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,QWURGXFWLRQ
The private sector has become the new donor
darling. Over the past few years, members of
the OECD-Development Assistance Committee
(DAC) – the forum through which rich countries
coordinate their aid efforts – have renewed
their focus on economic growth and the private
sector as driving forces behind development. At
the international level, donors put their weight
behind statements in support of the private
sector at the United Nations Millennium Summit
in 20101 and more recently at the 2011 Fourth
High Level Forum on Aid Effectiveness (HLF4)
held in Busan, Korea.2 This shift has come in
the context of Àscal austerity programs that are
decreasing or freezing the resources allocated
to aid budgets. With it, donors are emphasizing
“cost effectiveness” and “value-for-money,”
seeking to leverage shrinking aid budgets through
innovative Ànancing mechanisms, private sectorinspired solutions and direct partnerships with
private sector actors.
Despite these trends, donor policies for promoting
economic growth and private sector strategies
have received very little comparative assessment.
This chapter seeks to address this gap with an
initial mapping and exploratory assessment of
bilateral donor strategies on the private sector and
economic growth. It is based on an examination
of publicly available OECD-DAC donor3
policies reviewed between January and June of
2012, including websites, strategy papers, policy

documents, and donor commitments at HLF4
and in other multilateral fora.
The research sought to identify emerging themes
in donor policies around growth and the private
sector by comparing and contrasting different
elements of their approach. These elements include
the structure of strategies in terms of their market
vision and assumptions, rationale for poverty
reduction, pillars, areas of focus, and budget size.
The research also looked at how donors see the
role of the state, private sector actors and other
development actors in their strategies. Finally, it
examined the extent to which donor strategies
take into consideration development and Ànancial
additionality, international aid and development
commitments as well as crosscutting issues such as
sustainability, gender, human rights and corporate
social responsibility. This chapter presents some
of the Àndings of that research and its policy
implications, and identiÀes future areas of research.

'RQRUVWUDWHJLHVRQWKHSULYDWH
VHFWRUDQRYHUYLHZ
While donors may unanimously agree that
growth is integral to development, and that the
private sector has a key role to play in this, their
approaches vary greatly in terms of what they
target and how they approach implementation.
Nevertheless, the private sector is commonly
projected as a “development actor” and as a key
enabler of development.
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Policy frameworks for working with and
through the private sector
Where donors have an explicit private sector
strategy, they tend to take one of three approaches.
Donors such as Denmark, Finland and Germany
have speciÀc strategies that deÀne modalities for
engagement or partnership with the private sector.
Japan’s private sector development work represents a
second approach, one which targets the establishment
of and support for the private sector in developing
countries, by focusing on, for example, supporting
local business. A third approach combines these
two. Sweden and the United Kingdom (UK) have
speciÀc policy documents that outline how they will
work with the private sector to deliver development
cooperation across different thematic areas and
how they will support private sector development in
developing countries.
Some donors do not have a private sector
strategy. Instead, they weave their private
sector programming and engagement into their
economic growth or trade and development
strategies. Australia, Canada and New Zealand are
examples – their thematic focus on sustainable
economic growth interweaves private sector
elements. Other donors include engagement
with the private sector as part of their broader
development strategy, often coupled by a
webpage on the private sector (rather than an
actual strategy per se). Austria and France take
this approach. Finally, these approaches are
not mutually exclusive: Belgium, for example,
includes elements of private sector engagement
in thematic priorities, on a dedicated webpage,
and makes reference to the role of the private
sector in their overall development strategy.
Supporting the private sector - how
much and where?
It is very difÀcult to quantify how much support
donors are actually providing for the private
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sector and economic growth strategies. There is
a lack of public reporting on speciÀc initiatives
or on the larger strategies. Out of the donors
examined, a handful publicly indicated how
much funding they are devoting to the private
sector and/or economic growth strategies. In
2011, Norway devoted roughly 14.5% of its aid
budget to economic development and trade.4 In
2010/11, CIDA disbursed Cdn$824 million or
22.9% of its aid budget on its growth strategy,
again encompassing a whole range of sectors
and sub-sectors.5 Spain provides a complete
breakdown of its economic growth spending
based on the DAC Creditor Reporting System
(CRS) sector coding, reporting just over ½97.4
million for 2010.6
One of the key challenges for measuring
donors’ spending on the private sector and/or
economic growth is that these Àgures depend
on how donors deÀne these areas of work. For
example, Norway, Canada and Spain use different
CRS codes in their reporting. While perhaps
relevant to “economic development,” Norway’s
inclusion of all activities coded multi-sector,
budget support, and action relating to debt can
similarly be questioned in terms of their focus on
economic growth and the private sector.
Some Àgures exist on direct partnerships with
the private sector although it is impossible to
paint a comprehensive picture. Germany reports
on all its partnerships with the private sector.
For example, its PPP Facility, a special fund for
development partnerships with the private sector,
spent ½190 million in the ten years between 1999
and 2009 for PPPs, leveraging7 an additional ½301
million in private sector resources.8
In short, it is difÀcult to make any accurate,
meaningful and comparable assessment of the
scale and scope of donor Ànancial support either
in the area of growth or the private sector.
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8QSDFNLQJWKHVWUDWHJLHV
3.1 Divergent logic and assumptions:
where the private sector, growth and
development meet
One of the striking features of our comparative
analysis is the lack of coherence among the
donors assessed, in particular on something on
which they all clearly agree – that the private
sector is key to development. Important areas of
convergence and divergence become apparent as
the various approaches among donors to growth
and private sector are unpacked.
All donors see the private sector as the key driver
or engine of growth and development. The
private sector serves as the nexus between growth
and development by nurturing new investments,
contributing to self-regulating markets and
producing market efÀciencies, creating new
and better jobs (leading to rising incomes for
individuals), and generating new sources of
domestic tax revenue (from which governments
can dedicate more resources to social programs and
reduce poverty). However, beyond this, donors’
strategies for connecting the dots between growth,
the private sector, development and poverty
reduction fall within a very broad spectrum.
Some donors tend to see the end goal as
partnering with the private sector. This will help
harness declining aid resources and leverage
alternative sources of development Ànancing, as
well as identify innovative private sector-managed
solutions to development challenges, including
the provision of goods and services to poorer
populations (bottom of the pyramid approaches
for example).9
Others see the end goal as growth, in which the
private sector are a key conduit. In this case, the
link between growth and poverty in developing
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countries is a direct one: a vibrant private
sector contributes to growth, which in turn
automatically contributes to poverty reduction.10
Generally, however, most donors go a bit further.
These donors see the private sector as a means
to increase incomes (through job creation) and
public revenues (through taxation) to deliver on
social services. This is evident in both the overall
rationale for some donor strategies11 and/or in the
pillars and activities in their strategies.12 However,
the extent to which donors explicitly target the
quality of jobs created and enable governments
to effectively collect taxes and deliver on social
services varies considerably.
Similarly, there is also a difference among donors
in terms of the extent to which they consider the
distributional impacts of growth – that is, how
the revenue from a thriving private sector will be
shared with, and/or explicitly target, those living
in poverty. Some donors recognize that patterns
of growth matter. Germany, Finland and Japan
highlight environmental considerations, inter alia,
in their focus on patterns of growth while the
European Union, Switzerland and USAID are
concerned with who beneÀts from growth.
France and Belgium are outliers in comparison
to their OECD-DAC counterparts and take a
solidarity approach to growth. For France, the
solidarity approach recognizes that “globalization
means rethinking new pathways to growth” that are
cognizant of mutual global interdependence and
shared common destiny and seek to Ànd pragmatic
solutions to problems that transcend borders like
inequality and global public goods.13 For France
this is deÀned by paying attention to “the quality
of growth, its ability to create employment, its
impact on welfare and the environment and
its contribution to strengthening States”, and
to “[m]echanisms that reduce inequalities and
protect the most vulnerable […] (pro-poor
policies, risk reduction, redistributive Àscal
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policies).”14 Belgium’s social solidarity economy
approach promotes autonomous, democratic and
participatory management of social and economic
associations and prioritizes people and work over
capital when redistributing revenue.
While most donors recognize that patterns of growth
matter, few seem to identify the corresponding
challenge of strengthening government capacity
to actively redistribute the beneÀts to those who
are most marginalized by many economic activities
that contribute to growth. Donors tend to focus
on making markets equitable within countries, and
growth shared among countries, rather than trying to
directly reduce often growing inequalities in society.
The former emphasizes making markets work for
the poor, whereas the latter suggests a more proactive
role for the state in addressing inequality. There
are some exceptions. Denmark prioritizes income
distribution and human rights in dialogues with
governments receiving budget support, while France
identiÀes the tripartite relationship between growth,
poverty reduction and inequality – including a suite
of policy tools for addressing these complexities.
Regardless of the different donor rationales
to the growth, private sector and development
nexus, the entry points for programming and
partnership are often similar. For example,
Germany, Sweden, Switzerland, the UK and the
US all have as their entry point making markets
more competitive, or making markets work better
for the poor (both as producers and consumers),
despite placing very different emphasis on critical
issues, such as employment and decent work,
ecological and social impacts, and human rights.
Tensions in roles of the state and the
private sector in delivering development
In general, donor policies and strategies take an
apolitical approach to growth, the private sector
and development, which reÁects a technocratic
understanding of the state and which largely
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ignores ongoing debates with regard to the
proactive role the state must play in development.
For some, contributing to a “stronger state”
focuses only on the state’s role in promoting an
enabling environment for business through the
right policy and regulatory mix. Other donors
take a more nuanced perspective adding to this
a role for the state in delivering social services.
While most donors recognize the role of the state
in ensuring access to social services, they differ in
terms of the extent to which they see the private
sector playing a role in this regard. Sweden, for
example, states that it will not support a policy
or program whereby people become reliant on
the private sector for a right (for example, basic
education) that the state has an obligation to
fulÀll.15 On the other hand, while acknowledging
that the state has a role to play in delivering social
services, the UK explicitly supports improving
the private provision of social services.
On the whole, donors rarely promote a more
pro-active role for the state in development.
This includes donor policies that fail to allow
the policy space for countries to develop socioeconomic approaches speciÀc to their national
context and that take into account the views
of citizens. There is seldom space to consider
heterodox models for development that have
been successful in emerging economies. There
is little if any sensitivity to balancing the ‘right’
policies (which tend to be whatever ideas are the
hegemonic ones for the day) and the political
space and necessary capacities for developing
countries, including civil society, to determine
their own policy mix.
A mix of intervention levels and
modalities for engagement
Donors support the private sector at the macro,
meso and micro levels. Macro level donor policies
focus on creating a business enabling environment
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– building the economic legal and regulatory
foundations to ensure that the right conditions
exist for the private sector to thrive (property
rights, Ànancial regulations, governance and
sound public Ànancial management). Meso
level interventions are those that “make markets
work” in ways that address market failures and
imperfections, enhance competitiveness, and
better integrate all actors into markets. These
interventions include aid for trade, building
value chains, provision of Ànance and transfer
of technological innovations. Finally, micro
level interventions – investing in businesses and
people – entails building support services to
enhance longer-term private sector development
and growth. Examples include investments in
businesses (technical and Ànancial support to
the private sector) and people (infrastructure
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development; health, education, vocational
skills training, in particular for women, focused
on generating a thriving workforce; and
environmental sustainability).
Table 1 categorizes modalities of private sector
engagement found at the macro, meso and
micro levels. It only includes interventions
that speciÀcally focus on private sector actors,
although other forms of intervention with the
state or other development actors exist under
each category (for example, interventions at
the government level regarding regulatory
reform would fall under “business enabling
environment”).
Donors’ policies run the gamut of these
interventions, with most doing at least one, and
many doing all three.
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Implementation considerations
It is essential to examine the extent to which
donors are committed to Ànancial and
development additionality, support Àrms in
developing countries versus their own companies,
and make explicit reference to international
norms, standards and principles, including aid
effectiveness, in their policies and strategies.
Financial additionality refers to the extent to
which aid funds target sectors and businesses
that otherwise would not have funds available.
Development additionality refers to the extent to
which aid resources to and for the private sector
work towards eradicating poverty and achieving
other development goals, such as the Millennium
Development Goals. Analysis of donor policies
suggests that they do not ensure additionality
across all areas of their work and engagement
with the private sector. However, most have at
least one initiative in their portfolio that includes
Ànancial and/or development additionality as
criteria for partnership. A clear articulation of
intended development and poverty reduction
outcomes for example, is required for matching
schemes that pair domestic companies with
businesses in developing countries and
innovation funds aimed at generating solutions
to development challenges (see Table 1).
Donors are not always clear about which private
sector (domestic or foreign) is best placed to
contribute to growth and poverty reduction, and
what this choice implies for other development
actors. For example, challenge funds are open
to most private sector actors, while matching
initiatives beneÀt foreign and domestic Àrms.
In general, donors see a role for their own
domestic and international private sector actors
in their strategies. Some donors include the
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promotion of their own commercial interests
as an explicit part of their strategies.18 Donors
such as Austria, Finland and Norway see their
own businesses as having the potential to make
positive development impacts through linkages
in developing countries. While many donors are
supporting their own private sector, nearly all
also include provisions for promoting the private
sector in developing countries in their work, often
using capacity building and Ànancial services for
small and medium sized enterprises as their entry
points. Cognizant of the thin line that donors are
starting to tread, in the OECD-DAC’s most recent
Peer Review, the OECD-DAC noted that Canada
needs to ensure that development objectives and
partner country ownership are paramount in the
activities and programmes Canada supports with
respect to private sector development.19
In terms of standards, only half of the OECD
donors analyzed make reference to international
norms and standards in their economic growth
and/or private sector strategies. Table 2 below
highlights the most commonly referenced norms
and standards.
The extent to which donors’ strategies and policies
take into consideration key aid effectiveness
principles set out in a series of High Level
Forums in Paris (2005), Accra (2008) and Busan
(2011) – ownership, alignment, harmonization,
mutual accountability and results – varies. The
majority of donors have a separate policy on
aid effectiveness, and only a couple – Spain
and New Zealand – make speciÀc reference to
Paris or Accra in their policies on the private
sector. Many however, make implicit references
to aid effectiveness principles, for example, by
committing themselves to partnership, working
with other donors and demand-driven assistance.
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This scoping study has sought to unpack the logic,
assumptions and implications of donor strategies
and policies on the private sector and economic
growth for development and for poverty eradication
.
Currently it is very difÀcult to assess the scale of
donor interventions with the private sector. In
large part this is because 1) many forms of private
sector engagement exist and 2) donors categorize
and track their private sector interventions and

[

partnerships differently. While most donors
recognize that the beneÀts from growth need
to be shared, this study shows that, at least at a
policy level, most donors are not engaging fully
on the critical structural questions relating to
the roles of the state and the private sector in
ensuring pro-poor development outcomes that
tackle inequality. In addition, the study indicates
that donors could be doing more to ensure
Ànancial and developmental additionality in their
work and support for the private sector. Most
donors promote their own private sector, with
mixed provisions for supporting private sector
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actors in developing countries. Finally, only half
of OECD donors make reference to important
international standards on corporate social
responsibility, aid effectiveness and human rights
to guide the implementation of their policies and
strategies with the private sector.
A number of implications arise from this
provisional analysis:
1.

Donors emphasize different priorities, entry
points and roles for state and non-state actors, creating potential for inconsistent policy
advice and technical assistance across donors, as well as fragmentation in their private
sector programming;

2.

Donors have not made across-the-board
commitments to Ànancial and developmental
additionality which creates a risk of diverting
aid funding from development to the promotion of commercial interests;

3.

To the extent that donors are looking to the
private sector both as a Ànancial substitute
for their waning aid budgets and as a political
substitute for investing in effective institutions
in developing countries, without a balance to
this approach, donors run the risk of continuing to bring short term solutions to long term

development challenges; and,
Relative to other development programming,
many donors have not sufÀciently incorporated
their commitments to human rights, aid
effectiveness principles and other international
standards into their private sector strategies.
While this chapter provides a broad overview of
some of the emerging themes and characteristics
of the various bilateral donor policies and strategies,
more research is needed on three key areas:
1.

The scope of bilateral donor engagement with
the private sector, an accurate measurement
of the scale and historical trends of such private sector support (in particular relative to the
rest of their aid budgets), and an assessment
of the range of national-level actors beyond
traditional bilateral donors (for example, development Ànance institutes and investment
banks) that are engaging more substantively in
development;

2.

An assessment of how these donor policies
are being implemented in practice, in particular from a Ànancial and development additionality perspective; and,

3.

The impact of these interventions on the
ground.

Busan, December 1, 2011, on-line: http://www.oecd.org/
dataoecd/25/36/49211825.pdf
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21 The Global Compact is a UN initiative that encourages
business to align their operations and strategies around
a set of ten principles related to human rights, labour,
environment and anti-corruption with a view to helping to
ensure that the activities of companies contribute to the well
being of economies and societies and to the realization of the
Millennium Development Goals.
22 Refers to “rights” in general sense.
23 Refers to OECD Guidelines broadly.

11

Australia, Austria, Canada, European Commission, France,
Japan, Spain, Switzerland, US.

24 Refers to “rights” in general sense.

12 This includes Canada, DenmarN, Switzerland, UK.
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3ULYDWHSURILWIRUSXEOLFJRRG"
&DQLQYHVWLQJLQSULYDWHFRPSDQLHVGHOLYHUIRUWKHSRRU"
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6XPPDU\
Donor governments and multilateral institutions
have provided grants and loans to private
companies operating in developing countries for
decades. However, since the 1990s the scale of
this support has increased dramatically.
In 2010 external investments to the private sector
by international Ànancial institutions (IFIs)
exceeded US$40 billion. By 2015, the amount
Áowing to the private sector is expected to exceed
US$100 billion – making up almost one third of
external public Ànance to developing countries.
As global OfÀcial Development Assistance
(ODA) stagnates, several aid agencies have
suggested a dramatic scaling up of public Ànance
devoted to supporting private sector investments.
Development Ànance institutions (DFIs) can
play a crucial role in the Àght against poverty
by providing much needed Ànancial resources
to areas of the world that have access to none.
However, based on analysis of recent grant and
loan trends, and the portfolios of some of the
largest multilateral and bilateral development
agencies providing this development support,2

there is ample evidence showing that DFIs are
focusing on projects where they can leverage
large returns on investment and reduce their
development impact to a secondary motivation.

,QWURGXFWLRQ
%R[ How do DFIs aim to reach small companies?
The key players

/ŶĐƌĞĂƐŝŶŐůǇ͕ƚŚĞŵĂũŽƌŝƚǇŽĨ&/ĂŶĚ/&/
funds for private sector investment in
developing countries are channelled
ƚŚƌŽƵŐŚĮŶĂŶĐŝĂůŝŶƐƟƚƵƟŽŶƐƚŚĂƚŽƉĞƌĂƚĞ
as intermediaries, or as ‘middlemen’,
between the development agency and the
ĮŶĂůďĞŶĞĮĐŝĂƌǇ͘,ĞŶĐĞƚŚĞƉƌŽĐĞƐƐŝƐŽŌĞŶ
ƌĞĨĞƌƌĞĚƚŽĂƐ͚ŝŶƚĞƌŵĞĚŝĂƚĞĚĮŶĂŶĐĞ͛͘
ŵŽŶŐŽƚŚĞƌƐ͕ƚŚĞƐĞĮŶĂŶĐŝĂůŝŶƚĞƌŵĞĚŝĂƌŝĞƐ
;&/ƐͿĐĂŶďĞ͗
• commercial banks
• hedge funds
• ƉƌŝǀĂƚĞĞƋƵŝƚǇĨƵŶĚƐ
• credit unions
• ŵŝĐƌŽĮŶĂŶĐĞŝŶƐƟƚƵƟŽŶƐ͘
dŚĞƌĂƟŽŶĂůĞĨŽƌĞŶŐĂŐŝŶŐǁŝƚŚ&/ƐŝŶ
ƚŚŝƐǁĂǇŝƐƚŚĂƚďǇĚŽŝŶŐƐŽ&/ƐƌĞĚƵĐĞ
ƚƌĂŶƐĂĐƟŽŶĐŽƐƚƐĂŶĚ͕ĂƐƚŚĞ&/Žƌ/&/ŚĂƐ
no retail outlets, this is the only way in
which they can engage directly with micro,
small and medium enterprises.

____________________

1

This chapter is a summary of a longer Eurodad report, “Private pro¿t for public good? Can investing in private companies deliver for
the poor?”, by Jeroen KwaNNenbos, May 2012, accessible at http://eurodad.org/wp-content/uploads/2012/05/Private_pro¿t_report_
eng-VF5.pdf.

2

The World BanN’s International Finance Corporation, the external lending of the European Investment BanN and six bilateral DFIs
from Belgium, DenmarN, the Netherlands, Norway, Spain and Sweden.
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Public development Ànance can play crucial
roles in providing funds to credit constrained
companies, unleashing the potential of a thriving
private sector that in turn creates decent jobs,
pays a fair share of taxation to the government,
and provides goods and services to citizens.
However, it is fundamental that public Ànance
is channelled to the companies and sectors
that have least access to private capital markets,
hence ensuring that scarce public resources are
genuinely additional to private Ànance. These
resources must also be channelled to Àrms and
sectors that can deliver the best outcomes for
the poor, thus ensuring that public development
monies are used for intended purposes.
ODA Áows to the private sector have been
growing rapidly in recent years, though they
remain a small proportion of the total. Belgium
and Sweden are examples of striking cases, where
aid channelled to the private sector has increased
by four and seven times respectively since 2006.
Previous Eurodad research has revealed that the
majority of aid Áows through the private sector
in the form of procurement contracts for goods
and services, and that the vast majority of this
goes to rich country Àrms. The use of aid for
private sector investments may also detract from
much-needed public sector investments, which
still face huge Ànancing gaps.
During the economic and Ànancial crisis, DFIs
have seen their balance sheets increase dramatically.
Between 2006 and 2010 the DFIs assessed by
Eurodad increased their portfolios by 190%.
Sovereign guarantees and preferred creditor status
protect their investments whereby no other Ànancial
institution can compete. At the same time, the drying
up of credit markets has allowed DFI expansion,
including into new areas, such as trade Ànance.
DFIs providing support to private investments in
the South have followed market-driven patterns
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regarding the sectors and type of companies
that they Ànance. In the period 2006-2010 there
has been a dramatic increase in lending and
investments to the Ànancial sector. Commercial
banks are by far the largest recipients of IFI and
DFI funds amongst Ànancial intermediaries,
although private equity funds are quickly
becoming a favoured vehicle.
One of the main arguments provided by IFIs and
DFIs to justify this massive shift to the Ànance
sector is their willingness to scale up funding
for small businesses. However, besides general
statements of intent, it is almost impossible for
external stakeholders to actually track whether
DFI and IFI lending and investments reached the
intended beneÀciaries. Commercial banks, private
equity funds and other Ànancial intermediaries
do not provide disaggregated data on which
projects and companies they support and what
development impacts are achieved. The DFIs
themselves claim that providing this type of
information is not possible due to commercial
sensitivity and the fact that money is fungible and
public and private funds are mixed once invested
in private Ànancial institutions.

0RUHRIWKLVNLQGRIGHYHORSPHQW
EXVLQHVVLQWKHSLSHOLQH
As global ODA stagnates, policy reviews in
several aid agencies, including the European
Commission, suggest a dramatic scaling up of
public Ànance devoted to supporting private
sector investments.
While many DFIs were originally conceived
to protect European countries’ interests in
their colonies or former colonies, their more
recent mandates focus on engaging in high risk
investments in areas that have limited access
to capital markets. Some, such as Denmark’s
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%R[ 2ey ÄN\res ¶ who»s winninN the pri]ate
sector de]elopment Name?
•

/Ŷ ϮϬϭϬ /&/Ɛ͛ ĞǆƚĞƌŶĂů ŝŶǀĞƐƚŵĞŶƚƐ ƚŽ ƚŚĞ
ƉƌŝǀĂƚĞ ƐĞĐƚŽƌ ĞǆĐĞĞĚĞĚ h^ΨϰϬ ďŝůůŝŽŶ͘ Ǉ
ϮϬϭϱ͕ ƚŚĞ ĂŵŽƵŶƚ ŇŽǁŝŶŐ ƚŽ ƚŚĞ ƉƌŝǀĂƚĞ
ƐĞĐƚŽƌŝƐĞǆƉĞĐƚĞĚƚŽĞǆĐĞĞĚh^ΨϭϬϬďŝůůŝŽŶ
– i.e., an amount that is almost one-third
ŽĨ ĞǆƚĞƌŶĂů ƉƵďůŝĐ ĮŶĂŶĐĞ ƚŽ ĚĞǀĞůŽƉŝŶŐ
countries.

•

In 2010, on average over 50% of public
ĮŶĂŶĐĞ ŇŽǁŝŶŐ ĨƌŽŵ &/Ɛ ƚŽ ƚŚĞ ƉƌŝǀĂƚĞ
sector went to the ĮŶĂŶĐŝĂů sector.

•

In 2010 lending and investments in the
ĮŶĂŶĐŝĂů ƐĞĐƚŽƌ ďǇ &/Ɛ ĂŶĚ /&/Ɛ ŚĂĚ
increased, on average, more than two fold
compared to pre-crisis levels.

•

Only 25% of all companies supported by the
European Investment Bank and the World
ĂŶŬ͛Ɛ /ŶƚĞƌŶĂƟŽŶĂů &ŝŶĂŶĐĞ ŽƌƉŽƌĂƟŽŶ
were domiciled in low-income countries.
Almost half goes to support companies
based in OECD countries and tax havens.

•

ƌŽƵŶĚ ϰϬй ŽĨ ƚŚĞ ďĞŶĞĮĐŝĂƌǇ ĐŽŵƉĂŶŝĞƐ
ŝĚĞŶƟĮĞĚŝŶƚŚĞƐĂŵƉůĞŐƌŽƵƉŽĨĐŽŵƉĂŶŝĞƐ
ĂƌĞůĂƌŐĞŽƌŐĂŶŝƐĂƟŽŶƐůŝƐƚĞĚŝŶƐŽŵĞŽĨƚŚĞ
world’s biggest stock exchanges.

IFU, are tied directly to national commercial
interests. Others, such as the World Bank IFC
and the German DEG, are not. The DFIs tied to
national interest require any project in the south
to be sponsored by a company based within their
country.
Though overall the majority of DFI lending
Áows to middle-income countries, DFIs have
also expanded into poorer countries. The
IFC’s committed portfolio in low-income IDA
countries has increased nearly fourfold between
2000 and 2010, from ½843 million to ½3.1 billion.
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The Dutch DFI, FMO, has almost doubled its
investments to low-income countries from ½1.7
billion in 2006 to ½3.2 billion in 2010, and the
Belgian DFI BIO has more than trebled, from
½30 million to ½100 million.
Considering their success in accessing difÀcult
Ànancial markets and their focus on generating
a return on investments, governments might
be tempted to regard DFIs as a new model for
development Ànance. This would provide a
convenient justiÀcation for government failures
to deliver on ODA pledges.
Moreover, development debates are increasingly
portraying the private sector as a more efÀcient
vehicle for delivering tangible development
results, without increasing the burden on public
treasuries. However, the private sector is not a
monolithic entity, and different Àrms and sectors
can have very different development results.
There remains a substantial need for direct public
investment, including in basic services.

:K\WKLVDSSURDFKWRGHYHORSPHQWLV
IDLOLQJ
Measuring development impact is
¹¾»Ĳ¸ÊÁÉ
There is currently no harmonised approach
amongst the DFIs for measuring development
impact. One of the greatest difÀculties in
evaluating DFI projects and investments is that
development impact assessments tend to begin
once the key decisions on with whom, how and
where investments will be made, are already
determined. This suggests that the additionality
of projects for development is assessed as a
secondary aspect of project selection. If the
methodology for monitoring and evaluating
development impact is not included at the project
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selection stage, it is unclear how the project will
have an effect on development priorities.
§ºÈÅÄÃÈ¾·ÁºĲÃ¶Ã¸º¼Ê¾¹ºÁ¾ÃºÈ
¾ÃÈÊ»Ĳ¸¾ºÃÉ
The majority of DFIs are signatories to
international investment agreements such as
the Equator Principles, the UNPRI, or other
responsible Ànancing frameworks. These
guidelines, that include IFC performance
standards and other such commitments, are
insufÀcient3. They tend to be ambiguous, general
and often quite weak. Particular concerns arise
over whether DFIs are operationalising aid
effectiveness principles and poverty eradication
into their project selection.
Ĩ¡ºËºÇ¶¼ºĩĤÅÄÄÇÁÎ¹ºĲÃº¹¶Ã¹
problematic.
One of the latest arguments DFIs and aid agencies
use to justify their investments is that they can
leverage signiÀcantly more Ànance into their projects
than development institutions could ever mobilise
operating alone. DFIs, IFIs and aid agencies have
introduced confusion into the issue by applying the
term in a lax and confusing fashion.
The concept of leverage, as currently deÀned, has
though a number of critical shortcomings, including:
•

Additionality cannot be assumed just because
public institutions are co-investors with
private funds.

•

The greater the leverage ratio, the smaller
the overall contribution of the public body,
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and the lower its inÁuence in design and
implementation of the investment.
•

Using public resources to try to leverage
private sector investment means those
resources cannot be used elsewhere.

•

Leveraged Ànance increases debt – it is
lending to companies, usually at market
rates, that must be repaid. This may mean
borrowers are more directly connected to
global Ànancial markets and thus will be
more exposed to exogenous shocks and
speculative capital Áows.

Limited local knowledge of the
developing world.
Foreign Ànancial institutions, the recipients
of growing volumes of development Ànance
from DFIs, often have limited local knowledge
in comparison to locally based organisations,
challenging their ability to reach the most creditconstrained companies in recipient countries. As
the Dutch DFI FMO has acknowledged, in 2010
in Africa “margins remained under pressure as
supply of liquidity from Development Finance
Institutions (DFIs) outstripped demand”.
Keeping development funds close to
home.
DFIs Ànd it difÀcult to resist the temptation
of supporting companies domiciled in donor
countries rather than in developing countries. This
is of particular concern given that: most creditconstrained companies without access to Ànancial
markets – the supposed target of DFI funds –
are not in donor countries but in developing

____________________

3

For the equator principles please ref er to: http://www.equator-principles.com/index.php/about-ep/the-eps
For the IFC performance standards please refer to: http://www1.ifc.org/wps/wcm/connect/115482804a0255db96fbffd1a5d13d27/
PS_English_2012_Full-Document.pdf?MOD=AJPERES
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countries; most jobs in these countries are created
by domestic small and medium enterprises;
and multinational corporations are likely to be
responsible for the largest amount of tax evasion.
Most EIB and IFC support still goes to
companies in rich countries ... and in tax
havens
Research conducted in 2010 by Eurodad
revealed that the lion’s share of the World
Bank’s International Finance Corporation’s
(IFC) investments, 63%, went to OECD-based
companies. Of the European Investment Bank’s
(EIB) projects where beneÀcial ownership could
be traced in this new sample, 35% (½1.5 billion)
went to companies based in the OECD. The
fact that a large portion of investments made
by the EIB and the IFC end up supporting
Àrms headquartered in developed countries
raises serious questions about the Ànancial and
development additionality that these investments
provide.
A number of these OECD countries are
well established to be tax havens or secrecy
jurisdictions – 25% of EIB investments have a
beneÀcial owner based in a secrecy jurisdiction.
This is particularly worrying as an estimated USD
1 trillion dollars in illicit Ànancial Áows yearly exits
developing countries. These Áows are essentially
money lost by developing countries as they are
untaxed and provide no social or distributive
element for the developing country.
This brings into question the ability of the EIB
and IFC to engage as development institutions
and their contributions to poverty eradication

and real development impact. In order to
demonstrate that they have clear development
impacts, they must ensure that the majority of
their investments have clear development and
Ànancial additionality.

5HFRPPHQGDWLRQVIRU'),V
%R[ (larm Iells rinNinN within the DFIs
themsel]es
Given all these weaNnesses – and failings – of
intermediated ¿nance, it is perhaps not surprising that a
May 2011 report of the World BanN Independent Evaluation
Group (IEG), $ssessing ,)C’s Povert\ )ocus and Results
found that less than half of the IFC projects reviewed were
designed to deliver development outcomes, and just one
third of the projects addressed marNet failures, such as
enhancing access to marNets or employment of the poor.
The IEG report rang serious alarm bells on whether donor
governments are breaching their contract with taxpayers,
as DFIs and development agencies are mandated
to deliver poverty eradication and sustainable
development as de¿ned by the Millennium Development
Goals, aid effectiveness principles and internationally
agreed development goals.

The growing conception that development
impact and return from investment are two-sides
of a highly beneÀcial coin, which DFIs can readily
deliver, makes it likely that the upward trend in
public Ànancial Áows to the private sector via
these agencies is likely to increase signiÀcantly in
the coming years.
This model, though, comes with some very clear
challenges, and in order for such investing in the
private sector to become a truly developmental
tool, Eurodad has the following recommendations
for DFIs.4

____________________

4
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To encourage these institutions to raise their game, Eurodad has put together a “Responsible Finance Charter”, which provides a
comprehensive guide to engaging in responsible ¿nance. It can be found at http://eurodad.org/4562/
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•

Align to developing countries’ investment
priorities.

•

Make development outcomes the overriding
criteria for project selection and evaluation,
including by developing clear outcome
indicators, and complying with high
responsible investment standards.

•

Target domestic companies as a preferred option
whenever possible, including by ensuring that
by 2015 at least 50% of companies receiving
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Ànancing are domiciled within the developing
country where they are active.
•

Prevent tax dodging, and observe high corporate
social responsibility standards, including by
requesting country by country reporting.

•

Improve transparency of Ànancial intermediary
investments and review their use.

•

Set higher standards for transparency.
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$LGIRUWKH/DWLQ$PHULFD,QYHVWPHQW)DFLOLW\
&ODULW\RQSULYDWHVHFWRUDQGIRFXVWRZDUGV60(VQHHGHG
7RQL6DQGHOO$352'(9
*XVWDYR+HUQiQGH]$/23

,QWURGXFWLRQWKHIRFXVRQSULYDWH
VHFWRU
The private sector and its role in development has
become in recent years a central political discussion
in the European Union (EU). This is due to a
change in the political environment in Europe as
well as the prospect of shrinking aid Áows. There
is also an increasing recognition from donors that
the private sector indeed plays a fundamental role
in economic growth, innovation and job creation,
providing tax income to poor governments as well
as offering services and goods for the citizens.
The increasing role of Ànancing to the private
sector is shown also in numbers: by 2015, the
amount Áowing to the private sector from the
International Financial Institutions (IFIs) is
expected to increase from US$40 billion in 2010
to US$100 billion.1
Besides the IFIs, bilateral donors and the EU are
more and more interested in collaborating with the
private sector. The European Commission (EC)
and some EU member states, such as Sweden and
Netherlands, already direct signiÀcant amounts

of OfÀcial Development Assistance (ODA)
funds to the private sector by way of different
“aid for trade” and other initiatives.
The private sector is also heavily involved in ODA
through procurement processes: according to
Eurodad calculations, more than 50 percent of
ODA is spent on procuring goods and services
from private Àrms for development projects,
amounting to a rough estimate of US$69
billion annually. Eurodad also points out that
approximately two-thirds of untied aid is still
awarded to Àrms from OECD countries, and
60% of in-country aid resources in developing
countries also go to Àrms from the donor country.2
Nevertheless, the EU still strives to Ànd new
ways to bring the private sector to the centre of
its development strategies. The EC, in its 2011
policy document, “Increasing the impact of
EU development policy: Agenda for Change”,3
identiÀes a three-fold strategy for supporting
the private sector: (1) Support to a Small and
Medium Enterprise (SME) business environment
by supporting capacity building and legal
frameworks, access to business and Ànancial

____________________

1

Private pro¿t Ior private good" Eurodad 2012.

2

How to spend it. Smart procurement Ior more eIIective aid. Eurodad 2011.

3

Communication from the Commission to the European Parliament, the Council, the European Economic and Social Committee and
the Committee of the Regions, “Increasing the impact of EU Development Policy: an Agenda for Change”. Brussels, 13.10.2011
COM(2011)637 ¿nal

Toni SanĚĞůů͕ WZKs ;ƐƐoĐiaƟon oĨ toƌůĚ oƵnĐiů oĨ ŚƵƌĐŚĞƐ ƌĞůaƚĞĚ ĞǀĞůoƉŵĞnƚ KƌŐaniǌaƟonƐ in ƵƌoƉĞͿ͘
'ƵƐƚaǀo ,ĞƌnĄnĚĞǌ͕ >KW ;>aƟn ŵĞƌiĐan ƐƐoĐiaƟon oĨ ĞǀĞůoƉŵĞnƚ ooƉĞƌaƟonͿ͘
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services as well as promoting agricultural,
industrial and innovation policies; (2) Support
to regional integration, especially through Free
Trade Agreements; and (3) Offer incentives
for the private sector to fund and implement
development projects, especially infrastructure
initiatives. According to the EC, “crucial to
developing countries’ success is attracting and
retaining substantial private domestic and foreign
investment and improving infrastructure.”4
It is in this context that so called “blending
mechanisms” or investment facilities, which mix
aid with loans from the International Financial
Institutions (especially for large infrastructure
projects) have become the EC Áagship of
innovative Ànancing for the private sector.5
At the same time the European Commission
recognises that these facilities are still in the
making and that the EC is “learning by doing”.
This provides an opportunity to have a thorough
debate on beneÀts and limitations of these
blended investment and aid modalities.

%OHQGHG,QYHVWPHQW)DFLOLWLHV
7KHORJLFRIWKH/DWLQ$PHULFDQ
,QYHVWPHQW)DFLOLW\ /$,)
The new investment facilities mix non-refundable
grants from the EC with loans from multilateral
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or bilateral European Development Finance
Institutions (DFIs) and Regional Latin American
Banks. A Àrst facility was created for the
neighbouring countries of the European Union
in 2007 and the EC is planning to cover all the
regions in the world with such facilities.6
As such, mixing grants with loans within a same
project is nothing new. The European Investment
Bank (EIB) and the German Development Bank
(KfW) for example for years have already had access
to their own grant resources, which they have used
together with loans for infrastructure and other
development initiatives. During the last decade
the EC has worked hand-in-hand with the EIB
and regional banks in Latin America, by offering
parallel co-Ànancing for infrastructure projects.7 An
innovation of so-called Loan and Grant Blending
Facilities (LGBFs) is the inclusion of grants as an
integral part of one joint investment.
In interviews carried out in Brussels during May
2012, EC ofÀcials expressed enthusiasm for Loan
and Grant Blending Facilities (LGBFs) for the
following reasons: (1) The economic leverage
that is being achieved: with a small European
taxpayers grant contribution, a very large loanbased investment is realized (up to 30 to 40
times the value of the grant); (2) The visibility
this mechanism gives to Europe (difÀcult to
reach with other, non-EU initiated mechanisms

____________________

4

Communication from the Commission, Ibid. Page 8.

5

On Blending Mechanisms, see for example: European ThinN-TanNs Group (2011). EU Blending Mechanisms: Implications for Future
Governance Options.

6

Since 2007, eight /oan and Grant Blending Facilities (/GBFs) have been launched: the Infrastructure Trust Fund (ITF) in Africa
(2007), the Neighborhood Investment Facility (NIF) for countries under the EU Neighborhood Policy (2008), the Western BalNans
Investment FrameworN (WBIF, 2009), the /atin America Investment Facility (/AIF, 2010), the Investment Facility for Central Asia
(IFCA, 2010), the Asia Investment Facility (2011), the Caribbean Investment Facility and the Investment Facility for the Paci¿c (2012).

7

The EU has been co-funding with EIB and regional Financial Institutions projects such as the “Transportation corridor Santa
Cruz Puerto Suarez”, providing a ¿rst non-refundable investment of ¼38.17 million, and a complementary sum of ¼18.89 million.
Among these projects, it is also worth noting the gas pipeline Bolivia-Brazil, the largest joint investment in /atin America, crossing
the ecosystems of the Gran Chaco, Pantanal and the Atlantic rainforest in the southwest of Brazil. See +ernindez, Gustavo.
The Chronicle of a Death Foretold. The bioceanic transportation corridor Santa Cruz - Puerto Suarez in Bolivia and its socioenvironmental impacts. C/AES, 2008.
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such as Trust Funds of the World Bank); and (3)
The dialogue and improved coordination that
this mechanism enables between the Ànancial
institutions, governments and the private sector.
The Latin American Investment Facility (LAIF)
is Ànanced with funds from the Development
Cooperation Instrument (DCI) of the EU, which
has an explicit poverty reduction focus. The LAIF
aims to contribute to achieve the objectives of
the DCI Regulation and the Regional Strategy for
Latin America (by addressing the newly identiÀed
challenges such as climate change and its impact
on the environment). The EC also justiÀes
the LAIF with the view that pool investments
support inter-connectivity in the region and advances
regional integration.8
In practice, the LAIF focuses on energy,
environment and transport investments. These
priority sectors for developing infrastructure
coincide with the sectors in which the EU has high
geopolitical and economic interests. The EC also
plans to support social infrastructure and SMEs
with this mechanism. The expected results of the
LAIF consequently relate to better transport and
energy infrastructure, increased protection of
the environment, improved social services and
infrastructure, and strengthen growth for SMEs.
The primary beneÀciaries for the EC will be Latin
American countries and their private sector, in
particular the SMEs.9

The EU justiÀes the focus on infrastructure
arguing that the Latin American countries have
large problems in Ànding investment capital
for improving infrastructure, which is key for
technological development and improving
competitiveness in the global markets. This in
turn might lead to faster growth and reduction
of poverty. On their side, Latin American
governments also highlight the private sector
orientation, access to European investors, and the
importance of European investors´ role in support
of EU foreign direct investments in the region.

$LGDUFKLWHFWXUHLQIOX[ZKDWZLOOEH
XQ GRQH
The funding for LAIF for the period 2009-2013
is relatively modest (½125 million) but the EC has
announced “a higher share of aid to be delivered
trough such innovative Ànancial tools”.10 As aid
Áows are reducing, utilising donor funds for
blending mechanisms means reduction of aid
for other purposes. In December 2011 the EC
proposed country cuts and new priorities for aid
to Latin America as part of its proposal for the
Development Cooperation Instrument (DCI) for
2014-2020. Accordingly the DCI will end bilateral
development cooperation in upper middleincome countries, as well as countries whose
GDP exceeds 1% of the world’s GDP (India and
Indonesia). Out of 19 countries proposed to cut,
11 are in Latin America.

____________________

8

http://eeas.europa.eu/la/docs/com09_495_en.pdf.

9

http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-¿che-2009.pdf

10

http://trade.ec.europa.eu/doclib/docs/2012/january/tradoc_148992.EN.pdf

11

The DCI proposal reÀects the priorities set out by the EC on 13 October 2011 in its strategic document: ,ncreasing the impact oI
(8 development polic\ $n agenda Ior Change. This policy document proposes cutting aid from middle-income countries as well as
focusing aid on two broad priorities - governance and inclusive and sustainable growth - and no more than three sectors at country
level. The EC urges also the member states to implement this agenda .
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EU country-level cooperation would continue
only with Bolivia, Cuba, El Salvador, Guatemala,
Honduras, Nicaragua and Paraguay. But all
countries of Latin America would remain eligible
for regional programmes, such as the LAIF, the
two thematic programmes of the DCI (public
goods and civil society organisations/local
authorities), and the EU horizontal instruments
(Instrument for Stability, Instrument for
Democracy and Human Rights and the New
Partnership Instrument). Thematically, the DCI
proposes more private sector cooperation and
new modalities, by mixing loans and grants.
This means that the LAIF will probably be the
single most important cooperation modality
for those Latin American countries that will
not receive country-level aid from the EU.
Considering that Latin America is still the most
unequal continent in the world, and that every
third person (around 180 million people) still lives
in poverty, this leads to the following intriguing
question: is this modality the most suitable one
to tackle the problem of inequality in the region?12

ent inance and the Private Sector

renewable energy production, two to enable
access to international climate Ànancing, and
three are building transportation infrastructure.
The EC argues that blended aid through the LAIF
can both support public or private investments.
In this context, it is important to clarify that ´the
private sector´ comprises a wide array of formal
and informal economic entities, from large
international and transnational corporations, to
state enterprises, domestic companies, micro,
small, and medium-sized enterprises (MSMEs),
and a range of social enterprises. Thus, an
important question is which private sector is
being supported with blending mechanisms in
the region.
Indeed, Latin American MSMEs are key for
development. For example, CEPAL has pointed
the productivity gap that exists between big
companies and SMEs (which are the main source
of jobs both in the context of Europe and Latin
America). Especially in Latin America, SMEs
have very restricted access to the capital that they
require to grow and expand, with nearly half of
SMEs in developing countries rating access to
Ànance as a major obstacle.13

6XSSRUWLQJWKHSULYDWHVHFWRUWKURXJK
WKH/$,)ZKLFKSULYDWHVHFWRULV
However, in the context of projects approved
EHQHILWLQJ"
As of June 2011, eight projects had been
approved to receive funding from the LAIF.
Of these projects, Àve are regional or country
projects in Central America, and three cover all
of Latin America. Three projects are related to

by the LAIF, only one project supports directly
SMEs. This relatively small regional project in
Central America facilitates Ànancing to SMEs
for investment projects in the areas of energy
consumption reduction, energy efÀciency and
renewable technology for energy generation.14

____________________

12

On different aspects of inequality in /atin America, see for example: “The Scandal of Inequality in /atin America and the Caribbean”.
ChristianAid (2012). Accessed at: http://www.christianaid.org.uN/images/scandal-of-inequality-in-latin-america-and-the-caribbean.pdf.

13

http://www.eib.org/attachments/dalberg_sme-brie¿ng-paper.pdf1

14

The list of projects can be found at: http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/projects_en.htm
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This project will be carried out through Ànancial
intermediaries to whom technical assistance and
funding will be provided in order to support SMEs.
Instead of SMEs, it seems to be the private corporate
sector that is heavily supported by LAIF projects
through the procurement processes for mega-scale
investments in infrastructure. As the priorities
for the LAIF projects focus on introducing
technological innovation from Europe under the
“green economy” framework,15 especially in the
energy and green technology sectors, it would not
be surprising that most of the contracts are to be
awarded to European companies.16
Besides Ànancial beneÀts that may Áow to the
European corporations, the LAIF also gives
political leverage for the EU to inÁuence strategic
decisions of partner governments. As boldly put
by the Center for European Policy Studies in
a study commissioned by the EC: “For the EU,
the Loan and Grant Blending Facilities allow
it to some extent to gear the lending activities
towards speciÀc areas of interest for the EU and
the partners […] The LGBFs have increased joint
European action for development and elevated
European visibility in the regions concerned.
Furthermore, the facilities have become centres
for strategic dialogue with beneÀciaries on largescale development projects as well as collaboration
and coordination platforms for the Ànanciers”.17
As stated above, involvement of European
private companies in the implementation of
____________________

ODA is nothing new as this has been the reality
for traditional development projects. However,
this political leverage with large-scale projects and
possible beneÀts for the European companies is
highly sensitive, considering that these capitalintensive investments are loan-based and thus
increase the potential sovereign indebtedness of
the partner country in the future.
Thus it becomes all more important to have
clear and transparent criteria regarding the
priorities, inception and implementation of LAIF
projects, in order to reduce any possible doubt
that there exist possible conÁicts of interest
between poverty reduction, European corporate
self-interest and sustainability issues in megainvestment decisions.
Furthermore, while blending mechanisms
may give more political leverage for the EU in
inÁuencing the strategic decisions of governments
in infrastructure, this may be reduced in other areas
such as good governance, democracy and human
rights, to which the EC plans to give increasing
importance from 2014 onwards as well.
Nicaragua offers a good case in point. European
bilateral donors and the EC blocked their budget
support to the current Sandinista government
due to governance issues and especially due to
fraudulent municipal elections during November
2008.18 The EC has in principle earmarked these
funds, totaling to around US$47 million, to be
used for LAIF projects in Nicaragua. Governance

15

Rio20 the discursive change oI the (8 Irom a non-e[isting ³sustainaEle development´ towards ³green econom\´ http://www.alop.
org.mx/sites/default/¿les/Discursive20Change20EU20GreenEconomy¿nal.pdf. See also SustainaEilit\. Pandora’s %o[ in the
hands oI corporations http://www.alop.org.mx/sites/default/¿les/Ecoverde20Boletin20Alop20¿nal20english.pdf16
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-¿che-2009.pdf

16

On the importance of the European companies in the energy sector in /atin America, see for example http://www.cepal.org/
publicaciones/xml/0/46570/2012-181-/IE-capitulo_IV.pdf1

17

CEPS. ,nnovative $pproaches to (8 %lending. 0echanisms Ior Development )inance. Jorge Núñez Ferrer and Arno Behrens. May 2011.

18

See Sandell, T. (2010). 1icaragua $ testing ground Ior $id (IIectiveness Principles. ROA 2010.
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conditionalities on the one hand, and economic
development needs of the people on the other
hand, are always a delicate balance for the donors.
In this case, the Nicaraguan government has
surely welcomed this shift in EC strategies as
LAIF projects do not require engagement of the
government in discussions on governance issues.
As well, major infrastructure projects Ànanced by
the LAIF and other loans give high visibility to
the Nicaraguan government.

³%RWWRPXSDSSURDFK´WKHUROHRI
/DWLQ$PHULFDQGHYHORSPHQWEDQNV
The EC and the Council of the EU consider
that LAIF supports a bottom-up approach in
development policy planning. It is, they argue,
the regional banks in Latin America that take the
initiative in proposing the LAIF projects together
with their European partners. When interviewed
on the issue of ownership, a functionary of
the EC speciÀcally explained: “Opinions are
requested from the Delegations of the EU, civil
society and governments. There is enormous
transparency. But as in the case of a surgery,
not everyone can have a say”. The EC further
stresses that the projects need to be in line with
the national development plan.
From the civil society point of view, these
arguments hardly guarantee a bottom-up approach.

ent inance and the Private Sector

Latin American governments have no direct role
in the LAIF governance structure, and there are
no mechanisms for civil society´s participation and
consultation. The Ànal decision lies in the Board,
which is in the hands of the EC and European
Member States.19 The Ànancial institutions in
Europe and Latin America have a consultative
and an executive role, but only European banks
can take the lead in the implementation and
monitoring of the projects.20 In summary, the role
of beneÀciaries in setting strategic priorities is not
clear and there is also little formal information
available as to how speciÀc choices are made as to
which projects to support.
Furthermore, due to the absence of sound and
transparent socio-environmental safeguards for
their own operations, the Latin American Ànancial
institutions [the Inter-American Development
Bank (IDB), the Central American Bank for
Integration (BCIE) and the Andean Development
Corporation (CAF)] can hardly be considered as
the most adequate guardians of the local ownership,
transparency and sustainable development. Despite
some advances in mainstreaming environmental
and social sustainability, their comparative advantage
as “green” banks in Latin America remains at best
unclear. Recent initiatives on climate and sustainable
energy have been at the margins of their core
business, while poorly planned infrastructure and
extractive sector investments have exacerbated land
use contributions to greenhouse gas emissions.

____________________

19

According to the EC of¿cial this is also due to the ¿nancial regulations of the EU, which would maNe it complicated to give ¿nancial
support through ¿nancial institutions based outside Europe.

20

The /AIF Board is presided by the European Commission, and meets once or twice yearly. It de¿nes the overall strategy and taNes
operational decisions. The Board is composed of representatives of the European Commission, EU Member States and other
donors. Observers of each partner country and of each eligible ¿nance institution are able to attend these meetings http://ec.europa.
eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-¿che-2009.pdf

21

A new IDB Environmental policy came into effect in 2006 and a Blue Ribbon Panel (BRP) on the Environment was reconvened in
2007 to advise IDB Management on sustainability issues in the BanN reorganization. The BRP laid out three broad recommendations
to BanN Management to maNe sustainability a viable outcome of the realignment: 1) to move from “do no harm” approach to “doing
good”; 2) correct the sustainability functions within the BanN’s organization; and 3) provide adequate human and ¿nancial resources
to sustainability functions http://www.iadb.org/en/topics/sustainability/blue-ribbon-panel,1538.html
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0RQLWRULQJDQGHYDOXDWLRQ
As a whole, the blending Ànance facilities do not
yet have uniÀed standards on monitoring and
evaluation. The lead Ànancial institution currently
carries out monitoring of individual projects
based on their own criteria. However, following
the fundamental principles of the EU, the EU
may indeed insist on including poverty reduction
more clearly in the strategies of the European
and Latin American development banks as well
as improving their transparency and sustainable
development monitoring mechanisms. If
implemented widely, this dialogue can be
considered as one of the major strengths of the
Latin American Investment Facility.
Establishing a critical number of select
and minimum monitoring and evaluation
requirements could facilitate comparability
and a coherent basis for information on the
performance of operations. At the beginning
of each year, the LAIF secretariat prepares an
annual activity report on the implementation
of the Facility, which provides information
on the Ànanced operations and assesses their
contribution towards the LAIF objectives. This
report, however, is only presented and discussed
in the LAIF Strategy Board meetings.
To strengthen accountability, the progress and
development impact of projects should be
systematically reported to justify the use of aid
resources by the Facility, not only to the donors
and the European institutions involved, but also
to the whole society in Europe and Latin America.


&RQFOXVLRQV
Strengthening SMEs is central to development
in Latin America, but so far local SMEs have

48

received little support through the LAIF. The
focus on the energy sectors indicates that it will
be European companies that are mostly involved
in these large-scale investments.
The LAIF also brings political leverage as the
EU may be in a better position to exert inÁuence
on business transparency and the investment
environment of the partner countries by offering
grants to accompany government loans. On the
other hand, given political will to do so, the EC
could also use this political leverage to inÁuence the
Ànancial institutions’ poverty reduction strategies.
The LAIF raises issues concerning the balance
between supporting local companies or foreign
investments as well as the question of debt
sustainability. These issues affect the political
economy and strategic directions for development
in the partner countries themselves. If the EU
strives for the most effective poverty reduction
strategies in Latin America, then instead of
simply attracting investments, the focus should
be on productivity and generating employment
that decreases inequality. Achievements in these
areas are still early to evaluate. The LAIF so far
lacks transparency and clear monitoring and
evaluation mechanisms in order to make such
assessments.
These issues of the beneÀts arising from the
economic and political leverage provided to the
EU by LAIF can be addressed only through
more substantive and coherent discussions
on the overall purpose of blended Ànancing
mechanisms. There must be greater transparency
in project selection criteria and accountability to
society. As long as the deÀnition of the private
sector continues to be unclear and the political
desire to support European companies hidden,
there will be no clarity on best strategies to
involve the private sector in poverty reduction
initiatives.

