulatory structure to allow them to
spearhead financial innovation for infrastructure projects.
The IDB will have to make an effort to accelerate the
dissemination of financial/legal instruments to generate or
increase structured loans and issues through public markets
for the financing of infrastructure. The IDB could develop
this effort through policy-based loans that create incentives
for capital market reforms, as well as the development
of credit mechanisms (subordinated debt, national trust
mechanisms, syndication of resources, mezzanine financing,
etc.) to leverage private investment.

The IDB is committed to continuing and intensifying actions
to facilitate the structuring of more and better PPPs aimed at
enhancing the capacity and quality of regional infrastructure.
The IDB’s recent experience suggests that every dollar spent
on financing a PPP leverages five additional dollars from
the private sector,” which points at the value added by
PPPs in infrastructure sectors, especially in emerging ones,
such as renewable energy. In support of this agenda, the
IDB’s internal departments engaged in sovereign and non-
sovereign guaranteed lending will coordinate their work
throughout all stages of the PPP project cycle, with priority
given to the following actions.?®

25 The data mentioned in this paragraph are taken from the “Public Participation in Infrastructure”
database managed by the Public-Private Infrastructure Advisory Facility and the World Bank. The
numbers reflect investment commitments rather than actual investments and for this reason tend
to be overestimates.

26 The Private Sector Development Strategy: Fostering Development through the Private Sector (IDB,
2011c) and the Sector Strategy Institutions for Growth and Social Welfare (IDB, 2011d) describe in
detail the actions implemented and prioritized by the IDB to improve the investment climate.

27 The estimation of this “multiplier” of the IDB’s financing was done by the IDB’s Vice Presidency for
the Private Sector. It includes all sectors, but gives greater weight to funding for renewable energy
projects.

28 These actions complement those contained in the Private Sector Development Strategy: Fostering
Development through the Private Sector (IDB, 2011c).



a. Institutional frameworks.

The IDB will work alongside governments to create and
maintain legal and regulatory frameworks that promote the
formulation of PPPs and the inclusion of the largest possible
number of investors. The IDB will continue to work to
improve knowledge of best practices in PPPs, and to identify
areas for improvement in the countries.?

b. Development of financial instruments to increase PPPs.

Recent studies by the IDB (IDB, 2013) conclude that Latin
America and the Caribbean lack adequate instruments to
channel domestic savings towards infrastructure projects.
Latin America and the Caribbean therefore have to move
forward with the agenda to develop innovative financial
instruments and deepen the capital markets to generate
greater bank penetration and to create incentives so that
pension funds are invested in infrastructure.

c. Structuring.

The impact of PPPs depends on their design, which is largely
the productofthe correctallocation of risks, the measurement
of explicit and contingent fiscal impacts, the maximization of
competition in order to select the best investor, a suitable
allocation of guarantees, and the creation of incentives to
merge the construction and operation of infrastructure in
a context that promotes transparency and integrity. It is
therefore essential to create and improve capacity in the
public sector, irrespective of the institutional framework
considered by each country to be most appropriate for the
management of PPPs.

d. Supervision.

PPPs are normally established by means of long-term
contracts, generally lasting more than twenty years, aimed
at ensuring that the private operator is able to recover
its investment and obtain a reasonable rate of return.
However, long-term contracts reduce flexibility in the face
of unforeseen changes in specific economic and sector
conditions. To guarantee the economic and financial
sustainability of a PPP and ensure that it has the expected
impact on the economy, an economic regulator to effectively
apply the available regulatory instruments should be in
place. It is essential to strengthen the institutional capacity
of the various stakeholders in order to establish sound
regimes that strengthen good governance. Latin America
and the Caribbean still has a long way to go with respect

to the creation and strengthening of effective regulatory
agencies (Estache and Serebrisky, 2006; Serebrisky, 2012;
Andrés, Guasch, and Lopez Azumendi, 2008).

e. Evaluation and continuous learning.

The rate of PPP renegotiation is high, and has reached 30%
in Latin America and the Caribbean (Guasch, 2004). This
underscores the need to develop lessons learned that can
inform the design of new PPPs. PPPs are a relatively recent
public policy instrument, and even the most developed
countries are constantly searching for ways to improve
them.3° The IDB will support the countries in this process,
while also focusing its efforts on the evaluation of PPPs and
on sharing the knowledge generated in different countries
and regions.

29 Under this line of activity, the IDB will continue to produce benchmarking publications such as
Infrascope, which assesses government capacities to implement efficient and sustainable PPPs, and
the organization of knowledge events such as PPPAmericas, which brings together leading public and
private stakeholders with interest in PPPs.

30 For example, in December 2012, the United Kingdom announced that it would update its regula-
tory framework applicable to PPPs through the Private Finance 2 initiative.
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The IDB will focus its efforts on PPPs on the smaller countries and on the subnational levels of government. Trends in PPPs
projects show major differences among the countries of the Region. Brazil and Mexico account for 65% of total investments, and
this figure rises to more than 80% if Colombia, Peru, and Chile are included. The IDB’s experience with respect to PPPs has for
the most part mirrored this regional distribution, focusing on the largest economies. Although the IDB will continue supporting
PPPs in countries that have developed an adequate institutional framework, in the coming years, as a result of an analysis of
gaps, the IDB will concentrate its efforts on the development of PPPs in the smaller countries and on subnational governments.
As an example of this prioritization, in 2012 the Multilateral Investment Fund (MIF) and the IDB Infrastructure Sector launched
a regional program of assistance for PPPs. In addition to providing assistance for institutional strengthening and the creation
of capacity for the design and supervision of these partnerships, the program will support specific transactions, financing
feasibility studies and guiding the process to ensure appropriate financial structuring. Supplementing the regional assistance
program, the Institutions for Development Sector department will work with subnational governments on the modeling and
subsequent budgetary institutionalization of the contingent liabilities generated by PPPs.

Planning, building, and maintaining infrastructure for the delivery of qua-
lity services that promote sustainable and inclusive growth.

This Strategy maintains that the change in paradigm towards
the planning and execution of infrastructure as a function of
the services that it provides necessitates deepening work in
three areas: (i) the adoption and promotion of a multisector
agenda; (ii) commitment to the creation of socially and
environmentally sustainable infrastructure; and (iii) seeking
out ongoingimprovementsin governance aimed atimproving
the efficiency of infrastructure services management.

1. Adopt and promote a multisector
agenda

The sector approach needs to make way for the development
of multisector projects that incorporate from the very
beginning synergies among the different infrastructure
sectors. A comprehensive adoption of the multisector
agenda depends on incentives. The IDB will need to work
together with the countries so that the multisector approach
is internalized from the very beginning of the project cycle,
incorporating it as a central element in the planning of
infrastructure. Adopting a multisector approach is not risk-
free: multisector projects face difficulties owing to lack of
interagency coordination, which complicates their effective
implementation and the pace of disbursements. Just as the
IDB needs to fine-tune internal incentives for its departments

and divisions® to work together, the countries must also
change the silo mentality that characterizes how their public
administrations work (see Box 2).

Cities are the social and economic setting where the
challenges of the multisector approach to infrastructure
converge; for this reason, cities will be a priority for Bank
action. Infrastructure is a vital vector for quality of life and
the sustainability of cities. Cities have positive effects on
productivity, knowledge generation, and innovation. The
agglomeration of people, industries, and trade in urban
areas creates economies of scale and proximity, facilitating
efficiency and innovation in production processes, and
enhancing labor market access (OECD, 2006). This dynamic
highlights the synergies between infrastructure and urban
development: through planned, participatory investments,
the Region can not only sustain economic growth, but also
facilitate a transition toward denser, more equitable, and
intelligent cities. This would result in significant savings in
infrastructure costs and positive environmental externalities
for society.

31 The IDB started providing incentives for multisector work through the adoption of the “double booking” criteria, whereby a multisector project is accounted for as an output for all units involved.
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What does “multisector’ mean in the
context of this strategy?

Infrastructure projects generate long-term physical impacts as a result of their irreversibility and specific use. The construction of a
hydroelectric dam, a subway tunnel, a water treatment plant, a gas pipeline, or a port are examples of specific, irreversible investments; it
is practically impossible to use such infrastructure for alternative purposes without making significant additional investments. Adopting a
multisector approach as an organizing principle for future IDB work in infrastructure is based on the recognition of the characteristics of
investments in this sector: they are irreversible, specific, and large-scale.

In this strategy, multisector means:

Interactions between infrastructure projects.

Infrastructure projects tend to have impacts that extend beyond the specific subsector for which they were designed. For example, the
assignment of water usage rights (irrigation, drinking water storage for towns) when a hydroelectric dam is built; the use of information and
communication technologies (ICTs) in urban transportation projects to help reduce urban congestion; changes in electricity demand as the
result of a project to increase energy efficiency in water distribution companies; the effectiveness of housing plans when the frequency and
coverage of urban transportation is affected; greenways, a multifunctional tool that reconfigures urban space by recovering environmentally
degraded areas, bringing the population closer to natural spaces and promoting physical and recreational activities that contribute to
public health, while also providing an alternative for drainage and rainwater absorption in cities (Mayorga Mora, 2013).

Interactions between infrastructure projects and the environment.

While such interactions are traditionally associated with negative impacts, there are many positive examples: the incorporation of renewa-
ble energies into the energy matrix, the adoption of technologies that reduce the emissions of buses used for urban transportation; the joint
planning and construction of new roads implementing sustainable productive development systems (agriculture, forestry); and invest-
ments to increase the energy efficiency of public lighting and buildings.

Interactions between infrastructure projects and inclusion

[t is essential to fully understand the relationship between infrastruc-
ture and people (direct users, but also those who participate in the

neighborhood improvement programs with water and energy
interventions can add components aimed at improving security

entire infrastructure chain, from its construction to its use). If proper-
ly designed, infrastructure projects can have positive impacts on
inclusion. Infrastructure can be designed considering the needs of
current and potential users with disabilities (e.g. ccess for the
disabled to transportation systems, including stations and buses);

(public lighting, improvement of spaces for public use), consulta-
tions with users can improve the designs of intercity routes, correc-
ting the design of the path and signage, and of measures to prevent
flooding, and projects that breakdown impacts by type of user can
modify their design to maximize their impact on gender.

To maximize the impacts of the multisector approach, it is necessary for the projects to internalize the approach from their initial
planning stages. The multisector approach will be a core consideration in the design of IDB infrastructure projects, and this priority is
aligned with that of other development agencies (CAF, 2011; World Bank, 2012d).



In Latin America and the Caribbean, four out of five people
live in cities, and the process of urbanization is characterized
by a high degree of metropolization. Latin America and
the Caribbean is characterized by a large concentration of
people in a small number of large cities.? Eight megacities
alone account for 14% of the total population, equivalent
to approximately 65 million people (United Nations Human
Settlements Program, 2012). Four of these (Mexico City, Sdo
Paulo, Buenos Aires, and Rio de )Janeiro) have more than
10 million inhabitants and rank among the fourteen most
populous cities in the world. The four remaining cities (Lima,
Bogota, Santiago, and Belo Horizonte) have populations of
between 5 million and 10 million inhabitants.

Nonetheless, the greatest share of the region’s urban
population resides in intermediate cities (those with
between 100.000 and 2.000.000 inhabitants). These
are growing at a faster pace than the large cities and
are projected to account for 40% of regional GDP by
2025. These cities are beginning to experience the same
problems that characterize megacities in the Region: poor
mobility with growing congestion, territorial segregation,
insufficient housing, worsening environmental pollution,
more serious impact of natural disasters, and lack of access
to basic services in fringe areas where formal land rights
are absent; on the other hand the pace of urban expansion
is so relentless that it is technically, economically, and
institutionally impossible for municipal governments to

provide the necessary infrastructure. These problems, which
represent very real obstacles to the economic and social
development of cities and the Region, are still reversible for
intermediate cities, at reasonable economic and social cost.

Against the current backdrop, and given the challenge of
developing the Region’s intermediate cities in an organized
and sustainable manner, a paradigm shift in the model of
urbanization used up to now is clearly required. It will
be necessary to go beyond large urban planning and
civil engineering projects, incorporating environmental
management content. Issues of social and ecological
integration should be at the center of infrastructure and
land-use design, with special emphasis on natural disaster
management and climate change adaptation. Interventions
should be multisectoral in essence, and institutions should
be organized accordingly. At the same time, interventions
and institutions should be designed and implemented
taking into account the risks associated with coordination
problems among levels of government In order to promote
this paradigm shift, in 2011 the IDB created the Emerging
and Sustainable Cities Initiative (ESCI), in which a
multidisciplinary approach enables it to address these new
challenges faced by Latin America’s intermediate urban
areas.®

32 In Central America and the Caribbean, the major cities are relatively less important, accounting for only 50% of GDP and just 25% of the total population in these countries (McKinsey Global Institute,
2011).

33 The Emerging and Sustainable Cities Initiative (ESCI) is an example of an activity requiring cross-sector organization, both in the cities and within the IDB. Application of the ESCI methodology requires
the formation of multidisciplinary teams. Within the IDB, teams are made up of members with a wide range of experience and training, from the Institutions for Development and Infrastructure and Environ-
ment Sectors in the public sector window, and the Structured and Corporate Financing Department in the private sector window.
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Example of Multisectoral Work:

the Emerging and Sustainable Cities Initiative (ESCI)

Using a rapid evaluation methodology, the ESCI assesses the situation of a city in terms of sustainability, with reference to
three main areas of analysis: (i) environmental sustainability and climate change; (ii) urban development; and (iii) fiscal
sustainability and good governance. This assessment and the subsequent prioritization exercise in which the various local
stakeholders (civil s ociety, local government, private sector, and a cademia) participate lead to a comprehensive and
coherent vision of the different projects needed to improve the sustainability of a city. The objective of the ECSIis to
develop an action plan with the necessary cross-sector content and required level of consensus. The plan should offer possi-
ble solutions to address the challenges of rapid urbanization in Latin America and the Caribbean, generating specific transi-
tions of the urban infrastructure in a sustainable manner through the following activities:

The expansion and maintenance of sustainable transportation systems, particularly given
the link between mobility and access to economic and social inclusion activities.

Sewage treatment and reuse and the efficient use of water at household, neighborhood,
and regional levels, making use of existing informal systems that are found to be effective.

Minimization of waste and emphasis on its recycling in productive processes, including
the formalization of informal recycling processes.

The deployment of renewable technologies to generate power and promote energy efficiency in
production and consumption processes, with special attention to the creation of innovative solutions,
particularly in expanding urban areas and areas that are hard to reach for service networks.

Use of sustainable construction materials and methods and coverage against natural phenomena, in both
new and existing urban developments, supported by new policies and regulations.

O QO O

The strengtheningof participatoryprocesses for the design and maintenance of infrastructuresystems, with
special attention to fiscal sustainability and foreseeinga dense urban and regional land use with higher
levels of productivity per land unit.

In the latter part of 2011, the ESCI completed the first plan of action, prepared for the city of Trujillo, Peru, which includes a
diagnostic assessment and a menu of priority interventions, As of July, 2013, eleven additional plans of action were completed
in Cochabamba (Bolivia), Mar del Plata (Argentina), La Paz (Mexico), Santa Ana (El Salvador), Port-of-Spain (Trinidad and
Tobago), Goiania (Brazil), Montevideo (Uruguay), and Barranquilla, Bucaramanga, Manizales, and Pereira (Colombia).

Multisectoral work will also be relevant in rural areas, where complementarity in investments has positive effects on household
income. Global and regional evidence shows that providing simultaneous access to infrastructure services (water, electricity,
roads, and telecommunications) has a greater impact on family income and the generation of sources of employment than
providing access to a single service, or to several in a temporary or uncoordinated manner, or with heterogeneous levels of
quality (Webb, 2013; Estache, 2010b; Escobal, 2005).







2. Support the construction and
maintenance of socially and en-
vironmentally sustainable infras-
tructure, thus enhancing quality
of life

Infrastructure can be a key vector for fostering social
inclusion. However, Latin America and the Caribbean have a
great deal of work before them to make infrastructure more
inclusive. The agenda of social inclusion for infrastructure
addresses a broad set of objectives and activities: from
closing the gap in access to essential services such as water,
sanitation, electricity, and improved roads, allowing the
population’s basic needs to be met, improving opportunities
for social inclusion through greater access to health centers,
and improving academic and job performance, to moving
forward on newer but equally importantissues for historically
underserved sectors of the population such as women and
the disabled. For these reasons the Bank’s actions must focus
on closing gaps in access to basic infrastructure services and
promoting agendas that address gender and the inclusion of
the disabled in infrastructure projects.

Latin America and the Caribbean as a region is highly
vulnerable to the effects of climate change and variability
and to geophysical events, which affect poor and indigenous
groups disproportionately, and which are reflected in
economic and human losses caused by disasters, changes
in ecosystems, crop yields, and the availability of water
for human consumption, energy production, and irrigation.
Under the GCI-9, Bank activities aimed at creating the
conditions for the attainment of environmental sustainability
are given high priority. A target of 25% of loans was set for
programs in the areas of climate change, renewable energy,
and environmental sustainability by the end of the 2012-
2015 period. To fulfill these objectives, the IDB will work on
the following areas related to the environmental and social
sustainability agenda:

a. Infrastructure as a vector for social inclusion to enhance
quality of life.

Closing the gap in access to basic infrastructure services
and promoting the generation of knowledge to enhance the
effectiveness of public policies that foster access. Access
to basic infrastructure services has the effect of leveling
the playing field for all. People who lack access to water or
electricity, for example, do not have the same opportunities
to study or work as those who do have access. Their
opportunities for social inclusion are clearly lower than
those of the rest of the population, and therefore, closing
this gap must remain one of the IDB’s main priorities. At the
same time, there is a need to expand studies that measure
the effectiveness of policies ensuring access to basic
infrastructure services, since there are few available studies
for the Region and virtually no available data. The ultimate
objective is to identify those sectors with the greatest impact
on improving social inclusion for the most disadvantaged
groups.




Planning and building an infrastructure that enables greater
accessibility for the disabled. Designs must be modified,
incorporating new components from the planning stage, to
allow the disabled to use and benefit from infrastructure
services. For example, urban transportation systems must
have ramps to provide access to people with mobility
problems. However, just changing the designs of the
physical infrastructure is not enough. Equipment and
conduct must also be modified. Continuing with the example
of urban transportation, the equipment must allow safe
access, and incentives should be provided for drivers to
assist disabled passengers. Similar changes must take place
to fully incorporate the gender dimension into the entire
infrastructure cycle.
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Redoubling efforts to mainstream gender in the planning,
design, and execution of infrastructure projects. There are
significant differences between men and women in demand
and need for infrastructure services. For example, the
Bogota Urban Mobility Survey (2005) showed that women
use public transportation for two reasons—economic and
domestic—and their patterns of usage included consecutive
trips of shorter duration that usually begin later in the day
and include children more frequently. These characteristics
should have direct implications in the design and frequency
of routes and the accessibility of bus services.



Evidence shows that infrastructure investments tend to have shown that women’s participation can help to ensure that
positive effects for women and children, particularly in terms infrastructure projects fulfill their objectives.?*

of income, access to education and health services, and
workloads in the home. In Nicaragua, access to electricity
increased the propensity of women in rural areas to work
outside the home by 23% (Grogan and Sadanand, 2012).
In Peru, rural road projects increased women’s income by
14%, primary school attendance by girls by 7%, and the
number of visits by women and children to health centers
by 55% (World Bank, 2000). At the same time, it has been 34 Areview of 121 rural water projects concluded that women's participation was strongly correlated

with project effectiveness (Narayan, 1995).

The IDB will aim to be an effective agent of change by promoting
the gender agenda in infrastructure projects. To do so, it will
prioritize the lines of action presented in Box 4.
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The IDB’s gender agenda in infrastructure projects

Greater empirical
evidence is required to understand the impact of specific
gender interventions and to determine which ones have the

greatest effect on women’s well-being and gender equality
This means that

particular attention must be paid to infrastructure usage
and access preferences when designing the different
components. For example, loans and microfinance programs
can help female-headed households, which traditionally
have lower incomes, to gain access to infrastructure services
such as electricity

Disaggregating some results indicators by gender is a tool
that can contribute to a more comprehensive measurement
of project effectiveness

Cultural norms dictate that women
are usually excluded from the construction and maintenance
of infrastructure, which prevents them from reaping some
of the significant economic benefits of these programs.

Professional training and the dissemination of information
that prepares women for infrastructure-related employment
can facilitate their active participation. Dissemination of
information and awareness-building among men and the
community in generalcan help to minimize negative attitudes
towards the employment of women in nontraditional
occupations, such as women in infrastructure

These measures may include the review and improvement
of company codes of ethics that encompass incentives and
consequences; information, education, and communication
in local communities, and educating the workforce to reduce
the transmission of HIV/AIDS; and the creation of local
grievance mechanisms.



b. Safe infrastructure with more resilience (adaptation).

The sustained increase in economic damages caused by
disasters in Latin America and the Caribbean over the
last three decades, recently marked by the geophysical
disasters in Haiti and Chile, can be attributed primarily to
the increase in exposure and vulnerability.3> The IDB will
continue to support the countries on the implementation of
risk assessment systems and on the definition of building
standards, by applying novel tools for disaster-risk analysis3®
to promote asafeinfrastructure. Together with this preventive
approach, work will be done to reduce preexisting physical
vulnerability. Both approaches (prospective and corrective)
yield high returns and help make infrastructure investment
more efficient (UNISDR, 2011; Balcazar, 2012).

Climate change could increase the risk of natural disasters
such as hurricanes and floods. For this reason, building
standards need to be updated if infrastructure services
are to be maintained even under more adverse climatic
conditions. In the case of places that are sensitive to the
impact of climate change (coastal zones subject to flooding,
or drought-prone areas where water supplies are affected,
for example), future decisions concern whether to adapt
existing infrastructure or relocate it to safer areas.

c. Infrastructure and services that help to mitigate climate
change.

The operation or use of infrastructure can have a substantial
impact on carbon emissions. However, providing an
infrastructure service can also lead to lower greenhouse gas
emissions without compromising its economic viability. One
exampleisamodalshiftthatencouragesthe use of riverorrail
transportation, instead of roads. In turn, the incorporation
of intelligent design elements facilitates optimization of
infrastructure design, minimizing the resources necessary
for operation. Examples include intelligent transmission
networks, which anticipate energy demand and promote the
use of renewable energy sources; public transit systems that
react to demand loads by adjusting the number of vehicles
in circulation; and water meters that measure consumption.
In sectors that generate high levels of emissions, such as
power generation based on fossil fuels, the IDB uses and
requires minimum standards aimed at ensuring adoption
of the best available technology. In the case of all projects
that generate significant greenhouse gas emissions, the IDB
calculates them for public disclosure.
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d. Incorporation of the environmental dimension into the
planning of infrastructure at the local, national, and regional
levels.

On their own, project-level safeguard policies are insufficient
to fully and effectively manage the cumulative and indirect
impacts of infrastructure projects. The IDB will intensify its
activities aimed at helping governments in the Region, at
all levels, to bolster institutional capacities in the planning
of a safe infrastructure, less vulnerable to natural climate
variability, climate change, and geophysical threats,
through the application of disaster risk analysis, strategic
environmental evaluation, and impact assessments relating
to infrastructure policies and projects. The adoption of safe
construction designs in the face of natural threats will help
reduce contingent liabilities, while increasing the benefits of
the investment and, therefore, its effectiveness.

Infrastructure planning should increase its scope, extending
beyond the dimensions of the location and size of the project.
A comprehensive approach to planning can boost the positive
impacts of infrastructure on development. For example, a
road built in an area without illegal deforestation control
generates high adverse impacts. However, if governance is
strengthened by designing sustainable forestry exploitation
programs, the road can even yield net positive impacts.
Policy-based loans and technical cooperation operations
will be among the instruments that the IDB will use to
help manage the social and environmental externalities
associated with infrastructure development.

35 See IPCC, 2012, in reference to hydrometeorological events.

36 The IDB has developed, in conjunction with the World Bank, and disseminated a methodology for
estimating the probabilistic risk of disasters called the Comprehensive Approach for Probabilistic
Risk Assessment (CAPRA).



e. Ensuring compliance with safeguard policies.

The IDB will continue to implement its safeguard policies,*”
in a continuous joint effort with the countries to draw
lessons from their application. Especially important is
the proper, exhaustive implementation of these policies
in infrastructure projects. Thus, the Environment and
Safeguards Compliance Policy establishes that potential
impacts of projects be evaluated using analytical
instruments appropriate to their scale and magnitude (for
example, the Environmental Impact Assessments), under
which mitigation measures proposed in project frameworks
should include all actions aimed at preventing, minimizing,
reducing, and offsetting the potentially associated adverse
environmental and social impacts, commensurate with the
mitigation hierarchy.?® Likewise, the Indigenous Peoples
Policy, together with technical cooperation operations
and participation in forums and policy dialogues, provide
the foundation on which the IDB will be able to deepen its
actions to move forward in the dialogue between the public
and private sectors and indigenous organizations, in order
to improve the design and application of processes aimed
at protecting the rights of indigenous peoples affected by
infrastructure development. Cumulative experience has led
to the development of good practices (see Box 5), which the
IDB will apply in its infrastructure projects.
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37 Environment and Safeguards Compliance Policy (2006, document GN-2208-20), Disaster Risk
Management Policy (2007, document GN-2354-5), Involuntary Resettlement Policy (1998, document
GN-1979-3), Indigenous Peoples Policy (2006, document GN-2386-8), and Gender Equality in Deve-
lopment Policy (2010; document GN-2531-10).

38 For an explanation and illustration of the concept of mitigation hierarchy, see McKenney, 2012.
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Good Practices

Examples of good practices in the
management of environmental and social
impacts in infrastructure projects

Reventazon Hydroelectric
Project, Costa Rica

This project is financing the construction of
a dam that will be used for the installation of
hydroelectric generation capacity. The dam will
create a barrier to connectivity in the Volcanica
Central-Talamanca Biological Corridor, which
links two large protected areas and is considered
a critical natural habitat. The dam will also lead
to the conversion of natural aquatic habitats on
the Reventazén River.

The Bank provided technical assistance
to improve the social and environmental
assessment of the project, including the
evaluation and management of cumulative
impacts. The project will support consolidation
and improved management of the biological
corridor, and it will establish a biodiversity
offset mechanism by ensuring conservation of
the Parismina River. The project is an example
of how private and public investment can come
together to ensure long-term sustainability.

%-}=+

The Acre Sustainable
Development Program, Brazil

This project packaged social and environmental
components (including land use planning)
together with infrastructure investments, with
the objective of improving quality of life for the
population of Acre and preserving the natural
wealth of the state.

The project regularized land tenure, supported
the creation of protected areas, improved the
capacity of the state to enforce environmental
legislation, and  established a clear
understanding of the sociocultural context,
composed of indigenous groups and local
communities that depend on forest products.
This project is an example of infrastructure
built concurrently with regional investments in
support of a planned approach to land use and
the creation of capacities for the improved use
of infrastructure.




f. The challenge of increasing the contribution of biodiversity
and ecosystem services to sustainable development in Latin
America and the Caribbean.

The incomparable wealth of biodiversity and ecosystems
in Latin America and the Caribbean (the Region has 40%
of the biological diversity of the planet) offers innumerable
cultural, supply, regulatory, and support services, driving
key economic sectors in the Region. From food and shelter,
safe drinking water and clean air, the mitigation of flooding
and landslides, and disease and pest control, to dazzling
landscapes and sacred places, the ecosystem services of the
Region are crucial for human life. These services directly
support sectors such as agriculture, fishing, forestry, and
tourism, which collectively account for 15% of the GDP of the
Region, employ 17% of the workforce, and contribute 50% of
total exports on average.

Against this backdrop, the IDB has decided to create the
Special Program and Multidonor Fund for Biodiversity and
Ecosystem Services as an instrument for the sustainable
development of the Region. This program, which will be
key to improving understanding of the interaction between
physical infrastructure and biodiversity, will act in four
interrelated areas: (i) integration of the value of biodiversity
and ecosystem services in economic sectors of key
importance; (ii) protection of priority regional ecosystems;
(iii) support for effective environmental governance and
policy; and (iv) the creation of opportunities for new
sustainable development businesses.

3. Ongoing improvements in in-
frastructure governance will be
key to enhancing efficiency in
the delivery of infrastructure
services

This Strategy holds that the main factors determining the
performance, quality, and sustainability of infrastructure
services are governance for decision-making on their
management and the legal and regulatory framework
governing and supervising them. There is considerable
room for improvement in governance in the Region, and
this requires simultaneous efforts across a number of areas,
from the analysis of general aspects of the political economy
for macrosectoral decision-making to specific issues
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relating to improvements in the management efficiency
of service providers. The areas that the IDB considers to
have precedence in the Region in terms of infrastructure
governance are presented below.

a. Promote improved sector governance.

Policy decision-making processes in the infrastructure
sector need to be analyzed, understood, and incorporated
into the design of sector institutions, including the
presidency, ministries, the legislative branch, regulatory
agencies, service providers, and the participation of
community organizations. These institutions, with their
capacities, orientations, biases, and restrictions, condition
the formulation of investment policies (how much, when,
and where to invest), who participates in the provision of
a service (public and/or private), the rates to be charged
for these services, the level of autonomy and control to be
given to operators, and the autonomy and independence of
regulatory agencies. This Strategy proposes to deepen the
analysis of sector decision-making processes and to identify
and support processes of institutional change wherever
a window of opportunity is created, be it through a crisis
situation, the emergence of strong leaders, or the existence
of broad constituencies in support of sector reforms. Each
process should be accompanied by measures specific to the
context in which reforms are pursued, entailing the need
for a flexible and gradual approach, as well as long-term
support. The Strategy promotes the creation, gathering, and
dissemination of knowledge in this area of special importance
for the performance of infrastructure in the Region.

b. Maintain a comprehensive vision of the project cycle,
strengthening institutional capacities at all stages.

The success of an infrastructure project depends on the
capacity and effectiveness of the institutions involved in each
of its stages. The provision of infrastructure and associated
services should be seen as a process in which public
institutions perform multiple tasks so that project objectives
can be achieved. The strong positive correlation between
adequate institutional capacity and the achievement of
results identified in the project planning stage has been
widely documented.?

The project cycle begins, ideally, with the formulation of

projects that address the policy objectives of each sector (see
Graph 11). The selected portfolio of projects is subjected, also
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ideally, to a review process based on a cost-benefit analysis
incorporating environmental and social considerations. The
review, conducted by a publicinvestment agency, determines
the relative priority of projects. Thereafter, financing sources
for projects are identified, depending largely on the nature
of the infrastructure services to be provided.

The IDB has identified the need for improvements throughout
the entire infrastructure project cycle. One of the issues
common to every single stage is the scarcity of adequately
trained human resources with sufficient budgetary resources
to effectively perform their responsibilities. This is
particularly the case in relation to pre-investment studies
(feasibility and design), works supervision, and the lack of
available data for adequate project design and supervision.
Various international studies highlight the integrity
risk inherent in infrastructure projects (Transparency
International, 2012; OECD, 2008). For that reason, it is
essential to strengthen the institutional capacity of the
stakeholders involved to detect indicators of fraud and
corruption at all stages of the project cycle. At the planning
stage, coordination among the different government areas
and jurisdictions is usually weak. Projects are often selected
without regard to technical criteria of economic, financial,
and environmental viability. In many cases also, political
actors involved in decisions regarding investment projects
are not guided by technical criteria and have a short-term
perspective, which places the sustainability of infrastructure
works at risk. A serious weakness at the planning stage is
the practice of ignoring the impact of projects on the fiscal
accounts, despite knowing that infrastructure investments
normally involve fiscal commitments of an explicit (operation
and maintenance) and implicit (contingent liabilities) nature
over a prolonged period. In the execution stage, there are
weaknesses in procurement and supervision capacities
for public works, causing delays in construction times,
increasing the integrity risk, and generating high levels of
conflict with contractors. Lastly, where concessions or PPPs
are used to execute works, significant weaknesses can be
seen in supervisory and regulatory bodies.

39 For a detailed analysis of institutions and their development impact, see IDB (2011d).



The IDB has a long history of working together with the countries of the Region to improve public sector performance at each
stage of the project cycle. However, in analyzing requests for support and in order to enhance efficiency in the execution of
infrastructure projects, priority will be given to assistance for improvements in pre-investment capacity. The availability of a
well-formulated project portfolio, with technical designs and reliable economic, financial, and environmental evaluations, is
the key determining factor in selecting and executing, as planned and on schedule, and mitigating the risks of higher costs in
infrastructure projects in the region.

Project cycle
Publicly-financed projects

Project Operation and

Supervision

procurement maintenance

All projects

Planning Programming
Allocations Budget

Public information systems

Structuring

Call for Bids Supervision Inspection

Regulation

Contract awards

Privately-financed projects

Source: Authors’ calculations based on Andean Development Corporation (2011).




c. Develop private sector capacities in infrastructure.

The marked infrastructure investment cycles in Latin America
and the Caribbean have become a significant constraint
on the development of a regional entrepreneurial fabric
capable of delivering services related to the construction
and operation of infrastructure. Even developed countries
increasingly recognize the need to generate a sufficient,
predictable portfolio of infrastructure projects to stimulate
the creation and continuity in the market of efficient local
infrastructure enterprises (Infrastructure UK, 2010). Other
development agencies with a presence in Latin America
and the Caribbean, particularly CAF (IDEAL, 2011), have
also recognized that Latin America and the Caribbean face
the challenge of creating incentives for the development
of enterprises throughout the entire infrastructure service
delivery value chain. It should be noted that incentives must
be provided in an environment that fosters competition
in order to favor the development of economically viable
enterprises rather than those driven by public revenues. The
agenda for business development should include corporate
strengthening components on environmental and social
aspects, so that business practices enable the reconciliation
of infrastructure development with environmental
conservation.
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d. Promote technological innovation to foster efficiency,
access, and environmental sustainability.

Technological advances make it increasingly possible
to design targeted solutions to meet the demand for
infrastructure services. Photovoltaic power generation,
microhydroelectric generators, and waste separation plants
for recycling are examples for which technology fulfills
the dual role of increasing the supply of services while
contributing to environmental sustainability through the
development of a lower-emissions offering. The adoption of
the latest technologies can also help reduce service delivery
costs; for example, through technical and nontechnical
loss detection in water and power distribution. Moreover,
technological innovations such as smart meters have the
potential to reduce utilities consumption during periods of
high demand. This Strategy highlights the role of technology
for increasing access with cost-effective solutions and
managing consumption, while avoiding onerous investments
in increased capacity. The Strategy recognizes that the
Bank will help disseminate information on the adoption,
financing, and management systems for the most appropriate
technology solutions in each particular combination of
infrastructure service and demand.
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e. Optimize the management of infrastructure.

An increase in the supply of infrastructure is not always
the most efficient solution for responding to an increase in
demand. A common issue is the misdiagnosis of a problem
that leads to the construction of additional infrastructure,
when the improved use and management of existing assets
could enhance the supply and quality of services without
the need of onerous investments. At the extreme, the
construction of new infrastructure that is not economically
justifiable can threaten the fiscal sustainability of a country
and even lead to a deterioration in existing infrastructure
owing to a lack of sufficient funding for proper maintenance.
The most important areas in which action needs to be taken
to improve management are as follows:

i. Provide incentives for efficient management of
companies. The cost of investments to reduce transmission
and distribution losses for electricity and water, which in the
case of many companies in the Region exceed 40%, is equal
to just 3% of the cost of adding the same amount of new
capacity. In addition, results can also be achieved in a far
shorter time period (McKinsey, 2013). The IDB has pursued an
intense work agenda in this area, focusing on the efficiency of
public enterprises. Support has been provided through loans
that finance the development of governance systems that
include comprehensive audits, a risk management system,
performance-based contracts, performance monitoring
and evaluation systems, and reporting and accountability
mechanisms, all aimed at improving company management
and supervision by various stakeholders, including the state.

ii. Develop and implement stable asset-maintenance
policies. Infrastructure investment in Latin America and
the Caribbean has been subjected to marked cycles, and
this has impacted the quality of services. Of note are the
bias towards new construction, fluctuations in the level of
funding for infrastructure, and, in particular, an absence
of policies that consider infrastructure to be an asset and
accordingly allocate sufficient resources for its maintenance.
The IDB will continue to pursue sector dialogue so countries
adopt a vision of the infrastructure asset life cycle. It will
also continue its practice of issuing loans that are disbursed
as targets for asset maintenance are reached.

79



iii. Promote efficient use of infrastructure. Improvement
in management“° (or supply) is not the only means of using
infrastructure in the most efficient way possible. Demand
optimization mechanisms can potentially modify patterns
of use, increasing the availability of infrastructure services.
Policies that set standards (energy-efficient lighting and
appliances, minimum number of passengers per vehicle)
or create price incentives (congestion fees, peak/off-peak
rates, taxation of parking spaces in city centers) can be
effective, although their design is key to achieving the
desired objectives. In turn, advances in technology can also
help optimize consumption, for example, through smart
meters or electronic tolls. Similar effects on consumption are
beginning to be achieved through awareness campaigns that
inform society of the costs associated with overconsumption.
The more efficient use of infrastructure through price
mechanism, technology, or awareness campaigns saves costs
because it sidesteps the investment in additional capacity
associated with overconsumption. It also contributes to
environmental sustainability by creating incentives for
conservation, thus reducing emissions and adverse impacts
on ecosystems. When establishing price incentives and
adjusting rates, special consideration should be given to
the distributive impact on users. Along these lines, there is
a need for more analytical work in Latin America and the
Caribbean to help improve the design of reduced rates for
low-income customers.

f. Promote greater transparency and accountability with
respect to user demands.

Infrastructure construction and management processes
in Latin America and the Caribbean do not usually fully
incorporate user demands. Progress has been made with
consultation processes to mitigate the social impacts
associated with infrastructure (expropriations and the
restitution of conditions for carrying out professional or
commercial activities, for example), but there have been few
advances with respect to the incorporation of user feedback
to set quality standards, which are generally established on
the basis of engineering standards alone.
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Greater transparency is needed in the management of public
and private information in the infrastructure sectors. The
Strategy will promote targeted transparency, understood
as the adoption of systems that enable the determination of
information needs, the way in which information should be
made available, and the best channels for its distribution.
This has the aim of (i) contributing to the management of
companies and public institutions in the Region, allowing
for a social audit to mitigate integrity risk in infrastructure
projects; (ii) seeking out better information transparency
practices for private companies, such as disclosure of their
economic and financial results, and (iii) enabling greater
accountability by publicinstitutions regarding the regulation
of public services and the way user rights are protected.
The Strategy proposes that the IDB continue working to
promote the adoption by various stakeholders of good
practices and international standards on transparency, such
as those proposed by the Extractive Industries Transparency
Initiative (EITI) and the Construction Sector Transparency
Initiative (CoST).

40 Guidelines prepared by the IDB to improve the energy efficiency of water and sanitation service
providers are a good example of improvements in management. See http://www.iadb.org/es/temas/
agua-y-saneamiento/eficiencia-enérgetica-en-operadores,4492.html.
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In the context of the GCI-9, regional development goals along
with the Bank’s contributions to reaching these goals in the
2012-2015 period have been identified (see Tables 2 and 3
in Annex I of document AB-2764). For the preparation of the
results framework, the indicators established in document
AB-2764 were used, and additional indicators that reflect
the priorities established in this Strategy were added. Those
indicators corresponding to document AB-2764 as well as
the additional indicators are presented in detail in Table 1
and Table 2.




Indicators from the Corporate Results Framework*! supported by IDB

interventions

Development goals included in the Corporate

Results Framework

Expected contribution of IDB projects to the development
goals, 2012 - 2015

Goal

Incidence of waterborne
diseases (per 100,000

inhabitants)

Paved road coverage
(km/km?)

Percent of households
with electricity

€02 emissions (kg) per

us$1 of GDP

Baseline

19 (2002)

0,038 (2006)

0.29 (2006)

Indicator

Households with new or
upgraded water supply

Households with new or upgraded
sanitary connections

Households with wastewater
treatment

Households with wastewater
treatment

Kilometers of inter-urban roads
built or maintained/upgraded

Kilometers of electricity trans-
mission and distribution lines
installed or upgraded

Power generation capacity
from low-carbon sources

Population with access to low-
carbon transportation systems

Expected result

825,000
(baseline: 381,639, 2012)

1,244,000
(baseline: 156,000, 2012)

1,245,000
(baseline not available)

120,000
(baseline not available)

12,000
(baseline: 9,560, 2012)

10,000
(baseline: 2,138, 2012)

93%
(baseline: 71%, 2012)

8,500,000
(baseline: 1,600,000, 2012)

Support for national, cross-border,
and transnational projects*?

Trade openness (trade as

a percent of GDP) 84.9 (2007)

22 (baseline: 17, 2011)

Intraregional trade in Latin
America and the Caribbean as
a percent of total merchandise

trade

24.2% of exports and
33.1% of imports (2007)

Support for cross-border and trans-

: . 22 (baseline: 17, 2011)
national projects

41 The expected results in Table 1 correspond to those presented in document AB-2764 unless they have been updated in the Corporate Results Framework 2012-2015, Interim Update Proposal.

42 Sovereign and non-sovereign guaranteed operations classified under the GCI-9 priority of financing for regional and global integration are national and regional operations that contribute to the greater
integration of Latin American and Caribbean countries into the regional and/or global economy.
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Contribution of IDB projects to indicators other than those included in the
Corporate Results Framework

Expected
Priority area of the Indicator Baseline result
strategy (2012) (cumulative

2013-2015)

Number of households with potential access to fiber

(FTTH)® 4,200,000

Number of projects approved that increase access
in rural areas (roads, water and sanitation, and
electricity)

Measurement of logistics performance
(scorecard). Number of countries

Methodology in
preparation

Number of national logistics plans supported
by the IDB

Number of projects approved aimed at
reducing losses in the water
and energy sectors

Number of projects approved that support the
preparation of Nationally Appropriate Mitigation
Actions (NAMAs)44

Number of project with PPP components

Number of pilot plans undertaken by the
Emerging and Sustainable Cities Initiative

[y
(=]

Number of projects approved that are considered
multisector projects incorporating synergies
between different infrastructure sectors*

Number of infrastructure projects approved annually
that include gender-related indicators in their
results matrix“®

43 This indicator was taken from the “Proposal for the Creation of a Special Program and a Multidonor Fund for Broadband Services - L@C Digital,” IDB (2013). Note that the indicator provided in that
document corresponds to the number of households with access in 2018. FTTH (Fiber-to-the-home): optical fiber extending to the household or office, even if the user is not connected.

44 NAMA is the acronym for “Nationally Appropriate Mitigation Action.”

45 This indicator corresponds to the projects considered under the IDB’s double booking protocol.

46 This indicator is aligned with the Gender Action Plan, 2011-2013, IDB (March 2013).
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