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Executive Summary

Infrastructure investment in Africa over the next ten years will be
heavily shaped by three major trends: urbanisation, climate change
and the introduction of new sources of investment.

Urbanisation
By 2030, a majority of African residents will live in cities. However, African cities have developed
along lines of stark inequality. Many slums lack basic service delivery, and in many countries, there
is little political will to address residents’ needs.
Infrastructure is most likely to be developed either in higher-income ‘islands’ within the
city – often with privatised services. Those cities where local government has sufficient decision
making powers and the ability to generate funding – either from local tax revenue
or direct engagement with private investors – may be able to instigate more effective local
infrastructure initiatives.

Climate change
African countries made unprecedented commitments to climate change mitigation targets at the
Paris COP21 Summit in December 2015. This was partly due to the realisation of governments in the
region that investment in new infrastructure to address global climate change concerns, particularly
renewable energy, could increase economic growth, ideally in a resource efficient and socially
inclusive way.

Investment outlook
Efforts to increase investment will struggle to overcome challenges in the macroeconomic
and regulatory environments. Declining commodity prices reduce the ability of governments
to finance debt for infrastructure projects and the opacity of the current regulatory landscape
encourages governments to maintain existing relationships with local players.
The emergence of new sources of investment, however, especially due to the increasing
capitalisation of local pension funds and the changing investment parameters of foreign funds,
creates new opportunities for the matching of finance with infrastructure projects. As is the case
with most factors affecting the future of investment in Africa, such coordination of efforts to
improve infrastructure in many jurisdictions will be determined largely by the appetite for local
and national governments to embrace a changing investment and development landscape.
This landscape will provide opportunities for new players, possibly at the expense of headline
profitability of state-owned entities.
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Infrastructure investment in Africa

Infrastructure is an important enabler of human capacity and economic
opportunity; urban infrastructure in particular has the ability to support
growth and remove many of the negative consequences of compact
living, through the provision of important services such as sanitation
and traffic management.

In Africa, the economic cost of poor infrastructure is significant. Currently, over 40 billion work
hours are lost every year to people collecting water; only 12% of African trade takes place
between countries on the continent due to road and logistics difficulties; and the World Bank
estimates that Africa’s infrastructure deficit – the gap between funding and needs – now costs
the continent 2% economic growth per annum.
Estimates of Africa’s infrastructure deficit in the power, transport, seaports, water and sanitation
sectors vary between 68 billion dollars and 93 billion dollars per year for the next 30 years. The
commodity supercycle and ultra-loose monetary policy in OECD countries from 2009-2014 may
have reduced the funding gaps on these needs from 50% to 30%. An estimated 328 billion
dollars was spent on African infrastructure between 2009 and 2014. However, obstacles to
matching funding to projects – and managing projects once financing has been met – will keep
this deficit large in the coming decades without drastic changes in the process of project
selection and management.

Urbanisation in Africa
An increase in urban populations is strongly correlated with increases in overall per capita income,
and so the current urbanisation trend could be expected to be a boon to African human welfare.
On average, the population of Africa’s cities grew at 4.2% in 2014, while urban populations in
Niger, Burundi, Uganda, Tanzania and South Sudan grew at 5% or faster. It has been estimated
that by 2030 a majority of Africa’s population will live in cities.
However, Africa’s experience with ‘slum urbanism’ leads to questions about how African
countries will construct the infrastructure and deliver the services that will enable people moving
into cities to live productive, safe and long lives.
In theory, urbanisation should be reducing the unit cost of service provision, creating viable markets
for private sector investment and generating an ‘urbanisation dividend’ – a boost to growth from
the economies of scales permitted by cities. In practice, a combination of factors has ensured only
modest improvements in service delivery and economic growth as Africa has urbanised.
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Among the most significant of these is the reduced political weight and power to mobilise revenue
at the subnational government level. By limiting the ability of decision makers closest to the urban
population to build and maintain services, centralised governments make gathering the information
needed to know where to deploy services more difficult and reduce the incentives for government
officials – who may not have their power base among urban populations – to develop such services.

Urban needs
On average, people in Africa’s cities enjoy better access to sanitation, electricity and education than
those in rural areas, as well as levels of income and consumption above the respective national
averages. Consumption per capita in Accra is 1.6 times greater than the average in Ghana, 2.3 times
bigger in Lagos than the average in Nigeria, and 2.7 times larger in Nairobi than nationally in Kenya.
The averages, however, conceal stark inequality.
In spite of improvements, 62% of urban residents in sub-Saharan Africa live without at least one
of the ingredients of formal urbanism: water, sanitation, housing and sufficient space under
secure tenure:
—— 2015 data indicates that only 40% of urban dwellers had access to ‘improved sanitation’
and 28.4% of urban dwellers had no access to electricity.
—— Many with grid-access experienced daily outages.
—— Half of children under the age of five had never visited a health care practitioner.

Urban agendas
One of the reasons for poor infrastructure service has been the traditional hostility of many
African governments to unplanned urbanisation. Policies to remove slum developments have
largely failed and have had the added negative effect of preventing development of infrastructure
in many locations.
Political will has proven effective at reversing these trends. Bola Tinubu and Babatunde Fashola,
both two-term governors of Lagos State in Nigeria, are credited with turning around what was
considered Africa’s most lawless city by prioritising infrastructure development and basic
government services in exchange for higher local tax rates.
The example of Lagos shows that one key indicator of an appetite for infrastructure lies in the
connection between political success and adequate service provision. In many African countries,
urban populations give lower approval ratings to the ruling government than do rural populations.
These voters can be targeted for their support via more evident urban service provisions.
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Figure 1: Urban/rural divide in trust of President
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Urbanisation impact
Given the systemic barriers to matching funding with the areas of greatest need for development
in some African cities, urbanisation in its current form is likely to lead to poor investment choices
with the potential to result in ‘urban islands’ of luxury developments. As service delivery will be
largely privatised and fee collection regular, these investments are likely to be seen as particularly
attractive to investors given the more favourable risk to reward balance. Development and
improvement of essential services, if enough projects that meet the criteria for investment are
proposed, will depend on government commitment to service low-income areas of cities.

Climate change
The impact of urban infrastructure deficits is being compounded by unprecedented
anthropogenic climate change. The inevitability is that many urban Africans, whose lives are
being adversely impacted by climate-related disruption, are having to construct livelihood
strategies without recourse to publicly provided energy, water or sanitation and with limited
employment opportunities, especially in the formal labour sector.
It is the extent to which climate change exposes pre-existing vulnerability and amplifies Africa’s
lack of urban governance that may prove most damaging to Africa’s growth prospects. However,
climate change may also spur greater investment in infrastructure. At the December 2015 UN
Framework Convention on Climate Change agreed in Paris, all African states except for Libya and
Western Sahara committed to Intended Nationally Determined Contributions (INDCs) that include
Nationally Determined Mitigation Contributions (NDMCs).
The policy measures that will be introduced in order to encourage economic transitions and
comply with NDMCs have yet to emerge and be tested, but will shape the opportunities and
costs of infrastructure development.

Climate policies
The transitions will be greatest in Africa’s largest economies: South Africa and Nigeria.
South Africa’s mooted carbon tax, for example, is cited as one of the policy instruments that
will be deployed but, to date, has encountered political, trade union and private sector resistance.
It is still uncertain whether the tax will be deployed.
The inflow of new finance from both public and private sources to support new government
policies designed to address climate change may provide an impetus for infrastructure investment
by encouraging the deployment of foreign technical specialists who will have the ability to
oversee projects.
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Climate-spurred infrastructure
Africa’s willingness to adopt NDMCs signals a shifting perspective on the link between
responding to climate change and economic development. The traditional view was that all
climate change adaptation and mitigation would constitute a net cost for economies, and
developing economies in particular. The continent’s adaptation needs have been estimated
at 7-15 billion dollars per year by 2020 and may increase to 50 billion dollars by 2050. However,
the predominant Paris perspective was that responding to climate change could provide the
catalyst to a mode of resource efficient, socially inclusive economic growth. For African leaders
grappling with the promise of growth, the Paris Agreement’s potential to establish new avenues
for investment is compelling.
It will be particularly welcome if the Paris Agreement can offer the means of providing urban
infrastructure and services that have previously proven so difficult to provide at the required scale
and pace. While many African countries have far lower levels of greenhouse gas emissions than
the OECD, they also have far less electricity or power consumption per capita. By embracing a
climate-focused agenda, these countries can attract financing for projects that offer the financing
agent a reputational benefit.

Table 1: Climate and infrastructure statistics for selected jurisdictions
Country

CO2
emissions
(metric tons
per capita)

CO2 emissions
from
manufacturing
and
construction
(% of total
fuel
combustion)

Access to
electricity
(% of
population)

Non-fossil
fuel (% of
total energy
use)

Electric
power
consumption
(kWh per
capita)

Urban
population
(% of total)

Nigeria

0.5

12.1

55.6

0.4

155.9

46.9

Congo,
Dem. Rep.

0.1

6.2

16.4

3.3

104.9

42.0

Ethiopia

0.1

40.6

26.6

1.3

57.4

19.0

South Africa

9.3

15.6

85.4

2.6

4,404.5

64.3

Sudan

0.3

15.8

32.6

3.4

156.9

33.6

Tanzania

0.2

10.1

15.3

0.6

98.8

30.9

Sub-Saharan
Africa

0.8

15.8

35.3

2.5

511.9

37.2

OECD

9.9

13.5

99.9

13.5

8,082.0

80.0

Source: World Bank
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Renewable energy
Renewable energy will be one of the biggest beneficiaries of the Paris Agreement. It will likely
result in projects that address the following areas:
—— electricity closer to urban centres of demand, which reduces the need for transmission
infrastructure, especially those ‘off-grid’ and not connected to the current system;
—— supply that is guaranteed by a network of generators using different technologies;
—— national energy sectors that have a wider geographic footprint and offer greater
employment opportunities;
—— firms that link energy efficiency with distributed generation options; and
—— finance options which draw on a blend of public, private and household resources.
The focus on low carbon modes of energy generation will create opportunities for new players
that can avoid the risks associated with mega-projects that exceed local management capacity.
If the electricity required for rapid economic growth is to be provided only through existing SOEs
and their prevailing technologies, the cost would be an estimated 27 billion dollars per annum in
investment and an additional 14 billion dollars annually in operations and maintenance. A number
of renewable initiatives show that these costs can be reduced. It is for these reasons that in 2013,
before African countries had agreed to mitigation targets, 65% of new energy and power
projects on the continent were renewable. This trend is likely to expand with a new climate
change agenda.
Examples of recent renewable energy projects in Africa include:
—— South Africa’s Renewable Energy Independent Power Procurement Programme has supplied
4.3GW of electricity generation ahead of schedule and under budget. The cost and timing
achievements of the programme are of particular note given the chronic delays and excessive
budget over-runs experienced at South Africa’s Medupi coal-fired station, which provides a
similar output of energy and was commissioned before South Africa’s first renewable energy.
—— The Helvetica Solar Group in Tanzania now supplies over 100,000 households.
—— M-KOPA’s leased solar energy kits in East Africa have provided energy to over 300,000 homes.
—— Morocco’s planned solar energy plants will provide electricity to 1.1 million Moroccans by 2018.
—— The Cabeolica wind farm has given Cape Verde the highest penetration of renewable
energy in Africa.
The historic trend for some governments was to commission new energy projects to
accommodate the established power consumption habits of small higher-income communities.
This has had a tendency to provide social instability, particularly in under-developed communities,
and be a barrier to wider urban development. With the introduction of private investment into
the region that demonstrates a more refined social awareness, governments, in an attempt to
redress the social balance, are likely to favour projects proposed by market entrants that embrace
a new social agenda, ahead of SOEs and local firms looking to carry on with business as usual.
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Outlook for infrastructure investment
In 2014, foreign investment in Africa totalled 181 billion dollars, 6% lower in nominal terms
than in 2013.
The decline was principally due to a drop in foreign direct investment (FDI), with this being
partially offset by an increase in remittances (2.1%) and aid (1.1%). FDI is no longer simply a
commodity-extraction necessity. An increasing portion of FDI is flowing to large urban centres
in response to the goods and services demanded by an increasingly consumer led economy.
For example, the majority of Nigeria’s 6.3% GDP growth in 2014 came from non-oil sectors.
However, continent-wide FDI data masks volatility at the national level, where many countries
suffer from rapid swings from year-to-year due to external factors such as commodity prices.

Figure 2: Annual FDI inflows in 2005-2014 (millions of dollars)

Source: World Bank
As FDI is not necessarily flowing into infrastructure projects, the declining trend does not directly
reflect a decline in infrastructure funding and investment as FDI has historically been connected
to projects in the extractive sector which have diminished with downward pressure on global
commodity prices. The extractive sector’s loss could be a gain for infrastructure projects as
governments are more likely to search for investment sources to help to reverse declines in FDI,
and could search for more creative infrastructure solutions to do so.
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Private investment
Private capital and commercial finance in sub-Saharan Africa increased by 300% between 2010
and 2014, but still remained small in relation to total investment in the region: 8.7 billion dollars
in 2013. In 2014, Africa’s entire private equity investment was 4.2 billion dollars.
Little of the 50 trillion dollars in private savings and pension funds that is managed by institutional
investors worldwide is invested in Africa. There is significant appetite to reverse this trend,
for example that of the Ontario Teachers’ Pension Plan, which is looking to invest 2-3 billion
dollars in sub-Saharan Africa in the medium term. While development finance institution (DFI)
funding is set to increase, further private flows are limited not only by perceived governance risks,
including the risk of expropriation, but also by rules and safeguards imposed on investors by
jurisdictions outside Africa that prevent the investments that African infrastructure requires.
One solution that has helped to limit risk for private investors in the power sector has been
the use of ‘off-take’ agreements, which provide a guaranteed market to independent power
producers in South Africa. The 20% annual state-guaranteed return (in dollars) promised to
investors in Uganda’s privatised energy grid has also proved attractive to private investors.
In fact, developments in public policy in relation to the power sector in many jurisdictions have
helped to attract investment to independent power projects (IPPs). Examples include the 900
million dollar investment in the Azura-Edo IPP in Nigeria by a consortium of 20 international
banks and private equity firms, and the 57 million dollar investment by Standard Chartered
Private Equity in the Zambian Energy Corporation, which is investing in power projects in Nigeria,
Namibia and Sierra Leone.

African pension funds
Most African pension funds have a relatively low proportion of their assets invested in private
equity and the sector as a whole is relatively small. In Nigeria, for example, pension funds can
invest no more than 5% of their portfolios in domestic private equity. Evidence that this is
changing is beginning to emerge with the Government Employee Pension Fund in South Africa
implementing a long-term strategy of allocating up to 20% of its portfolio to private equity
investments, with power plants likely to figure prominently. Elsewhere in Africa, power plant
projects are likely to be one of the main beneficiaries of African pension fund growth and their
changing investment priorities.
At present, only about 7.5% of Africa’s working populations contribute to a pension. Over the
course of the next 30 years, Africa will acquire a working age population larger than China and
these workers will acquire pensions as they migrate into the formal sector. This increase in the
value of regionally held and managed pension funds creates opportunities for infrastructure
investments as funds search for new opportunities to grow and manage their capital.
Public investment
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Africa has more than a dozen sovereign wealth funds (SWFs), most of which have a component
focused on infrastructure. These SWFs are unlikely to grow as previously projected, due to the
commodity and oil price downturn, and although tax collection on the continent has increased
three-fold in the past decade, it remains low at around 500 billion dollars annually.
Although growth may slow, the current assets of the SWFs are still likely to be used to attract
co-investors, such as DFIs and private equity, as these investors begin to see joint investment as a
more attractive route to reduce investment risk than the traditional debt-financing of
infrastructure projects which is becoming more expensive.

Funding constraints
Despite a challenging macroeconomic environment, there is considerable financing available for
infrastructure projects, especially those that meet the needs created by urbanisation and climate
change. However, there are significant difficulties posed by the prevalence of SOEs and a lack of
regional co-ordination in ensuring that this financing is achieving results.
State owned enterprises
SOEs will continue to play a role in infrastructure delivery, even as they relinquish monopsonymonopoly power. Ensuring integration and efficiency of these SOEs will require new technologies
and new institutional structures.
Privatising of SOEs will create new opportunities for the private sector. Investors in Uganda’s and
Ethiopia’s privatised electricity grids have received returns in excess of 20%. The ongoing
corporatisation of public entities is likely to be influenced by the emerging social and
environmental priorities of governments, sometimes at the expense of headline profitability. This
shift in drivers could create new ways of engagement between public and private institutions and
the possibility for novel agreements and processes.

Coordination
The African Union attributes the continent-wide rise in infrastructure investment over the past
decade to economic growth and better regional co-ordination around infrastructure. The African
Development Bank’s (AfDB’s) Programme for Infrastructure Development in Africa infrastructure
investment pipeline has forecasted for 68 billion dollars in investments before 2020. However,
infrastructure planned by the Regional Infrastructure Masterplans drawn up by the respective
Economic Communities, such as the Southern African Development Community, the Common
Market for Eastern and Southern Africa, and the East Africa Community cannot benefit from
AfDB investment.
Mismatched priorities and poor coordination across jurisdictions have posed a significant
challenge to infrastructure development and could continue to do so for the foreseeable future.
The Paris Agreement may be the significant policy development needed to change attitudes
towards cooperation.
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Risks in new funding
Much of the finance that does flow into and around Africa requires governments, and SOEs,
to repay debt to investors in dollar or euro denominated currencies, resulting in currency risk
residing with the state. The result has seen a set of ‘credit-worthy’ projects that are poorly
aligned with wider principles of development attract the majority of funding. This mode of
investment is resulting in developments that are ill considered and add little value to communities,
such as:
—— modern gated communities and shopping malls situated next to sprawling slum settlements;
—— inter-city freeways connecting congested and poorly maintained inner-city streets;
—— mega-scale power plants that are being planned without investment in transmission capacity
and grid connections; and
—— large dams (often coupled with hydroelectric power schemes) that are impounding water
while 600 million urban Africans in sub-Saharan Africa do not have access to a piped water
network; this issue will grow in importance due to climate change.
The underlying risk associated with much African infrastructure is not, as investors imagine, that
projects will lag delivery schedules, run over budget or be poorly maintained, but rather that a
series of piece-meal infrastructure contracts, each ‘successfully’ completed, may create
dysfunctional urban systems. For this reason, governments and countries that have high levels of
accountability and effectiveness are likely to insist on the coordination of infrastructure projects.
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Figure 3: Governance scores
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Conclusion

The successful future of African infrastructure investment will likely depend on a greater emphasis
being placed on the local governance of major cities, rather than the decision to proceed with
infrastructure projects and the programme of their implementation remaining a national-level priority.
It will also see a greater emphasis on renewable energy for power generation. New players, some
with a desire to obtain a reputational benefit through socially and environmentally led investment
decisions, will enter markets at the determination of local and national governance structures.
Encouraging these investors to supply power to low-income communities will require governments
to depart from their historic reliance on SOEs and embrace new modes of development.
The availability of funding from new sources, such as foreign pension funds and growing local
pension capital, creates a potential upside for the future of infrastructure investment. This benefit
is likely only to be realised if local governments gain the powers to enact projects without excess
reliance on central government funds.
Greater coordination will be required between countries, planning bodies, local governments
and investors. Without coordination, finance is likely to be allocated on grounds of political
convenience, rather than of the utility of the projects.
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