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Abstract: 
 

‘Blending mechanisms’ that mix grants with loans, such as the EU Latin American Investment 
Facility (LAIF), are a continuation of the strategy to channel Official Development Assistance 
(ODA) funds to the private sector. The stated purpose is to mobilize additional financing to 
support development. This chapter gives an overview of the facility and, based on the 
experience with the LAIF projects so far, it expresses the concern that sustainable 
development and poverty reduction objectives are overshadowed by EU geopolitical and 
corporate interests. In the current set up, it is the European financial institutions and Brussels 
who have the real decision power. The decision-making structure needs revision, greater 
transparency in project selection criteria and accountability to civil society needs to be 
established and possible debt-problems should be taken into account in order for the facility 
to have a positive effect. 
 

                                                 
1  Gustavo Hernández, ALOP (Latin American Association of Development Cooperation). Toni 

Sandell, APRODEV (Association of World Council of Churches related Development Organisations in 

Europe). The authors wish to thank comments received from the EURODAD team. 
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Introduction: the new political environment and changes in the development 
paradigm 
 

Over the last three decades, the European Union’s (EU) share in Latin American trade has 
declined, mainly because China and other Asian developing countries have gained larger 
market shares. Although the EU is still the region’s second largest trading partner, it could 
lose its position to China halfway through this decade. Latin America and the Caribbean 
only accounts for about 2% of the European Union’s total trade (or 5% when trade between 
European Union countries is excluded). The EU was also the main source of Foreign Direct 
Investment (FDI) in Latin America and the Caribbean in the first decade of this century, 
although lately its’ growth has slowed down and become more volatile2. 
 

According to the United Nations Economic Commission for Latin America and the 
Caribbean (ECLAC), the plans to expand European investments in the region are 
conditioned by the adverse economic situation in Europe where, to a greater or lesser extent, 
European companies have most of their assets. This makes Latin American assets 
extraordinarily important for these companies as potential markets with growth prospects 
and high profitability. On the other hand, as the crisis deepens and lending conditions 
worsen, European companies are facing increasing difficulties in financing their new 
investments. ECLAC also identifies a current phenomenon that since 2004 has gradually 
become more relevant: the growing repatriation of profits by transnational corporations 
investing in the region. FDI revenue transferred back to the countries of origin has increased 
from US$20 billion per year between 1998 and 2003 to US$84 billion per year between 2008 
and 20103. 
 

Although the relative weight of the EU in FDI in LAC has in recent years decreased, the 
European FDI was especially important during the 1990s, in particular through the 
involvement of European companies in the massive privatizations that were processed by 
then in the region.  European investments, mostly of Spanish origin, focused on the energy 
and utility sectors, mainly in the MERCORSUR countries such as Argentina and Brazil4. 
 

The “green economy” lies at the heart of the discussion of foreign private investment, and 
the EU is one of the strongest advertisers of this concept which was originally formulated by 
the international corporate community, and then adopted by UNEP5. As seen in the Earth 
Summit held in Brazil twenty years after the UN Conference in Rio de Janeiro, the green 
economy envisages changes in the traditional development landscape. In the first place, the 
reluctance of industrialized nations to increase efforts to meet the ODA target of 0.7% of 
GNP. No less important are the attempts to significantly water down the role of public 
finance in financial transfers to developing countries, and shift this to private financing6. The 
increase in financing to the private sector is best demonstrated in numbers: by 2015, the 
amount flowing to the private sector from the International Financial Institutions (IFIs) is 

                                                 
2  World Investment Report. United Nations, 2012. 

3  ECLAC estimates that, in 2012, the FDI flows to Latin America and the Caribbean will maintain 

high levels. Nevertheless, the organization warns that if the crisis in the Eurozone worsens, the flow of 

investments –especially those coming from Europe- could be reversed. http://www.eclac.org/cgi- 

bin/getProd.asp?xml=/prensa/noticias/comunicados/4/46574/P46574.xml&xsl=/prensa/tpl-

i/p6f.xsl&base=/tpl-i/top-bottom.xsl  

4  Las relaciones America Latina y el Caribe – Unión Europea: Resultados de la Cumbre de Madrid e 

impactos de la crisis económica en Europa. Sistema Económico Latinoamericano y del Caribe (SELA). 

Caracas, March 2011. 

5   Más allá de la Economía Verde: Desarrollo y Sostenibilidad en América Latina. Laura Palomo and 

Gustavo Hernández. ALOP, 2012, p. 30. 

6  Update on Sustainable Development Conference: Developed countries oppose new and additional 

funding proposals. Third World Network, 2012. 

http://www.eclac.org/cgi-%20bin/getProd.asp?xml=/prensa/noticias/comunicados/4/46574/P46574.xml&xsl=/prensa/tpl-i/p6f.xsl&base=/tpl-i/top-bottom.xsl
http://www.eclac.org/cgi-%20bin/getProd.asp?xml=/prensa/noticias/comunicados/4/46574/P46574.xml&xsl=/prensa/tpl-i/p6f.xsl&base=/tpl-i/top-bottom.xsl
http://www.eclac.org/cgi-%20bin/getProd.asp?xml=/prensa/noticias/comunicados/4/46574/P46574.xml&xsl=/prensa/tpl-i/p6f.xsl&base=/tpl-i/top-bottom.xsl
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expected to increase from US$40 billion in 2010 to US$100 billion7. It is then argued that new 
aid providers and novel partnership approaches, that use new modalities of development 
cooperation, will contribute to increasing the flow of resources. That is to say, the interplay 
of development assistance with private investment, trade and new development actors 
provides new opportunities for aid to leverage private resources flows. 

Box 1 
 

How is a green economy defined?  

UNEP has developed a working definition of a green economy as one that results in improved human 
well-being and social equity, while significantly reducing environmental risks and ecological 
scarcities. In its simplest expression, a green economy can be thought of as one which is low carbon, 
resource efficient and socially inclusive.  

Practically speaking, a green economy is one whose growth in income and employment is driven by 
public and private investments that reduce carbon emissions and pollution, enhance energy and 
resource efficiency, and prevent the loss of biodiversity and ecosystem services. These investments 
need to be catalyzed and supported by targeted public expenditure, policy reforms and regulation 
changes. This development path should maintain, enhance and, where necessary, rebuild natural 
capital as a critical economic asset and source of public benefits, especially for poor people whose 
livelihoods and security depend strongly on nature. 

http://www.unep.org/greeneconomy/AboutGEI/FrequentlyAskedQuestions/tabid/29786/Default.aspx 

 
 

The European Commission (EC) document "Rio+20: towards the green economy and better 
governance"8 clearly outlines the objectives and actions of said concept. Some organs of the 
EU have nevertheless noted that an emphasis on the green economy and private sector 
should not divert attention from the need to empower citizens and promote good 
environmental governance beyond institutional arrangements9. The EC´s document 
proposes that in order to achieve the transition to a green economy we need to address three 
interlinked policy dimensions: (1) investing in the sustainable management of key resources 
and natural capital ('what'); (2) establishing the right market and regulatory conditions 
('how'); and (3) improving governance and private sector involvement ('who')10. According 
to some sectors of civil society, the green economy does not represent a significant break 
from the current macroeconomic model. 
 

Development and the focus on the private sector  
 

The private sector and its role in development has become a central political discussion in 
the European Union (EU). This is due to a change in the political environment in Europe as 

                                                 
7  Private profit for public good? Can investing in private companies deliver for the poor? Eurodad 

2012. Available at http://eurodad.org/1543000/ 

8  The document laid the basis for dialogue between the European Commission, the Council of the 

EU, the European Parliament, Member States, civil society and businesses in the run-up to Rio+20 and  

before a consolidated EU position was presented to the UN at the end of 2011. See COMMUNICATION 

FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT, THE COUNCIL, THE EUROPEAN 

ECONOMIC AND SOCIAL COMMITTEE AND THE COMMITTEE OF THE REGIONS Rio+20: towards the 
green economy and better governance. Brussels, 20.6.2011 COM (2011) 363 final. 

9  European Parliament resolution of 29 September 2011 on developing a common EU position ahead 

of the United Nations Conference on Sustainable Development (Rio+20). B7-0522/2011. The Council of the 

European Union has taken a similar stance, calling for greater efforts to integrate the economic, social and 

environmental dimension in a more balanced manner. See 3118th ENVIRONMENT Council meeting 

Luxembourg, 10 October 2011.  

10  COMMUNICATION FROM THE COMMISSION, Idem. p. 5-6. 

javascript:void(0);
http://www.unep.org/greeneconomy/AboutGEI/FrequentlyAskedQuestions/tabid/29786/Default.aspx
http://eurodad.org/1543000/
http://www.europarl.europa.eu/sides/getDoc.do?type=MOTION&reference=B7-2011-0522&language=EN
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well as the prospect of shrinking aid flows. There is also an increasing recognition from 
donors that the private sector 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 citizens. The 2004 partnership between the European Investment Bank (EIB) and 
the Inter-American Development Bank (IDB) is a good case in point, aimed at developing 
risk-mitigating instruments designed to foster European Foreign Direct Investment and 
multilateral cooperation in the Latin American and Caribbean countries11.  

 
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 significant amounts of Official Development 
Assistance (ODA) funds to the private sector by way of different “aid for trade” and other 
initiatives. As explained by the EC, the EU remains committed to the achievement of the 
objective of 0.7% of gross national income (GNI) for official aid to development (ODA) by 
2015. To do this, it has proposed the increase in the budgetary allocation for external action, 
from 56 billion EUR to 70 billion EUR, and a larger deployment of financial instruments 
(such as loans, guarantees, equity funds and risk-sharing instruments) intended to catalyse 
private investment. In spite of the reduction of ODA contributed by countries such as Italy, 
Netherlands and the United Kingdom in recent years, the proportion of the European 
Commission has increased, both reflecting the changes produced at the level of the 
international development agenda and the "securitization" of the aid12. 
 
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 firms 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 firms from OECD countries, and 60% of in-country aid 
resources in developing countries also go to firms from the donor country13. Consequently, 
one of the main objectives of the European financial institutions is to maintain the European 
presence in Latin America through the financing of FDI. According to a study by a Latin 
American intergovernmental think tank, “European FDI in Latin America is favoured by the 
existence of mechanisms that make it easier, as it is the case of the European Investment 
Bank (EIB). The operations of the EIB, an EU agency, are a powerful mechanism for 
cooperation through flows of investment and financing of projects in developing 
countries”14. 
 
The EU strives to find new ways to bring the private sector to the centre of its development 
strategies. The EC, in its policy document “Increasing the impact of EU development policy: 

                                                 
11  “The attractiveness for the EIB of a partnership with the IDB is driven by its aim to better support 

European Foreign Direct Investment in projects of mutual interest in Latin America and the Caribbean as 

well as infrastructure projects of regional integration. Its motivation is related to, among others: the support 

of the multilateral system through closer cooperation with the largest multilateral lender in Latin America 

and the Caribbean; the IDB’s political reach and its convocational capacity and prestige; its extensive 

coverage of the Latin America and Caribbean regions and its capacity to identify and implement emblematic 

projects with both public and private partners” (MEMORANDUM OF UNDERSTANDING between THE 

EUROPEAN INVESTMENT BANK And THE INTER-AMERICAN DEVELOPMENT BANK 13 December 

2004). 

12  La política de desarrollo de la UE y América Latina: estrategia e instrumentos de cooperación para 
la asociación regional.  José Antonio Sanahuja, 2011. 

13  How to spend it. Smart procurement for more effective aid. Eurodad 2011, p. 20-23. Available at 

http://eurodad.org/4639/ 
14  Las relaciones América Latina  y el Caribe – Unión Europea: Resultados de la Cumbre de Madrid e 
impactos de la crisis económica en Europa. Idem; p. 21. 

http://eurodad.org/4639/
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Agenda for Change”15, identifies 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 financial 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”16. 
 
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, in relation to the “green economy”) have become the EC flagship of innovative 
financing for the private sector17. Moreover, so called private-public partnerships have 
increased joint European action for development, thus becoming centres for strategic action 
on large-scale development projects as well as collaboration and coordination platforms of 
the financiers18. At the same time the EC recognises that these facilities are still in the making 
and that they are “learning by doing”. This provides an opportunity to have a thorough 
debate on benefits and limitations of these blended investment and aid modalities. 
 

Blended Investment Facilities: the logic of the Latin American Investment Facility 
(LAIF) 
 
The new investment facilities mix non-refundable grants from the EC with loans from 
multilateral or bilateral European Development Finance Institutions (DFIs) and Regional 
Latin American Banks. The stated aim of these loan and grant blending facilities (LGBF) is to 
mobilise additional financing to support development. A first facility was created for Africa 
(EU-Africa Infrastructure Trust Fund) in 2007. Since then seven new facilities have been 
launched, largely covering all the regions where the EU has development cooperation. 
 

Brief overview of EU blending facilities 
 

Name of facility 
Region covered: 

Launch 
date 

Allocation of funds Participating financiers 

ITF: Infrastructure 
Trust Fund for Africa 
47 African Countries 

2007 Grant funds allocated: 
€308,7m from 10th EDF + 
€64m from MS budgets ( 
as of 31 Dec. 2010) 

AFD, AfDB, BIO, 
COFIDES, EIB, FINNFUND, 
KfW, Lux-Development, MoF 
Greece, OEeB, SIMEST, 
SOFID, PIDG 

NIF: Neighbourhood 
Investment Facility 
Countries eligible for 
ENPI 

2008 €700m for 2007-2013 from 
EU budget + €64.4m from 
MS budgets (as of 
31/12/11) 

AECID, AFD, CEB, EBRD, EIB, 
KfW, NIB, OeEB, SIMEST, 
SOFID 

WBIF: Western Balkan 
Investment 

2009 €166m from EU budget + 
€10m EIB, €10m EBRD, 

CEB, EBRD, EIB, World bank 
Group, KfW, MFB, CMZR, 

                                                 
15  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 final 

16  Idem; p. 8. 

17  On Blending Mechanisms, see for example: European Think-Tanks Group (2011) EU Blending 
Mechanisms: Implications for Future Governance Options. Overseas Development Institute, January 2011. 

See also ´Leveraging´ private sector finance: How does it work and what are the risks?, Bretton Woods 

Project, April 2012. 
18  Innovative Approaches to EU Blending. Mechanisms for Development Finance. Jorge Núñez Ferrer 

and Arno Behrens. CEPS, 2011. 
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Framework 
Western Balkans 

€10m CEDB + €47.6 m in 
grants from MS budgets (+ 
Norway) (as of 31/12/11) 

OeEB, SID 

LAIF: Latin America 
Investment Facility 
Latin Am. Countries 

2010 €125m 2010-2013 from EU 
budget 

AFD, BCIE, IDB, CAF, EIB, 
KfW, 
NIB, OeEB 

IFCA: Investment 
facility for Central 
Asia 
Central Asian 
countries 

2010 €20m 2010 from the EU 
budget 
 

NIF accredited institutionscan 
participate. 
 

Asia Investment 

Facility Asian 
Countries 

2011 €30 m from the EU budget EIB, EBRD, NIB, ADB, AfD, 
KfW, OeEB, SIMEST, SOFID 

Caribbean Investment 
Facility 
ACP Caribbean 
countries 

2012 €40 m 10th EDF EIB, NIB, CDB, IDB, others 
joining 

Investment Facility for 
the Pacific 
ACP-Pacific countries 

2012 €10 m EIB, AFD, KfW, AusAID, ADB, 
NZAID, WB 

Source: Blending grants and loans for financing the EU´s development policy in the light of the Commission 
proposal for a development cooperation instrument (DCI) for 2012-2020.  European Parliament Policy 
Department EXPO/B/DEVE/FWC/2009-01/Lot5/29 June 2012 
 

As such, mixing grants with loans within a same project is not new. The European 
Investment Bank (EIB) and German KfW, for example, have for years 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 financing technical assistance and offering 
loan guarantees or donations for infrastructure projects19. An innovation of so-called Loan 
and Grant Blending Facilities (LGBFs) is that it brings together various public and private 
financiers to support one joint investment. This also allows financing for larger-scale 
projects. 
 
In interviews carried out in Brussels during May 2012, EC officials expressed enthusiasm for  
Loan and Grant Blending Facilities (LGBFs) for the following reasons: (1) due to the 
economic leverage that is being achieved: “with a small European taxpayers grant 
contribution, a very large loan-based investment is achieved (up to 30 to 40 times the value 
of the grant)”; (2) due to the visibility this mechanism gives to Europe (difficult to reach 
otherwise with other, non-EU initiated mechanisms such as Trust Funds of the World 
Bank)20; and (3) the dialogue and improved coordination that this mechanism enables 
between the financial institutions, governments and the private sector. 
 

                                                 
19  The EU has been co-funding with the EIB and regional Financial Institutions projects such as the 

“Transportation corridor Santa Cruz Puerto Suarez” in Bolivia, providing in 2003 a first non-refundable 

investment of €38.17 million, and a complementary sum of €18.89 million. Among these projects, it is also 

worth noting the gas pipeline Bolivia-Brazil, the largest joint investment in Latin America, crossing the 

ecosystems of the Gran Chaco, Pantanal and the Atlantic rainforest in the southwest of Brazil. See 

Hernández, Gustavo. The Chronicle of a Death Foretold. The bioceanic transportation corridor Santa Cruz - 
Puerto Suarez in Bolivia and its socio-environmental impacts. CLAES, Observatory of Development, 2008. 

20  As expressed by an European Commission´s top official (10 May, 2012) “LAIF is a European 

mechanism and thus you can hire a European. Collaboration with multilateral and Member States brings a 

lot of visibility and works as a business card for Member States to show they are essential interlocutors. The 

United States are jealous by the visibility the EU is getting with this mechanism. Besides, the regional 

banks in Latin America are interested in entering the financing with the Europeans for their visibility”. 
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For Latin America, this facility was officially launched in May 201021. The Latin American 
Investment Facility - LAIF is financed with funds from the EU Development Cooperation 
Instrument (DCI), 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 for example the newly identified challenges such as climate change 
and its impact on the environment. The EC also justifies the LAIF with the argument that 
pool investments support inter-connectivity in the region and advances regional integration22. 

This explains the European Commission´s interest in implementing these projects in the 
entire region. 
 
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. They also correspond to the EU 2020 Growth 
Strategy, aiming at achieving a “smart, sustainable and inclusive economy”, including 
capitalising on Europe's leadership in developing new “green” technologies, services and 
production methods23. These issues are at the core of the EU's competitiveness agenda 
against the emerging economies such as India and China.  
 
The EC also plans to support social infrastructure and SMEs with this mechanism. The 
expected results of the LAIF consequently relate to better transportation and energy 
infrastructure, increased protection of the environment, improved social services and 
infrastructure, and strengthen growth for SMEs. The primary beneficiaries for the EC are 
stated to be the Latin American countries and their private sector, in particular the SMEs24. 
 
The EU justifies the focus on energy and infrastructure arguing that the Latin American 
countries have large problems in finding investment capital for improving infrastructure 
(which are 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 behalf, 
the 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. 
 

Box 2 

 

Energy generates poverty reduction 
 
Energy is important for poverty reduction – to meet basic human needs such as cooking, health, 
housing, communication and decent employment. It is also an income-generator, creating business 
opportunities. With  around 2 billion EUR of grants allocated to the energy sector in developing 
countries over the last seven years, the EU is a leader in empowering the world. EU instruments such 
as the ACP-EU energy facility, the Africa-EU renewable energy programme and the EU-Africa 
Infrastructure Trust Fund have been used to fund individual projects across the African continent. The 
Commission wants to drive funding levels for the sector up by incorporating the private sector and 
development banks in future projects. The European Commissioner for Development is part of a high-
level group on sustainable Energy for All set up by UN Secretary General Ban Ki-Moon which is 

                                                 
21  See: http://ec.europa.eu/europeaid/where/latin-america/regional-

cooperation/laif/index_en.htm 

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

23  See also COMMUNICATION FROM THE COMMISSION. EUROPE 2020: A strategy for smart, 

sustainable and inclusive growth. Brussels, 3.3.2010 COM(2010) 2020 final. Available at http://eur-

lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN:EN:PDF 

24  http://ec.europa.eu/europeaid/where/latin-america/regional-

cooperation/laif/documents/laif-action-fiche-2009.pdf 

http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/index_en.htm
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/index_en.htm
http://eeas.europa.eu/la/docs/com09_495_en.pdf
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN:EN:PDF
http://eur-lex.europa.eu/LexUriServ/LexUriServ.do?uri=COM:2010:2020:FIN:EN:PDF
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-fiche-2009.pdf
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-fiche-2009.pdf
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seeking to mobilise funds from all sectors of society to fuel energy-related programmes. Energy is also 
a core sector of the Agenda for Change. 
 
REPORT FROM THE EUROPEAN COMMISSION TO THE COUNCIL AND EUROPEAN 
PARLIAMENT. Annual 2012 Report on the European Union’s development and external assistance 
policies and their implementation in 2011 

 

 
Aid architecture in flux: what will be (un)done 
 
The funding for LAIF for the period 2009-2013 is relatively modest (€125 million) but the EC 
has announced “a higher share of aid to be delivered through such innovative financial 
tools”25. As aid flows are reducing, utilising donor funds for blending mechanisms means 
reduction of aid for other purposes. Put in other words, and as stressed in a study published 
by the Breton Woods Projects, there are opportunity costs when using limited public 
investment to leverage private investment26. 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. The DCI proposes ending bilateral 
development cooperation in upper middle income 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 to be found in Latin America27. 
 
EU country-level cooperation would continue only with Bolivia, Cuba, El Salvador, 
Guatemala, Honduras, Nicaragua and Paraguay28. However, all countries of Latin America 
would remain eligible for regional programmes, such as the LAIF, the two reformed 
thematic programmes of the DCI (public goods and civil society organisations/local 
authorities), and the EU horizontal instruments (The Instrument for Stability, the European 
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 
more country-level aid from the EU. Considering that Latin America is still the most unequal 
continent in the world29, and that every third person (around 180 million people) still lives in 
poverty, this leads to the following remarkable question: is this modality the most suitable 
one to tackle the problem of inequality in the region? 
 

Supporting the private sector through the LAIF: which private sector is benefiting? 
 
As of September 2012, ten projects had received final approval from the LAIF operational 
board headquartered in the EU. Of these projects, five are regional or country projects in 

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

26  See http://www.brettonwoodsproject.org/art-570165  

27  The DCI proposal reflects the priorities set out by the EC on 13 October 2011 in its strategic 

document: Increasing the impact of EU development policy: An agenda for 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 the agenda. 

28  The European Parliament asks the EU also to continue bilateral support with Colombia, Ecuador 

and Peru. See European Parliament resolution of 12 June 2012 on defining a new development cooperation 

with Latin Americahttp://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P7-TA-

2012-0235+0+DOC+XML+V0//EN 

29  On different  aspects of inequality in Latin America, see for example: “The Scandal of Inequality in 

Latin America and the Caribbean”. ChristianAid (2012). Accessed at: 

http://www.christianaid.org.uk/images/scandal-of-inequality-in-latin-america-and-the-

caribbean.pdf 

http://trade.ec.europa.eu/doclib/docs/2012/january/tradoc_148992.EN.pdf
http://www.brettonwoodsproject.org/art-570165
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P7-TA-2012-0235+0+DOC+XML+V0//EN
http://www.europarl.europa.eu/sides/getDoc.do?pubRef=-//EP//TEXT+TA+P7-TA-2012-0235+0+DOC+XML+V0//EN
http://www.christianaid.org.uk/images/scandal-of-inequality-in-latin-america-and-the-caribbean.pdf
http://www.christianaid.org.uk/images/scandal-of-inequality-in-latin-america-and-the-caribbean.pdf
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Central America, and three cover all of Latin America. Two projects are related to renewable 
energy production, two to enable access to international climate financing, three are building 
transportation infrastructure and one is on water management30. The EC argues that blended 
aid through 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 and job creation. For example, the 
ECLAC has pointed to the aforementioned issue and also 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 finance as a major obstacle31. However, in the context of projects 
approved by the LAIF, only one project directly supports SMEs. This relatively small 
regional project in Central America facilitates financing to SMEs for investment projects in 
the areas of energy consumption reduction, energy efficiency and renewable technology for 
energy generation32. This project will be carried out through financial intermediaries to 
whom technical assistance and funding will be provided in order to support SMEs. 
 

Box 3 
 
Energy efficiency and renewable energy programme for SMEs in Central America 
 
The programme has been designed to facilitate financing to SME for investments projects related to 
energy consumption reduction, energy efficient systems and Renewable energy technology for energy 
generation. 
 
• Total cost: € 36.3 million. 
• LAIF contribution: € 3 million. 
• Lead finance institution: KfW (€ 30 million). 
• Co-financing institution: CABEI (€ 3.3 million loan). 
• Type of LAIF support: Energy audits and feasibility studies. 
• Beneficiaries: Costa Rica, El Salvador, Guatemala, Honduras, Nicaragua and Panama. 
 
http://ec.europa.eu/europeaid/where/latin-america/regional-
cooperation/laif/documents/laif_presentation_en_january__2012.pdf 

 
Instead of SMEs, evidence shows that the private corporate sector is a main beneficiary of the 
LAIF projects through the procurement processes for mega-scale investments in 
infrastructure. Since the priorities of the LAIF projects focus on introducing technological 
innovation from Europe under the “green economy” framework, especially in the energy 

                                                 
30  The approved projects are: Programa de Eficiencia Energética para Centroamérica, Programa de 

Electrificación Sostenible y Energía Renovable en Nicaragua, Mecanismo REDD Cambio Climático (México), 

Extensión de la planta hidroeléctrica “5 de Noviembre” (El Salvador), Programa de Cambio Climático 

(Regional), Redes Sostenibles de Transporte (Regional), Programa de Carreteras Rurales (El Salvador), 

Facilidad de Financiación del Carbono para América Latina (Regional), Planta eólica Bii Nee Stipa (México), 

y Gestión Integrada de Recursos Hídricos (Colombia). Accessed at 

http://ec.europa.eu/europeaid/where/latin-america/regional-

cooperation/laif/documents/laif_presentation_en_january__2012.pdf 

31 http://www.eib.org/attachments/dalberg_sme-briefing-paper.pdf 

32 The list of projects can be found at: http://ec.europa.eu/europeaid/where/latin-

america/regional-cooperation/laif/projects_en.htm 

http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif_presentation_en_january__2012.pdf
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif_presentation_en_january__2012.pdf
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif_presentation_en_january__2012.pdf
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif_presentation_en_january__2012.pdf
http://www.eib.org/attachments/dalberg_sme-briefing-paper.pdf
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/projects_en.htm
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/projects_en.htm
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and green technology sectors, it would not be surprising that most of the contracts are to be 
awarded to European companies33. This is the case in all the ten projects approved so far, but 
the clearest example is the construction of the wind farm in Tehuantepec Isthmus in Mexico 
through a project called Bii Nee Stipa II. This project is lead by SIMEST, an Italian 
Development Finance Institution whose mission is to support Italian companies’ activities 
abroad. Consequently, the project is carried out by the Italian energy giant ENEL34. Spain, a 
member state of the EU, surely voted in favour of approval of this project as ENEL 
collaborates closely with Spanish wind power company Gamesa35. The wind farms in 
Tehuantepec have been criticized by local people because they occupy ancestral lands of 
indigenous peoples and provide energy primarily for the partner companies of the European 
investors (Grupo Nestlé and Cocacola), and not to the population in the area36. 
 

Box 4 
 

Fifth EU Mexico Civil Society Forum: Evaluations and perspectives twelve years 
after the signature of the global agreement 
 
“We are in a battle against wind farms in all of Mexico; they want to put more than five thousand in 
the isthmus of Tehuantepec, where there is a very strong wind", said DW Rodolfo Chávez, within the 
framework of the 5th Civil Society Forum between the European Union and Mexico. Chavez refers to 
the largest wind farm project in Latin America, which with international capital and the Inter-
American Development Bank, will generate clean energy that will be consumed (85%) by Coca-Cola 
Femsa and Heineken operator in Mexico. 
"Why do we oppose? We see it as a neo-colonial invasion; European companies are coming here as if it 
were an empty field. But many indigenous peoples live here, we are owners of that territory linked to 
fishing and agriculture. We have not been consulted, despite Mexico being the second country to 
ratify the ILO Convention 169. What would you do if someone comes and tells you that your house is 
very nice and they will put a restaurant because it will give employment to many people? ", Bettina 
Cruz told DW (Deutsche Welle), representing the Assembly of indigenous peoples in the Forum. 
Twelve years after the entry into force of the EU-Mexico Association Agreement, peasants, academic 
representatives, businessmen, trade union and human rights defenders gathered in Brussels to talk 
and express concerns to European and Mexican authorities in the frame of achievements and failures 
in these years of the agreement, which includes trade, political dialogue and development 
cooperation. Only in this fifth edition of the bi-annual Forum, progress was made in the 
institutionalization of the dialogue between the societies. 
 
http://www.dw.de/aprendimos-la-globalización-a-golpes/a-16336900 

 

 

In the context of the alleged conflicts it is quite reasonable to ask whether this project was 
approved because of its potential positive impact in tackling inequalities and poverty 
reduction or whether more short-sighted interests, such as those of European companies 
played a more important role37. Moreover, beyond the private commitment to hire local staff 

                                                 
33  On the importance of the European companies in the energy sector in Latin America, see for 

example http://www.cepal.org/publicaciones/xml/0/46570/2012-181-LIE-capitulo_IV.pdf 
34  http://www.simest.it/home.html 

35  http://www.enelgreenpower.com/es-ES/plants/projects/mexico/bii_nee/  

36  http://www.noticiasnet.mx/portal/principal/beneficiados-empresas-eolicas-istmo At the 

moment, the authors of the present research are gathering further information, both in Europe and in 

Mexico, regarding the characteristics of this project. The information will be presented in a complete 

publication on the issue. 

37  According to a study ordered by the European Parliament, there are justifiable concerns indicating 

that blending facilities in general, in the form of concessional loans, are not appropriate for addressing the 

needs of development cooperation, and can put heavily indebted countries at risk. The study concludes that 

“quite often, no direct links between blending and poverty reduction can be observed.”  Blending Grants and 

http://www.dw.de/aprendimos-la-globalización-a-golpes/a-16336900
http://www.cepal.org/publicaciones/xml/0/46570/2012-181-LIE-capitulo_IV.pdf
http://www.enelgreenpower.com/es-ES/plants/projects/mexico/bii_nee/
http://www.noticiasnet.mx/portal/principal/beneficiados-empresas-eolicas-istmo
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as a contribution to the area’s sustainable economic development, the positive social aspects 
for the local population remain more than unclear. Various stakeholders and analysts are 
calling for a system that not only measures short-term results but also long-term impacts, 
including the possibility of getting access to information - directly or indirectly through 
parliamentarians - and opportunities for monitoring the actions of the projects38. Evidence 
also clearly suggests the need of a human rights impact assessment recognizing and putting 
into practice the human rights obligations of European States.    
 
Besides the financial benefits that flow to the European corporations, it seems clear that LAIF 
gives visibility and a political leverage for the EU to influence strategic decisions of partner 
governments39. In this regard, the LAIF mechanism not only has an impact on the EU 
Governments but also, indirectly, on the Governments of Latin America. Take the example of 
Nicaragua. European bilateral donors and the EC stopped their budgetary support to the 
current sandinista regime due to problems of governance and, in particular, due to the 
fraudulent municipal elections in November 200840. Instead, the EC earmarked these funds, 
amounting to around US$47 million, to the use of LAIF projects in Nicaragua. The EU has 
taken the decision to direct these funds to the water sector, to support a water and sanitation 
program of the Nicaraguan government (Programa Vida). The initiative will blend loans 
from the Spanish Agency for International Development Cooperation (AECID) which has 
long been working on water and sanitation in Latin America. Governance conditionality on 
the one hand and economic development needs on the other hand is always a delicate 
balance for the donors. In this case, the Nicaraguan government has surely welcomed the 
shift in the EC strategy, as the LAIF projects do not require engagement of the government in 
discussions on governance issues. In addition, major infrastructure projects financed by LAIF 
and other loans give high visibility to the Nicaraguan government. 
 
In recent years, the Latin American countries have been able to increase their international 
monetary reserves and maintain their public and external debt in control. However, the 
macroeconomic situations may change quickly as seen with the economic crises in Europe in 
the last years. Furthermore, many LAIF projects are carried out in Central American 
countries such as Nicaragua where the indebtedness remains a relative threat. Thus it 
becomes all more important to have a clear and transparent criteria regarding the priorities, 
inception and implementation of LAIF projects, in order to reduce any possible doubt that 
there exist of possible conflicts of interest between poverty reduction, European corporate 
self-interest and sustainability issues in mega-investment decisions. Furthermore, while 
blending mechanisms may give more political leverage for the EU in influencing the strategic 
decisions of governments in infrastructure, this may be reduced in other areas that the EC 
has committed to giving increasing importance from 2014 onwards, namely good 
governance, democracy and human rights.  
 

“Bottom-up approach”: the role of Latin American development banks 
 
The EC and the Council of the EU consider that LAIF supports a bottom-up approach in 
development policy planning. This is sustained by the argument that the regional banks in 
Latin America take the initiative in proposing the LAIF projects together with their European 

                                                                                                                                                         
Loans for Financing the EU´s Development Policy for 2014-2020. DIRECTORATE-GENERAL FOR 

EXTERNAL POLICIES, European Parliament, 28 June 2012.  

38  Aid and the Private Sector,  Eurodad, 07 January 2012. http://eurodad.org/4741/ 
39   “For the EU, the Loan and Grant Blending Facilities allow it to some extent to gear the lending 

activities towards specific areas of interest for the EU and the partners”. Innovative Approaches to EU 
Blending. Mechanisms for Development Finance. Jorge Núñez Ferrer and Arno Behrens. CEPS, May 2011. 

40  See Sandell, T. (2010). Nicaragua: A testing ground for Aid Effectiveness Principles. Reality of Aid 

2010.  

http://eurodad.org/4741/
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partners. When interviewed on this issue, an EC official specifically explained that: "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 (i.e. beneficiaries´) 
development plan. These arguments hardly guarantee a bottom-up approach. The real 
decision making in LAIF is highly Brussels centred. This is due to the decision making 
structure of the facility: projects are presented by multilateral financial institutions (for 
example the European Investment Bank) or national financial institutions such as the Agence 
Française de Développement (AFD) or the Kreditanstalt für Wiederaufbau (KfW) to the 
Financial Institution Group (FIG) where technical aspects are discussed and projects are 
preselected. Projects are then submitted for final approval to the LAIF Board. 
 
Latin American governments have no direct role in the LAIF governance structure, and there 
are no mechanisms for civil society participation and consultation. As stressed before, the 
final decision lies with the Board which is in the hands of the EC and European Member 
States41. The financial 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 projects42. In summary, the role of the beneficiaries in setting strategic 
priorities is not clear and there is also little formal information available as to how specific 
choices are made with regards to the projects43. In conclusion, the European financial 
institutions have a remarkable power in this mechanism as they both submit the projects as 
well as pre-select them. It is quite unusual in a project submission system that the eligible 
entities are both the ones who assess the quality of the project proposals and advise the 
decision making body. However, that is clearly the case in the LAIF and other blending 
mechanisms as well. 
 
Furthermore, due to the absence of sound and transparent socio-environmental safeguards 
for their own operations, the Latin American financial 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 local ownership, transparency and sustainable development. Despite some advances in 
mainstreaming environmental and social sustainability in their operations, their comparative 
advantage as “green” banks in Latin America remains unclear. As addressed by independent 
evaluations, recent initiatives on climate change 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 emissions44. 
 

                                                 
41  According to an EC official this is also due to the financial regulations of the EU, which would make 

it complicated to give financial support through financial institutions based outside Europe. 

42  The LAIF Board is presided by the European Commission, and meets once or twice yearly. It 

defines the overall strategy and takes 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 finance institution are able to attend these meetings http://ec.europa.eu/europeaid/where/latin-

america/regional-cooperation/laif/documents/laif-action-fiche-2009.pdf 
43  Getting information on LAIF project documents is really difficult. We could access to a final 

approval request to the Board on Nicaragua (National Sustainable Electrification and Renewable Energy 

Program PNESER). This document justifies the investment in a few, very general lines, according to 

strategic objectives, and does not focus on poverty reduction criteria at all. At least this document seems to 

evidence that there is no strategic approach whatsoever in the decision making documents.  

44  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 the IDB Management on sustainability issues. The BRP laid 

out three broad recommendations to make 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 Bank’s 

organization; and 3) provide adequate human and financial resources to sustainability functions 

http://www.iadb.org/en/topics/sustainability/blue-ribbon-panel,1538.html 

http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-fiche-2009.pdf
http://ec.europa.eu/europeaid/where/latin-america/regional-cooperation/laif/documents/laif-action-fiche-2009.pdf
http://www.iadb.org/en/topics/sustainability/blue-ribbon-panel,1538.html
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Monitoring and evaluation 
 
As a whole, the blending finance facilities do not yet have unified standards on monitoring 
and evaluation. The lead financial institution currently carries out the 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 minim requirements for selection, monitoring and 
evaluation 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 financed 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 impacts of projects should be 
systematically reported to justify the use of aid resources by the Facility, not only to the 
donors and the European financial institutions involved, but also to the general public in 
Europe and Latin America. 
  

Conclusions 
 
Strengthening SMEs is central to development in Latin America. However, so far local SMEs 
have received little support through the LAIF mechanism. The current focus on the energy 
sectors indicates that it will be instead the European corporations that benefit the most of 
these large-scale investments. The LAIF also brings political leverage as the EU may be in a 
better position to exert influence on business transparency and the investment environment 
of the partner countries by offering grants to accompany government loans. On the other 
hand, the EC could also use this political leverage in order to influence the financial 
institutions’ poverty reduction strategies. 
 
The LAIF mechanism raises issues concerning the balance between supporting local 
companies and foreign investments, as well as the question of debt sustainability.  These 
issues affect the political economy and strategic directions for development, not only in the 
partner countries but also in the donor countries. 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. Up until now, LAIF so far lacks 
transparency and clear monitoring and evaluation mechanisms in order to make such 
assessments. 
 
The issue of the benefits 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 financing mechanisms. There must be greater transparency in 
project selection criteria and accountability to society as a whole. In fact, mutual 
accountability is one of the Paris Principles for Aid Effectiveness (and not exclusively donor’s 
visibility).  As long as the definition 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.  
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As it has been demonstrated in this study, the mechanism LAIF is being promoted as part of 
the European Commission’s development strategies that aim at social and territorial 
cohesion – as stated in the EC document “An Agenda for Change”. Perhaps more adequate 
strategies could be adopted in order to achieve social cohesion, such as supporting SMEs and 
the social aspects of regional integration in addition to physical interconnection. Another 
important factor to consider is the real need for capital for infrastructure investments. Is 
there indeed such a gap for European enterprises that using official development assistance 
provided by the European tax payers is justified?  
 
The EC has expressed that LAIF pretends to serve as an operative branch for the various 
dialogues that the EU is carrying out with Latin America through regional development 
initiatives such as AL-INVEST. The aim of the latter is to support the internationalisation of 
small and medium enterprises (SMEs) in Latin America but, besides technical assistance, it 
offers no direct financial support for the SMEs. An important shift is effectively taking place 
as official development assistance is used for these mechanisms. In order to assure their 
positive effects on sustainable development and inequality reduction, a more widely 
discussion on transparency criteria is needed. 
 
 

* * * 
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