Ques ti ons a b ou t
t he ro l e of I n ter n a t i on al
F i nancial I n s t i t ut i on s
in the i m pl e me n ta t i on o f
Public -Pri va te Pa r t n e r s h ips
(P PP s)

Aut hor:

In c ol l a b orati on wi t h:

Wr it ten by:

Sup p or ted by:

Da v i d Al ej a n d ro C ru z
Va l en t í n E s t ra d a

I n tro du c c ió n
The International Financial Institutions (IFIs) and other entities grouped around economic
growth and the Objectives of Sustainable Development (ODS) believe that infrastructure
investment is vital for developing countries and overcoming poverty, especially in relation to
providing basic services such as roadways, access to water, sanitation, and electricity.
IFIs have carried out studies to demonstrate the correlation between infrastructure
investment and economic growth,1 concluding that the low investment levels in Latin America
and the Caribbean (LAC) have created a considerable infrastructure gap; therefore, it is
necessary to inject considerable amounts of capital in these strategic sectors in the region.
Given this challenge the multilateral banks decided to stimulate private investment through:
(a) strengthening regulatory and institutional capacities to develop a well prepared portfolio
of projects and (b) enhancing infrastructure as an asset class to channel private savings
towards this sector.2
The objective of this document is to comment on the role of Financial Institutions as
promoters of the PPP model in LAC. We will start with the policies and actions contemplated
by IFIs in their agendas to promote PPPs. We will also comment on the ranking that IFIs have
promoted to evaluate PPPs, according to which Chile, Mexico, Brazil, Colombia, and Peru are
the countries with the best enabling environment to implement PPP projects. Finally, we will
mention project cases in these countries, which reﬂect the major problems that have arisen:
cost overruns, corruption, a lack of transparency and consultations, and social-environmental
impacts.
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See: https://publications.iadb.org/bitstream/handle/11319/7315/Financiamiento_de_la_Infraestructura_en_LAC.pdf?sequence=4
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Ibid.
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T h e role o f Inter na tional
F ina nc ia l Ins titu tio ns
i n t he exec utio n o f P PPs
in L atin A mer ic a
To promote the private sector's active participation in the development of infrastructure and the provision of services,
we found that the International Financial Corporation (IFC), through the World Bank Group, plays a priority role in
supporting PPPs using three modalities: (see Annex 1):
1. Develop favorable environments that facilitate private investment in infrastructure, such as: policy frameworks;
regulations for private participation; and the elimination of bureaucratic and normative obstacles. In addition to,
designing and strengthening new institutions that support private participation in infrastructure.
2. Support in developing ﬁnancial models, contracts and bidding documents.
3. Awareness raising and dissemination initiatives around key questions related to the development of private
infrastructure.
The Multilateral Investment Fund (FOMIN), from the IDB group, specializes in working with the private sector oﬀering
technical assistance, donations and capital investment from the sector. The agenda to promote PPPs is manifested in
the following actions (see Annex 2):
a) strengthening the regulatory and ﬁnancial framework,
b) technical support to identify and prepare PPP projects,
c) ﬁnancial support for project execution,
d) ﬁscal risk management
e) informational and dissemination activities
Additionally, multiple documents and web platforms have been developed, which serve as a guide for both the public
and private sectors, to improve the regulatory framework, project structuring, ﬁnance, information dissemination, and
execution and management of PPPs.3
The technical and economic assistance provided by the Multilateral Banks has generated an increased relaxation of
regulations that are considered obstacles for PPP implementation, as is the case of environmental, archaeological,
ethnic, accountability, and tax regulations. (PPPIRC, 2016) (BM; BAD y BID, 2014) (Calle, 2013) (Campos & Coelho, 2015)
(Mainhardt, 2016) Even more so, national agencies and the creation of PPP units have been strengthened, focused
mainly on achieving projects that are attractive, both to those who will execute and ﬁnance the project.
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For example you can visit the PPP webpage from the Infrastructure Resource Center: http://ppp.worldbank.org/ public-private-partnership/and PPP
Knowledge Lab: https://pppknowledgelab.org/.
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P PP a ssessm ent a nd
m e asu rement to o ls
The IfIs designed tools to measure implementation and the degree to which regulatory and institutional frameworks
3
advance in countries where PPP projects are carried out. These mechanisms show an improvement in regulatory
frameworks, and in the political and economic environment, which has facilitated an increase in projects executed under
this scheme, and the implementation level of this modality. The assessments serve to understand a governments'
commitment level on this issue.
The two assessment documents that we reviewed are: Infrascope 2014 and Benchmarking Public-Private Partnerships
Procurement 2017 (hereafter, Benchmarking).4
Infrascope (2014) is an index developed by The Economist Intelligence Unit (EIU) with ﬁnancial support from IDB by
means of FOMIN. Currently, it is the fourth edition of an interactive tool and benchmark index that evaluates the capacity
of LAC countries to carry out PPP in infrastructure. The study's variables are: (i) legal and regulatory framework; (ii)
institutional framework; (iii) project experiences and success (operational maturity); (iv) investment climate; (v) ﬁnancial
facilities (ﬁnancial instruments); and (vi) activity on a sub-national level. It sustains that Chile, Brazil, Peru, Mexico, and
Colombia are the regions' ﬁve leading countries in PPP implementation.
At the same time, the WBG's Public-Private Partnerships Cross-Cutting Solution Area's (PPP CCSA) developed the
Benchmarking. This document compared the application of recognized good practices included in the countries'
regulatory frameworks 5 that guarantee transparency and the promotion of fair competition, taking into account four
key areas of the PPP projects cycle: (i) preparation, (II) procurement, (iii) contract management, and (iv) unsolicited
proposals (USPs). Unlike Infrascope, this document did not classify the countries, instead it assigned points for stages of
the PPP cycle. As in Infrascope 2014, Chile, Brazil, Peru, Mexico, and Colombia obtained the best scores in the region (see
Annex 4)

4
In Annex 3 a more detailed description of the methodologies can be found.
5

Identiﬁed by the WBG itself
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C o n sid e ra t io n s
First, both documents only measure the environment to implement PPPs, that is to say, where implementation is viable.
When referring to transparency, this is in relation to activities carried out by the states with the aim of informing the
private sector about the project and its details. This does not include transparency with the community.
These classiﬁcations only measure the business climate and the eﬃciency of regulations, institutions, and mechanisms
used to attract private investment, but lack indicators on the impact of using this model for poverty reduction, for
example, or the companies' performance (in all areas).
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Prob le m s identified
i n P PP s i n La tin Am er i ca
The scheme's principle problems will be exempliﬁed using concrete cases identiﬁed in the countries best classiﬁed by
the IFIs' assessment tools.

Peru: The promotion of the PPP model by the World Bank
In the case of Peru, the World Bank's inﬂuence as a promoter of PPPs took shape through loans to reform the
institutional and regulatory framework (Development Policy Loans), especially in the energy sector (Mainhardt, 2016). In
addition, it promoted Law 30230 of 11 July, 2014, known as the “paquetazo ambiental” (set of environmental laws), by
means of which there was a reduction in the possibility of being sanctioned for non-compliance with environmental
regulations during the construction phase and it facilitated procedures for land acquisition.6
In relation to this framework, a contract was signed for the Gaseoducto del Sur (GSP), the most signiﬁcant PPP project
for the energy sector, with a 34 year concession and a 7 billion dollar investment. Due to the corruption case faced by
the Brazilian company Odebrecht, the contract was cancelled as the consortium does not have the necessary ﬁnancing
to ﬁnish the project, which has been paralyzed. 7

Colombia: social-environmental impacts and contractual irregularities
On 13 September, 2014 the Public-Private Partnership contract 01 of 2014 was signed between Cormagdalena and the
special purpose vehicle Navelena S.A.S., whose majority shareholder was Odebrecht, with 87% of the society. The
mentioned PPP has the goal of recovering the Magdalena River’s navigability along a 908 kilometers section between
the municipality of Puerto Salgar and Bocas de Ceniza (Barranquilla). To do this Navelana S.A.S must carry out
channeling and dredging public works to maintain a navigable channel. The contract had an approximated cost of $2.5
trillion pesos (approx $840 million dollars).
Since the project began there have been civil society complaints, as the project involving Colombia's main river was not
consulted with the surrounding communities, nor does it have suﬃcient environmental and social impact studies, such
as: improper depositing of dredged materials. And with decree 769 of 2014 the Ministry of Environment and
Sustainable Development conﬁdentially eliminated the environmental license requirement for this kind of dredging.

6

Nuevo estudio revela: El Banco Mundial patrocinó el primer paquetazo ambiental y el subsidio pagado a Odebrecht en el Gasoducto del Sur. Consulted
13/03/2017 in: http://www.dar.org.pe/noticias/nuevo-estudio-revela-el-ban7 co-mundial-patrocino-el-primer-paquetazo-ambiental-y-el-subsidio-pagado-a-odebrecht-en-el-gasoducto-del-sur/
El ‘caso Odebrecht’ paraliza la construcción del mayor gasoducto de Perú. Consulted 13/03/2017 in: http://internacional.elpais.com/internacional/2017/02/01/america/1485903956_914476.html
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During the contract's execution, Navelena incurred several contractual breaches: it was not able to achieve a ﬁnancial
closing, and less so when the Odebrecht corruption scandal exploded. Already in December of 2016 the Comptroller
General's Oﬃce reported that irregularities had been found in the contract's execution, since Navelena changed the
materials required for the public works, for cheaper and lower quality materials that would put the stability and
sustainability of works at risk. In addition, Navelana has not complied with the contracted depths for the Barranquilla
Port access channel.
Finally, this project is under investigation due to corruption accusations involving ex-government oﬃcials and
parliamentarians, according to the Oﬃce of the Prosecutor General of the Nation.

Brazil: Overrun costs in the construction of stadiums for the 2014 World Cup
During the dispute about the FIFA 2014 World Cup, irregularities and overrun costs were found in the construction of
some stadiums. Brazilian constructor Andrade Gutierrez admitted to the existence of a cartel in the construction of
stadiums, where other companies are surely involved, such as Odebrecht, Camargo Correa, Queiroz Galvao, and OAS.8
The PPP by means of which Arena Pernambuco was constructed, in Recife, was between the state of Pernambuco, and
Odebrecht Inversiones en Infraestructura Ltda. and Odebrecht Servicios de Ingeniería y Construcción SA. Fraud was
investigated in relation to the project's bidding process and overcharges for more than 12 million dollars for the
stadiums construction, which had a ﬁnal cost estimated at 200 million dollars.9
Similarly, there were denouncements that construction costs for the Brasilia stadium tripled to almost 900 million dollars
of public funds due to fraudulent invoicing. The Associated Press showed an increase in electoral campaign
contributions from companies that won most of the project contracts for the World Cup. In this case, the main
constructor (Andrade Gutiérrez who is part of the construction consortium) of the Brasilia stadium, multiplied its
donations by 500 in the most recent elections.10 This is one of the cases that demonstrates with the greatest clarity state
capture by a conglomerate of companies, whose main objective was to strengthen its economic power.

8 Constructora revela formación de cartel en obras del Mundial de Brasil. Consulted 13/03/2017 in: http://www.wradio.com.co/noticias/deportes/constructo-

ra-revela-formacion-de-cartel-en-obras-del-mundial-de-brasil/20161205/nota/3323127.aspx

9 Estadios mundialistas de Brasil, bajo sospecha de sobrefacturación. Consulted 13/03/2017 in: http://www.eltiempo.com/archivo/documento/CMS-16239857
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Mundial Brasil 2014: Corrupción y altos costos salen a la luz. Consulted 13/03/2017 in: http://elcomercio.pe/mundo/latinoamerica/mundial-brasil-2014-corrupcion-y-altos-costos-salen-luz-noticia-1729072
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Chile: A lack of citizen participation in PPP projects
A recent investigation (Vergara, Araya, Donoso, & Fuster, 2016) critically analyzed the use of PPPs as instruments to
respond to the social-natural catastrophes that occurred in 2010. The investigation indicated that although the PPPs
were perceived positively as an immediate response to the emergency, there was displeasure after the fact.
Both in Llico and Constitution (cities where the investigation was focused) the critiques were mainly focused on the
scarce channels for citizen participation and the conﬂicts of interests that this hid, principally with the company Arauco
S.A. In addition, the investigation indicated that, in spite of oﬃcial eﬃciency indicators, the PPPs have generated
signiﬁcant problems and costs that were assumed by the State in the end.

Mexico: State capture by business groups.
With respect to the Higa, Hermes and GIA+A business groups it was stated that they have been the major beneﬁciaries
of public private participation schemes in Mexico since the current presidency began. A dizzying increase in contracts is
commented, as well as the ﬁnancial gain from them, which comes from an era when the current president was
governor of the state of Mexico.11
During the six year governorship, one of the mentioned companies was allocated contracts with an approximated
value of 1.8 trillion dollars and in the ﬁrst two years of the presidency the awarded contracts totaled approximately 3.2
trillion dollars. And this group of companies was awarded three of the four PPPs tendered by the current president.12

Paraguay: Unjustiﬁed investment to endorse the PPP scheme
The Public-Private Partnership to modernize the Silvio Pettirossi international airport has been controversial due to the
project's bidding process and the investment that the project would require. According to journalistic sources, the
Ministry of Public Works and Communications (MOPC) has not explained why it is necessary to invest 150 million
dollars in the airport, while the ICAO (International Civil Aviation Organization) maintains that 30 million dollars would be
suﬃcient. The reason behind the project's price increase would be to justify the installation of a 30 year PPP scheme.13In
addition, the bid would favor the Sacyr-Agunsa consortium, the only oﬀer that passed the ﬁrst evaluation stage, a fact
that has awoken discontent since Sacyr has a background of infringements in Spain, Panama, Colombia and Chile,
which would disqualify the company from the process according to the country's PPP law. For these reasons, state
employees from the National Civil Aeronautics Oﬃce of Paraguay (Dinac) presented a criminal complaint for breach of
legal duty and immediate production of public documents with a false content, against members of the bid evaluation
committee for the airport modernization.14
It was recently announced that the World Bank will help Paraguay in the deﬁnition of PPP projects using the Global
Infrastructure Facility (GIF) platform, with the aim of improved channeling of private capital towards the infrastructure
investments that the country needs.15

11 Corrupción y desafíos organizacionales en un mundo de asociaciones público-privadas, Sandoval Irma, Revista Gestión y Política Pública vol.25 no.2. UNAM,

México jul./dec. 2016

12 http://www.proceso.com.mx/398423/398423-a-hinojosa-cantu-mas-de-60-mil-millones-en-contratos
13 Para justiﬁcar APP habrían quintuplicado precio referencial de obras en aeropuerto. Consulted 13/03/2017 in: http://www.abc.com.py/edicion-impresa/eco-

nomia/para-justiﬁcar-app-habrian-quintuplicado-precio-referencial-de-obras-en-aeropuerto-1560474.html

14 Denuncian penalmente al comité evaluador de APP del aeropuerto. Consulted 13/03/2017 in: http://www.abc.com.py/edicion-impresa/economia/denun15

cian-penalmente-al-comite-evaluador-de-app-del-aeropuerto-1566825.html
Banco Mundial ayudará a Paraguay a “deﬁnir mejor” proyectos de APP. Consulted 13/03/2017 in: http://economia.com.py/economia/banco-mundial-ayudara-a-paraguay-a-ldquo-deﬁnir-mejor-rdquo-proyectos-de-app-10836.html
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C o nseq uenc es o f
s t imula ting P P P
im p lementa tio n
At present a series of corruption complaints have been made, including companies with PPP projects. The technical,
economic, and legal assistance for countries was carried out through technical and ﬁnancial cooperation projects, and
development policy loans (DPL´s from the WB) that were focused on: training for government oﬃcials, dissemination
strategies for key populations, without contemplating the citizens, as well as developing documents, guides, manuals,
and web platforms that aim to stimulate and catalyze PPP implementation. There was a lack of advisory services for
countries to improve their regulatory frameworks and practices on issues such as social and environmental impacts and
accountability.
The following eﬀects have been identiﬁed in relation to PPP implementation: (i) strengthening companies' economic
power; (ii) corporate state capture and corruption, (iii) detriment of public ﬁnances and therefore a negative impact on
communities (or PPP clients), calling into question a true commitment to overcome poverty and promote social welfare.

Corporate state capture and an increase in corruption
The most damaging eﬀect of the Multilateral Banks’ approach has been state capture by corporations.16 The corruption
that is seen in both the public sector and some companies that participate in PPPs has contributed to strengthening a
privileged group within this sector, overrun costs have been detected, and an increased movement of high level
executives, who shift from the public to the private sector and vice versa (“revolving door”).
The corruption cases are a symptom of business and economic groups that, coordinated with the states, impose their
agendas and interests. Thus, the Bank's main discourse that proposes giving the private sector a central role and
granting it legal and ﬁnancial facilities for infrastructure development, has stimulated a use of PPPs to favor these groups
above the project's social and environmental interests (Hall, 2015).

Strengthening companies' economic power
In connection to the prior point and observations related to the identiﬁed cases,, over the last several years some
families (as is the case in Mexico) (Sandoval, 2016) have concentrated contracts signed under the PPP scheme, or
companies (like Odebrecht) have signed important PPP contracts with public entities that have favored their economic
power, situating them as the most important business stakeholders for infrastructure construction in LAC. The
promotion of PPPs by IFIs, instead of being aligned with its purpose of reducing global poverty, has caused a
concentration of economic power in the hands of a few economic and business elites, whose actions have generated
oligopolies, monopolies, and cartels (Hall, 2015).

16

Durand (2016) understands political capture as “a form of extreme inﬂuence on the state (conceived, according to cases, as undue inﬂuence or excessive inﬂuence) that distorts public
policy decisions in favor of a few privileged parties who concentrate decision making powers, these can be economic or political elites, even families and political parties”.
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Damage to the country's public ﬁnances
The PPP, instead of being a measure to alleviate the state's ﬁnancial burden signify ﬁnancial commitments beyond what
is acceptable for states and their economies. This has occurred due to the following factors: 1) projects that have been
structured with overrun costs; 2) re-negotiation during project implementation, where the state must provide additional
public resources for the project; 3) incorrect risk allocation which forces them to assign resources to cover contingencies;
4) ﬁnally, an out of balance increase in debt, which in addition to being a violation of transparency and accountability
principles, causes the state to be unable to correctly quantify its liabilities and thus becomes more indebted than it can
manage (Hall, 2015) (Romero, 2015) (Eurodadd, 2017) (Sandoval, 2016) (Caliari, 2014).
Eﬀects contrary to the Multilateral Banks’ objectives. Charging overrun costs to the state or clients.
In addition, the promotion provided by IFIs for PPPs does not help to fulﬁll its central objectives: end extreme poverty,
promote shared prosperity, sustainable development, and social inclusion and equality. The high costs of public ﬁnance
that have been generated by PPP contracts are assumed by the citizens in two ways: through taxes or allocating public
resources (that are originally designated to other sectors, such as healthcare, education, housing, potable water and
food) to pay state liabilities.

9

F i n a l co m m e n ts
As was observed in the identiﬁed cases, there are high levels of corruption in the region, thus it should be asked: the
political will which has been highlighted by the IFIs in assessment tools is suﬃcient to guarantee transparent PPPs? What
is the responsibility of these institutions in corruption cases, given the promotion and technical collaboration provided
to countries in relation to both regulations and the projects? As institutions that promote the model, what do they have
to say on the matter?
The IFIs must stop indicating that a country's economic problems and inequality is only an issue of infrastructure,
exploitation of natural resources, innovation, services provisions, and ﬁnancial muscle. Instead of strengthening the
procurement of large proﬁts, these entities must strengthen institutional capacities to develop projects with transparent
regulatory frameworks and improve accountability so that the government acts in favor of its citizens, who are able to
eﬀectively participate in relevant decisions.
It is necessary that the Multilateral Banks analyze the real impact of implementing PPPs. That is to say, evaluate the
eﬀects of this private participation scheme on issues such as: (i) Public debt, both visible debt and debt outside of the
balance sheet; (ii) the environment, including the impact on environmental protection regulations; (iii) human rights; (iv)
poverty eradication; (v) satisfaction of communities' basic needs; (vi) monopolization of the infrastructure sector; (vii) a
countries public ﬁnances and debt capacity; and (viii) corruption. It is very probable that after an in-depth analysis of
these topics, it is impossible to insist on the application of PPP schemes as almost the sole path to reach development
objectives.
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