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I – Background

Africa’s underdeveloped infrastructure has
been a major obstacle for the continent’s
development and its efforts to achieve a
strong, sustained and in rural and margi-
nalized areas also shared growth (Figure
1, and Figure 1, Annex). Africa, especially
sub-Saharan Africa (SSA), ranks consis-
tently on the bottom of developing regions
in access to infrastructure services (Table
1 and Table 1, Annex). According to Africa
Infrastructure Country Diagnostic (AICD)
estimates, Africa’s total infrastructure fi-
nancing needs amounted to $93 billion a
year in 2008, with only $45 billion finan-
ced. Even if all inefficiencies such as inef-

ficient management, poorly targeted sub-
sidies or tariffs were eliminated, a $31 bil-
lion a year gap would remain. Closing it will
require innovative financing resources.

The brief discusses innovative financing
for Africa’s infrastructure – both already
adopted in Africa and potential ones. As
investment in most countries on the conti-
nent, other than several middle income
countries such as South Africa and Mau-
ritius, is perceived as ‘high risk’, several
mitigating instruments are covered. For
Africa’s growth to be sustainable, all fi-
nancing should adhere to debt sustaina-
bility criteria and where possible be also
‘climate-proof’. 

KEY POINTS

• Accelerating Africa’s growth hinges on
closing its vast infrastructure gap,
which will require innovative financing.
The innovative financing sources for in-
frastructure that have emerged across
Africa so far include local and foreign
currency bonds, private equity, sove-
reign wealth funds, and last but not
least emerging South partners.

• African countries can do more to at-
tract private and innovative funds on
favorable terms. For example, public-
private partnerships can be made more
effective and remittances better utilized
for development purposes. 

• At the same time, there are limits to
what the private sector can do in clo-
sing the infrastructure gap, especially in
rural areas. The public sector has a role
to play through strengthening domestic
resources and catalyzing private invest-
ments. Both private and public re-
sources need to meet the debt sustai-
nability criterion. 

• Since infrastructure investments on the
continent are often perceived as ‘high
risk’, mitigation instruments adapted to
Africa’s context, such as partial credit
guarantee with concessional resources,
should be employed.

• With abundant natural resources, Africa
can pursue ‘clean’ infrastructure finan-
cing. The AfDB helps African countries
embark on clean growth path; it is set-
ting up Africa Green Fund to receive
and manage resource for climate
change adaptation and mitigation. 
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Figure 1: Cost of getting electricity and GDP per capita, 2009 1/

Closing Africa’s Infrastructure
Gap: Innovative Financing 
and Risks
Zuzana Brixiova, Emelly Mutambatsere, Cecile Ambert,
and Dominique Etienne1

Source: Authors’ calculations based on the African Development Bank database, Doing Business database and IMF WEO.
1/ Cost required for a business to get a permanent electricity connection for a newly constructed warehouse, 

expressed in % of income per capita. Correlation coefficient is -0.85 at 1% significance level.



A f r i c a n  D e v e l o p m e n t  B a n k

2

AfDB Africa Economic Brief
Chief Economist 
Complex

Volume 2 • Issue 1 • April 2011

Table 1: SSA’s Infrastructure Deficit

SSA South Asia East Asia SSA Oil Exporters SSA Oil Importers
Transport
Density of paved road network 1/ 49 149 59 14 57
Density of total road network 1/ 152 306 237 70 173

ICT
Density of fixed phone line 2/ 33 39 90 16 38
Density of mobile phone line 2/ 101 86 208 118 97
Density of internet connections 2/ 2.8 1.7 6.6 1.7 3.1

Energy
Electrical generating capacity 3/ 70 154 231 66 71
Access to electricity 4/ 18 44 57 26 16

Water and sanitation
Water 4/ 63 72 75 59 64
Sanitation 4/ 35 48 60 34 35

Source: Yepes et al. (2008). 1/ km/1000 km2 (2001). 2/ subscribers per 1000 people (2004). 3/ MW per 1 million people (2003). 4/ Percent of households with access (2002-2004). 

II – Unlocking Potential 
of Innovative Financing 
Sources

In the past, the traditional partners and
public sector predominated financing of
Africa’s infrastructure. Among the various
infrastructure sectors (e.g., energy, trans-
port, water supply and ICT), the role of
the public sector is most prominent in
water and sanitation and transport, where
it accounted for about 90 percent of in-
vestment in 2007 (Biau et al., 2008). Most
private investment has been in the infor-
mation and telecommunication sector,
which received 87 percent of all invest-
ment commitments in 2008 (OECD,
2010). 

Confining infrastructure development in
African low income countries (LICs) to
mostly public financing sources has left
their infrastructure needs unaddressed.
The vast infrastructure gap has limited
their growth potential and in some cases
also impeded achieving the Millennium
Development Goals. Nevertheless, the
landscape of infrastructure financing in
Africa has changed in recent years. Re-
cognizing the infrastructure gap as an
opportunity, both domestic private inves-
tors and emerging partners scaled up
their investment in Africa’s infrastructure. 
The increased private sector role in
Africa’s infrastructure has been accom-
panied by changes in lending and policy
facilities of IFIs. The African Development

Bank, for example, adapted its lending
facilities to LICs to account for these new
developments. The new framework al-
lows for non-concessional borrowing by
countries with solid debt indicators and
debt management capacity – provided
such borrowing does not jeopardize fis-
cal and external debt sustainability. 

Going forward, a mix of sources – and in-
creasingly private and innovative ones –
will be needed to close the infrastructure
gap in Africa. There is no ‘one size fits all’
solution. The ‘right’ mix will depend on a
number of factors, including financial de-
velopment, indebtedness, the business
environment and preferences in each
country. Box 1 discusses methods that
Nigeria has been implementing or consi-
dering to implement. The sections below
cover various innovative financing ways,
both those that African countries already
adopted and those they could consider. 

II.1 – Expanding Scope 
of Public-Private Partner
ships

In the past decade, public-private part-
nerships (PPPs) have emerged as financial
instruments for infrastructure investments
in Africa. PPPs are contractual arrange-
ments that allow for private sector invol-
vement in supply of infrastructure assets
and services. PPP modalities include ma-
nagement contract, leasing, investment
concessions, divestiture, de-monopoliza-

tion and new entry and build-operate-
transfer (AfDB, 1999). While not innovative
as such, PPPs bring innovative private
funds to infrastructure. At their best, they
ease budget constraints and raise effi-
ciency by leveraging private sector mana-
gement expertise and innovation. 

PPPs are not yet common across the
continent, even though in recent years
African governments have increasingly
used them for financing infrastructure. For
example, the largest ongoing South Afri-
can transport project– the Gautrain – was
structured as PPP (Deloitte, 2010). Exam-
ples of good practices emerged also at
the municipal level. The Nelspruit Water
and Sanitation Concession in South Africa
helped raise access to water for house-
holds in Mmobela Municipality from 55
percent in 1999 to 94 percent in 2010
(Brenden and Gibson, 2010).

Country experiences point to several pre-
conditions for successful financing or
executing of PPP projects, such as an
adequate institutional framework (e.g.,
political commitment and effective go-
vernance) and a transparent legislative
and regulatory framework. Projects’ abi-
lity to stay financially viable depends on
the stability of the regulatory regime
beyond its implementation. Instability im-
pedes attracting high quality and irrever-
sible investment. Adequate risk and re-
ward sharing between the government
and the private sector is also critical for



establishing effective PPPs. Pricing of in-
frastructure services in particular requires
careful attention, given its impact on af-
fordability of new services on one hand,
and bankability of new investments on
another. In addition, the need for impor-
ted technology – which often lacks local
service providers – presents technology
risk that requires development of local
technical production sites and service
centers, alongside secure and affordable
supply of operating inputs.

Many African governments still lack skills
needed for the successful implementa-
tion of PPPs (Box 2). In particular, sector
ministries and sub-sovereign entities of-
ten do not have adequate investment, fi-
nancial planning and coordination capa-
city. Experiences of countries that
established well-functioning PPP units in
their Ministries of Finance (e.g., Sene-
gal, Kenya, and South Africa) point to
positive impacts of such units as effective
PPP enablers. Developing a compre-
hensive and transparent list of contin-
gent liabilities, such as implicit and expli-
cit government debt guarantees, is key
for realistic assessment of fiscal risks
stemming from PPPs. 

II.2 – Developing Domestic 
Capital Markets

Local Currency Infrastructure 
Bonds

Kenya’s issuance of government infra-
structure bonds, i.e. longer-term bonds
funding infrastructure projects, during the
global financial crisis (to finance roads,
water, and energy projects) is an example
for governments in other countries with
sufficiently developed domestic bond mar-
kets to follow. Besides supporting aggre-
gate demand during the crisis, the is-
suance aimed at removing supply-side
bottlenecks to growth. Since February
2009, Kenya has successfully issued 3 in-
frastructure bonds with a total value of
USD 1 billion. This issuance has also pa-
ved way corporate bonds issues by pri-

vate or state-owned companies, for exam-
ple the electricity utility KenGen and mobile
phone company Safaricom.

Kenya’s success with infrastructure
bonds is partially attributed to the use of
incentives. Holders can use the bonds as
collateral to acquire bank loans while the
banks can pledge them as collateral for
their repo operations. To boost corporate
issuance in local currency, incentives in-
cluding an exemption of bond investors
from tax on interest were adopted. Fur-
ther on the innovative side, the issuance
of government bonds with a sukuk (Sha-
ria-compliant) portion facilitated partici-
pation by investors adhering to Islamic
banking such as the Gulf African Bank.

Commodity-linked Bonds

The commodity-linked debt instruments
recently emerged in South Africa, where

in August 2010 the Standard Bank Group
offered investors Rand-denominated
commodity-linked exchange traded
notes (ETNs). ETNs are listed at the Jo-
hannesburg Stock Exchange, with a spe-
cific redemption date and returns linked
to the performance of precious metals. 

Commodity-linked bonds, which are yet
to develop across Africa, can help com-
modity-exporters raise finds and hedge
against unexpectedly large drops in
commodity prices. They are ‘capital-pro-
tected’, i.e. at maturity the investors get
at least the nominal principal invested in
the bond. 

II.3 – Venues for Accessing 
International Capital Markets

Several African emerging and frontier
markets (e.g., Cape Town, Kenya, South
Africa) have successfully adopted inno-
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Box 1. Innovative Financing of Nigeria’s Infrastructure: Experiences and Options 1/

Both the Nigerian government and the private sector have recognized that closing the enormous
infrastructure gap – estimated at $15 billion a year for the next 6 years -- that hampers the country’s social
and economic development cannot be left to the public sector alone. With ODA financing from traditional
donors constrained after the crisis, poorly functioning subnational government expenditure programs,
limited fiscal revenue raising capacity and weak implementation of projects by the public sector,
participation of the private sector is needed not only for financing, but also for efficiency and transparency
reasons. 

According to some Nigerian commercial banks, the following methods can be used to close the
infrastructure gap: private equity; project-based finance; asset-backed finance, privatization, PPPs, bond
issues and of course private capital inflows. In the fall of 2010, sovereign wealth fund (SWF) -- financed with
oil revenues and partly earmarked for infrastructure spending -- has emerged as an option that the
government intends to pursue. Recently, the Central Bank of Nigeria has announced its plans to finance
the power sector and other critical infrastructural projects through pension funds. 

Since the credit available to African countries including Nigeria is more limited after the crisis due to higher
perceived risks, capacity to prepare bankable proposals is crucial for success in competition for scarce
funds. Moreover, the government has adopted measures to incentivize the private sector in infrastructure
financing, also through establishing adequate and transparent legal framework. Specifically, in recent years
Infrastructure Concession Regulatory Commission (ICRC) was established to regulate and identify potential
PPP projects in the infrastructure sector and set guidelines and processes that would promote PPPs as a
tool for infrastructure financing. 

ICRC’s enabling role is crucial given the limited awareness of PPPs in Nigeria. A particularly notable PPP
project that the ICRC facilitated was the contract for rehabilitation and upgrade of the Lekki-Epe
Expressway (approximately 50 km long road in one of the fastest growing areas in residential and
commercial areas in Lagos). The public funding was provided by the Lagos State government; the African
Development Bank put in $85 million of 15-year debt. Among the private sector financiers, the largest share
(with 15-year maturity) was covered by the Standard Bank Plc, which also acted as a financial advisor. This
project was the largest PPP deal reached in Nigeria as of end 2010 and also the first PPP for toll road in
West Africa.

1/ Source: Zenith Bank (2008), and the authors’ discussions with the Nigerian authorities, the ICRC staff
and the private sector representatives during the December 2010 mission to Abuja. 
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vative methods utilizing domestic re-
sources such as infrastructure and mu-
nicipal bonds, pension funds, syndicated
loans. Still, given the underdeveloped lo-
cal capital markets in most African LICs
and also some small middle income
countries (e.g., Swaziland), access to in-
ternational capital markets is key for se-
curing stable and longer term financing. 

Sovereign External Bonds

Ghana’s issue of an external sovereign
bond of $750 million in late 2007 was
another innovative infrastructure finan-
cing among African LICs. It also set the
benchmark for sovereign and private
sector borrowing on the international ca-
pital market by other frontier market
countries. Due to the tight credit condi-
tions stemming from the global financial
crisis, most sovereign debt issuances by
SSA governments were deferred in 2009
and 2010. Given Africa’s resilience du-
ring the crisis, demand for Africa’s bonds
is expected to rise in 2011. Ghana’s ex-
perience highlights the importance of
structural reforms, macroeconomic sta-
bility, credit rating and preparation before
accessing international markets. Its debt
accumulation shows the challenges to
debt sustainability that may arise. Ano-

ther lesson for African governments ac-
cessing the international capital markets
is that macroeconomic frameworks need
to be robust to swings in capital flows. 

Diaspora Bonds 

When it issued its Millennium Corporate
Bond, Ethiopia was a pioneer in Africa on
issuing diaspora bonds to finance infra-
structure. The Millennium Corporate
Bond, which targeted both Ethiopians
at home and abroad, aimed at raising ca-
pital for the state-owned Ethiopian Elec-
tric Power Corporation. Across the conti-
nent, diaspora bonds thus constitute an
untapped way to mobilize resources in
frontier markets with a large diaspora
population (e.g., Ethiopia). The World
Bank estimates that SSA countries could
raise up to $5-10 billion per year through
such bonds. They are thus a potential
source of longer term financial resources
for infrastructure, complementing remit-
tance flows that are typically used for
consumption or social expenditures. 

Private Equity Funds

Private sector participation in Africa’s in-
frastructure increased also due to rising
presence of private equity funds (PEFs).

Both multi-sector and specialized infra-
structure funds have participated in
green- and brown-field infrastructure pro-
jects, the latter being more recent and
still small in number. Specialized infra-
structure funds were pioneered by esta-
blished infrastructure firms such as Mac-
quarie Group, which sponsored the
South Africa Infrastructure Fund as early
as 1996. To date, at least ten specialized
infrastructure funds have reached finan-
cial closure on the continent, mobilizing
almost US$3 billion in direct financing. 

PEFs invest in various infrastructure sec-
tors including upstream industries, with
national, regional or pan-African geogra-
phic reach. A mix of financing instruments
– equity, senior debt, subordinated debt
or mezzanine finance – is employed,;
amounts range from US$5 to 120 million
per project. Besides foreign currency fi-
nancing, PEFs have also provided longer
tenors, (e.g., 15 years in the SSA Emer-
ging Africa Infrastructure Fund). Infra-
structure PEFs mobilize financing both
from private institutional investors (e.g,
pension funds and insurance firms), and
traditional financiers (e.g., DFIs). 

II.4 – Utilizing Other 
Innovative Sources

Tapping Reserves in 
‘Excess-Savings’ Countries

Many African countries, especially oil im-
porters, have low savings rates (Figure 2).
Overall rates are notably below the ave-
rage of emerging market and developing
economies. Hence capital flows, espe-
cially private ones, constitute an indis-
pensable source of financing. Key policy
issues in this context are: (i) how to at-
tract additional capital flows to Africa’s
infrastructure from developing Asia (e.g.,
countries with high savings and invest-
ment rates), and (ii) how to utilize sa-
vings in African resource rich countries,
where savings rates are high but invest-
ment rates remain low. Emerging part-
ners, and especially China, have been

Box 2. Capacity Building for PPPs in Infrastructure in Nigeria

The Nigerian government has resorted to more extensive use of PPPs to close huge deficits in the power
and transport sectors. However the country’s public service has a very low capacity to appraise and
implement PPP projects. This low capacity has already manifested itself in incomplete project preparation,
lack of bankability studies, inadequate financial models and business plans, unfamiliarity of staff legislation,
lack of experience to ensure quality at entry and concession contract monitoring, among others. In addition
to capacity related limitations, there are issues related to lack of transparency in the bidding process. 

In 2010, with financing from the African Development Bank, the Infrastructure Concession Regulatory
Commission of Nigeria launched a US$31 million capacity building program. The program aims to (i)
familiarize stakeholders in public service, civil society and the private sector on PPP processes; (ii) provide
specialized training to key public sector personnel; (iii) prepare project feasibility studies; and (iv) provide
hands-on technical support in procurement processes and project management. The program will also
facilitate the setting up of mechanisms for competitive procurement processes and establish rules for
handling unsolicited proposals. 

Capacity development programs of this scope demand an extensive pipeline of projects. If successful,
Nigeria’s capacity development program will result in the processing of key projects out of the country’s
long list of potentially viable projects in power and transport, including 7 major highways and bridges,
commuter rail lines in Lagos and Abuja, and the 32 independent power projects already licensed by the
electricity sector regulator. The key risk to success is staff retention in core public sector functions.

Source: African Development Bank.  



particularly active in Africa since mid-
2000s, providing FDI, in addition to offi-
cial aid and non-concessional loans. Ac-
cording to the Infrastructure Consortium
for Africa (ICA), Chinese total commit-
ments to Africa’s infrastructure in 2009
amounted to $5 billion. Confirmed Chi-
nese infrastructure financing in SSA is
highly concentrated in resource-rich
countries such as Nigeria, Angola, Sudan
(72% over 2001-2007).

Some projects are backed by natural
resources or future revenue flows. For
example, Chinese investments in Su-
dan, Angola and Nigeria are backed by
oil, investment in Gabon by iron, and in
Ghana by cocoa. The development be-
nefits from these types of investments
could be enhanced by ensuring that the
government negotiates equitable deals
where the right economic values for re-
sources is assigned, environmental ex-
ternalities accurately valued, and the
share of royalties and dividends robust
to price fluctuations. Moreover, the de-
veloped infrastructure should not be
captive to the resource extraction ope-
rations. On a more positive side, only
part of Chinese-financed infrastructure
investments is directly linked to natural
resource extraction. 

Other emerging markets have shown in-
terest in Africa’s infrastructure projects.
India has scaled up finance for infra-
structure projects in the region, with
committed funding averaging $0.5 bil-
lion a year in 2003–07. Arab and Islamic
funding institutions also finance infra-
structure in Africa, with $2.4 billion in-
vested in 2008 and $1.7 billion for 2009.
Their coverage of recipient countries is
wide (31 African countries benefitting in
2009) but in terms of the committed
amount, there is a tendency to concen-
trate in North Africa (60% in 2009) follo-
wed by East Africa with (13%). Arab part-
ners’ finance has also been concentrated
on specific sectors: 34% to road
construction, 24% to the power sector
and 6% to dam construction (ICA, 2009).

Establishing Sovereign Wealth 
Funds

When well designed and implemented,
sovereign wealth funds (SWFs) can be an
important source of finance in resource-
rich countries. Accordingly, Nigeria an-
nounced plans to establish a Sovereign
Wealth Fund (SWF) of about $1 billion.
The investment resources will be owned
and managed by the government. An in-
frastructure fund will be one of the three
components of the SWF, which is ex-
pected to manage (i.e. save and invest)
the country’s volatile oil revenues, and
will replace the currently existing excess
crude fund. 

Securitizing Remittances 

While this way of utilizing remittances for
development has so far not been utili-
zed in Africa, several governments (e.g.,
Ghana, Sierra Leone) have been explo-
ring this option. However, securitization
of remittances has been applied in La-
tin America and Turkey, for example.
Feature which is of the greatest interest
in remittance securitization is the possi-
bility of tapping into the foreign ex-
change component of remittances, wi-
thout interrupting the actual transfer.
Under securitization, inflows from fo-
reign bank (in foreign currency) are mat-

ched with corresponding payments of
the domestic bank in local currency. For
remittance securitization be feasible in
Africa, several preconditions would
need to be met, including supportive
legislation and skills.

III – Leveraging the Public 
Sector 

While the private sector has become
indispensable and increasing important
in financing Africa’s infrastructure, there
are also limits to what it can achieve.
This applies especially in projects with
high social but low financial returns
such as areas of rural infrastructure.
The public and private sectors will need
to work together to address the infra-
structure challenge in Africa. The sec-
tions below focus on the role of the pu-
blic sector.

III.1 – Strengthening 
Traditional Sources

The role of the private sector and new fi-
nancing sources has been rising, the pu-
blic sector – traditional financier of
Africa’s infrastructure – is still important,
both as a direct financier and as a cata-
lyst of private investment. It is also ins-
trumental in addressing inefficiencies and
ensuring maintenance of infrastructure
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Figure 2. Africa and Developing Asia: National Savings 
and Investment Rates (% of GDP)

Source: Authors’ calculations based on the African Economic Outlook and the IMF WEO databases. 
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assets. Among the different traditional fi-
nancing sources (ODA, budgets), Afri-
can policymakers have turned their at-
tention to domestic resource mobilization
amid uncertain prospects about the ODA
in the aftermath of the global financial
crisis. Hence increasing tax revenues and
stimulating private and public savings is
crucial for meeting Africa’s infrastructure
challenge, together with finding new and
innovative financing sources. 

Low tax-to-GDP ratios (below 15 per-
cent) persist in many African countries,
including lower middle income ones such
as Ghana. Instead of raising tax rates,
countries can increase revenues by re-
moving exemptions and strengthening
tax administration. In LICs, where the
large informal sectors impede effective
direct taxation, excises, VAT and other in-
direct taxes can be relied on, provided
that they are designed with consideration
for poor households. 

Public resource mobilization is particu-
larly challenging in post-conflict coun-
tries, who utilize trade taxes and other
simplified direct structures, before rea-
ching a balance between indirect and
direct taxes. Liberia achieved high tax
revenues to GDP ratio gives an example
of good practices in this area of what can
be in other post-conflict countries. 

To increase public savings, government
spending – including on infrastructure –
needs to be more efficient. This can be in
part achieved by planning for timely deli-
very of projects to avoid costly emergency
measures, maintenance of existing infra-
structure to limit expensive rehabilitation,
improving efficiency of utilities, and streng-
thening medium-term expenditure frame-
works, accounting frameworks and au-
diting procedures. 

Given their low private savings rates, es-
pecially in SSA’s oil importers, African
countries need to develop banking sec-
tors, mobilize untapped private savings,
and channel them into productive use.

Formal financial institutions could offer
long term saving instruments, and in-
centivize their purchases through tax be-
nefits. African governments can also un-
lock regulatory barriers that discourage
institutional investors such as pension
funds’ from utilizing long term savings
instruments. They can help diversify ca-
pital markets by developing the institu-
tional frameworks that foster participation
of, for example, Islamic finance institu-
tions and private equity funds.

III.2 – Mitigating Risks

In the aftermath of the crisis, private in-
vestors have become more risk averse
than in early-mid 2000s. Nevertheless,
the concurrent shift in investors’ interests
from highly leveraged products in ad-
vanced economies to real growth possi-
bilities in selected emerging and develo-
ping countries is an opportunity for
Africa. African countries can attract pri-
vate investors by presenting infrastruc-
ture gaps on the continent as ‘growth in-
vestment’ opportunities.

Through risk mitigation instruments the
public sector can catalyze additional pri-
vate investments in infrastructure, raising
the total available finance sources. These
instruments need to be accompanied by
reforms and institutional changes to eli-
minate the underlying sources of risks
themselves. Specific examples of risk-
mitigating instruments include:

• Commercial and political risk pre-
mium can be covered by both debt
and equity insurance and guarantee ins-
truments. While commercial instruments
exist, concessional ones such as partial
risk guarantees offered by IDA and ADF
and political risk insurance offered by
MIGA are more suitable for LICs. Politi-
cal risk management instruments in-
centivize governments to implement re-
forms that address performance risk.
For middle income countries, commer-
cial risk management instruments help
develop capital markets and enable en-

terprises and countries to borrow ex-
ternally on more competitive terms. 

• Country risk premiums can be cove-
red by first loss guarantees for a port-
folio of transactions. For example, the
First Loss Investment Portfolio Guaran-
tee (FLPG), currently being developed
by the AfDB, would facilitate scaling-up
of private sector investments in infra-
structure in African LICs, by mitigating
their country risk premium. The FLPG is
an innovative instrument that would
guarantee a portion (up to 10 percent)
of the first loss of a defined portfolio of
non-sovereign projects financed by the
AfDB in LICs. This option allows African
LICs to leverage at least five times the
value of the guarantee in additional fi-
nancing from the non-sovereign pool of
lending resources.

• The risk of foreign exchange volatility
(prevalent in some LICs) can be addres-
sed through currency hedging, govern-
ment exchange rate guarantees, and
devaluation liquidity schemes, among
others. However, much greater atten-
tion needs to be paid to affordability of
these instruments in the African context.

• Financial risks can be mitigated
through viability gap financing, (e.g.,
public subsidies in the form of, for
example, partial capital cost financing
for up-front investment needs). This
method allows for private sector im-
plementation of critical infrastructure
projects with high economic benefits
but low financial returns. By leveraging
the limited public funding to attract
greater private participation, govern-
ments thus can fast-track key infra-
structure developments. Competition
in the bidding process and hence com-
petitive pricing of the viability gap are
key for success of this approach. In ad-
dition to subsidies, lowering financing
costs for the private sector can also im-
prove bankability of projects. 

The African Development Bank supports
its regional member countries (RMCs) in
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their efforts to access long-term financing
for infrastructure, including through risk
mitigating instruments. For example, the
innovative Currency Exchange Fund (TCX)
helps investors to hedge interest rate risks
associated with infrastructure financing in
local currencies, mainly through pooling
market risks from different investors with
geographically diversified business.
Through local currency financing, TCX re-
duces foreign exchange rate risk. The
Bank also supports development of local
currency bond markets in RMCs with is-
suance of bonds in local currencies. Fi-
nally, the AfDB supports private sector-fi-
nanced infrastructure through the African
Legal Support Facility, which strives to
improve contractual terms and legal envi-
ronment for the private sector by building
countries’ capacity to negotiate complex
commercial contracts.

IV – Special Challenges 
for Infrastructure Financing 

Due to additional risks or externalities, fi-
nancing regional and sustainable infra-
structure projects encounters special chal-
lenges, which typically cannot be
over come by the private sector alone, but
require involvement also of the public sec-
tor. 

IV.1 – Financing Regional 
Infrastructure 

Regional, cross-border infrastructure
projects promote regional integration and
fuel regional trade and growth. Such pro-
jects pose special challenges though,
such as markedly higher transaction
costs and complex risk factors for the
private investors than single-country pro-
jects. Financing regional infrastructure
requires effective cooperation and coor-
dination among countries. Innovative ins-
titutional arrangements for funding the
regional infrastructure are needed, either
through an expanded role for multilateral
development banks (i.e. higher share of
regional infrastructure projects) as is al-
ready the case for the AfDB, or through

establishing specialized sub-regional
banks/funds. The latter would allow dra-
wing on the high reserves that some of
the resource rich African countries have
accumulated. 

To overcome the high risks and transac-
tion costs of private investment in regio-
nal infrastructure projects, some regional
economic communities (e.g., ECOWAS
and SADC) are establishing bilateral or
multi-lateral special purpose vehicles
(SPVs). The SPVs are mandated to iden-
tify, prepare, and manage regional infra-
structure projects and negotiate with pri-
vate investors. The recent AU initiative
aims at identifying political champions to
ensure implementation of priority regional
integration projects or national projects
with regional significance. A prioritized
sub-regional PPP project list, as propo-
sed by the COMESA, could help regional
economic communities to engage in-
vestors and leverage their efforts to mo-
bilize infrastructure investment. 

Sub-regional PPP units (as advisory cen-
ters) could be set up especially in coun-
tries with shallow pool of skills. Scaling
up technical assistance to government
for project preparation activities would
also help “right-size” the now dispropor-
tionately high upfront risk borne by pri-
vate investors. Coordinating PPP regula-
tory frameworks across sub-regions
would facilitate the implementation of re-
gional infrastructure projects. The Afri-
can Development Bank and other insti-
tutions with capacity to extend technical
assistance can help in this area. 

IV.2 – Sustainable 
Infrastructure Financing

Africa, and especially SSA, is the most
vulnerable region to the effects of climate
change, even though it has contributed
the least to past emissions (and contri-
butes less than 4% to global warming
now). Nevertheless, a key challenge for
the continent is to finance investment in
low-carbon, climate-proof infrastructure,

i.e. infrastructure that would both miti-
gate and adapt to climate changes. Given
the other vast development challenges
that the continent faces, resources for
sustainable infrastructure financing need
to be mobilized outside of national bud-
gets. This need calls for innovative forms
of financing that would be additional to
the existing mechanisms.

Given its abundant natural resources and
the innovative financing instruments avai-
lable, Africa can embark on a low-car-
bon, clean growth path. Carbon finance
can contribute to co-financing sustaina-
ble infrastructure. As a market-based
(and legally enforceable) mechanism, it is
more predictable than budget aid and
can help generate efficiency gains and
bring down cost of renewable energy
and other forms of sustainable infra-
structure. So far though, access to Car-
bon Credit by Clean Energy projects in
emerging markets and developing coun-
tries has had mixed results across re-
gions, with Africa lagging substantially
behind the others. 

With investments into clean energy solu-
tions, Africa can tap into concessional fi-
nancing sources and thus reduce the
costs and risks of such investments. For
example, Clean Technology Fund, will le-
verage at least five times their value in
clean energy solutions, including energy
efficiency, renewable energy, and sustai-
nable transport investments. Private
sources will play a greater role in finan-
cing clean energy projects, but low re-
turns to private sector investors so far
imply that a majority of expenditures will
need to be covered from public sources
(Duarte et al., 2010). 

Africa’s perspectives must be taken into
account when decisions on disburse-
ments of global funds for climate change
adaptation and mitigation are made. To
help facilitate access to these funds, the
AfDB is setting up the Africa Green Fund
to receive and manage resources to ad-
dress climate change on the continent.
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Figure 1: Annex – ODA as percent of total fiscal expenditures in 2008 – 
Top 15 countries 1/

Source: Authors’ calculations based on the African Economic Outlook database.  
1/ Eritrea, Somalia and Zimbabwe were excluded because of the lack of data. 

Liberia received ODA in excess of 400 percent of fiscal expenditures.

V – Conclusions 

In the aftermath of the crisis, a key issue
for Africa is to close its vast infrastruc-
ture gap, which would also help the
continent to reach the path of strong,
sustained and shared growth. The
substantial financial needs present will

require that countries increasingly rely
on innovative financing. They are also an
opportunity for private investors and
emerging partners to benefit from
Africa’s growth take-off, provided that
the overall financing arrangements meet
debt sustainability criteria. Given the re-
latively high risk perceptions associa-

ted with infrastructure investment in
Africa, risk mitigation instruments are
needed. Taking a broader view of sus-
tainable growth (i.e. one encompassing
also social and environmental aspects),
it is also important that African countries
shift as much as possible to ‘clean
energy financing’.

Table 1: Annex – Infrastructure Deficits in SSA’s and other LICs and across SSA’s sub-regions

Source: Yepes et al. (2008). 1/ km/1000 km2 (2001). 2/ subscribers per 1000 people (2004). 3/ MW per 1 million people (2003). 4/ Percent of households with access (2002-2004). 

SSA’s - LICs Other - LICs ECOWAS EAC SADC Central
Transport
Density of paved road network 1/ 31 134 38 8 92 41
Density of total road network 1/ 137 211 144 105 214 132

ICT
Density of fixed phone line 2/ 10 78 28 6 74 13
Density of mobile phone line 2/ 55 76 72 54 180 74
Density of internet connections 2/ 2 3 2.4 2.1 5.5 1.7

Energy
Electrical generating capacity 3/ 37 326 31 24 175 44
Access to electricity 4/ 16 41 18 7 21 18

Water and sanitation
Water 4/ 60 72 63 64 71 58
Sanitation 4/ 34 51 35 45 43 28
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