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Infrastructure
investment will
allow countries

to achieve
strong, resilient,
sustainable, and
inclusive
growth.

We are living in a truly critical moment in time for the world, for Latin
America and the Caribbean, and for the planet, a time of great risk and
of great opportunity. As the pandemic economic crisis and the challenge
of climate change converge, a big push on investment and innovation
—with sustainable infrastructure at the core— can help drive a strong
recovery and restore momentum to the sustainable development goals
(SDGs). Infrastructure investment will allow countries to achieve strong,
resilient, sustainable, and inclusive growth. This is the only way to deliver
on climate goals, but it requires a massive scaling-up of efforts on
sustainable infrastructure. Although this is a big challenge, it is feasible
with a much stronger partnership between the public sector, the private
sector, and international institutions. Indeed, the scale of the investments
needed in emerging markets and developing countries will require an
integrated debt and financing strategy that tackles festering debt
difficulties, but also brings together all pools of finance, both domestic
and international, both public and private. In this context, we will need
development finance institutions —including the Inter-American
Development Bank— at the center of the efforts.
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If nothing is
done, the present
trajectory is one

of slow growth,
low investment
and public
spending, and
rising debt
service.

A crucial time for development
and for Latin America and the
Caribbean

The world is at a critical moment in history. Even before COVID-19,
emerging markets and developing countries were facing difficulties.
Now, as a result of COVID-19 and the Ukraine war, emerging markets
and developing countries are under a great pressure. If nothing is done,
the present trajectory is one of slow growth, low investment and public
spending, and rising debt service burdens in many, if not most,
emerging markets. We face a significant risk of another lost decade of
development.

The world is off track on virtually every SDG, and we are at risk that we

will not be able to meet the development and demographic transitions
that the world will be facing in the next three decades. At the same
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time, the urgency and opportunity of tackling climate change is clearer
and more pressing than ever. And equally important is the challenge of
protecting and restoring nature, especially in Latin America and the
Caribbean. The positive point is that the world has made a significant
change in understanding: for a long time, we thought about climate
action as a cost, whereas now we know that it can actually be a way to
chart a path towards better and new forms of growth.

All of these challenges are even more difficult in Latin America and the
Caribbean than in other developing regions. First, because of a legacy of
low investment. The region has had the lowest rates of investment in
aggregate terms of any region other than Africa; and public investment
has been especially both volatile and low. The level of average public
gross capital formation in countries of Latin America and the Caribbean
is about 2.8 percent of GDP (Cavallo et al., 2020) and this figure is even
lower (1.8 percent of GPD) if we weight this average considering the size
of economies in the region (Brichetti et al., 2021). Meanwhile, countries
in Asia invest on average 11.8 percent of their GDP. That is a huge
difference, and it is not just a problem in terms of investment as a driver
of growth, but also as a driver of long-term competitiveness and of the
ability to tackle the challenges that are ahead, including climate change.

Second, the region is highly vulnerable to climate change. We see that in
the form of droughts and water scarcity; in terms of rising temperatures,
unevenness of precipitation, risks of rising sea walls, etc. All those issues
come with a tremendous pressure for potential migration, both internal
and external; and the cities themselves, which will be the recipients of
most of these migrations, are not well prepared for climate change.

All of this means that Latin America and the Caribbean needs to invest
in sustainable infrastructure. And it is not just a question of more
infrastructure, but also of better infrastructure. Latin America and the
Caribbean needs to set a path which allows it to tackle the services
aspect, the quality of the services, the basis of competitiveness, the
provision of social services, and, very importantly, sustainability, so that
that infrastructure is compliant in a world of climate change.
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The need for an investment
boost in Latin America and the
Caribbean

The biggest
increases are
needed in
climate-related
investments: we
are under-investing
in clean energy,
adaptation and
resilience, and
nature protection.

To recover from the present crisis fostering a strong, resilient, sustaina-
ble, and inclusive growth and to restore momentum to the SDGs, the
world (and Latin America and the Caribbean) needs a big surge of
investment and innovation. Investment must step up by several points
of GDP if we are to deliver on the SDGs and if we are to deliver what
needs to be done to face climate change. We estimate that, between
now and 2030, emerging markets and developing countries will need to
double the amount of investment in SDGs, from something like 2.4
trillion to about 5.6 trillion dollars, most of it in sustainable infrastruc-
ture. The biggest increases are needed in climate-related investments:
we are under-investing in clean energy, adaptation and resilience, and
nature protection. When we look at the climate and sustainability part
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of the agenda, the increase needed in this decade is fourfold: it is
indeed a very big step up in increase in investment.

The Inter-American Development Bank has assessed the magnitudes of
the investment and financing gap in Latin America and the Caribbean
in the key infrastructure sectors (electricity, transportation, water and
sanitation, digital infrastructure)2. The conclusion of that estimation is
that Latin America and the Caribbean needs to be investing around 3.1
percent of GDP to deliver on the SDGs, but between 2008 and 2019 it
was only investing about 1.8 percent of GDP annually. The spending has
to double just from the perspective of the SDGs, and the increase is
much greater if you add climate because the region needs to accelerate
the energy transition: it needs to invest in loss and damage adaptation
and resilience; it needs to invest in the restoration of natural capital, and
in Latin America and the Caribbean that means investing a lot more on
sustainable agriculture. Adding all that up and taking into account the
large requirements for protection of biodiversity and forests, the scale
of the financing the region is looking at is probably one or two
percentage points higher. In a few words, the investment challenge for
Latin America and the Caribbean is massive.

Nevertheless, this context has a silver lining: the great opportunity
presented by innovation. We often think about innovation in the sense
of renewable energies, and there are indeed opportunities there, but
the innovation associated with green transformation is much deeper. In
the next five years, more than half of crucial green technologies will
reach their tipping points: in renewable energy and storage, in
efficiency technologies, in the grid, in electric vehicles, sustainable
transport, green hydrogen, etc. We are at a moment of massive
technological change, and though this process of structural and
systemic change will be multi-decade, the next decade will be crucial,
and it is crucial particularly in avoidance of climate instability.

2 The publication can be downloaded in the following link: “The Infrastructure Gap in
Latin America and the Caribbean: Investment Needed Through 2030 to Meet the
Sustainable Development Goals”.
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Acceleration of action is needed and needed now, and luckily enough
now we have innovation possibilities that we would not have dreamed
of a few years ago. For example, artificial intelligence and digital
transformation are creating real opportunities for this acceleration.

This new technology-driven sustainable growth story represents the
greatest investment opportunity since the Industrial Revolution, and a
great opportunity for development. Faster growth of emerging
markets and developing countries relative to rich countries and the
location of renewable energy sources largely in the South mean that we
can potentially be changing the world’'s industrial geography. At the
same time, of course, there is a response to that: the United States’
Inflation Reduction Act seeks to improve its competitiveness, and
Europe has responded in a similar way. Countries are competing for
competitive comparative advantages with sustainable and new
infrastructure at the core.

In any case, the private sector will provide much of the investment that
is needed, but it will only happen with strong leadership coming from
public authorities, and strong support coming from international
institutions. Consequently, Latin America and the Caribbean must get
on that bandwagon and, at the moment, it is behind the curve.
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Translating investment opportunities into reality will be challenging.
Most countries will find it hard because of the inherent complexities of
infrastructure: its long-term nature, its interconnectedness, its
externalities, both positive and negative, and its social ramifications. In
particular, there are three elements of infrastructure that bring
difficulties: i) the decision-making processes, with a contrast between
the political cycle and the infrastructure cycle; ii) issues of governance,
because in each case the investment has to be undertaken by the
private sector but the result is a public good; and iii) incentives to both
operate efficiently and maintain infrastructure assets in a way that
produce long-term value.
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What can be done to address these issues?3 | would mention three key
ingredients: robust upstream policy and institutional frameworks; the
ability to prepare projects efficiently; and the quality and sustainability
of individual projects. As we so often say in infrastructure, we need to
choose the right projects and we need to do the projects right. This
means capacity for strategy and investment planning at the central
government level (and also at a local government level); a sound
investment climate for private investment; appropriate fiscal rules that
do not pull back on investment at times of difficulty (which has been a
repeating challenge in Latin America and the Caribbean); and a focus
on sustainability and climate change. In this line, the technical
capabilities of multilateral development banks can be of great
assistance to governments.

Lastly, the scale of the investment needed requires a commensurate scale
of financing. The bulk of the financing has to come from the private sector,
but the cost of capital is very high, and in Latin America and the Caribbean
that is true for most countries. The reasons are probably known: because
of macroeconomic instability, there are high risk premiums; second,
policy-induced risk is a factor; in some cases, particularly for green
technologies, there is technology risk; and then there are diffuse
investments, with credit risks and the need for aggregation.

At the moment, internationally, there are about 400 trillion dollars of
private investment, but close to zero of that is going to developing
countries. This is, obviously, the second way in which multilateral
development banks, such as the Inter-American Development Bank, can
play a crucial role. They can work with the governments in a strategic
and systemic way, not only strengthening the strategic capacities of the
governments as | mentioned above, but also supporting them in
mobilizing the financing that will be necessary; including, of course, their
own financing which is generally the best value to be had.

3 An IDB publication on this topic can be downloaded in the following link: “Reforms
to Foster Sustainable and Inclusive Infrastructure in Latin America and the
Caribbean”.
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For different reasons, at the moment the international community is
putting a lot of thought into the role of multilateral banks. But the
moment is also one in which multilateral development banks can have
a key role: with their technical capabilities and capacity to mobilize
finance, they can be key actors in multiplying the investment the region
and the world need to get back on track towards the SDGs and to
promote a strong, resilient, sustainable, and inclusive growth. | am
certain the Inter-American Development Bank can play a fundamental
part in this story by truly becoming a bank for the 21st century.
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