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Blended Finance in Latin
America & the Caribbean

HIGHLIGHTS

+ Latin America and the Caribbean
(LAC) was the region most affected
socioeconomically by COVID-19,
with the pandemic exacerbating
pre-existing socioeconomic issues

like low productivity, high inequality

and informality, and deficient
public services and institutions.

* The Convergence database has

recorded 138 transactions targeting

South America, Central America,
and the Caribbean in part or in full,
representing aggregate committed
financing of $19.7 billion.

+ With around 25% of Latin America’s
energy coming from renewables
(mainly hydropower and biofuels),
renewable energy (28%) has been
targeted by a plurality of blended
transactions in LAC.

Funds account for nearly half (46%)
of all LAC transactions, compared
to 35% of the overall market, while
companies (16% vs 21%) and bonds
(4% vs 8%) are less prominent in LAC.

LAC transactions have a median
size of $49.3 million (compared
to $54.8 million for all blended
transactions), with 51% below
$50 million and only 29% above
$100 million.

Rural / smallholder farmers

(41% vs 31%) and women (25% vs
20%) are more supported as end
beneficiaries in LAC compared to
the overall market.

Concessional debt or equity
has appeared in LAC-focused
transactions at a much higher
rate than the overall market

(83% vs 69% of all), as has

technical assistance (35% vs 29%).
Meanwhile, alongside design-stage
grants (7% vs 11%), guarantees
(14% vs 29%) have appeared in LAC-
focused transactions less frequently
than in the overall market.

IDB Invest (51 commitments),
IFC (24), and FMO (23) have
provided the highest number
of commercial commitments to
LAC-focused blended finance
transactions to date.

There are significant synergies
for foreign and local investors to
explore through blended finance.
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Introduction

BLENDED FINANCE CAN HELP ADDRESS LAC'S VARIOUS

DEVELOPMENT CHALLENGES

Latin America and the Caribbean (LAC) is the region most
affected socioeconomically by COVID-19, with Foreign
Direct Investment (FDI) flows plummeting by 45% in 2020.

The pandemic has exacerbated pre-existing socioeconomic

issues like low productivity, high inequality and informality,
and deficient public services and institutions. Despite a
strong rebound in regional GDP of 6.9% in 2021, growth
projections in 2022 (2.3%) and 2023 (2.2%) put LAC's
regional performance amongst the lowest globally.

LAC has historically enjoyed higher volumes of local

and cross-border private investment compared to

other developing markets due to its relative geographic
proximity to the USA and its collection of middle-income
countries close to or above investment grade. Still, private
investors active in the region face numerous challenges.
For example, political and administration transitions,

and the personnel, policy, and regulatory upheavals that
result have historically fed investor uncertainty across
many LAC countries, Laura Ortiz Montemayor, Founder
of SVX Mexico, notes. Additionally, economies in LAC
must face structural challenges like low productivity

and job informality and a more difficult sovereign credit
environment post-pandemic, Matthieu Pegon, Head of
Blended Finance at IDB Invest, observes. Diego Penagos,
Senior Investment Specialist at ProColombia, notes
additional challenges such as the denomination of returns

in local currency and somewhat restrictive investment
entry and exit regulations. Finally, Sandra Abella Noriega,
Fund Director at Finance in Motion’'s eco-business Fund,
observes a shift away from LAC amongst donors:

“Most of our public investors are of European origin,
and because of the invasion of Ukraine, they are
currently more focused on serving that crisis, which
affects the amount of funding available for LAC.”

What role can blended finance play in addressing the
challenges LAC faces? The region remains a popular area
of interest for blended finance practitioners, with 47% of
the transactions currently fundraising on Convergence’s
deal-matchmaking platform targeting LAC, and blended
flows to the region remaining constant even amidst the
COVID-19 pandemic. Blended finance can therefore play
a pioneering role, working alongside local governments
by deploying catalytic capital into emerging segments
and pockets of competitiveness, paving a road for
private capital to follow. This brief analyzes how blended
finance approaches have been deployed in LAC to date,
presenting insights from interviews conducted with
industry stakeholders. The Convergence database has
recorded 138 blended transactions targeting South
America, Central America, and the Caribbean in part

or in full, representing aggregate committed financing

of $19.7 billion.
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Figure 1: Market size and growth of blended finance in LAC
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Blending for Latin America &
The Caribbean: Analysis

RENEWABLE ENERGY: KEY SUB-SECTOR IN LAC

25% of Latin America’s energy is being sourced from
renewables (mainly hydropower and biofuels), twice the
global average. With ten countries in the LAC region pledging
to generate 70% of their total energy consumption from
renewables by 2030 as part of the Renewable Energy for Latin
America and the Caribbean (RELAC) initiative (compared to
the EU's current target of 40%), renewable energy (28%) has
been a favored sector by a plurality of blended transactions
in LAC. Some examples include Uruguay's La Jacinta, Natelu
Yarnel, and Casablanca Giacote solar PV projects. IDB Invest,
the private sector arm of the Inter-American Development
Bank (IDB), oversaw the construction phase financing and
refinancing and deployed concessional funds from the
Canadian Climate Fund for the Private Sector in the Americas

(C2F) to mitigate construction risk, attract institutional
investors, and develop the commercial track record for the
solar energy market in Uruguay.

Renewable Energy

Microfinance /
Retail Banking

Agriculture Finance

Agricultural Inputs /
Farm Productivity

Climate Resilient /
Sustainable Agriculture

Agro-Forestry

Figure 2: LAC transactions by sub-sector

FUNDS PREDOMINANT IN LAC; COMPANIES AND BONDS UNDERREPRESENTED

Funds account for nearly half (46%) of all LAC transactions,
compared to 35% of the overall market, while companies
(169% vs 21%) and bonds (4% vs 8%) are less prominent in
LAC. With funds offering investors simplified and familiar
structures that ultimately aid scaling, Abella notes how
important fund simplification is to successfully catalyze
private capital:

“Having clear instruments according to investment theme, such
as senior or subordinate notes with clear features like tenors and
interest rates, was key. When we tried to introduce quasi-equity
instruments for private investors, some of them did not see a
good fit. When you offer them clean debt instruments, they could
easily digest that and invest.”

Meanwhile, given their low volumes compared to other
regions, Abella expects green, social, and sustainability-
linked bonds to become more prominent in LAC. One
example includes the $364 million Blue Bond for Ocean

CONVERGENCE BLENDED FINANCE

Conservation, which closed in 2021 and funds debt
sustainability and marine conservation in Belize, backed

by $610 million of U.S. International Development Finance
Corporation (DFC) political risk insurance and a Convergence
proof-of-concept grant.
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Figure 3: LAC transactions by blended vehicle type
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LAC TRANSACTIONS TYPICALLY SMALLER IN SIZE COMPARED TO OVERALL MARKET

LAC transactions have a median size of $49.3 million
(compared to $54.8 million for all blended transactions),
with 51% below $50 million and only 29% above

$100 million. Like other regions and segments

within the developing world, the paucity of bankable
deals in Latin America relative to investor interest

was a common theme raised by our respondents.
Unsurprisingly, transactions that have nonetheless been
successful in catalyzing private investment at scale in
LAC have predominantly been energy or infrastructure
related. For example, Brazil's LD Celulose, one of the
world's largest dissolving wood pulp plants, was backed
by $1.1 billion in debt financing co-led by IFC and IDB
Invest, in which seven commercial banks participated.

All .
<5M

5-10M
10-25M
25-50M
50-100M
100-250M
250-500M
500-1,000M

>1,000M

Figure 4: LAC transactions by total size

RURAL / SMALLHOLDER FARMERS AND WOMEN MORE SUPPORTED IN LAC

Rural / smallholder farmers (41% vs 31%) and women

(25% vs 20%) are more supported as end beneficiaries in
LAC compared to the overall market. Examples include FINCA
Haiti S.A., a Haitian microfinancing institution supporting
financial inclusion primarily for women, which was backed
by a CAD7 million partnership with FINCA Canada and Global
Affairs Canada in 2017 and a $1 million loan from Deetken
Impact in 2018. Agripac, a leading agribusiness in Ecuador, is
another example. In 2021, IDB Invest provided Agripac with
a senior loan of up to $16 million, and through the Women
Entrepreneurs Financing Initiative (We-Fi) programme, will
grant Agripac a $400k performance-based payment based
on it increasing the proportion of women-owned SMEs in

its supply chain, a goal for which IDB Invest will also provide
Agripac with technical advisory services.
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Figure 5: LAC transactions by end beneficiary

CONCESSIONAL CAPITAL & TECHNICAL ASSISTANCE KEY IN LAC; GUARANTEES UNDERUSED

Concessional debt or equity has appeared in LAC-focused
transactions at a much higher rate than the overall market
(83% vs 69% of all), as has technical assistance (35% vs 29%).
Meanwhile, alongside design-stage grants (7% vs 11%),
guarantees (14% vs 29%) have appeared in LAC-focused
transactions less frequently than in the overall market. The
fund and project guarantees constituting the bulk of the
LAC-focused guarantees in our database are most often
joined by another archetype (e.g., concessional debt/equity
or technical assistance) within the transaction. Examples
include the Itelecom Energy Efficient Street Lighting project,
which looks to upgrade public street lighting in Chile with
high-efficiency LED technology. The project was funded

by loans from Inter-American Development Bank (IDB)

CONVERGENCE BLENDED FINANCE

Group, C2F, and the Clean Technology Fund (CTF), alongside
technical assistance and a first loss guarantee of $2.5 million
from CTF's Chile PEEERA Program.
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Figure 6: LAC transactions by blending archetype(s)
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FOUNDATIONS & NGOS MORE ACTIVE AS DEAL SPONSORS IN LAC

Besides commercial investors (33%) and impact investors (27%),
whose activity as deal sponsors in LAC-focused transactions is
in-line with their activity in the broader market, foundations/
NGOs (17% vs 11%) have also been key deal sponsors in LAC-
focused transactions, where they've been much more active
compared to the overall market, while development agencies
have been much less active (7% vs 13%). Indeed, foundations /
NGOs like Global Partnerships (7 transactions), and The Nature
Conservancy (4), alongside DFIs like IDB Invest (6) and IFC (5),
lead in terms of the overall number of LAC-focused transactions
sponsored. The USA is by far the most common deal sponsor
domicile amongst LAC-focused transactions (53 transactions),
followed by Mexico (9) and Spain (8).
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Figure 7: Deal sponsors of LAC transactions by
type of organization

IDB INVEST, IFC, & FMO: TOP COMMERCIAL INVESTORS IN LAC

Every blended transaction mobilizes capital from at least one
private sector investor. Most commercial commitments to
LAC-focused transactions have come from DFIS/MDBs (37%)
and commercial investors (36%), predominantly commercial
banks, diversified financial institutions, and large corporations.
IDB Invest, IFC, and FMO have provided the highest number
of commercial commitments to LAC-focused blended finance
transactions to date. IDB Invest is currently undergoing a
capital increase as part of its new “IDB Invest 2.0" business
model, which will enable it to originate higher-impact projects,
de-risk private-sector investment, and use new financial tools,
to help crowd-in investment into LAC.

Number of Commercial Commitments Bl

IDB Invest
IFC

FMO

DFC

CAF

SIFEM

IDB Lab
BIO-Invest
Ceniarth LLC
Norfund

Figure 8: Top providers of commercial finance to LAC transactions

FMO, CTF, AND IDB LAB: TOP CONCESSIONAL INVESTORS IN LAC

Development agencies (37%), DFIs/MDBs (29%) and
foundation/NGOs (25%) have been the main concessional
actors in LAC, with FMO, the Clean Technology Fund, and
IDB Lab, the innovation laboratory of IDB Group, providing
the highest number of concessional commitments to
LAC-focused blended finance transactions to date. The
countries most targeted directly or by a portfolio approach
by blended transactions in LAC overall have been Mexico
(35 transactions), Colombia (29), Guatemala (25), Peru (25),
Nicaragua (23), and Honduras (20).
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Figure 9: Top providers of concessional finance to LAC transactions
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Reflections

Like other sectors and regions within the developing guarantee, I'm stuck. Embedding flexibility in the choice
world, a critical issue facing blended finance in LAC is the of instrument within blended finance programs ultimately
lack of investment-ready projects relative to the amount allows arbitrating in favor of the most effective instrument,
of investor interest. Technical assistance, already more both in terms of development impact and public cost.”

prominent in LAC compared to the broader market, will
be critical to building a pipeline of bankable projects
going forward, but an additional part of blended finance's
future role in LAC, Ortiz notes, is in exploring alternative
distributive structures that embed social justice within
investment vehicles and encourage longer-term

investor involvement:

Finally, boosting the presence of foreign investors within
LAC-domiciled investment vehicles, Penagos notes, will
result from foreign investors creatively partnering with
local actors to align capabilities within investor-friendly
environments:

“In the case of LAC, most jurisdictions historically were not
friendly for international investors and didn’t really have a
framework for things like private equity (PE). Fortunately,
we've seen a lot of local players taking on that role of
developing the PE space, supported by DFls. What we see
now is resource-rich local partners lacking experience in
investing within a particular sector creating opportunities
for international collaboration. For example, we have
experiences with a Canadian pension fund, CDPQ, which
was able to partner with Colombian pension funds in
creating an infrastructure fund; the Colombian pension
funds weren’t experienced in investing in infrastructure,
but they had knowledge of the local market, while CDPQ
provided that experience of investing in infrastructure.
Ultimately, there are significant synergies for foreign and
local investors to explore through blended finance.”

“Consider self-liquidating or redeemable equity. This is a
little-used, longer-term, and very transformative structure
that could see smallholder farmers, who are currently
beneficiaries receiving only the price of the commodities
they sell, become dividend-collecting shareholders at the
transaction’s maturity. Structures must evolve towards
being distributive in their design, which is the only way that
we can really achieve development and transformation.”

Meanwhile, flexibility amongst donors in their capital
allocation will help a larger quantum of blended
transactions get structured. Pegon observes:

“The challenge is not a lack of any one financial instrument,
but of having pots of blended finance resources that are
restrictive in their choice of instruments. If | have a pot

of money that | can only deploy in loans, and | need a
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Methodology & Notes

1. Convergence's database: Convergence maintains the
largest and most detailed database of blended finance
transactions that have reached financial close. Given the
current state of information sharing, it is not possible for
this database to be fully comprehensive. We have made
efforts to capture all relevant blended finance transactions;
however, there are likely more transactions that have not
been captured.

2. Scope of available data: This brief analyzes 138 blended
finance transactions targeting South America, Central
America, and the Caribbean in part or in full. This brief also
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draws upon stakeholder interviews conducted with Laura
Ortiz Montemayor, Founder of SVX Mexico; Matthieu Pegon,
Head of Blended Finance at IDB Invest; Diego Penagos,
Senior Investment Specialist at ProColombia; and Sandra
Abella Noriega, Fund Director of Finance in Motion's eco-
business Fund.

Target regions and countries: Convergence tracks region
and country data by stated region(s) and countries of focus
at the time of financial close, not actual investment flows.
Often, regions and countries of eligibility are broader than
those explicitly stated.

CONVERGENCE

BLENDING GLOBAL FINANCE

CONVERGENCE is the global network for blended
finance. We generate blended finance data, intelligence,
and deal flow to increase private sector investment in
developing countries.

BLENDED FINANCE uses catalytic capital from public
or philanthropic sources to scale up private sector
investment in emerging markets to realize the SDGs.

Our GLOBAL MEMBERSHIP includes public, private,
and philanthropic investors as well as sponsors of
transactions and funds. We offer this community a
curated, online platform to connect with each other
on blended finance transactions in progress, as well
as exclusive access to original market intelligence and
knowledge products such as case studies, reports,
trainings, and webinars. To accelerate advances in the
field, Convergence also provides grants for the design
of vehicles that could attract private capital to global
development at scale.
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