Impediment to

GROWTH

Africa’s inadequate infrastructure
limits the continent’s economic
progress, but funding roads, ports,
and power projects is difficult

Amadou Sy

NADEQUATE infrastructure—including unreliable en-

ergy, an ineffective urban-rural road network, and ineffi-

cient ports—is one of the largest impediments to economic

growth in Africa. It limits the returns from human capi-
tal investment—such as education and health. Hospitals and
schools cannot function properly without electricity.

A 2009 World Bank study estimated that sub-Saharan
Africas infrastructure needs are about $93 billion a year
(Foster and Briceio-Garmendia). Recently, the IMF esti-
mated that budget spending on infrastructure by sub-Saharan

Chart 1

Making commitments

A growing number of foreign commitments are being made to
fund sub-Saharan Africa’s infrastructure needs.
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Chart 2
Dominant destinations

Five of the 51 countries in sub-Saharan Africa received more than
half of the total external commitments to infrastructure spending
between 2009 and 2012.
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African countries reached about $51.4 billion (IMF, 2014),
meaning a financing gap of about $41.6 billion.

External commitments, both private and public, appear
to fill a substantial share of this gap (see Chart 1). They rose
to about $30 billion a year in 2012 from $5 billion in 2003
(Gutman, Sy, and Chattopadhyay, 2015). Official develop-
ment financing has increased—especially from the World
Bank and the African Development Bank. Private participa-
tion in infrastructure has surged and now accounts for more
than half of external financing. China has become a major
bilateral source of financing.

But the remaining gap of about $11.6 billion is probably
too low an estimate that global assistance in any event will
not fill under current circumstances. First, the 2009 World
Bank calculation underestimates current needs, such as urban
infrastructure. Second, the $30 billion in external commit-
ments is not comparable to budget spending. These commit-
ments materialize over time and do not arrive evenly. One
large deal, such as a major energy investment in South Africa
in 2012, can distort that year’s data. Third, overall numbers
don'’t tell the whole story. Of the $59.4 billion in budget spend-
ing on infrastructure by African governments, South Africa
accounted for about $29 billion in 2012, with the number two
country, Kenya, allocating about $3 billion. Countries also
vary widely in their commitment to infrastructure spending.
Angola, Cabo Verde, and Lesotho invest more than 8 percent
of GDP, while oil-rich Nigeria and fragile South Sudan allo-
cate less than 1 percent.

In addition, most external financing is concentrated in a
few large countries and a few sectors. Five countries attracted
more than half of the total external commitments to infra-
structure development in 2009-12 (see Chart 2).

Except for Nigeria and South Africa, sub-Saharan African
countries have been unable to attract significant private
investment outside the telecommunications sector. In 2013,
sub-Saharan Africa received about $17 billion in private
funds, of which all but $2 billion went to South Africa and
Nigeria in sectors other than telecommunications. Overall,
private investment (which includes public-private partner-
ships) went mostly to information and communications
technology and electricity from 2005 to 2012.

A policy agenda for building and maintaining infrastruc-
ture in sub-Saharan Africa under these circumstances should
have at least three priorities.

First, domestic budget spending—the largest source of
African infrastructure financing—should be increased.
African countries generate more than $520 billion annually
from domestic taxes and can mobilize more domestic rev-
enue through improved tax administration and measures to



broaden the tax base. The average tax-to-GDP ratio increased
from 18 percent in 2000-02 to 21 percent in 2011-13—
equivalent to half the development aid Africa received in
2013 (Africa Progress Panel, 2014). The increase in domestic
financing is no doubt the result of debt relief, some increased
tax revenue collection, gains from the commodity price boom,
and improved macroeconomic and institutional policies.

But it will be hard for many countries to find more domes-
tic revenue. Tax mobilization remains low despite significant
effort and recent reforms in non-resource-rich countries
(Bhushan, Samy, and Medu, 2013). The ratio of general govern-
ment tax revenue to GDP in 2013 ranged from 2.8 percent in
the Democratic Republic of the Congo to 25 percent in South
Africa (one of the highest among developing economies).

Helping African countries raise more funds domestically for
many purposes, including infrastructure, should be a priority
for African policymakers and the international community. In
2015, global donors committed to helping African countries

Reducing inefficiencies could
substantially increase the
economic dividends from
public investment.

improve tax collection. In 2011, the latest year for which fig-
ures are available, less than 1 percent of official development
assistance went to domestic revenue mobilization.

Second, sources of domestic revenue should be broadened.
From 2006 to 2014, 13 countries issued a total of $15 bil-
lion in international sovereign bonds, often intending to use
the proceeds to finance infrastructure. But a more prudent
and sustainable way to finance infrastructure would be to
increase the participation of domestic institutional investors,
such as pension funds.

African pension funds have about $380 billion in assets
under management, 85 percent of which are in South Africa
(see table). In countries such as Cabo Verde, Kenya, South
Africa, Swaziland, Tanzania, and Uganda, funds are investing
in infrastructure (Inderst and Stewart, 2014). Pension fund
trustees and managers should consider whether risk-adjusted
investments can be made within the context of their fiduciary
duty to beneficiaries. Countries must also improve the gov-
ernance, regulation, and development of domestic financial
and capital market instruments for infrastructure invest-
ment—and seek to attract foreign institutional investors too.

Third, funds must be spent efficiently. Most of the debate on
infrastructure needs in sub-Saharan Africa focuses on financ-
ing issues. But there is evidence that efficiency, not financing,
is often the barrier to investment. For example, the IMF (2015)
estimates that about 40 percent of the potential value of pub-
lic investment in low-income countries is lost to inefficiencies
in the investment process due to time delays, cost overruns,
and inadequate maintenance. Those inefficiencies are often

Mine the gap
Pension fund assets in Africa could be tapped as a source for
investment in infrastructure.

Pension Fund Assets under Management

Country (billions of U.S. dollars)
South Africa 322.0
Nigeria 25.0
Namibia 10.0
Kenya 13
Botswana 6.0
Tanzania 3.1
Ghana 26
Zambia 1.8
Uganda 15
Rwanda 0.5
Total 379.8

Sources: Making Finance Work for Africa; and author’s calculations.
Note: Asset amounts represent the latest figures available.

the result of undertrained officials; inadequate processes for
assessing needs and preparing for and evaluating bids; and cor-
ruption. Reducing inefficiencies could substantially increase
the economic dividends from public investment.

The 2009 World Bank study estimated that if inefficien-
cies were addressed through such measures as rehabilitat-
ing existing infrastructure, targeting subsidies better, and
improving budget execution—in other words more efficient
use of existing infrastructure—the $93 billion financing need
could be reduced by $17 billion. That means that the focus
of attention on infrastructure should be broadened beyond
financing issues to include efforts to improve efficiency. This
is a complex task that requires African governments and the
international community to focus on individual sectors and
how they operate in particular countries and requires robust
monitoring capability.

Amadou Sy is a senior fellow and director of the Africa Growth
Initiative at the Brookings Institution.
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