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Discussion Papers

The Discussion Papers - PPP Americas 2021 are a series of documents produced in preparation
for the X Edition of PPP Americas, the main forum for Public-Private Partnerships (PPP) in Latin
America and the Caribbean (LAC), organized every two years by the Inter-American Development
Bank (IDB).

As part of the PPP Americas 2021 edition, eight groups of experts, professionals, consultants and
academics directly involved in the planning, identification, structuring and management of PPP
projects in the countries of the region met. Under the coordination of IDB specialists, the groups
reviewed the main topics of interest and current affairs in the field of PPPs, in order to exchange
experiences, discuss success stories and lessons learned in the ongoing projects in the region.

From an open call made in March 2020, to which more than 200 specialists, professionals and
academics from the region applied, around 90 people from across the region were selected to be
contributors. They actively participated in discussions on the following topics: reliability of State
payments, project selection criteria and drivers of value for money, best practices in contract
management, diversification of the capital structure, contract termination rules and their conse-
guences for project viability, planning and prioritization in infrastructure development, fiscal im-
pacts of the projects and the role of control bodies.

Each topic explored in the groups led to a Discussion Document, compiling the reflections shared
by the specialists in their joint discussions between June 2020 and April 2021. In addition, in
January 2021, each group of specialists shared their insights with the other groups, to encourage
the development of a richer and deeper conversation, and to take advantage of synergies be-
tween the different areas.

This initiative aims to help consolidate an environment for the exchange of experiences and best
practices in PPPs for the region. Its main purpose is to serve as an input for the discussions that
will take place at PPP Americas 2021—where solutions will be proposed in all directions.

Gastoén Astesiano
Chief of IDB PPP Team

Carolina Lembo
IDB PPP Specalist

Ana Beatriz A. Araujo
IDB Consultant for PPP Americas
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Planning and Prioritization in
Infrastructure Development, and the
role of Public-Private Partnerships

Seeking an efficient coordination of investment, budgeting
and financing cycles in Latin America and the Caribbean.

This document was prepared by Ancor Suarez Aleman (IDB) and Maria Pilar Castrosin (IDB),
based on the results of a series of rounds of discussion and input by and between the following
experts in the infrastructure project planning, prioritization, preparation and structuring processes
in the context of Latin America and the Caribbean: Edgard Benozatti (State of Sdo Paolo, Brazil),
José Luis Bonifaz (Pacifico University, Peru), Marcia Campos (Monterrey Institute of Technology,
Mexico), Juan E. Chackiel (Ministry of Public Works, Chile), Reinaldo Fioravanti (IDB), Pauline
Debaeke (IDB sec. European Investment Bank), Mariana Silva (IDB), Scarlett Piantini (Consult-
ant, Dominican Republic), and Adriana Valencia (IDB Invest). José Luis Bonifaz, Juan E. Chackiel
and Pauline Debaeke were active contributors to the writing of specific sections. The team were
supported by Clarissa Ledo (Brazil), who produced minutes and input from the meetings, which
were very useful for preparing this paper.

The purpose of this analysis is to present the main points discussed and best practice recommen-
dations in the areas outlined in each section, in a structured manner, with an emphasis on a series
of previously selected topics and questions. This document does not aim to provide a systematic
or exhaustive review of the latest in infrastructure planning and prioritization.
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1.Introduction: Infrastructure Planning
and Prioritization

Economic and social infrastructure play a fundamental role in the levels of growth and equality of
the economies of Latin America and the Caribbean. Although the region has made a massive
investment effort in recent decades, the infrastructure gap continues to hinder development, and
public infrastructure services do not meet the levels of provision, quality and competitiveness
appropriate to the inhabitants of the region and its economies. Low-income families spend 15%
of their income paying for services such as water and public transport, which is almost 5 percent-
age points of income more than in emerging Asia (IDB DIA 2020). If the region does not invest
more and better in developing and maintaining infrastructure, it could lose up to 15% of potential
GDP growth over the next 10 years. Therefore, closing the sustainable infrastructure gap in the
region will require around USD 250 billion per year according to different estimates?.

More and better investment will be needed. In addition, public resources are finite and always
have a high opportunity cost. Decision-making means that allocating resources to one project
prevents others from being carried out. Therefore, it must be ensured that the public resources
used generate the desired results.

The concepts of planning and prioritization have two essential things in common: order based on
a given logic/criterion, and their sequential nature. Establishing criteria to enable infrastructure to
be developed in an organized way is even more important, given the public nature of the re-
sources, its high opportunity cost since it involves high levels of investment, and its temporal
dimension, characterized by long development times with high expected long-term impacts.

How can we ensure a proper infrastructure planning and prioritization process? Answering this
guestion involves addressing three other integral concepts: efficiency, sustainability, and trans-
parency. These three pillars should govern all infrastructure asset development processes and
the provision of associated services.

Latin America and the Caribbean has traditionally been inefficient in developing its infrastructure.
IDB (2019) shows how one of every two dollars of public resources earmarked for infrastructure
asset development is wasted—compared to the efficiency levels of advanced economies that, on
average, manage to efficiently use 90 percent of their resources. Given the volumes required to
invest in the sector, this wasted 50 percent represents a large amount of public resources that
are always scarce—unfortunately, today more so than ever. Lack of proper planning reflected in
poor maintenance, high-cost overruns, delays or renegotiations greatly affects the assets that are
being developed and those that are not.

! For more detail, see the IDB 2020 Flagship Report, From Structures to Services: The Path to Better In-
frastructure in Latin America and the Caribbean

www.iadb.org 8
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Moreover, as reported by IDB (2017, 2020), poor planning, reduced access to resources, lack of

benefits for the community and lack of adequate consultancy have been the main sources of
conflict throughout the last four decades of infrastructure development in the region. As such,
planning is key to promoting sustainable infrastructure development, from an institutional, finan-
cial, social, fiscal and environmental perspective.

Finally, transparency itself is an input, a means and an end in infrastructure planning and prioriti-
zation. As reported by IDB (2019), attracting private participation to develop a well-prepared port-
folio of bankable projects has been harder as a result of the corrupt processes uncovered in the
last decade. Since then, the region has set about tackling poor practices, and imposing the prin-
ciple of transparency and integrity, to regain confidence and restore promising infrastructure pro-
ject portfolios for investors and, most importantly, to rebuild taxpayer confidence in the proper
management of public resources. The principle of transparency should guide best practices in
terms of how infrastructure development is planned and prioritized in the countries of the region.

This document, which reflects the result of regular discussions by a group of experts in infrastruc-
ture development in Latin America and the Caribbean, follows a sequential logic and uses some
international examples identified as best practices. After addressing the need to develop multi-
sectoral plans as appropriate tools for the development, maintenance, and rehabilitation of infra-
structure, consistent with the provision of resources, the need to sequentially integrate the public
investment process as a whole is analyzed, regardless of the bidding modality under which each
specific project will be carried out. Section four addresses investment decisions, contract modality
and financing. Section five reflects the need to systematically incorporate sustainability compo-
nents throughout the planning and prioritization cycle. Section six reflects some discussions within
the context of COVID-19, and how it will affect post-pandemic planning and prioritization. Finally,
section seven outlines overall conclusions and recommendations.

www.iadb.org 9
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2.Developing Multi-Sectoral Plans to Develop,
Maintain and Rehabilitate Infrastructure.

Multi-sectoral infrastructure development plans are both a cause and a consequence of proper
planning. They are a cause whenever they organize the development and operation of assets
and the provision of infrastructure services within a country during a given period. Consequently,
they must be the result “on paper” of a State’s comprehensive and multidimensional planning
process. They should reflect States’ long-term vision, responding in a comprehensive and coor-
dinated manner to the country’s development challenges and how infrastructure helps solve them.
In turn, it is essential that these plans reflect the necessary balance between public demands
(often referred to as “wish lists”) and the availability of resources to develop them. The scarcity of
the latter—today even more pronounced due to the fiscal crisis resulting from the pandemic—
means that investment decisions minimize the opportunity cost implicit in carrying out some pro-
jects instead of others. As stated in the IDB's Infrastructure Strategy (Serebrisky, 2014), the de-
termination of infrastructure investment needs should be the result of a planning process that
generates a realistic and achievable country vision with the available fiscal resources and the
population's ability to pay.

This section presents a number of key issues for the successful development of infrastructure
plans, and reflects the main findings of the discussion group:

a. What are the foundations and ideal content to properly develop
multi-sectoral infrastructure plans?

e Identifying needs/analyzing infrastructure and service provision gaps in the coun-
try. Infrastructure development planning should result from a thorough analysis of existing
infrastructure conditions, identifying the main needs and bottlenecks for infrastructure de-
velopment, considering not only desirable objectives, but also the scarcity of existing re-
sources. Developing an efficient and sustainable plan will require comprehensive
knowledge of the country’s infrastructure conditions and needs, so that it is possible to
understand which part of the plan and resources should be directed towards rehabilitation,
maintenance, construction of new infrastructure, and when it will be possible to recycle
assets.

e Identifying/planning existing resources for their development and maintenance:
Once the infrastructure needs have been defined, the technical options available to pro-
vide the necessary solutions should be studied. The technical solutions defined should
generate benefits to society beyond the costs that must be incurred to develop, operate,
and maintain them throughout the project’s useful life. To verify this, the projects to be
developed must undergo a cost-benefit analysis and obtain a positive result. Only projects
defined within the plan and for which a positive impact on society has been demonstrated

www.iadb.org 10
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may be developed. In addition to a thorough knowledge of infrastructure conditions and

needs, it is also essential to know which short-, medium- and long-term public resources
are available to develop, maintain and rehabilitate infrastructure. Infrastructure planning
must be related to public budgets, and short-, medium- and long-term resources must be
related to each other, to promote a multiannual vision ensuring the necessary resources
to efficiently maintain infrastructure. This will prevent incurring unnecessary future reha-
bilitation costs due to inadequate routine maintenance, or simply the deterioration of the
developed infrastructure and, therefore, the quality of services it provides.

e Establishing multi-sectoral prioritization criteria linking needs and resources: Con-
sidering that public resources are scarce and that there are many public needs, it is es-
sential that governments design a prioritization mechanism allowing them to evaluate var-
ious dimensions of the projects underway and to establish the order in which they will be
carried out. A prioritization tool should take into account elements such as the projects’
degree of technical maturity, their interrelationship with other projects, the risks involved
and whether these are easily mitigated, the budget requirements, the project’s capacity to
generate income, the impact on employment, the need to develop or amend specific reg-
ulations, which could lead to a delay, society’s acceptance of the project, among other
considerations. This list of factors and the consideration given to each one may change
over time depending on the objectives pursued by the country through the development
of its infrastructure. Section 4 sets out the issues to be considered during prioritization
exercises, as well as best practices.

e Regulation and existing institutional arrangement and identifying relevant institu-
tions to address the life cycle of comprehensive infrastructure development. The
importance of involving key institutions in infrastructure development must be considered.
This will afford the plan more technicality and legitimacy while at the same time contrib-
uting to its long-term fulfillment. In addition to institutions with the technical capacity to
develop projects, there is usually a unit in charge of coordinating public investment. Their
role is to develop the necessary regulations to carry out project evaluation and ensure
their correct application. The ministries in charge of budget and finance, in turn, will have
to estimate the resources available for the entire project life cycle, whether they come from
taxation or other alternatives. Among the package of options available to governments is
attracting private capital to infrastructure development through Public-Private Partnership
(PPP) schemes. However, given that not all projects will be suitable for development
through PPPs, a comparative analysis between this option and Traditional Public Works
(TPW) should be carried out, to determine which scheme generates greater value for
money (VFM).

www.iadb.org 11
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b. What are the main practical issues when developing an infrastruc-
ture plan?

e Time scope/defining long term during plan development: Developing long-term plans
enables a more predictable infrastructure development process; among other things, this
helps to efficiently attract private participation. In that case, how do we define long term
as regards the plan? Ultimately, as a relationship between the plan’s expected achievable
objectives and the predictability of the resources to accomplish them.

e Tools toreduce the impact of political time and cycles. To make this process rational
and predictable, a logical and clear sequence must be adopted, including: i) establishing
a clear regulatory framework; ii) defining a competent and responsible agent for its imple-
mentation; iii) defining a competent and responsible agent for its monitoring and inspec-
tion. A planning process with transparent interlinked procedures and clear responsibilities
between the institutions involved is an important tool for developing a long-term infrastruc-
ture plan, as it facilitates accountability and allows participants to accompany, understand,
participate in and monitor its follow-up. The tools typically used are long-term infrastructure
plans that last longer than, and are independent of, government terms. These infrastruc-
ture plans are defined in terms of long-term objectives proposed by the country, on the
basis of which the projects to be developed are defined. These projects will be registered
in a Bank of investment projects and will be structured according to technical regulations
established by the competent authority. When preparing multiannual budgets, the projects
to be developed in the reference period should be taken into account, in addition to regular
monitoring of possible changes that may lead to changes to the required budget. The
budget allocated to these projects must consider the complete project life cycle, i.e., not
only the resources needed to develop them, but also those needed to operate, maintain,
and rehabilitate them throughout their useful life.

www.iadb.org 12
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e Box 1: The Australian experience - Plan timing and cycle

In Australia, the infrastructure planning process is based on assessments that allow for short-,
medium- and long-term planning. The plans are developed by the same institution—Infrastruc-
ture Australia—which ensures the exchange of information between the plans and their long-
term follow-up.

The documents enabling a constant planning and monitoring process with regard to infrastruc-
ture conditions and needs are:

i) Australian Infrastructure Audit (“AlA”): analysis presenting a forward-looking view
of Australia’s infrastructure needs. In this audit, 15-year mobile infrastructure plans
are also developed, with national and state-level priorities defined;

i) Australian Infrastructure Plan: where policy responses to the country’s infrastruc-
ture needs are established, based on the AIA. In the latest edition of the plan, the
user was defined as a priority. The plans are developed every five years; the last
one was issued in 2016 and the next one is due in 2021;

i) Infrastructure Priority List: a guide indicating priority infrastructure investments based
on sustainability criteria. The 2020 list identifies 147 national-level infrastructure pro-
posals with short-, medium- and long-term opportunities, and distinguishes projects as:
i) high priority projects (6), ii) priority projects (17), iii) high priority initiatives (36) and; iv)
priority initiatives (88). The difference between a project and an initiative is associated
with the level of structuring. Initiatives, in general, are an initial stage of the project; they
are proposed solutions to possible problems. Projects are solutions to specific prob-
lems, which have been positively evaluated by IA.

e Institutional arrangement for developing, implementing, monitoring and supervis-
ing the plan: Multi-sectoral plans are generally conducted by an entity with competencies
primarily related to infrastructure and planning. Institutions with the technical capacity to
develop them are essential. However, it is necessary to bear in mind that these agents
with competencies in infrastructure development and medium-/long-term vision, need in-
formation input on available public budgets and priority needs. For this reason, it is nec-
essary to involve other entities to guarantee the plan’s implementation and viability, such
as finance ministries, courts of audit, regulatory and control agencies; inter-institutional
coordination is required to develop the planned infrastructure. It is important for the com-
petent institution to have the technical and institutional capacity to perform follow up.?

2 An example of suboptimal practice is the case of water supply in Brazil. In 2013, the country created the
National Basic Sanitation Plan (PLANSAB, Plan Nacional de Saneamiento Basico) at the federal level. It
planned a 20-year infrastructure to universalize basic sanitation services in the country, with guidelines to
the municipalities—the competent entities for basic sanitation. However, despite the fact that PLANSAB
establishes objectives and guidelines, and that it should determine their adaptation to sub-national spheres
through the development of municipal plans, this did not happen. The low institutional capacity and the lack
of properly established coordination tools between the Federal Government and the municipalities resulted
in plans being created for only 42% of Brazilian municipalities. In order to improve inter-federal coordination,
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Chile and Peru represent the regional experiences with the clearest coordination between the

institutions involved in infrastructure development, although there is room for improvement.

In Chile, legal reform in 2017 created the General Directorate of Concessions (DGC, Direccién Gen-
eral de Concesiones).? Its duties include: i) submitting proposals for the execution, repair, mainte-
nance, upkeep or operation of public works for approval by the Minister for Public Works, to be sub-
mitted to the President of the Republic following a report from the Ministry of Finance; ii) submitting,
in the first quarter of each year, a Concession Plan with a projection for the next five years for approval
by the Ministry of Public Works. This plan should be submitted to the Concessions Council for con-
sultation, and subsequently sent to the National Congress. The reform ordered that the plan adopt a
territorial approach, considering the necessary infrastructures for all regions of the country and the
harmonious development between them. In view of the governance structure attributed to planning
implemented in 2017, the constant updating and monitoring of the plan by several authorities give it
a stronger institutional framework. Coordination between the Ministry of Public Works (MOP, Minis-
terio de Obras Publicas) and the Ministry of Finance (MH, Ministerio de Hacienda) is ensured in two
ways: (i) proposals for the execution, repair, maintenance, upkeep or operation of public works pre-
pared by the General Director of Concessions are subject to approval by the Ministry of Public Works
and subsequently by the Ministry of Finance; (ii) joint selection between the MOP and MH of the
members of the Concessions Council, an advisory body whose function is to express an opinion on
the five-year concession plans; the MH and MOP jointly appoint the Director of the Concessions
Council, and the MH alone nominates two other directors. It should also be noted that the planning of
concessions in the country requires the inter-institutional coordination of several public agents, in par-
ticular, four in addition to the MOP, which are permanently involved in the process. This is hotwith-
standing the participation of other ministries, services or regional and local authorities in the case of
specific sectors or territories.

The aforementioned Ministry of Finance is present by means of allocating the annual budget to
the General Directorate of Concessions and approving the financial aspects of the projects, i.e.
determining the subsidy amount when applicable, contingent guarantees, as well as future con-
tract amendments that may be required. Therefore, all concession contracts must be signed by
the Minister of Finance, making it a necessary institutional counterweight to reduce risks from a
fiscal responsibility perspective.

The Ministry of Social Development and Family (MDS, Ministerio de Desarrollo Social y Familia)
is the institution that produces the methodologies for evaluating projects and is responsible for

the National Executive Branch proposed empowering the National Water Agency to issue reference stand-
ards, to guide and support Brazilian municipalities in planning and implementing basic sanitation. The pro-
posal is still under discussion in the Brazilian legislature.

3 The DGC is the continuation of the former Coordination of Public Works Concessions (CCOP, Coordi-
nacion de Concesiones de Obras Publicas). Primarily, the reform granted a more formal and permanent
administrative status to the former CCOP, which had existed since 1996 and was functionally dependent
on the MOP General Directorate of Public Works.
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verifying the social profitability of those presented; in this regard, it also helps to prevent works of

an excessive size or those with insufficient social impact.

Meanwhile, the Environmental Assessment Service, also present, is in charge of the Environmen-
tal Impact Assessment procedure, in accordance with the provisions of Environmental Framework
Law No. 19.300. Based on an Environmental Impact Assessment or Statement, it determines
whether the environmental impact of an activity or project complies with current regulations. Once
the stages have been completed in the aforementioned institutions the approval of the President
of the Republic is required, in the case of supreme decrees.

Finally, the Office of the Comptroller General of the Republic participates in the review and ap-
proval of the Bidding Terms and Conditions, and also of the relevant decrees, by means of “legal
control”. This is the preventive control procedure to verify the constitutionality and legality of de-
crees and resolutions, and it therefore services to control the legality of the instruments being
examined. The aforementioned process, in essence, can be summarized as follows:

e Figure 1: Chilean Institutional Arrangement for Infrastructure Planning

Fiscal impacts Structuring/Tendering Legal Control

Office of the
Comptroller General
of the Republic

Environmental
Assessment Service

Social evaluation Ervironmental Impact
Assessment

Ministry of Finance Ministry of Public ”
(Budget Directorate) Works (DGC)

Ministry of Secial
Development and
Family

Source: General Directorate of Concessions

Peru presents another model where dialogue is permitted between the different agents involved
in developing the infrastructure plan. It also provides coordination at different levels of govern-
ment, through the preparation of “Multiannual Public-Private Partnership Investment Reports” (IM-
IAPP, Informes Multianuales de Inversiones en Asociaciones Publico-Privadas), which support
the National Infrastructure Plan (PNI, Plan Nacional de Infraestructura). The IMIAPP is part of the
PPP project planning and programming process, which is conducted at the local and regional
level by Private Investment Promotion Committees set up for that purpose and at the national
level by Proinversion [Peru’s Private Investment Promotion Agency] or the Ministries.* The IM-
IAPP prepared at the local and regional level is sent to the Peruvian Ministry of Economy and

4 Legislative Decree 1362.

“Article 8. Private Investment Promotion Organizations

8.1 Private Investment Promotion Organizations are in charge of designing, conducting and concluding the
private investment promotion process through the Public-Private Partnership and Asset Project modalities,
within the scope of their competence.

8.2 In the case of the National Government, Private Investment Promotion Organizations are Proinversion
or the Ministries, via the Private Investment Promotion Committee, according to the criteria established in
the Regulations.
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Finance for the issuance of an opinion, which will be binding. The Ministry uses the IMIAPP—as

well as the Multiannual Sector Investment Program—as the basis for preparing the PNI. However,
to make the tool truly inclusive, the technical capacities of regional and local governments should
be strengthened.

e Box 2: Inter-institutional Coordination throughout the cycle

A model of good practice is Infrastructure Australia (“IA”), an Australian state institution, estab-
lished in 2008, which acts as an independent infrastructure advisor and prepares documents that
support infrastructure planning and prioritization, such as the Australian Infrastructure Plan, the
Infrastructure Priority List, the Australian Infrastructure Audit and the Reform Series. IA operates
under the management of a board of 12 members, one of whom is the chair, all of whom are
experts and independent, with three-year terms.

Another interesting initiative in this regard was structured in 2019 in New Zealand, with the creation
of the Infrastructure Commission (“InfraCom”). Created in September 2019, through the Te Wai-
hanga Act, the commission is an autonomous entity with an independent board that must include
between three and seven experts. InfraCom has the competence to act at the sector’s strategic
planning level to generate more well-being and economic development in the long term. To do this,
InfraCom must work with all levels of government, with the public sector and key stakeholders, to
develop New Zealand’s 30-year infrastructure plan, to be presented in 2021 and every five years
(the last one was presented in 2015). InfraCom is also responsible for developing a portfolio of
priority infrastructure projects and for jointly coordinating New Zealand’s PPP program.

e Independence from political cycles, to ensure compliance and achievement of the
planned objectives: Developing quality infrastructure takes time and often requires ef-
forts and investments that cut across political cycles. New governments often create long-
term infrastructure development plans as a proposal to the nation. In these situations, it is
common for monitoring of the plan to end once the government’s term of office is over,
even if the plan is scheduled to last for a longer time period. This highlights the importance
of the plan’s institutional framework and its management by an entity that has the technical
competence and independence to ensure its compliance regardless of its duration. Allo-
cating this responsibility to an independent entity also guarantees the plan’s survival
through political cycles.

e Relationship with subnational governments: Subnational governments must be taken
into account when preparing national investment plans through which the stipulated de-
velopment goals will be met. They, along with the sectoral ministries, usually have the best
information on the actual infrastructure development needs in their constituencies. De-

8.3 In the case of Regional Governments and Local Governments, the powers of Private Investment Promotion
Organizations are exercised via the Private Investment Promotion Committee. The highest body of these Private
Investment Promotion Organizations is the Regional Council or the Municipal Council, respectively.”
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pending on the particularities of each country and the corresponding legislation, the de-

velopment of infrastructure in a given sector may depend on the national government or
on subnational governments. However, all government units should coordinate their ob-
jectives in a single development plan. Therefore, when establishing an investment plan,
this must be taken into account and the existence of sufficient resources must be verified
so that, if necessary, subnational governments can carry them out.

e Public consultations and other mechanisms to ensure social consensus: Public par-
ticipation in the planning process can add further consensus and legitimacy to plans. Pub-
lic consultations allow more information to be obtained about the user public and their real
needs. Analyzing existing conditions and problems, in a constant process of communica-
tion with the population, not only enables the preparation of a consensual and pragmatic
plan of infrastructure needs, but also allows society to participate in choosing the technical
and procurement solution that will provide the greatest benefits. This prevents social re-
jection of certain projects or ways of carrying them out that could be perceived as harmful
by the population. This can occur, for example, when attempts are made to incorporate
private sector participation in non-traditional sectors such as the social sector. It is also
crucial to consider possible social dissatisfaction with the provision of services, and how
to transfer the benefits of the different contract modalities to the public as a whole. In this
regard, an institutional framework must be created for a transparent and constant process
of accountability, enabling society to be present throughout the project life cycle. For ex-
ample, mechanisms such as social development funds—with clear and well-structured
rules—could be explored, running alongside contracts and helping to create more space
for the community to become more involved in infrastructure development (see Table 3).

e Box 3. The Chilean experience of the compensation fund from the
New Araucania Airport Concession Contract

The private sector’s role in generating quality and efficient public services, such as
through traditional public works or PPPs, is facing increasingly demanding scrutiny from
the public regarding whether and how it meets its pre-established objectives. In part, this
is due to the prevailing view that concession companies cannot be conceived solely as
‘infrastructure providers”to the State.

It is becoming increasingly necessary to ‘revitalize” the alliance between both sectors,
within the framework of a renewed and strategic view of how projects are linked to the
territories and communities where they are located. This means thinking creatively about
objectives and formulas going beyond those that usually form part of the public consulta-
tions that every project develops during its life cycle. By understanding that developing
infrastructure through PPPs does not make sense only as a safe profit option for the State
and a concession company in the field of building and operating public infrastructure, but
as a public policy, the foregoing must always seek and maintain social legitimacy, a task
that should be shared by both sectors.
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Citizens must be a visible and permanent partner in this alliance. It is necessary to create
bridges and mechanisms enabling their constructive participation, since the objectives
and expectations that the State has for a project do not necessarily have to match those
of the communities in the territory where it is located.

In this context, it is relevant to learn about the Chilean experience of a community devel-
opment fund in the concession contract, used to generate a link between the people living
in the project’s territory and the agents in charge of implementing it. We are referring to
the Compensation Fund in the Area of Indirect Influence of the New Araucania Airport
(FCAIl, Fondo de Compensacion en el Area de Influencia Indirecta), a site whose con-
cession contract began in 2010.

The new Araucania Airport was developed in an area where indigenous communities
from the Mapuche ethnic group are located. Therefore, within the framework of the Envi-
ronmental Qualification process approving the project, a Compensation Fund was dis-
cussed and considered to mitigate, repair and/or compensate for possible impacts in the
area of indirect influence of the airport site. This is located specifically in the Freire Com-
mune. The first step of the aforementioned process was to gauge and formalize the inter-
ests and objectives of the communities belonging to the area of indirect influence through
two agreements, which materialized after a process of dialogue and joint work between
them and the authorities involved.

As such, the FCAIl was geared towards funding initiatives promoting the sustainable de-
velopment of the communities indirectly affected by the project, mainly in socio-cultural,
associative, productive and entrepreneurial matters. This involved the use of competitive
mechanisms. Its implementation involved the creation of a Board of Directors whose mis-
sion was to formulate the regulations, organize a Technical Secretariat, and subsequently
receive project applications, evaluate their technical quality and impact, and approve
those that met the regulatory requirements. This body is made up of six public service
representatives of the Araucania Region, one representative from the Municipality of
Freire and five representatives from the area’s indigenous communities.

Thus, 11 tenders have been held between 2012 and 2020 (scheduled and extraordinary®),
with a total contribution of approximately 5.4 million dollars.® The FCAIl has received re-
sources from both the concession company that manages the airport and the Ministry of
Public Works.

In the period indicated, five tenders were held for the application of productive, socio-
cultural, associative and entrepreneurial projects, which funded a total of 2,969 initiatives.
Moreover, there have been three extraordinary tenders funding savings for housing, one
extraordinary tender to provide computer equipment (which funded 1,060 computers and

5 Extraordinary tenders were held by using unspent funds from regular tenders.
6 The average 2012-2020 exchange rate was used for the conversion of Chilean pesos to dollars.
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37 printers) and two extraordinary tenders for student vouchers, which benefited 607 chil-
dren from 45 indigenous communities in the area. The regular tenders have reflected a
wide variety of interests: socio-cultural matters, for example, strengthening education and
promoting Mapuche culture, as well as improving ceremonial sites and community cen-
ters; productive matters, by providing tools, supplies or technical assistance; in addition,
promoting individual and associative enterprises, with the support of different public ser-
vices in the Araucania Region.

Within the framework of the active Concession Plan for the coming years in Chile, the
FCAIl experience acts as a precedent to consider in future projects submitted to the En-
vironmental Impact Assessment System (SEIA, Sistema de Evaluacién de Impacto Am-
biental). In particular, it must be considered in projects where addressing the impact re-
quires close collaborative work between the State, the company undertaking the conces-
sion and the surrounding communities, with a view to the future development of these
communities in harmony with the PPP project.

Source: Juan Chackiel Torres (MOP, Chile, 2021).

e Incorporating the vision of the private sector to align incentives and leverage re-
sources for the development of public infrastructure: plans should be designed in
such a way as to indicate the State’s vision and commitment to undertaking long-term
projects. However, they should also be designed in such a way as to allow for flexibility,
particularly when it comes to introducing innovation that, for example, may come from
private initiatives. To this end, it is important that plans and projects establish the achieve-
ment of results as their objectives, rather than the use of specific inputs that can quickly
become outdated (i.e. think about providing quality, efficient and sustainable urban public
transport services, rather than reflecting the purchase of a certain type of bus with a certain
technology). This type of openness allows the authorities to benefit from the innovation
and technology that private agents can provide. However, such a process must have
transparent and well-structured mechanisms, capable of balancing incentives and com-
petitiveness, ensuring that the public objective is achieved in the most efficient way. The
expression of interest by governments in terms of areas of work and not specific projects
may be a natural space in which to consider these types of initiatives. They may also have
a place in plans developed under properly structured flexible frameworks, potentially en-
hancing the advantages in terms of innovation. Table 7 introduces lessons from the Chil-
ean and Peruvian experiences in this regard.

c. Therole of project prioritization, and the need to develop tools for
its proper management

It is difficult to achieve a balance between a long list of investment needs in different infrastructure
projects, on the one hand, and the provision of limited financial resources with which to develop
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them, on the other. In the unlikely event that all of the projects identified prove to be socio-eco-

nomically profitable and the best viable alternative to solving the identified social need, the State
will be faced with the impossible task of carrying them all forward, with a fixed amount of resources
at a given moment in time. Infrastructure development also means the development of treatment
plants, renewable energy sources, urban transport, ports, hospitals, airports and schools, among
others. The multi-sectoral nature of infrastructure also means that its planning has to address
different needs which are often difficult to compare. However, the existence of a single public
sector budget with which to solve these different needs inescapably involves the difficult task of
decision-making, putting some projects before others. This is where the need arises to develop
criteria that allow for prioritization, making efficient and transparent use of scarce resources.

Any infrastructure planning process is incomplete if it is not accompanied by a prioritization strategy
enabling an orderly list of projects to be established based on objective criteria. This in turn optimizes
the way in which the public sector responds to the infrastructure and associated service needs of its
taxpayers. The relationship between needs and the resources to meet them also requires both the
planning and finance departments to be perfectly coordinated at the institutional level.

What prioritization criteria should be used? There is no single answer to this question. The prior-
itization process is closely linked to the objectives that the public sector aims to achieve with its
infrastructure vision. As such, it is one of the essential elements of any infrastructure plan that
aims to be efficient and sustainable. Some of the questions (non-exhaustive list) that may guide
a central planner when developing prioritization criteria to enable them to order their infrastructure
strategy are as follows:

- Does the project meet any of the central objectives of the country’s infrastructure policy
(and to what extent)?

- Does the project belong to any priority sector within the country’s vision?

- Does the project improve the living conditions of vulnerable populations? Does the project
have a capacity to generate jobs or improve access to employment (and to what degree)?

- Does the project have the capacity to generate income for the State that will enable the
development of more and better infrastructure?

- Does the project have the potential for leverage over other investments, or a network effect?

- Does the project have the capacity to attract additional financing?

- Does the project close infrastructure gaps?

- Does the project have a high chance of obtaining the social license to operate?

- Is the project consistent with and contributing to established long-term sustainability goals?

- Does the project address any urgent need or emergency in the country, be it (for example,
given the current context) a health emergency such as COVID-19 or a natural disaster?

In any case, the example gquestions here may be more or less valid depending on the conditions
and vision of each particular economy, and the objectives it pursues with its infrastructure policy.
In this context, it is important to highlight the benefit of incorporating network analysis into priori-
tization, enabling the effect of each project to be incorporated into the whole, in a sectoral manner.
The main message here is that the best infrastructure plan can easily become a haphazard wish
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list if it is not associated with a multi-sectoral project prioritization strategy, promoting optimal use

of resources in line with the country’s development objectives.

d. Infrastructure planning beyond asset development: optimal mainte-
nance and rehabilitation for the provision of quality infrastructure
services

Providing quality infrastructure services to the population is the main motivation for developing
multi-sectoral infrastructure plans. With this in mind during plan development, the structuring
thereof can consider the entire stock of existing assets in the country, in order to understand not
only which projects are necessary and a priority, but also how existing assets and those to be
developed should be handled, in terms of maintenance, rehabilitation or recycling, so that the
plan produces the desired effects of economic development, equality, territorial integration and
competitiveness.

In this regard, forecasting the maintenance and rehabilitation of existing assets is as important as
identifying new priority projects. An example of the essential nature of maintenance is the case of
Peruvian roads between the 1990s and 2000s. During this period, due to lack of planning, there
was no investment in road maintenance. Abandonment of these infrastructures led to the need
for their rehabilitation, which cost seven times more than it would have cost if proper maintenance
had been carried out (IDB, 2020).

Therefore, it is necessary to prepare long-term maintenance and rehabilitation plans that include
existing and planned infrastructure, regardless of the type of bidding model through which they
are carried out. These plans should cover the full life cycle of the assets and indicate the annual
resource requirements involved, not only for routine maintenance but also for major maintenance
(rehabilitation). This will result in regular and ongoing expenditures for infrastructure maintenance,
which are lower when dealt with on a routine basis and, therefore, ensure a certain degree of
predictability. The result will be assets that provide a continuous service at a certain level of qual-
ity, and an optimization of future needs to incur large capital expenditures.

Once again, it should be emphasized that these plans will not be successful if they are not properly
included in the State’s multiannual budgets. This requires coordination between the institutions in
charge of Public Investment, its planning and the budget. As well as the aforementioned benefits, this
coordination will mean greater predictability in terms of public spending on infrastructure. However,
as maintenance expenditure is considered a current expenditure in many countries, it may be liable
to reductions when the budget is limited due to negative economic events. In these cases, protection
mechanisms, such as trusts or intangible funds, that safeguard these resources can be used.

In-depth knowledge of the state of a country’s infrastructure at the time of planning also enables
asset recycling to be assessed. As Villalobos (2018) states, “a nation’s infrastructure and built
asset stock is worth approximately three times its GDP. This figure should make us consider the
State’s opportunity to bolster the numerous properties and assets it has throughout the national
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territory. In this regard, asset recycling consists of structuring a PPP contract for an existing public

asset where the private sector assumes the risks and responsibility for operation and mainte-
nance, but at the same time grants the State a significant initial or regular compensation for the
right to use the asset. This provides fresh resources for new projects and ensures proper long-
term management, which reduces the long-term fiscal impact of limited and inadequate mainte-
nance." Asset recycling therefore involves considering a country’s infrastructure provision as a
whole, and optimizing its use for the benefit of users’ quality of life and economic competitiveness.
In this way, the State can monetize certain infrastructures that are of interest to the private sector
(e.g. a toll road) to develop new priority infrastructures (e.g. a hospital). The rotating nature of
these initiatives enables the State to make optimal use of the resources at its disposal to provide
societies with the infrastructures they need for growth and equality. Existing experience in these
types of schemes indicates how essential it is to ensure that the resources obtained are directed
towards the development of new infrastructure (capital expenditure) and not to other types of
(current) expenditure that end up decapitalizing the economies. One example is the Australian
Govemment’s Asset Recycling Initiative,” whose purpose is to ensure greater sustainability in
infrastructure planning, enabling a virtuous cycle of investments. Under the Australian model, the
central government creates incentives for regional governments to sell mature infrastructure as-
sets to develop new priority infrastructure, as can be seen in the province of New South Wales,
which, in June 2017, estimated that around $24.8 billion could be invested in public transport,
roads, schools and water safety with asset recycling.

" In order to obtain resources to develop new infrastructure and improve the performance of existing infra-
structure, and based on the experience of the regional government of New South Wales, the Australian
government developed the ARI program. One of the existing conditions was that the resources generated
should be reinvested entirely in new infrastructure (avoiding a decapitalization of the economies), or up to
a maximum of 50% of the debt of other projects, with the remaining amount allocated to new infrastructure.
To be eligible for the scheme, new projects should present a positive socio-economic analysis, improve the
long-term productive capacity of the economy, and attract private investment in infrastructure (GIF, 2016).
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3.Integration between Investment and Budget
Cycles — Coordination between National
Public Investment Systems and PPP Units

Investment and budget cycles are two sides of the same coin: the use of resources, and obtaining
them. Optimizing and coordinating both cycles is vital to making efficient use of public resources.
It is also essential to ensure that the whole public investment process is integrated throughout its
different phases, from the time a project is planned, prioritized and determined to be socio-eco-
nomically profitable, until the most efficient contract modality with which to develop it is analyzed
and selected.

Therefore, public investment planning is a sequential process that begins before making the de-
cision on how it will be provided, i.e. whether to opt for traditional public works or PPPs, as dis-
cussed in the previous section. On the one hand, during the planning process, it is essential that
the public manager is fully aware of the infrastructure conditions and needs, and of the public
resources available to develop and maintain said infrastructure throughout the asset’s life cycle.
On the other hand, it is also essential for the different units and ministries involved in the public
investment process to be coordinated, which of course includes PPP Units. Infrastructure projects
must follow the same structuring process and, therefore, be analyzed with the same scrutiny and
using the same criteria established by the competent authority in the matter, regardless of whether
they are later developed through TPW or PPPs.

By considering the foregoing, it will be more feasible to turn the “wish list” into quality, efficient
and sustainable infrastructure development. Therefore, this section aims to understand how to
ensure the allocation of budget resources for the entire project life cycle by coordinating invest-
ment and budget cycles, as well as the institutional arrangements needed to achieve coordination
between the organizations in charge of public investment planning (national public investment
systems) and PPP units.

a. What regulatory, institutional and policy arrangement can ensure
coordination between different infrastructure investment decision-
makers?

e Optimal integration schemes. Having an orderly and coordinated institutional system,
capable of establishing sustainable and tangible commitments to infrastructure develop-
ment, is very important to ensuring its success. Within this organization, there must be a
clear procedural flow on how infrastructure project structuring works, from identification of
needs by specialized organizations in the sector, to project execution through the selected
bidding process, and its subsequent long-term operation and maintenance. Ideally, project
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structuring should be guided by standards developed by the National Public Investment

Systems, or the competent authority in the matter, and socially profitable projects should
be registered in an Investment Project Bank. Based on the projects registered in this bank,
it is recommended that a long-term Infrastructure Plan (for example, a 10-year plan) be
developed that is independent and longer-lasting than political cycles, including the pro-
jects to be developed in order of priority. A preliminary assessment should then be made
as to how best to carry out these projects to generate the most value for money. Once the
public resources needed to develop the projects included in the long-term Infrastructure
Plan have been established, the availability of long-term resources to address these pro-
jects should be coordinated with the institutions in charge of budget and finance. Through-
out this process, coordination is needed between the organizations responsible for public
investment, the organizations in charge of developing traditional public works and PPPs,
and the institutions in charge of the public budget. Finally, this sequential process must be
monitored by the control bodies, whose function will be to review the correlation between
what was planned and what was executed. In addition, they will check that the evaluation,
prioritization and procurement procedures are carried out in accordance with the rules.
Oversight of these infrastructure project planning and contracting processes should be
made available to the public, who should have the means to report their dissatisfaction
with the actions of public officials, if applicable. These complaints or suggestions should
be properly addressed in a timely manner, with a constant aim to provide a quality service
to society. The case of Australia is an example of good practice in integration schemes
(see Table 1Error! Reference source not found.).

e Coordination with sectoral ministries and multi-sectoral budget coordination: As
mentioned in the previous section, it is first important to define a country’s long-term de-
velopment objectives in order of priority, to determine the infrastructure projects to be de-
veloped and each one’s priority when it comes to obtaining resources. Once this is defined,
it will be easier for the public investment authority to coordinate the demands of each
sector and link their needs with the available resources. One possible integration option
may be multi-sectoral planning, to establish a country’s strategic and priority projects. This
is the case in Australia (see Table 1), where there is a joint effort to select priority projects
on which to concentrate budgetary efforts. A similar approach is adopted in Peru, with the
Multiannual Investment Reports on Public-Private Partnerships (see Table 2). On the con-
trary, in Chile, according to the National Productivity Commission report, there is still room
for improvement in terms of planning and coordination between the various authorities
involved in the process. Entities have different planning horizons and there is a lack of
criteria for deciding on a project’s contract modality. This is reflected, for example, in the
fact that around 30% of projects approved in the National Investment System did not pro-
ceed with the request for budgetary resources.

The following table includes the set of agents involved in the sequential processes governing
proper infrastructure development, as well as the steps required for this.
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e Figure 2: Set of agents involved in sequential processes

for infrastructure development
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Their function is to review the correlation between what was planned and what was executed.
In addition, they will verify that the evaluation, prioritization and procurement procedures are
carried out in accordance with the rules.
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e Box 4: Paraguay—clear and coordinated institutional design.

Paraguay promotes private participation in public works and services through the Public-Private
Partnerships (PPP) Law and Law 5074.

In Paraguay, Law 4.394/11, which created the Public Investment System Directorate (DSIP, Di-
reccion de Sistema de Inversion Publica), implemented the national public investment system
(SNIP, Sistema Nacional de Inversién Publica), based on an agreement between the Ministry of
Finance and the Technical Secretariat for Planning and Development (STP, Secretaria Técnica
de Planificacion y Desarrollo). The initiative aims to optimize the financing of resources for public
investment projects by integrating them into the National General Expenditure Budget.
The SNIP is a regulatory system that aims to “order the process of Public Investment, to optimize
the use of resources in financing investment projects that are more profitable from a socio-eco-
nomic and environmental point of view” (SNIP, 2017). Both this system and the Project Bank are
managed by the DSIP, which develops technical standards, project formulation and evaluation
methodologies, and procedures for submitting investment projects to the National Public Invest-
ment System (SNIP), including concessions and PPPs. Other notable functions are those per-
formed by the Ministry of Finance, which evaluates, allocates and keeps track of the fiscal impacts
of projects, as well as the Contracting Administration, which is responsible for the structuring,
selection, awarding and execution of the PPP contract (Government of Paraguay, 2019).
Among the four main components of the SNIP, the systematic use of the “Project formulation and
evaluation methodologies” to ensure the profitability of projects and the establishment of clear
rules and instructions with the competencies of the entities involved demonstrates the logical se-
guence created in the country. This lends legal certainty to the medium- and long-term infrastruc-
ture planning process, as regards both traditional public works and PPPs.
Put simply, this logical sequence can be summarized as follows:
i) A State Body/Entity (OEE, Organismo/Entidad del Estado) submits the public invest-
ment project to the Single Window of the Technical Secretariat for Planning (STP);
i) the STP analyzes the formulation of the project and ensures that it is in line with the
strategic priorities and objectives of the Government Plan - “admissibility opinion”;
iii) If the project is considered admissible, it is submitted to the General Directorate of
Public Investment (DGIP, Direccién General de Inversidén Pablica);
iv) DGIP carries out the economic-financial evaluation and ensures that it has a social
return — “feasibility report”
V) If the project is considered feasible, the project is assigned the SNIP CODE.

However, there are still areas for improvement. According to the 2019 Infrascope, Paraguay ranks
17th among 21 LAC countries in facilitating an environment for carrying out projects under the
PPP modality (EIU, 2019). Several projects considered as PPPs under Law 5074 have not pro-
gressed as planned. It is crucial to strengthen the processes for properly structuring contracts and
finding the right risk-sharing balance to efficiently attract the private sector.
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b. How can the public budget be made compatible with long-term in-

frastructure development, considering its construction, mainte-
nance and rehabilitation and the duality between current and capi-
tal expenditures?

e Long-term budget cycles and continuity of capital expenditures: empirical evidence
in Latin America and the Caribbean shows that, in crisis situations, governments cut cap-
ital expenditures in order to cope with the growing demand for current spending. After a
crisis, investment levels do not usually return to previous levels, which has an impact on
economic growth and inequality (IDB, 2016). Likewise, disinvesting or failing to adequately
maintain infrastructure has a tremendously negative impact on the regional economies,
reaching up to 15% of GDP over a ten-year period, and affecting the poorest to a greater
extent (IDB, 2019). Given this reality, it is crucial that countries have multiannual budgets
that reflect committed capital expenditures in line with their long-term infrastructure plans,
ensuring ongoing investment in maintenance to prevent negative consequences for
growth and equality.

e How can it be ensured that budget design and allocation rules consider the fiscal
demands of long-term maintenance and operation of the asset life cycle? The first
step to ensuring this is to have a budget design policy in line with international best prac-
tice, indicating how a multiannual budget should be prepared and how to incorporate
budget items reflecting the resource requirements for the operation and maintenance of
assets throughout their life cycle. It is also important for budget-related policies to be co-
ordinated with the regulatory framework governing the public investment process, as well
as to have institutions with the necessary capacities to carry out these functions. Further-
more, it is important to develop long-term maintenance and rehabilitation plans that enable
the assets to provide a quality level of service throughout their useful life. Some countries
often adopt infrastructure maintenance funds to make these plans effective.

e Box 5: The region’s experience with maintenance and/or rehabilitation funds,
and their relationship with the budget

Mexico

In Mexico, there is an initiative to guarantee resource allocation for infrastructure rehabilitation,
specifically resulting from the destruction caused by natural disasters. Faced with successive
pressures on the public budget resulting from recurring natural disasters, in the 1990s, the Mex-
ican Government implemented the so-called Natural Disaster Fund (FONDEN, Fondo de De-
sastres Naturales), as a mechanism to support the rehabilitation of affected federal and state
infrastructure. The Fund’s resources are mainly allocated to the government and low-income
populations, for rehabilitation and reconstruction of (i) federal, state and municipal public infra-
structure; (ii) social housing; (iii) components of natural areas.
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Under the terms of Article 37 of the Federal Law on Budget and Fiscal Responsibility (LFPRH,
Ley Federal de Presupuesto y Responsabilidad Hacendaria), the country’s annual budget must
include resources to carry out actions to prevent and address damage caused by natural phe-
nomena. Article 19 of the Law establishes a minimum percentage of 0.4% for the transfer of
budgetary resources to FONDEN; of this transfer, 97% of resources are reallocated to the re-
construction program and 3% to the prevention program.

In August 2020, there was a Legislative Branch proposal to amend the Law to provide for
FONDEN in the Mexican Constitution, by reforming Article 29 of the Constitution, so that the
Fund would not be subject to arbitrary decisions by each government.

Peru
In Peru, there was also an initiative aimed at securing resources for airport expansion in less
profitable areas, using the economic attraction of Lima airport. With Supreme Decree No. 137-
2006-EF, the Peruvian government established that part of the proceeds from the concession of
the “Jorge Chavez” International Airport in Lima should be used for the acquisition and/or expro-
priation of the land necessary to expand the airport and for State funding to expand less profita-
ble (provincial) airports.
Therefore, the Ministry of Transport and Communications set up a trust fund into which the Jorge
Chavez Airport concession holder must contribute resources, to establish funds for expanding
the airport itself as well as funding other provincial airports. According to the Lima Airport con-
cession holder, between 2001-2019, $2.685 million dollars were contributed to the trust, equiv-
alent to 46.51% of the airport’s total gross income.

Chile
In 2001, Chilean fiscal policy began to be guided by a Central Government rule called structural
balance (or cyclically adjusted balance—“CAB”). According to this rule, the fiscal situation is
based on a medium-term perspective. In 2006, the initiative became Law No. 20.128 (Fiscal
Responsibility Law), which institutionalized the structural surplus and fiscal policy aspects.
The CAB seeks to isolate the “cyclical effect of three macroeconomic variables influencing the
determination of Central Government income: economic activity, the price of copper, and the
price of molybdenum” (DIPRES (Direccién de Presupuestos [Budget Office]), 2007). Calculating
this cyclically adjusted balance generates a framework of expenditure possibilities to which cer-
tain and contingent fiscal commitments must be adjusted.
The contingent commitments are outlined in the budget year and in the structural balance
sheet. Therefore, this combination of budget availability resulting from structural balance and
current and future commitments—both certain and uncertain—generates a profile of resources
that can be committed to the PPP system.

e How can contingency lines for fiscal risks be reflected in infrastructure projects?
Risk analysis should be carried out for all projects during the pre-investment stage. Based
on this, the contingent liabilities that arise from the materialization of these risks and could
imply an expense for the State must be determined. To develop this analysis, the authority
responsible for public investment, in coordination with the authority responsible for budget
and public credit, must develop a methodology defining parameters of the likelihood of
these risks occurring and the expected impact for each type of risk. These contingent
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liabilities must then be taken into account when preparing the public budget. Table 6

shows how Colombia established special funds to deal with these contingencies.

e Box 6: Contingency fund in Colombia

In Colombia, the State Entities Contingency Fund was created by Law 448 of 1998, to prevent
the significant budget volatility generated by contingent liabilities and their consequent impact on
debt planning. This fund is a special account without legal status managed by Fiduprevisora, into
which State Entities must deposit their contributions. Fiduprevisora is an indirect, national,
mixed-capital company, subject to the Industrial and Commercial State Company regime, linked
to the Ministry of Finance and Public Credit, supervised by the Financial Superintendence of
Colombia and with fiscal control regulated by the Comptroller General of the Republic.
Contingencies for projects developed by PPPs are those under which a State Entity contractually
stipulates, in favor of a contractor, a pecuniary obligation for the occurrence of a future and
uncertain event, in which the contractor is compensated by means of extensions to the contract
duration or the payment of a sum of money, determined or determinable from identified factors.
The contribution plan is calculated as the present value of each contingency, distributed over the
period in which the risk may materialize. A Schedule of contributions to be made by the Entity is
established through this plan, with the aim of having sufficient resources in the event that the
risk materializes.

The main objective of the Fund is to administer and manage the resources contributed by the
State Entities to address the contingent obligations acquired by them. These obligations must
be valued by applying the methodologies of the General Directorate of Public Credit of the Min-
istry of Finance and Public Credit, since this is the entity responsible for approving methodologies
for the valuation of contingent liabilities. However, in the absence of methodologies or on their
own initiative, state entities may submit their valuation methodology proposals for the project in
question, which must be approved by the General Directorate of Public Credit and the National
Treasury. The foregoing is intended to achieve optimal management of the resources contrib-
uted to this fund, as well as their availability to meet the payment of contingent obligations in the
event that the risk materializes.

e Are contingent liabilities accounted for differently according to the contract modal-
ity? Most PPP regulations in the region require accounting for contingent liabilities. How-
ever, as previously mentioned, the existence of contingent liabilities is not exclusive to
PPP projects. Conservative estimates show how inefficiencies in public investment in in-
frastructure would account for more than 1% of regional GDP. Added to this is the conse-
guent (and underestimated) impact in terms of public procurement contingent liabilities:
given the figures for public investment in infrastructure in the region (2.2% of GDP, on
average in the last decade) and the average level of cost overruns, a quick calculation
places these contingent liabilities at amounts over 1% of the region’s GDP; this figure does
not even consider the increase for unforeseen additional asset maintenance and rehabil-
itation in public budgets. Since private participation in regional infrastructure has been
below 1% of GDP, the contingent liabilities generated to date by PPPs would not exceed
0.3% of GDP, if we take the Chilean experience as an example. Given this reality, it is
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essential that the rules governing the public budget require the recording of contingent

liabilities for all public investment regardless of its contract modality, following identical
standards based on calculation methodologies determined by the ministries of finance and
the treasury in coordination with the authorities responsible for public investment.

e Box 7: The Peruvian experience in handling direct and contingent liabilities

Since 2018, in Peru, the handling of direct and contingent liabilities in PPP Units has been reg-
ulated through Legislative Decree No. 1362. This regulation establishes that “the accumulated
stock of direct and contingent quantifiable commitments, net income, assumed by the Non-Fi-
nancial Public Sector in Public-Private Partnership contracts, calculated at present value, may
not exceed 12% of the gross domestic product” (Article 27.1).

In addition, it clearly establishes the difference between direct and contingent liabilities:

e The direct commitment is a commitment to pay an agreed amount, which the Grantor
(the Public Entity) must make to the private entity to repay the investment and/or oper-
ating and maintenance costs of the PPP.

e The contingent commitment is a payment commitment that is activated under certain
conditions established in the contract, which, in general, respond to unforeseen reduc-
tions in demand for the public service and, therefore, is potential in nature.

It is necessary to take these commitments into account during the PPP project planning and
programming phase. This should be reflected in the Multiannual Investment Programming, which
will then be formalized in the Multiannual Report on Investments in Public-Private Partnerships.
According to this law, this control of direct and contingent commitments should also be reflected
in the Multiannual Macroeconomic Framework.

With regard to contingencies arising from PPP Contingent Commitments, the maximum expo-
sure associated with demand and income risk in 12 PPP projects, at nominal value, is USD 3.442
billion (1.53% of GDP), of which more than 50% of the total is due to transport projects (roads
and ports). It should be noted that, for the period 2019-2037, the expected materialization of
contingent commitments, at nominal value, would amount to USD 2.46 million (0.0011% of
GDP). Likewise, in the case of projects with risks associated with costs, such as geological
events or emergency maintenance, the estimated amounts per project and per sector, at nominal
value, amount to USD 205 million, representing 0.09% of the GDP.

As can be seen, direct and contingent commitments generated by PPPs are fully monitored
through the Multiannual Macroeconomic Framework. However, as is known, the same invest-
ment project can be executed directly by the government (TPW) funded through public debt or
through a PPP. In both cases, the operation implies an increase in the government’s payable
obligations; however, only in the first case, these obligations are usually classified as part of
public debt. In other words, in the case of TPW, there is no specific monitoring as with PPPs.
This may lead to an “adverse selection” problem in government, since the cost overruns caused
by TPW could be hidden in the total public debt.
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e Box 8: On private initiatives and the need to coordinate with public infrastructure
planning as a whole (by Juan Eduardo Chackiel and José Luis Bonifaz)

Chile and Peru represent two of the best performing economies in the region in the area of infrastructure
development and have greater experience in terms of the relationship with the private sector in the op-
eration and provision of services. The following is a summary of the experience of both countries in
dealing with private initiatives.

e Private initiatives in Chile: Chile’s public infrastructure concession system is developed under
the auspices of the Ministry of Public Works (MOP), through Law 19.068 of 1991 and its subse-
guent amendments.? In this context, for a project to be awarded, it can come directly from a
public entity or be developed within the framework of a Private Initiative (PI). Therefore, in ac-
cordance with the Concessions Law and its Regulations, any natural or legal person may apply
to the MOP, as a private initiative, for the execution of public works through this system. Accord-
ingly, Pls become an opportunity for the private sector to contribute creative solutions, experi-
ence and innovation, as well as economic resources, to meet the country’s latent needs in the
field of public infrastructure. This is possible to the extent that, in the partnership that is formed
with the State, the latter makes available contractual schemes with instruments facilitating pro-
ject financing and a legal framework providing legal certainty to investors, enabling them to sus-
tain a long-term relationship.

e Summary of the Chilean procedure: In Chile, the regulations enable a public infrastructure
concession to be executed through two types of projects, according to their origin: those of public
origin and those of private origin (PI). However, this does not preclude the fact that both must
meet social profitability criteria, in addition to being economically viable from the perspective of
the private agent. Also, within the framewaork of the Regulations of the Public Works Concessions
Law, the proponent will have the possibility of obtaining reimbursement for all or part of the costs
of the studies that it had to carry out for its proposal, and will receive a premium in the evaluation
of its economic offer in the event that the initiative is called to tender for its execution. Specifically,
the process that Pls follow involves a presentation stage and a proposal stage, which can be
illustrated as follows:

. Figure 3: Stages of the Private Initiative process
Source: General Directorate of Concessions

In the first stage, a preliminary profile is presented to the DGC, which evaluates whether it meets
a set of requirements. If so, the initiative continues to the presentation stage itself before a body

8 In any case, the foregoing does not mean that the country can only develop concession projects under this
legal framework; in fact, they exist under other regulations, as is the case in the port, health and rail sectors.
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known as the Concessions Council.® This means that, after gathering the corresponding back-
ground information, it is submitted to the Council for consideration of “public interest” and the
Council issues a recommendation (the Declaration of Public Interest, DIP), as established by
current legislation. Once this recommendation has been made and formally ratified by the MOP,
the projects enter the proposal stage (Figure 2). This is equivalent to a more complete study
phase, which progresses from pre-feasibility to finally become a reference draft project. The
latter will serve as the basis for starting the bidding process.

. Figure 4: Proposal Stage: phases, objectives, and scope

Milestone Declaration of Public Interest

STAGEQ

™ PROPOSAL STAGE

Basis for Prequalification (if applicable)
and Bidding
Call for Tender

Source: General Directorate of Concessions

e Results to date: The Pl system in Chile accounts for 481 proposals submitted, from 1992 to
July 2020. The annual average was highest in the 1990s and in the five-year period 2005-2009.
The decline in the interim period, 2000-2004, may have been associated with the Asian Crisis,
which led to a decline in the growth of the Chilean economy and in the availability of funding
sources in the late 1990s and early 2000s. Another factor was an adjustment in the award level,
which was initially 10% for all types of initiatives. An analysis by sector shows that 45% is linked
to the road sector, followed by other modes of transport such as trains, trams and cable cars

9 This organization was created from a legal amendment in 2010, which also included other improvements
to the concessions system, and was reformed in 2017, within the framework of the law that created the
General Directorate of Concessions. It is chaired by an advisor who is freely appointed and can be jointly
removed by the Ministers for Public Works and Finance, and also include the Minister of Public Works and
four other professionals: two advisors appointed by the Minister for Finance (one academic belonging to a
faculty of Economics and/or Administration and the second belonging to a faculty of Legal and/or Social
Sciences); and two advisors appointed by the Minister for Public Works (one academic belonging to a
faculty of Civil Engineering and the second belonging to a faculty of Architecture). The Council is advisory
in nature (its opinion is equivalent to recommendations), and is responsible for reporting on several matters
including the proposed infrastructure concession plans to be developed, as well as on projects and modal-
ities of the concession regime (particularly in the case of Pl). In addition, the regulation more broadly es-
tablishes a set of matters in which the DGC must request a prior report from the Concessions Council,
before making a decision, and others in which it will be optional.
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(15%), public buildings (12%), water resources (6%) and air transport (5%). In addition, of the
total number of Pls submitted, the Declaration of Public Interest (DIP) has been granted on 63
occasions, equivalent to 13% of cases. It is important to note here that not all of the Pls failing
to obtain a DIP recommendation were rejected, as 42 currently have studies under development
in different phases. Some of these may later obtain the DIP. Meanwhile, within the group of Pls
that obtained the DIP, projects in sectors such as roads and airports have greater relative suc-
cess in terms of finally reaching a bidding process. This is because their presence in the set of
Pls that were successfully tendered is stronger than in the set of Pls initially submitted. In the
specific case of road Pls, it is also worth considering that they may be more attractive because
they have a higher investment volume compared to the rest of the sectors.

® Proposals for improvement: The Pl system is currently under review, with the aim of strength-
ening aspects that could increase interest in the tool and provide it with greater certainty in some
areas. In this regard, the main guidelines for a change in the Regulations would be as follows:
a) Simplifying the admissibility process and reviewing deadlines; b) Establishing a fixed and cer-
tain percentage of reimbursement linked to studies; c) Improving the award scheme, as a real
incentive to submit proposals, without restricting competition.

e Results of the Peruvian experience with Private Initiatives: In Peru, the private initiative (PI)
is the mechanism through which the private sector presents PPP development projects. These
private initiatives can be self-funded (SPI) or co-funded by the State (CPI). In recent years, with
the regulations in force until then, a so-called “window of opportunity” was opened for the gov-
ernment to receive Pls. Therefore, in 2014 and part of 2015, 237 CPI projects were received. In
other words, there was an overwhelming reaction from the private sector to invest in infrastruc-
ture. Then, in 2016 and 2017, a few more projects were submitted. However, as of 2019, only
29 projects remained under evaluation. The others were rejected or not admitted for processing.
Analysis of these CPls has been complex and many are in sectors in which this is the first time
they have been submitted. In many cases, as the project has developed, gaps or unplanned
issues have been found. Moreover, neither PROINVERSION nor the sectors had the capacity
to evaluate so many projects simultaneously in a timely manner.

In addition, since they are projects requiring funding from the State, the regulations established
that projects should be formulated within the framework of the National Public Investment Sys-
tem (SNIP); as such, a new pre-investment study formulation unit had to be created in PROIN-
VERSION. However, although PROINVERSION knows how to structure projects as a Public-
Private Partnership (PPP) and promote projects in the market to attract companies’ interest, it
does not necessarily have the technical or budgetary capacity to formulate the projects declared
of interest adequately and on time.

Therefore, only one of these CPIs, submitted on May 28, 2014, called “Wastewater Treatment
System for the Lake Titicaca Basin” (PTAR Titicaca), was awarded by PROINVERSION on April
29, 2019 to the Fypasa consortium, from Mexico.

e From the entry into force of the new PPP Law: However, the new PPP Law, DL 1362, estab-
lishes that now, CPI projects that are fully or partially funded by the National Government must
be presented at the time and on the matters determined by the latter. Therefore, the sectors
included must publish in a Supreme Decree the need for intervention in infrastructure and public
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services, related services, applied research and/or technological innovation, as well as the max-
imum budgetary capacity they have to assume these commitments. In other words, the presen-
tation of Pls is restricted to the time, sectors and amounts decided by the National Government
in a Supreme Decree. Likewise, Pls at the national level, as well as CPlIs at all levels of govern-
ment, are submitted to PROINVERSION, which assumes full responsibility for them. On the other
hand, regional or local SPIs are submitted to the Regional or Local Governments, as appropriate.
The mechanism is attractive for private investment, since the CPI proponent has the advantage
of reimbursing the expenses incurred in the event that it is not awarded the project. It has the
right to direct award if there are no third parties interested in the project and to match the best
offer in the event that any interested party makes a better offer. Finally, it has the right to keep
the information confidential until the declaration of interest. However, this modality must be
properly regulated and the proposals submitted by the private sector must be brought into line
with the wishes of the State and in coordination with sectoral and national infrastructure plans.

Source: Juan Eduardo Chackiel (2020) for the Chilean case; José Luis Bonifaz (2020) for the Peruvian

case.
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4.Project Evaluation: Investment
and Procurement Decisions

Project evaluation is a critical step in ensuring the effectiveness of infrastructure investments and
procurement. Standardizing project evaluation methodologies and systematically implementing
them allows for a consistent prioritization of projects throughout political and economic cycles,
which enables them to be properly developed in the long term.

In addition, systematic project evaluations before and after implementation enable the parameters
and methods that work to be measured and replicated, making it possible to create an intelligent
system that learns and improves—a feedback system—in the delivery of quality public infrastruc-
ture services.

a. How can sequential decisions be coordinated? Ex ante, during, and
ex post.

As discussed in previous sections, the ultimate goal of infrastructure project development is to provide
ongoing quality, efficient and sustainable services to society. To that end, all projects must go through
a sequential decision-making process to determine whether they will generate benefits for the affected
population and whether public resources are being used in the best possible way.

Best practice suggests that the first step is to conduct a socio-economic analysis to compare the
costs and benefits generated by the project from a social perspective. This requires methodolo-
gies that include social pricing and one or more appropriate social discount rates. It is recom-
mended that these methodologies come from the country’s public investment regulatory authori-
ties and be applied to all projects to be developed. Only projects that contribute to the welfare of
society should be developed.

e Box 9: Cost-Benefit Analysis

This is based on identifying and defining the monetary value of the positive and negative contributions
that each project makes to society. These contributions are standardized and updated by means of the
net present social value (NPSV), in other words, a numerical value that summarizes the project charac-
teristics and provides an efficiency criterion on which to base the investment decision ex ante. This indi-
cator is constructed by valuing costs and benefits at social prices and discounting them at a social dis-
count rate. The choice of methodology may vary from country to country and also according to sector,
although Cost-Benefit Analysis (CBA) is often the best practice.'® Whatever the methodology used by
the public administration, it is essential that it is implemented in a transparent and clear manner, allowing
the different agents involved to understand how, from a socio-economic perspective, the benefits out-
weigh the expected costs.

10 For an in-depth analysis of the methodology, see De Rus (2010).
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At the same time, it is important to consider that these evaluation methods will take into account both the
direct and indirect benefits of the project. The latter are often more complex to measure (e.g., visual
impact of an asset, or the value of life or accident rate).

When performing the CBA, it should be taken into account that market prices do not reflect the true value
of resources to society; therefore, it is necessary to construct social prices. These are calculated by the
national authorities in charge of public investment and/or planning. Their calculation makes it possible to
take into account the effects of a project on consumers and producers.It also includes the presence of
distortions (such as taxes and/or subsidies), the existence of monopolies, monopsonies, spillovers and
positive and negative externalities. The usual practice is to calculate annually a set of basic social prices
that includes the price of capital (social discount rate), foreign exchange and labor (Contreras, 2004).
Choosing a social discount rate (SDR) is one of the critical elements in public project evaluation pro-
cesses and, in particular, in the cost-benefit analysis. There is some agreement that this rate should
reflect the opportunity cost that society attributes to the resources invested in a project in relation to its
possible alternative uses, although there is no single way of calculating this cost and applying it to the
evaluation (Campos et al., 2016). Standardizing an SDR enables the comparison of infrastructure pro-
jects and is a relevant tool for creating an investment portfolio.

An example of best practice in this area is the United Kingdom, which has the Green Book: Central Govern-
ment Guidance on Appraisal and Evaluation. It was prepared by the Treasury and contains recommendations
regarding the assessment, evaluation and monitoring of projects, programs and policies before, during and
after their implementation. This book is part of a set of guides that complement and reinforce it:

e Managing Public Money: which provides guidance on the responsible use of public resources;

e Business Case Guidance for Strategic Portfolios: which provides guidance on the development of
strategic portfolios for the realization and management of policies through programs and projects;

e The Business Case Guidance for Programmes and The Business Case Guidance for Projects:
which provides detailed guidance on the development and approval of capital expenditure on
programs and projects respectively;

e The Aqua Book: which provides standards for analytical modeling and assurance;
e The Magenta Book: which provides detailed guidance on evaluation methods.

With regard to CBA, this book indicates that a Social Cost-Benefit Analysis or a Social Cost-Effectiveness
Analysis should be carried out, to determine whether the benefits produced by the project outweigh the
costs. The second option may be more appropriate when the main costs or benefits remain unchanged,
or when they are difficult to measure.

The book presents the main categories of costs and benefits that should be taken into account and how
to estimate them, the procedure for adjusting for inflation, the procedure for applying the social discount
rate, how to include undesirable effects in the evaluation, as well as optimism bias and risks. Finally, it
recommends conducting a sensitivity analysis of the intervention outcome to potential impacts on key
variables. This helps to determine how sensitive the social NPV outcome is to changes in key variables.

The next step is to carry out a comparative analysis between the different available options
through which a project could be carried out, i.e. traditional public works versus an appropriate
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public-private participation scheme. Through an exercise known as the PublicSector Comparator

(PSC), the risk-adjusted costs of developing the project through public works are compared with
those of developing it through PPPs, taking into account that both schemes provide the same
level of service with the same quality. To carry out this analysis, the project’s risk-sharing scheme
and the economic-financial model for each contracting alternative must be clear. The project
should be developed using the option that provides the best value for money to society. Prior to
the Public Sector Comparator, most of the countries in the region also carry out a qualitative
eligibility analysis!! to evaluate whether the project is suitable for development through PPPs in
early stages. Likewise, some countries in the region, such as Colombia and Paraguay, add a final
gualitative analysis regardless of the result of the Public Sector Comparator. It is a Multicriteria
Analysis that, based on different tools and procedures, can reinforce or contradict the PSC result,
since it is understood that the simple calculation of the risk-adjusted cost differential may not fully
cover the complexity of a project suitability analysis. This type of analysis requires special care to
prevent discretionary decision-making.

In addition, international experience indicates that it is good practice to carry out a project Afford-
ability Analysis. This is to determine whether the public sector has the necessary resources to
deal with the project throughout its life cycle. In this way, projects that generate benefits for society
should be carried out through the option that makes the best use of public resources; however, it
is also necessary to evaluate the availability of these resources.

Developing an effective project risk analysis and economic-financial model (basic input for carry-
ing out the aforementioned analysis) is essential. It is important that local governments have the
resources and capacity to carry out a rigorous analysis of the business and financial model, since
the commercial viability of the projects largely depends on this. Given this, Multilateral Develop-
ment Banks can provide expertise and resources to strengthen the specific capacities needed,
both by supporting structuring and by strengthening public sector capacities.

Once all the ex ante analyses necessary for proper project preparation have been carried out, the
tender process must be planned. This should combine stakeholder analysis and market research
that will help define the type of tender to be carried out, the preparation of specifications and
contracts, as well as an institutional and legal framework with preventive measures in terms of
transparency and integrity, with adequate regulatory and sanctioning mechanisms to address
possible acts of corruption. The control bodies must comprehensively monitor and control the
whole process within this framework.

The United Kingdom has a document entitled “Guide to Developing the Project Business Case”,
which, as indicated above, is part of a set of guides that authorities use to assess, evaluate and

11 To carry out this eligibility analysis, a tool is available that, through the formulation of a series of questions
and specifically defined criteria, enables the projects with the greatest potential to be developed through
PPPs to be identified, selected and ranked in the early stages of formulation. This analysis also makes it
possible to identify project strengths and weaknesses and establish an action plan to improve the chances
of some projects being developed by PPPs. The following countries are among the LAC countries that
apply this analysis: Mexico, Colombia, Peru, Uruguay, Paraguay, among others.
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monitor the projects they develop. This guide specifically presents the so-called Five Case Model

for the preparation of business cases. It comprises:

1- The strategic case: this demonstrates the consistency of the project under analysis and
its objectives with the remaining projects or programs and with the objectives at the local,
regional, and national levels. In addition, at this stage, the current state of affairs, current
and future needs, potential scope and service requirements, major benefits, risks and con-
straints should be identified.

2- The economic case: this aims to identify the proposal that generates the most value for money
for society, and includes both the social and environmental impact of the proposal. The project
proposals to be analyzed must have previously passed the cost-benefit analysis.

3- The business case: this aims to demonstrate that the option chosen in the previous step
can be viable from a procurement point of view and that it will allow for a win-win deal for
the public and private sector. At this stage, the procurement option, the desired level and
quality of services and products, risk allocation, payment mechanisms, main contractual
clauses, staffing requirements, accounting treatment, etc. must be defined.

4- The financial case: this aims to define the affordability and funding capacity of the selected
option. To verify this, a full understanding of the capital, income and cost requirements
throughout the project life cycle and how this will impact government accounts is needed.

5- The management case: this aims to demonstrate that robust arrangements are in place
for the implementation, monitoring and evaluation of the plan, including feedback into the
organization’s strategic planning cycle. This requires a project governance plan, contract
change management plan, risk and contingency management plan, post-implementation
action plan and project evaluation plan.

b. How can adequate monitoring and supervision be carried out
throughout the life of the asset?

This section adapts and summarizes the content of the document “Allocation of responsibilities,
optimal monitoring processes and tools for adequate performance and transparency” prepared
by Deloitte Consulting, S.L.U. for the Network of Analysis and Best Practices in Public-Private
Partnerships. For further details, see the following link

Monitoring a PPP Contract consists of the Public Party verifying and ensuring that the private
counterparty complies with the specific obligations in the PPP Contract. One of the main tasks is
to monitor the level of service performance, which means compliance with certain levels of quality
and service indicators. In the event that the private counterparty fails to meet the obligations es-
tablished in the PPP Contract, payment deductions or penalties will be applied to encourage com-
pliance with the required performance levels. If the breach persists over time, early termination of
the contract may even be triggered.
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Proper monitoring is essential for a PPP project to achieve the expected socio-economic value

and to ensure that the value contribution of this contract modality is fulfilled. PPPs provide clarity
on the obligations assigned to the private and public counterparties and raise the level of scrutiny
with regard to the private party’s compliance, to ensure that the project’s socio-economic objec-
tives are achieved. In addition, monitoring with the expertise and knowledge of the private coun-
terparty increases efficiency, saves costs, and ensures the project’s Value for Money. Further-
more, the obligations of information reporting, communication and monitoring the performance
level of the private counterparty itself make PPPs a perfect vessel for ensuring transparency
throughout all phases of the PPP Contract.

Normally, the Public Administration carries out the monitoring tasks through a Contract Manage-
ment Team appointed by the granting authority; this may be a sector unit with a team specialized
in contract monitoring, or the service may be subcontracted to a private sector entity. Likewise,
and depending on the country, supervisory or control bodies oversee the granting authorities to
check that they are applying monitoring tasks in accordance with the relevant regulations.

Depending on the stage of the PPP Contract, the monitoring tasks and intensity vary, for both the
Public and Private Counterparty.

In the Contract structuring phase, the minimum monitoring requirements established for the pro-
ject are defined. Monitoring tasks do not begin until the start of the design and construction phase
of the project.

At the beginning of the works design phase, the Contract Management Team’s task intensity is
high, as it has to approve the final design of the works, verify that all permits, licenses and insur-
ance are in order and supervise the start of the works. At this stage, it must be verified that the
Private Counterparty has the appropriate management mechanisms in accordance with the terms
of the bidding documents. For example, the information system or the works progress plan during
the construction phase.

When construction activities begin, monitoring consists of supervising compliance with the tech-
nical specifications established in the PPP Contract. The Public Counterparty usually contracts
independent interim audits to monitor construction milestones. In addition, the Public Counter-
party must monitor other aspects such as proper risk transfer and compliance with the environ-
mental impact study. The Private Counterparty must provide interim monitoring reports describing
the progress of the works, action plans in the event of delays to the work plan or relevant incidents,
among other information.

During the transition phase (the phase from the end of the works to the start of operation), the
monitoring tasks are increased to ensure that the service is correctly initiated. At this stage, the
construction works should have been completed with the exception of some minor defects, which
are usually included in a to-do list or punch list, generally drawn up by the Private Counterparty.

During the operation and maintenance phase, the Public Counterparty must ensure that the Pri-
vate Counterparty complies with the service levels established in the PPP Contract. This task is
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performed with the help of reports (annual, quarterly, monthly or daily). To a large extent, the

intensity of tasks is reduced as some of the monitoring processes can be automated and self-
monitoring can be delegated to the Private Counterparty. The Public Counterparty must periodi-
cally verify the accuracy of the data provided by the Private Counterparty; in order to do so it
usually uses an independent third party (interim audits). In addition, during this phase, there are
often expansion, major maintenance or replacement interventions that require more intensive
monitoring tasks to supervise these works.

At the end of the operation and maintenance phase, the return phase begins. During this phase,
the intensity of monitoring tasks further increases to ensure that the infrastructure is returned to
the Granting Authority in the conditions established in the PPP Contract.

The main monitoring tasks of the Public Counterparty are summarized in the table below:

Phase Activities

e  Approval of the final design of the works.
After signing the Contract and during the . Supervision of obtaining permits and licenses.
design phase e  Approval of the insurance plan.

. Document management.

. Review of monitoring reports.
. Approval of the work milestone completion certificates.
. Application of penalties and/or payments to the Private Counterparty.

. Execution of interim audits.

Construction o ) _ ) )
. Supervision of the construction quality and environmental impact plan.
. Supervision of the risk management plan.
. Supervision of the infrastructure testing and control programs.
e  Document management.
e Verify that the infrastructure complies with the provisions of the PPP
Transition Contract and that the service complies with the performance indicators.
e  Supervision of the infrastructure testing and control programs.
. Direct monitoring of some of the performance indicators and periodic
verification of others.
. Execution of interim audits (e.g. to corroborate the accuracy of the data
provided by the Private Counterparty).
. Independent calibration of the measuring equipment used in the ser-
. vice provision.
Operation

. Monitoring of risks retained by the Public Counterparty.

. Negotiate with the Private Counterparty during the ordinary and ex-
traordinary reviews of the Contract, regarding amendments to improve
the monitoring processes (e.g. Changes in the methodology for as-
sessing performance indicators).

. Document management.
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. Verification of the state of the infrastructure.
. e  Supervision of tax contingencies.
Reversion L
. Monitoring of company accounts.

. Document management.

The system of indicators is necessary to effectively regulate the transfer of availability and/or
guality of service risks to the Private Counterparty. The outcome of these performance indicators
is linked to the payment mechanism, which incentivizes the Private Counterparty to meet the
requirements defined in the PPP Contract. For this reason, it is essential to correctly design the
performance indicators; in this regard, a series of requirements that these indicators must include
in order to be effective have been identified.

One of the most commonly used principles when designing indicators is to follow the SMART
(specific, measurable, achievable, relevant, time-bound) methodology, which mainly consists of
creating specific indicators that leave no room for error; they must be reliable, that is, the result
that this indicator yields must be the same over successive measurements; they must provide
relevant information on the objective to be measured; furthermore, a balance must be struck be-
tween the cost of making the indicator available and the information it generates.

On the other hand, both parties are concerned how these results are captured, and whether they
show an indisputable picture of the quality of the service, so that the remuneration is correct. In
this regard, the data can be automatic or non-automatic, depending on how they are captured.
Automatic indicators are objectively measurable through equipment and applications or software
that are automatically stored in databases; in contrast, non-automatic indicators do not always
require instruments to be measured and may, therefore be subject to subjective measurements.
Where possible, it is advisable for an independent third party to measure the non-automatic indi-
cators to avoid disputes between the parties over interpretation.

The monitoring report prepared by the Private Counterparty is one of the main contract supervi-
sion tools in which the results of the indicators are collected. Reporting during the construction
phase is linked to the achievement of milestones, while reporting during the operation phase is
linked to the achievement of performance parameters, which, in turn, are related to the project
payment mechanism. It is common for the monitoring report to be divided into sections with dif-
ferent reporting frequencies, depending on how often the indicator is measured.

Due to the complexity and duration of PPP projects, it can be difficult to manage all the available
information. Therefore, in the PPP Contract, it is common for the Public Counterparty to include
the need for the Private Counterparty to implement an Information Management System, consist-
ing of an electronic tool with which to record the operations and documents generated by the
project. This system allows a large number of procedures to be automated and, therefore, in-
creases project efficiency and provides security to both parties by providing objective information.
The latter is combined with one of the principles of PPP contracts, that of transparency, which is
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regarded as the extent to which users have access to project information. The principles of trans-

parency and integrity must be present throughout the project life cycle, not only because of their
effect on project bankability, but also because of their impact on asset performance. Making all
this information available to users allows them to become involved in the performance monitoring
and control process, and to detect deviations that could affect the quality of the service provided.

c. How can we get the best out of the evaluation process?
Ex-post evaluation procedures and interim evaluations:

Ex post evaluation is crucial, both of the exercises that determined project suitability (CBA) and
of the bidding scheme under which it was carried out (VFM). At the end of the investment cycle,
it will be possible to obtain concrete evidence on the performance of public investment projects
to understand whether the investment was successful, and why. Therefore, at the end of invest-
ment cycles, it is essential to provide evaluations capable of measuring efficiency in the use of
public resources to generate well-being for society, and to exclude inefficiencies in future pro-
cesses. This would enable the creation of a bank of results to help establish the optimal framework
for future projects, which is one of the main recommendations of this chapter.
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Box 10: “Green” and “Magenta Book” in the United Kingdom and the Mexican experience

In the United Kingdom, HM Treasury produces the Green Book, a guide containing guidelines for public
policy evaluations, and the Magenta Book, which explains evaluation methods. The Green Book was
created in 2003 and is updated to include refined guidelines taking into account the learning process
over the years. This book emphasizes the importance of evaluations such as cost-benefit analysis, im-
pact assessment after public policy implementation, as well as accountability and transparency tools?,
which should be considered in the planning and resource allocation process. In addition, a number of
institutions use the data from this ex-post evaluation process, such as the Parliament Public Accounts
Committee, which monitors the results of the evaluations and uses them in its legislative work, and the
National Audit Office, which monitors and verifies the evaluations made. The Magenta Book is a more
practical guide on how to use evaluation methodologies at all stages of the public policy process—before,
during and after. The “Guidance for Conducting Regulatory Post Implementation Reviews” is a compan-
ion document to the Magenta Book, explaining the most important approaches to conducting an ex-post
analysis. It is noted in the book that, to generate a more substantial analysis using the evidence-based
evaluation approach method?, the following will be necessary: i) impact evaluations; ii) process evalua-
tions; and iii) economic evaluations. It should be noted that these books are guidance documents that
are followed and developed based on practice and learning in the United Kingdom.

In the region, the case of Mexico is notable. The National Council for the Evaluation of Social Develop-
ment Policy (CONEVAL, Consejo Nacional de Evaluacion de la Politica de Desarrollo Social) is an insti-
tution with technical and managerial autonomy with the competence to monitor and evaluate public pol-
icies using technical criteria. In performing its duties, CONEVAL prepares the impact evaluation to ana-
lyze the ex post impacts of a public policy. The proposal involves analyzing the effects of public policy
by understanding what the situation of its beneficiaries would be like were it not implemented.

1- “5.26 Monitoring of costs and benefits during and after implementation is necessary for management, control and transparent accounta-
bility. Longer running programs and larger projects over several years should maintain regular monitoring against and updates of original
projections. This is vital to managing the delivery of social value through benefit realization and cost control, providing information that sup-
ports the design of future interventions. 5.27 Public sector organizations responsible for public expenditure need to undertake cost monitor-
ing, cost modelling and risk monitoring. Forecasting error and associated risks can be reduced by maintaining active cost monitoring systems
and improving unit cost estimates by employing cost modelling techniques.” (Green Book, 2018).

2- The Magenta Book proposes that, in order to implement an ex-post analysis, three points should be analyzed: i) data monitoring; ii) stake-
holder involvement; iii) evidence evaluation.
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5.Including Sustainability Components in
Infrastructure Planning, Prioritization, and
Development

It is vital (to use this term accurately, especially when considering the long term) that the planning
and prioritization process effectively integrates the components of sustainability and resilience,
so that the estimated benefit can span generations, helping to meet the United Nations Sustain-
able Development Goals.

Infrastructure investment policies and decisions made now will determine whether or not we can
limit global warming to 1.5 degrees (Bhattacharya et al., 2019). Seventy percent of projected
increases in emissions in developing countries will come from infrastructure that has not yet been
built. Therefore, promoting smart and sustainable development will be key to determining whether
the Sustainable Development Goals and the Paris Agreement remain viable, or whether we will
face a bleaker future. Here we find a direct and tangible space in which we can act to tackle
climate change. Not taking advantage of it would be a missed opportunity.

In this sense, properly considering and planning the different dimensions of sustainability has a
major impact on the successful development of infrastructure projects. In 2019, through the “Sus-
tainable Infrastructure Framework,” the IDB proposed a more holistic view of sustainability cate-
gories, also encompassing financial and institutional sustainability in addition to the traditional
environmental and social components. Financial sustainability enables an adequate vision of the
project’s income flow, thus enabling its operation and maintenance throughout its life cycle, re-
ducing the abandonment of assets due to lack of resources. This view also requires fiscal liabilities
to be properly accounted for, an issue discussed in more depth in Topic 3 “Integration between
investment and budget cycles - integration between national public investment systems and PPP
units.” Institutional sustainability looks at the governance aspect, seeking to demonstrate the im-
portance of institutions in clearly and transparently including sustainability criteria in prioritization.
This criterion reinforces the need for trained agents with technical and engineering know-how, to
properly monitor the development of sustainable projects.

The Sustainable Infrastructure Framework highlights the importance of considering these criteria
comprehensively across the asset life cycle: design, construction, operation and decommission-
ing. Adhering to sustainability criteria from the outset increases the chance of the project com-
pleting its life cycle, avoiding cost overruns and delays in its development, and enabling a greater
social cost-benefit.
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a. Effects of including sustainability criteria in infrastructure planning, prioritization, and

development. Considering sustainability criteria during infrastructure planning and pri-
oritization is fundamental and should be considered a saving rather than a cost in-
crease. There are indeed costs involved in properly preparing a project, between 5
and 10% of the total investment in developing countries (Global Infrastructure Hub,
2019); however, ignoring sustainability criteria can generate cost overruns that can
reach up to 68% of the total budget and lead to delays of up to 13 years (IDB, 2020).
Therefore, it is clear that the benefits of a sustainable project far outweigh the costs
associated with its planning. In addition, adding sustainability criteria to developing
sustainable projects increases the efficiency and effectiveness of these projects, in
the sense that sustainable projects are more likely to follow the initially estimated costs
and implementation time and fully meet their life cycle.

e Box 11: The tool for prioritizing sustainable public investment—Implemented in SHCP (Sec-
retaria de Hacienda y Crédito Publico [Ministry of Finance and Public Credit]) Mexico.

In order to prioritize public investment towards sustainable investment programs and projects gener-
ating greater social and environmental multipliers for long-term sustainable economic growth, the IDB
supported Mexico’s Ministry of Finance and Public Credit in incorporating sustainability criteria into
its Portfolio registration platform.

Today, agencies seeking public budgets for the construction/operation of infrastructure projects in
various sectors such as electricity, transportation, communications, water and environment, social
infrastructure, tourism or hydrocarbons, are required to conduct a socio-economic analysis that in-
cludes quantitative indicators of sustainability and climate change, in order to prioritize those pro-
jects with strategies for adapting to climate change, alleviating poverty, transparency and long-term
economic and financial sustainability.

b. Best practices in governance and examples of tools applied internationally. An ef-
fective way to add sustainability criteria to infrastructure project structuring from
the planning stage is to develop tools enabling a systematic and homogeneous
selection of the entire project portfolio using these criteria. These types of mecha-
nisms, sequentially establishing criteria in a clear and homogeneous manner,
which is easily replicable, can facilitate the work of public managers and, at the
same time, add transparency and clarity to attract potential investors, clearly and
concisely communicating to investors and various stakeholders the sustainability
of their assets.

If public managers were less resistant to implementing and using such tools, it
would be possible to systematically structure a portfolio of sustainable projects with
regular and constant investment cycles. Creating infrastructure plans, as well as
tender documents, including the sustainable dimension is key to establishing clear
cycles and parameters.
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e Box 12: The Mexico Projects experience and the Project Portfolio Register

In Mexico, the “Mexico Projects” initiative has developed a way of connecting long-term infrastruc-
ture projects with potential private investors. The proposal aims to consolidate a bank of invest-
ment projects to provide visibility and clear information about the portfolio of projects in Mexico in
search of private capital.

Through this platform, the Mexican government promotes infrastructure projects in various sectors
such as electricity, transportation, communications, water and environment, social infrastructure,
tourism or hydrocarbons, to be funded by public or private institutions.

The “Mexico Projects” platform alone is already a worthy initiative for clearly and transparently
setting out Mexico’s priority project portfolio; however, the initiative goes beyond that, as it has
incorporated sustainability considerations [criteria] that must be reported in the projects that wish
to appear.

The criteria consider the four sustainability categories of the IDB Sustainable Infrastructure Frame-
work: economic and financial sustainability, institutional sustainability, environmental sustainability
and climate resilience, and social sustainability. The four dimensions are subdivided into other
criteria considering points relevant to Mexico’s reality, such as: transparency and anti-corruption
(institutional category); natural disasters and resilience (environmental category); reducing poverty
rates (social category); and asset maintenance and optimal use (economic-financial category). By
including these criteria, when a project enters the Mexico Projects portfolio, it also has a sustain-
ability file, which can be analyzed by potential investors. Currently, the platform has 350 projects
with a sustainability file, originating from different infrastructure sectors such as roads, solid waste,
hydrocarbons and electricity.

By clearly and transparently defining sustainability criteria, Mexico will be able to develop a con-
sistent portfolio of sustainable projects that will be more attractive to potential private agents, sus-
tainably closing its long-term infrastructure gap.

c. Technical considerations on external factors, project discount rates and financial
sector initiatives. One way to incentivize and prioritize sustainable projects is to
involve the financial system, with initiatives ranging from differentiated discount
rates for sustainable projects (see Topic 3) to the issuance of green bonds for
sustainable infrastructure investment. Another way may be the use of differentiated
discount rates for project evaluation. For example, in Peru, the National Public
Investment System considers a social discount rate of 4% for projects “of environ-
mental services to reduce or mitigate greenhouse gas emissions”, and of 9% for
other projects.
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e Box 13: Green Bond Issuance in Chile

Green bonds are important initiatives to drive investment in sustainable infrastructure. The issu-
ance of green bonds was a relevant change in the way investors, governments and climate change
experts relate to one other.

To meet its international commitments, such as the carbon reduction commitment, Chile signed the
Green Deal in 2019. This agreement was a voluntary commitment signed between the financial sector,
the Chilean government and regulators, to manage the risks and opportunities generated by climate
change. The Agreement has specific principles and commitments for each of its signatories.

More specifically, also in 2019, the Ministry of Finance, together with other sector ministries and
with the support of the IDB, developed a Framework for green bonds, to promote the funding of
projects according to sustainability parameters. This framework sets out the government’s obliga-
tions as an issuer of green bonds, which already follow the other government bond issuance rules,
namely Law no. 1263/1975 and no. 21.125/2018. With this Framework, the Chilean government
must follow the points established therein for the issuance of these bonds.

The Green Bond Framework is clear in stating that eligible projects are expected to: i) promote
Chile’s transition to a low-carbon economy; ii) comply with the IDB Sustainable Infrastructure
Framework. Six categories of expenses eligible for funding are included, each with specific re-
quirements, namely: clean transport, energy efficiency, renewable energy, conservation of biodi-
versity and marine resources, water management and green buildings.

The Framework establishes a sequence for bond issuance, with a process of evaluation, selection

of projects, assets and expenses. During this process, the Ministry of Finance will prepare an
Allocation Report and an Impact Report for the green bonds issued. The Allocation Report outlines
the allocation of the net resources of each green bond, until it is fully allocated, including other
data of interest, such as: description of the projects and the amounts disbursed; percentage of
income allocated per project or program; percentage of income allocated for funding and refunding
(Republic of Chile, 2019). The Impact Report will be presented annually and, as soon as the green
bond is effective, information on project implementation will be provided to investors. The infor-
mation in this report may include project impact assessments, quantitative and qualitative perfor-
mance indicators, among other data.

In 2019 and 2020, Chile issued green bonds in dollars and euros. In the first issuance, in 2019,
the interest rate was 3.53% and green bonds were issued for USD 1.418 billion maturing in 2050.

d. Impact of its components on the risk matrix. Mechanisms, methodologies and ini-
tiatives for promoting sustainable infrastructure development. Adding possible
contingency scenario forecasts is essential for structuring a resilient infrastructure
that is capable of surviving its entire life cycle. To this end, it is essential to build a
comprehensive risk map, which will result in an adequate risk matrix, and therefore
better structured contracts. Specifically, identifying and quantifying risks is a key
element in generating PPPs, enabling an efficient and sustainable allocation of
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responsibilities (risks). Specific tools that can be practically applied to assess the

risk of climate and natural disasters are essential for the preparation of infrastruc-
ture projects. The recently published toolkit for building resilient PPPs offers differ-
ent climate resilience considerations throughout the project development stages.
However, applying solid and robust tools and considering resilience components
when preparing and developing projects throughout the entire process requires the
use of resources. These are normally public, although there may be recovery al-
ternatives contingent on project development that enable the public sector to re-
cover the costs incurred in preparation.

e Box 14: Improving the resilience of PPP projects in Jamaica

Small islands like Jamaica are constantly affected by the effects of climate change. This has con-
sequences on the existing infrastructure, which affects the normal development of economic activity
and has a negative effect on productivity. Therefore, developing resilient infrastructure is particularly
important and requires public-private partnerships.
With this objective in mind, the Development Bank of Jamaica (DBJ) and the IDB worked on an
analysis, diagnosis and recommendations on the treatment of climate-related risks in the country’s
PPP policy. As a result of this analysis, a tool was developed to help governments understand and
manage climate risk to design and implement resilient PPP projects, and a country-specific action
plan was developed.
The approach used considered all phases of the PPP project life cycle and all climate risks that
could affect the preparation and implementation of this type of project, with special emphasis on:
e inclusion of climate risk assessments in PPP policies;
e inclusion of climate resilience mechanisms from the selection, appraisal and procurement
stage of PPP projects;
e improved project structuring and disaster risk allocation, especially in cases of force
majeure;
e inclusion of risk mitigation mechanisms, such as insurance;
e evaluation of innovative remuneration and financing mechanisms that encourage resilient
activities.
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6.COVID-19 Impact on Infrastructure Planning
and Prioritization: The Need for Better-
Prepared Projects in the Face of a Double
Flight to Quality

The new global reality imposed by the spread of COVID-19 puts the global economy in an un-
precedented critical situation, which will require infrastructure development planning and prioriti-
zation strategies to be considered in a truly complex fiscal context. Following the health crisis,
which is a top priority, world regions face very short-term economic challenges, as a result of the
necessary measures imposed to stop economic activity to save lives and eliminate the virus. Latin
America and the Caribbean face an uncertain future. The recently published IDB 2020 Macroe-
conomic Report shows how the region could experience falls of between 6.3% and 14.4% in GDP
in the next three years, taking into account different scenarios. The region is set to face a crisis
of a larger scale and with a greater potential impact than those experienced in recent decades.

In times of crisis in Latin America and the Caribbean, precedents indicate that economies may
experience a sharp reduction in capital spending and, therefore, in infrastructure investment. Cap-
ital expenditures in the region are procyclical and suffer disproportionately large cuts when the
economy experiences hard times (IDB, 2018; Ardanaz and Izquierdo, 2017). For example, during
the financial and fiscal crisis that hit the region in the late 1980s, much of the countries’ fiscal relief
was created by making drastic cuts to infrastructure investment (Carranza, Daude and Melguizo,
2014). During the 1990s, current expenditures grew dramatically in the region, a trend that con-
tinued throughout much of this century: between 2007 and 2014, total public spending in the
region grew by 3.7% of GDP; however, 92% were directed to current expenditures, while only 8%
went towards longer-term investments such as infrastructure (Cavallo and Serebrisky, 2016). In
general terms, Ardanaz and lzquierdo (2017) show how, particularly in the region, current and
capital expenditures react to the economic cycle differently: while the former increase in good
times, but do not decrease in bad times, the opposite is true for real capital expenditure, which
decreases in bad times, but does not recover in good times. Therefore, the region’s history shows
that a sharp contraction of public investment in infrastructure in the region is to be expected.

In the short and medium term, the health crisis provoked by COVID-19 will create the need to
meet high demand for current expenditures in the areas of health care, assistance to vulnerable
groups, and strengthening of the economic protection network. This will consequently deepen the
economic crisis, since the opportunity cost of these resources will materialize by reducing invest-
ment levels and potential deterioration in the quality of infrastructure services. As Izquierdo and
Ardanaz (2020) point out, during the Great Recession of 2008, the average balance sheet in Latin
America and the Caribbean was -0.4% of GDP, compared with -3% in 2019—a difference of 2.5%
of GDP. Moreover, the average public debt grew from 40% in 2008 to 62% of GDP last year,
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pointing to a clear deterioration in fiscal accounts, and are largely a consequence of poorly man-

aged fiscal policies before, during and after the Great Recession of the past decade. Fiscal space
is therefore severely limited, and current short-term needs make it necessary to explore alterna-
tives that alleviate this pressure, or that may even create space.

The particular impact of the crisis provoked by COVID-19 on the development of infrastructure
projects can be categorized according to the specific project development stage: i) Projects in the
construction phase (expressed in terms of delays and cost overruns related to interruptions in
work development, as well as the additional costs imposed by the different precautionary and
isolation measures imposed); ii) Projects in the operation and maintenance phases; and iii) port-
folio of future projects.

The impact on projects currently in operation is notably exacerbated in those in which the operator
assumes demand risk, particularly in the transport and energy sectors. The suspension of ser-
vices in the first place, followed by measures to restrict permitted volumes to meet social distanc-
ing requirements, greatly affect the operators of these infrastructures, who see (and will see)
changes in their revenue streams, leading them to a situation of financial stress that compromises
their ability to continue operating critical infrastructures. Firstly, this situation may lead to the ac-
tivation of guarantees (if any) on minimum guaranteed traffic (further exacerbating the fiscal situ-
ation of the economies), and, ultimately, to economic-financial imbalances in the contracts due to
situations beyond the control of the parties involved and, therefore, to the activation of force
majeure or act of God contractual clauses, which result in the termination of contracts and inter-
ruption of services. In particular, operators of roads, ports, or airports in the region are especially
sensitive to this reality. On the other hand, for projects based on availability payment schemes,
the main risk derived from the crisis is the counterparties’ ability to meet the established payment
commitments, which are at risk, given the context of an extremely severe recession.

The impact on the future infrastructure project portfolio is obviously uncertain, since the current
crisis is unprecedented and there is huge uncertainty surrounding the sector’s recovery time. How
the contractual situation of projects in operation with an economic-financial imbalance is resolved
will also have an impact on the private sector’s appetite for participating in future projects, which
will in turn lead to working on better-prepared payment, funding and financing, and risk-sharing
schemes. Generally speaking, investors could react only by focusing on sound projects (socio-
economically profitable and financially viable) in stable economies (flight to quality)*2.

At this point, it is important to highlight the need to opt for temporary measures in the short term,
since the degree of uncertainty is so high that making bold investment decisions affecting the long
term may generate unforeseen consequences. As such, we are currently entering a transition

2 For more details on PPP experiences in different sectors see the series of Profiles of public-private part-
nerships in airports, ports, health and water and sanitation developed by the IDB: Suérez-Alemén, et al
(2020a); Suarez-Aleman et al (2020b); Suarez-Aleman et al (2021); Castrosin et al (2021).
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period that is dedicated to efficiently maintaining the existing infrastructure, where possible avoid-

ing entering into renegotiations*® or investment processes in new infrastructure, until we under-
stand the “new normal” and how much the behavior patterns of the sector have changed (for
example, transport demand).

On the other hand, attracting private participation to mitigate the expected drop in public invest-
ment in infrastructure in the region in the current crisis and future recession scenario will require
two key elements: 1) improving the planning and preparation of socio-economically desirable pro-
jects that are bankable under the new financing scenario; and 2) developing mechanisms and
instruments that mitigate the risks associated with infrastructure development (particularly on de-
mand) and that, in this way, also improve project preparation and structuring.

With regard to the first of these points, the existing (and growing) investment needs, added to the
tight fiscal situation that the economies of the region were already suffering, which has been fur-
ther exacerbated by the new scenario generated by the crisis, demand a more efficient use of
scarce resources, as well as an equally efficient tariff collection.'* Better project preparation,
transparency and competence in the selection and tendering processes are vital to make efficient
use of available resources. In Latin America and the Caribbean, the lack of public sector capacity,
experience and/or resources for project preparation is one of the main weaknesses in the infra-
structure development process. In relative terms, it is much worse than the developed economies
and much of the rest of the developing economy, with the exception of sub-Saharan Africa (EIU-
IDB, 2019). Although project preparation is a complex activity, involving a multitude of agents,
studies, stages, and processes that generally account for 5-10% of the total project investment in
developing economies (GIH, 2018), it is critical for proper infrastructure development, especially
now in times of crisis, where the scarcity of resources makes it even more necessary to make
informed rigorous decisions about where to allocate them. Funds such as the structuring funds in
Brazil, aimed at encouraging private participation in subnational projects (FEP, Brazil-IDB) or
strategic infrastructure projects (IDB-BNDES-IFC), may be examples of programs designed to
prepare and structure sound projects that efficiently attract private participation.

With regard to the second point, infrastructure planning and prioritization should also consider
innovations to the contractual scheme and financial instruments enabling a better response to

13 Note that the financial situation of infrastructure operators may be critical and that, in many cases, Force
Majeure or Act of God events have been configured, triggering the need for contract adaptation. Having
recognized this situation, it is worth noting that, given the uncertainty as to what the new post-COVID-19
normality will be and when it will take place, we are led to believe that it might be appropriate to form
transitional agreements until we have fully understood the scope of the new situation and then renegotiate
the contracts appropriate to that new normality. This should be implemented through a tripartite agreement,
as a minimum, between Operators, Funders, and the competent Public Authority, as a "London Approach"
to these contracts, with a reasonable time frame.

14 Among others, the electricity sector requires a tariff reform, since it is unsustainable for the countries of
the region to continue funding losses close to 30%. On the other hand, in the road sector, tolls may help
this collection process in a potentially progressive way. Likewise, the asset recycling processes mentioned
above could also be useful in terms of taxation.
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post-pandemic measures. The characteristics of the crisis generated by COVID-19 particularly

affect sectors with high demand risk, such as toll roads, ports or airports, and lead to a contraction
in energy demand for industrial use—highly correlated with economic growth. In this context,
mechanisms to mitigate the set of risks associated with infrastructure development, operation and
maintenance are particularly suitable for attracting the private sector to the provision of assets
and services. Some examples are provided in the table below:

e Box 15: Mechanisms and instruments that mitigate the risks associated
with post-pandemic infrastructure development

1. Contractual Schemes - Consideration of the Least Present Value of Revenue (LPVR) Scheme
for projects with high demand risk: Chile's experience with LPVR road contracts may be useful
for projects with high demand risk. As Engel, Fisher and Galetovic (2014) state, under this
scheme, the duration of the concession is variable, and is automatically adjusted to the demand
for the road. By allowing the duration of the concession to be demand-driven, LPVR bidding
significantly reduces the risk faced by the concession holder. The mechanism is as follows: the
regulator sets the maximum and minimum value that the toll may take in each year of the con-
cession. During the concession, the regulator may modify the toll within the above range. The
firm requesting the lowest present value of toll revenues wins the concession. The concession
ends when the present value of toll revenues requested by the concession holder is reached or
when the maximum concession term is reached; whichever comes first (Engel, Fisher, and Gale-
tovic, 2016). This mechanism makes it possible to separate the tariff-setting process from the
problem of funding and financing the concession, reduce demand risk, and reduce the likelihood
of renegotiations (in addition to making existing renegotiations more transparent) or contract
amendments. Moreover, as stated by the aforementioned authors, since the winning bid will
disclose the revenue that the concession holder will receive; (...) to the extent that it is not a
white elephant, it should be easier to use the project as collateral, since the creditor will have a
more accurate idea of the present value of the revenue streams. Notwithstanding the foregoing,
the mechanism has certain sensitive aspects that have been highlighted in the literature,*® partly
because the uncertainty of the contract duration could pose complications for debt financing
conditions.

2. Financial instruments - De-risking financing tools for development: as reported by IDB (2019), some
private investors are deterred by perceived investment risks and expected returns of projects. De-
risking financing tools seek to redistribute risk across a “layered” set of financing options. Options
may include grants, blended finance, subordinated debt, and senior loans. Subordinated debt, while
riskier than traditional debt, has a lower claim on assets; that is, it is repaid only after other, more
“senior” debt is repaid. Similarly, blended finance can facilitate the effective and efficient use of con-
cessional resources in private sector projects, while avoiding market distortion or crowding-out pri-
vate capital. Guarantees may also play a role in de-risking a particular investment.

15 See, e.g., U.S. Department of Transportation (2016): “Revenue Risk Sharing for Highway Public-Pri-
vate Partnership Concessions”; Vassallo, J.M. (2010): “Flexible-Term Highway Concessions. How Can
They Work Better?”, 89th Annual Meeting of the Transportation Research Board; y Vassallo, J.M. (2006):
“Traffic risk mitigation in highway concession projects: the experience of Chile”, Journal of Transport Eco-
nomics and Policy 40 (3).
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3. Financial instruments - Guarantees to improve project financial conditions and promote private-
sector investment: IDB data show how guarantees mobilized USD 36 billion from the private
sector globally between 2013 and 2015 alone. This type of mechanism can improve the credit
quality of governments and projects particularly affected in times of crisis, obtaining the neces-
sary funding andfinancing for the development of infrastructure projects by mitigating risks (IDB,
2019). Therefore, guarantees are a valuable instrument for mobilizing private resources from
institutional investors, investment funds, etc. For a fraction of the potential cost of the risk expo-
sure undertaken, considerable liquid resources can be deployed for investments to improve
lives. They can be used in a myriad of ways, such as i) backstopping financing for large-scale,
multi-year infrastructure projects, ii) lengthening the maturities of loans to small enterprises, iii)
providing liquidity during the construction phase, iv) enabling local banks to enter new markets
through such means as microenterprise lending, or v) deepening capital markets by facilitating
local-currency bond issues (IDB, 2019).

4. Financial instruments - green bonds to develop sustainable and resilient infrastructure after
COVID-19: as Ferro and Frisari (2020) state, green bonds could be an important instrument to
mobilize financial resources to support an economic recovery aligned with building net-zero
emission and climate-resilient economies. Although these bonds progressed significantly in
2019, reaching USD 14 billion in issuance, only around 3-5% of these globally are channeled
into investments in the sector. In this regard, it is necessary to make progress in the definition
and scope of regulatory frameworks in order to obtain the greatest benefit from these instruments
for the development of sustainable infrastructure.
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7.Final Conclusions and Recommendations:
Good Practice Guidelines

This document reflects the outcome of a series of discussions about the infrastructure planning and
prioritization process. Part of the structure of this discussion paper is in itself a logical sequencing
approach to planning infrastructure development and the provision of its adequate services.

To conclude the discussion and best practices presented, a summary guide of the main key is-
sues arising from the discussion is provided below. The aim is for infrastructure policy planning
and development to comply with the principles of efficiency, transparency, quality, sustaina-
bility, and competitiveness.

1. A good infrastructure plan must not only reflect the needs (gaps) of the sector in the
country, but must also clearly establish the objectives to be pursued and the resources
available to do so. The plan’s success lies in the virtuous triangle of objectives, needs,
and resources.

2. The prioritization strategy is key to making a plan actionable and orderly. Infrastructure
plans must include the specific criteria that order the needs given the limited re-
sources, and how they meet the stated objectives.

3. Infrastructure plans do not end with the development of the asset: it is necessary to incor-
porate the entire life cycle of the assets and services provided, where the operation
phase, and more specifically, the infrastructure maintenance requirements are key to
ensuring its optimal state; in this way, they can continue to meet the needs of users with
the highest quality.

4. Infrastructure planning must have a dynamic component, allowing for the incorporation
of new technologies and responding to new demands or a reformulation of it (such as
the needs imposed by the pandemic or natural disasters). It is vital to recognize the dy-
namic nature of plans, and the need to anticipate their necessary review and update
processes.

5. Investment processes and decisions (which projects to carry out), the choice of bid-
ding modality or scheme to carry them out (under which contract modality, traditional
public works or through PPPs) and how they are consequently reflected in the budget
must be considered as an integral and sequential process, perfectly integrated and co-
ordinated at the regulatory, institutional, and methodological levels.
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6. Infrastructure maintenance is as important, if not more important, than developing new

infrastructure. Regardless of the contract modality chosen, the funds for this must be ear-
marked, ring-fenced, and guaranteed. Failure to properly maintain infrastructure assets
not only impacts the quality of the services they provide, but also has much more negative
and costly consequences in terms of rehabilitation and higher spending needs. In times of
crisis, this would also prevent current amounts not being deemed fungible, thereby not
affecting the state of assets and services provided and therefore, not generating a nega-
tive impact on growth and equality.

7. Rigorous cost-benefit and value-for-money analysis exercises are vital to ensure in-
formed decision-making, and always making the best possible use of public re-
sources. Linking their outcomes, and a clear understanding of the processes, methodol-
ogies and assumptions used, is key to ensuring transparency in investment and pro-
curement decision-making.

8. Sustainable infrastructure development must be ensured from the outset of planning,
by developing and applying clear and precise methodologies to quantify the benefits of
investing in resilient infrastructure. It is necessary to reinforce sustainability in infrastruc-
ture development from the time plans are made, incorporating it into the prioritization cri-
teria, project preparation, and specific analysis methodologies.

9. Analyzing infrastructure projects is not only a matter of “before investment.” As important
as generating information and evidence to enable optimal decision-making is the process
of oversight and monitoring throughout the life of contracts with asset and service
providers for all modalities. Project oversight and monitoring is an essential tool to en-
suring that the expected benefits identified in the previous analysis materialize.

10. Ex-post exercises are key not only as an evaluation and control tool to ensure the
transparency of processes, but also as a extremely valuable input for future projects. Ex
post exercises are, therefore, the best route to generate a continuous learning pro-
cess to inform decision-making. The exercise thereof should be promoted by public
institutions, and the information derived from their outcomes should be incorporated into
subsequent processes.
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