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The Infrastructure Consortium for Africa (ICA) was launched at the G8 Gleneagles summit in 2005. Leading African organisations
and aid donors attended the inaugural meeting in London on 6 October 2005.

The Consortium’s mission is to help improve the lives and economic well-being of millions of people across the African continent
through support to scaling up investment for infrastructure development from both public and private sources. Many African
countries lack the essential building blocks of economic progress — roads and railways (which are well maintained), access to
electricity, the internet and mobile phones and water for drinking and production and sanitation.

The ICA also works to help remove some of the technical and political challenges to building more infrastructures and to bet-
ter coordinate the activities of its members and other significant sources of infrastructure finance, such as China, India and
Arab partners.

The ICA is supported by a small secretariat hosted by the African Development Bank. Members include the G8, World Bank Group,
African Development Bank Group, European Commission, European Investment Bank and Development Bank of Southern Africa.

This report was written by the ICA Secretariat. While care has been taken to ensure the accuracy of the information
provided in this report the ICA Secretariat makes no representation, warranty or covenant with respect to its accuracy or validity.
No responsibility or liability will be accepted by the ICA Secretariat, its employees or associates for reliance placed upon
information contained in this document by any third party.
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OVERVIEW

OVERVIEW

i. Good infrastructure plays a leading role in economic de-
velopment. Most African countries recognise the need for
good and efficient infrastructure and are increasingly allocat-
ing more of their domestic budgets to roads, railways, power
generation, airports, water storage and distribution and ca-
bles that allow access to the internet.

ii. The Africa Country Infrastructure Diagnostic (AICD) study
estimates that annual infrastructure investment needs in Af-
rica to be in the region of $40 billion per year, with mainte-
nance and operating costs also costing a further $40 billion
per year.

This 2007 ICA Annual Report has six main chapters:

iii. Chapter 1 Africa’s Infrastructure Needs looks at the in-
vestment needs, current trends and key policy issues in each
of the infrastructure sub-sectors. In the water sector the re-
port finds a shortage of well prepared river-basin water re-
source projects ready for financing and few well functioning
cross-border water institutions. Progress against the UN Mil-
lennium Development Goal of halving the proportion of peo-
ple without access to water and sanitation remains severely
off track in many countries.

iv. Introducing greater efficiencies into the existing transport
network is important to help mitigate against the full impact of
high fuel prices and to improve trade and regional integration.
Effective institutions and reform are as important as new in-
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frastructure to ensuring better maintenance of networks and
to stimulating more private sector investment.

v. Africa is in the midst of an energy crisis with a chronic
shortage of electricity supply in at least 25 countries in Sub-
Saharan Africa. Investment needs in the sector are around
$25 billion per year (around 60% of total needs across all
sectors). Removing borders through expansion of interna-
tional transmission lines, greater trade and stronger regional
bodies, will expand generating capacity and help to reduce
overall capital and operating costs. The inefficiency of many
of Africa’s energy utilities generates substantial hidden costs
- tackling this issue must be the highest priority in national
energy programmes.

vi. There is not a major public or private funding gap to al-
low greater access to mobile telephones and to lay cables
between countries to enable access to the internet. Govern-
ments need to provide the necessary policy framework for
the private sector to meet its full potential.

vii. Chapter 2 ICA Member Support in 2007 reports that to-
tal commitments by ICA members to infrastructure projects in
Africa reached $12.4 billion in 2007 - this was an increase of
61% over the $7.5 billion committed in 2006.

viii. Multilateral commitments increased by 50%, whilst bilat-
eral commitments rose by 86% from $1.9 billion in 2006 to
$3.56 billion. Multilaterals are still responsible for the majority
of ICA commitments - 71% (75% in 2006)

ix. Official Development Assistance (ODA) commitments to
infrastructure in sub-Saharan Africa increased by 59% to
reach $8.17 billion.

x. Record replenishments of multilateral funds (IDA, ADF and
EDF), along with the launch of the EU-Africa Infrastructure
Trust Fund in 2007 will guarantee that the upward trend in ICA
commitments to the sector will continue.

xi. Chapter 3 Distribution of ICA member support analyses
the distribution of commitments towards regional infrastruc-
ture and the water, energy, transport and ICT sectors. ICA
support to projects which are regional in nature is strong and
a growing. $2.8 billion' represents a 23% share of total ICA
commitments and an increase of $1.9 billion from $900 mil-
lion in 2006.

xii. Total ICA commitments to the water sector were $2.9 bil-
lion in 2007, an increase of 60% from the $1.8 billion commit-
ted in 2006 Commitments to sub-Saharan Africa increased
substantially from $1.4 billion in 2006 to $2.2 billion in 2007
— arise of 58%.
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xiii. ICA members, led by the World Bank and the African De-
velopment Bank, have responded to Africa’s energy crisis —
the sector receives the most amount of ICA finance. Total ICA
commitments to the energy sector were $3.9 billion in 2007,
a rise of around 60% from 2006. $3 billion of those commit-
ments were concentrated in SSA.

xiv. The transport sector received $3.6 billion an increase of
$400 million from the $3.2 billion committed in 2006. Multi-
lateral commitments dominated - $2.8 billion (78%) in 2007,
with the EU and World Bank were the most significant with
commitments of around $1 billion each.

xv. Chapter 4 focuses on the role being played

in Africa’s infrastructure development.
Commitments by China, India and Arab partners are estimat-
ed at $4.5 billion, $700 million and $2.6 billion respectively in
2007.

xvi. Large scale rail and hydropower projects dominate Chi-
na’s portfolio and are therefore complimentary to support from
ICA members, which in the road and water sectors are more
concentrated on roads and water and sanitation projects.

xvii. Coordination with China, India and Arab partners is a
growing area of activity for the ICA. Staff exchanges and work
on joint projects are underway between the World Bank and
China EXIM Bank and between the AfDB and China Develop-
ment Bank.

xviii. Chapter 5 reports that Af-
rica received a minimum of $20 billion from the private sector
in 2007. Although around 50% of these investments will have
been in North Africa and many more in South Africa the trend
for the continent is upwards.

xix. There is a growing trend towards the use of Public-Pri-
vate Partnerships (PPPs) with several governments setting up
specialist units. A clear policy framework, a legal system that
ensures contracts are effective and enforceable, a long-term
investment plan are all critical factors to ensuring a success-
ful PPP programme. All of this needs strong political commit-
ment over the long-term with civil servants with the right skills
to set up and monitor programmes. Given these conditions a
significant rise in the number of PPPs should not be expected
in the short-term.

xx. African countries can attract and use more private money
if they significantly reduce red tape and other regulatory im-
pediments to private sector activity. Although progress has
been made in recent years, sub-Saharan Africa still lags be-
hind other parts of the world.

xxi. Raising debt and equity capital to finance projects in Af-
rica remains a challenge. With few exceptions, local capital
markets in Africa are currently not suited to financing infra-
structure although they offer the best solution to long-term
sustainable infrastructure financing.

xxii. Chapter 6 considers the impact and opportu-
nities of rising economic growth rates, higher levels of ex-
ternal finance, high demand for commodities, increased fuel
and food prices, changing weather patterns and population
growth and urbanisation. It finds that Africa is receiving in
excess of $40bn per year for infrastructure from external
sources.

T This figure is an underestimate since the EC could not fully report on commitments to regional projects

for 2007
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Drawing upon data from the Africa Infrastructure Country Di-
agnostic (AICD), a study being undertaken by the World Bank
for the ICA, and other publications, this chapter reports on
investment needs, current trends, and key policy issues. It is
not intended to provide an in depth and thorough analysis of
each of the infrastructure sub-sectors.

In order for Africa to become competitive, or realise its pro-
ductive potential, massive improvements in infrastructure
are needed. Good infrastructure has always played a leading
role in economic development and is a precondition for, and
an enabler of growth for private sector development and for
trade. Building roads and railways which are well maintained
boosts output and jobs. Countries with reliable energy and
electricity services and low transport costs find it easier to
trade and therefore achieve faster growth. Clean water and
sanitation are essential for health which in turn is needed for
labour productivity.

Most African countries recognise the need for good and ef-
ficient infrastructure and are increasingly allocating more of
their domestic budgets to roads, railways, power generation,
airports, seaports, water storage and distribution and cables
that allow access to the internet.

The geographical, political and socio-economic challenges
to providing effective infrastructure in Africa are often under-
estimated or mis-interpreted. For example, operation and
maintenance costs will always be high in some regions due to
high precipitation (93% of Africa is in the tropics); only around
20% of its people live within 100km of the coast (cf. 69%
OECD & 42% Latin America); and colonialisation has left a
high number of landlocked countries and small island devel-
oping states (SIDS).

Table 1.0 Overview of Africa’s infrastructure financing needs
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. AFRICA'S INFRASTRUCURE NEEDS

There have been many recent estimates on the infrastructure
investment needs in Africa. Perhaps the most referenced is
the report of the Commission for Africa in 2005. The report
estimated the continent’s needs at $20 billion a year invest-
ment. The estimate was based on World Bank calculations
that infrastructure investments in sub-Saharan Africa should
exceed 5% of GDP to achieve the UN Millennium Develop-
ment Goals and an additional 4% of GDP should be added
for operation and maintenance to ensure sustainability of in-
frastructural investment.

A more recent and comprehensive study based on the col-
lection of country-level data — the AICD - will deliver its final
report in late 2008. The report will show annual infrastructure
investment needs in Africa to be in the region of $40 billion
per year, and maintenance and operating costs of the same
magnitude, fourfold of the Commission for Africa estimate.

This should be set in context of what is happening in key
emerging economies around the world. In 2007 Brazil
launched a four year plan worth $300 billion to modernise
roads, power plants and ports. India plans to spend around
$500 billion over the next 5 years.

19.4 24
9.6 1.5
7.3 1.2
37.4 5.3

Source: Africa Infrastructure County Diagnostic (AICD), preliminary results, 2008
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Demand on water supplies is growing exponentially with
population increase and economic activity. At the same time
Africa’s weather is changing. Some countries are experienc-
ing long periods of drought, others have more rainfall falling
over shorter periods of time, and higher average annual tem-
peratures are occurring. Given these factors managing the
continent’s water resources in a sustainable way has become
an important issue. Understanding and using scarce water
resources wisely is vital.

Millions of people in Africa still have to rely on unsafe water
and domestic consumption competes with water for com-
mercial, agricultural and industrial activities. For example, the
production of one kilogramme of wheat requires about 1,000
litres of water whilst it takes on average 16,000 litres to pro-
duce one kilogram of beef ?; in the UK about 50% of all water
use is for cooling power stations 3. Achieving water access
and enabling economic growth in Africa requires the construc-
tion of a wide range of water infrastructures: from dams to
irrigation systems, toilets to water treatment plants, wells to
distribution pipes and water monitoring systems to schemes
to predict rainfall patterns and help protect biodiversity.

Transboundary Water Resource Management (TWRM) is the
term most often used to describe the process of neighbouring
countries working together to manage shared water resourc-
es. It begins at the river basin level and encompasses stor-
age, containment, ecological balances, water conservation,
flood management, drought mitigation, irrigation, navigation,
hydro-power development and water for consumption. The
continent has a number of river basins that cut across coun-
try borders. Understanding, monitoring and using water re-
sources (both surface and groundwater) in a sustainable way
and with good ecological and environmental safeguards is
critical in order to:

e better understand what is happening to Africa’s changing
climate patterns;

e develop water storage facilities to protect people and as-
sets against floods, drought and erosion;

2 http://www.waterfootprint.org

e optimise the development of human activities amongst
neighbour countries;
e make common plans for times of water scarcity.

The negative effect of flooding, soil erosion and drought is
particularly severe for poor people, who have the least adap-
tive capacity and are the most vulnerable to climate change.
These effects can already be seen:

e Droughts and floods over the period 1997 to 2000 in Kenya
are estimated to have cost the country $4.8 billion in infra-
structure damage and lost agricultural production, represent-
ing 22% of GDP.

e Lake Chad surface declined from 22 902 km? in 1964 to a
meagre 304 km? in 2001, mainly because of non-sustainable
human activities adapted to climate variability.

e A recent analysis* of long-term trends (1900 to 2005) indi-
cates rising temperatures in Africa as a whole, and drying or
decreased precipitation in the Sahel®, the Horn of Africa and
Southern Africa.

Sub-Saharan Africa (excluding South Africa) has the world’s
lowest water storage capacity at around 43m? per person per
year and has developed less than 7% of its hydropower po-
tential. North America, on the other hand, has a water storage
capacity of 6150m? per person per year and has developed
60% of its hydropower potential. Using the water storage
capacity of South Africa (750 m?® per person per year) as a
guide to other African countries, the World Bank estimates
that Nigeria and Ethiopia alone have investment storage re-
quirements of $67 billion and $46 billion respectively.

Monitoring stations, along with dams, reservoirs, and other
water storage facilities are needed now if Africa is to adapt to
increased climate variability.

With the exception of SADC and ECOWAS, the establishment
of regional coordinating mechanisms for water resources at
the level of the Regional Economic Communities (RECs), has
not been achieved in the other sub-regions of Africa. Further
work is required by RECs as the African Union’s regional
nodes of implementation.

3 South East England Development Agency — Taking Stock Fact Sheet 4: Energy and Water.
http://www.takingstock.org/Downloads/Fact_Sheet4-energy.pdf

4IPCC - Intergovernmental Panel on Climate Change, 2007.

5 The border of the Sahara desert - the transition between the Sahara desert to the north and the more fertile

region |to the south.



With so much of Africa’s natural resources shared between
countries, effective institutions that help to ensure equal ben-
efits from cooperation are important. Only a few basin organisa-
tions (Nile Basin Initiative, Niger Basin and Senegal Basin) are
currently implementing TWRM. These basins are preparing in-
vestment plans with similar plans in the pipeline for the Gambia
and Volta basins. Many other river basins still suffer from lack
of resources and above all of governance issues, for example
on-going conflicts and the primacy of national agendas at the
expense of regional cooperation.

Though support for transboundary water cooperation has
significantly increased since 2002 only 17 out of the 59
sub-Saharan transboundary basins currently receive donor
support ®. Recently, donors pledged a total of $1.4 billion to
projects along the Niger River, including hydropower dams
and irrigation. The donor conference was convened by the
Niger Basin Authority. The Niger River is the third longest river
in Africa, with a basin covering 1.5 million square kilometres.
Similarly, the Nile Basin has been supported (about $300 mil-
lion) with sectoral investments in irrigation, power inter-con-
nection and capacity building.

With the exception of the above leading examples, there is
a shortage of well prepared river-basin water resource infra-
structure projects ready for financing.

At the current rate of progress, Sub-Saharan Africa (SSA) will
miss the Millennium Development Goal (MDG) of halving by
2015 the proportion of people without access to safe water
and sanitation by an entire generation for water and by more
than two generations for sanitation”.

Water supply and sanitation (WSS) address the needs of the
people where they live. The focus is therefore on access to
water in terms of quantity, quality, affordability, and on the
wastewater treatment. Preliminary results from the AICD
study estimate the needs in the water supply and sanitation
sector in Africa to $10 billion per year over the next 10 years,
25% going to investment and the rest to maintenance and
operating expenditure.

SSA is the region of the world where, over the period 1990-
2004, the number of people without access to drinking water
increased by 23% - this was the finding of a comprehensive
analysis by UNICEF and the WHO designed to access the
progress being made towards the water MDG 2.

Although access to improved drinking water sources in-
creased by 7% between 1990 and 2004 in SSA, the actual
number of people without access to drinking water from an
improved source increased by around 60 million — a result
explained by lack of investment in new infrastructure and
population growth. A more recent water supply and sanita-
tion coverage assessment ® showed that only 56% of the
population of Sub-Saharan Africa has access to safe wa-
ter leaving approximately 340 million people without any
access at all.

The picture is mixed across the continent with some coun-
tries making better progress than others — in general, access
in rural areas still lags far behind urban areas — see table 1.1.
More efforts is needed to decrease the backlog of rural peo-
ple who remain unserviced and reduce the health risks asso-
ciated with the lack of improved drinking water infrastructure

Table 1.1 Water supply coverage in 1990 and 2004 in sub-Sahara Africa

1990-POPULATION (THOUSANDS)

2004-POPULATION (THOUSANDS)

TOTAL SERVED NOT SERVED % SERVED TOTAL SERVED NOT SERVED % SERVED
URBAN 144 992 119 508 25 484 267 516 215121 52 395 80
RURAL 372 259 135 527 236 732 467 135 197 169 269 956 42
TOTAL 517 251 255 035 262 216 734 641 412 290 322 351 56

Source: WHO/UNICEF JMP, 2006

6 Donor Activity in Transboundary Water Cooperation, GTZ 2007

7 Calculation based on UNICEF 2006

8 UNICEF and WHOQO Joint Monitoring Report 2006

9 UN MDG Africa Working Group, 2008
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in these areas. Most city dwellers who do not obtain their
water from a utility get it from wells and boreholes.

Millions of women and children can travel long distances each
day to fetch water in Africa. This is both a physical burden
on women, and an economic burden on the countries con-
cerned, as women do not then have time for more productive
activities and children miss out on vital education.

Good policy, new investments in water-related infrastructure, the col-
lection of bills, and efficient operators are common success factors
of the countries most advanced in achieving water MDG target.

Sanitation

According to the findings of the AICD, nearly all countries in
Sub-Saharan Africa are likely to miss the Millennium Devel-
opment Goal for access to improved sanitation.

Every day, it is estimated that 2000 children under five years
of age die from diarrhoeal diseases in Africa '°. Sanitation,
vital for human health, generates economic benefits and con-
tributes to dignity and social development. Over the period
1990-2004 UNICEF and the WHO report that the number of
people without sanitation in SSA increased by over 30%. If
the trends continue up to 2015, sub-Saharan Africa will end
up with 91 million more unserved people than in 2004.

With an average coverage in developing regions of 50%, sub-
Saharan Africa has the lowest coverage at 37%, followed by
Southern Asia (38%) and Eastern Asia (45%) — see table 1.2.
Coverage varies from 53% in urban areas to 28% in rural ar-
eas. The MDG target for 2015 is 66% coverage.

Urban sanitation is a particular challenge in slum areas. The
problem is complex because of high population density, poor
urban infrastructure and lack of secure land tenure and habits
such as open defecation.

The Second African Conference on Sanitation and Hygiene
held in South Africa in February 2008 resolved to put sanita-
tion and hygiene at the top of the development agenda. An
Action Plan was agreed upon that spells out the critical ac-
tions to be undertaken by 2010 in order to meet the sanitation
MDG.

Communities have an important role to play to implement and
waste disposal processes with cheap, local and sustainable
solutions, which teach about the importance of basic hy-
gienic. More support is needed to incentivise and to educate
these communities.

There are successful examples of the public partnering with
the private sector to deliver water and waste management
services in Senegal, Morocco, Niger, and Algeria.

Table 1.2 Sanitation coverage in 1990 and 2004 in sub-Sahara Africa

144 992 75757 69 235

517 251 164 366 352 885

"0 UNICEF and WHO Joint Monitoring Report 2006

267 516 142 241 125 275

734 641 271433 463 208

Source: WHO/UNICEF JMP, 2006



The poor and inadequate state of much of Africa’s transport
network is holding many countries back from competing ef-
fectively on the global market. In East Africa, for example,
where most goods and products are moved using surface
transport, physical and non physical barriers contribute to
about 40% of value of goods imported to Uganda and the
other landlocked countries in the region.

Production, trade and daily life require the movement of goods
and people. In Africa roads are the most important mode of
transport. They carry 80 to 90% of the region’s passenger
and freight transport and provide the only form of access to
most rural communities. Transport costs can comprise as
much as 77% of the value of African exports for some of the
continent’s poorest countries.

Most African countries have a good network of rural roads —
the problem is improving and maintaining their quality over
time "'. Rural roads carry only 20% of the total motorised
traffic, but provide access to the majority of population in
Sub-Saharan Africa countries 2. Most local rural transport in-
volves walking or carrying and moving people and goods dis-
tances of around 20-50 km can be particularly difficult. The

impact on women is particularly profound.

Management and financing arrangements for rural roads are
often unclear with too many agencies involved with inade-
quate financial and human resources.

Transport in the urban areas of many African countries is char-
acterised by declining standards of public transport, massive
growth in the use of private vehicles (minibus, cars and mo-
torcycles), inadequate and deteriorating infrastructure, and
poor facilities for pedestrians and cyclists.

" AICD 2008
2 SSATP 2007

In 2000, one in three Africans lived in a city; by 2030, one
in two will do so. In most cities, authorities are having dif-
ficulty meeting the service demands of new urban residents,
particularly the poor. Expanding cities often managed by dif-
ferent local governments greatly complicates the task of plan-
ning, regulating, and operating urban transport services .

Proximity to markets, goods that arrive on time, competitive-
ness of logistics services, efficiency of cross-border opera-
tions, are all issues that govern the ability of any given country
to benefit from trade growth in the global economy. This is par-
ticularly true in Africa which is home to half of the world’s land-
locked developing countries, and where the need to facilitate
greater intra-African trade and international trade is acute.

UNECA and the AfDB estimate that a total funding require-
ment for the completion of key missing transport links is
around $4.3bn.

Africa’s geography and its fragmented markets make regional
integration a development imperative; and a key prerequisite
for trade and increased competitiveness. In addition to de-
veloping well functioning road and rail corridors linking sea
ports to the landlocked hinterland,making the existing trans-
port network more efficient is essential.

The Aid for Trade initiative led by the World Trade Organi-
sation helping to put in place ‘trade-related infrastructure in
Africa. This includes transport corridors and information sys-
tems and modern customs facilities at borders. The Aid for
Trade initiative provides new opportunities to operationalise
the Almaty Programme of Action (APoA) for landlocked coun-
tries that is coordinated by the United Nations.

Whilst there is a is renewed momentum for a more pragmatic
approach to regional integration the importance of transport

18 Stuck in traffic: Urban transport in Africa, Ajay Kumar and Fanny Barrett, AICD,2007
4 Corridors can be defined as a collection of routes linking several economic centres, countries and ports. While
some are only road transport corridors, most of them include more than one mode of transport
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corridors " to enhancing interconnectivity and increasing
trade in Africa is now widely accepted by governments and
development partners.

Some of the contributory factors to the problems faced along
corridors can be traced to the absence of appropriate institu-
tions which are able to help remove obstacles to the move-
ment of people and goods. Corridors with corridor manage-
ment institutions have shown significant improvements in
their operations. The institutions have been instrumental in
facilitating dialogue between corridor stakeholders and har-
monising procedures and documentation used in transport
and transit operations along the corridor, resulting in reduced
transit time and cost '°.

Many road and rail passengers and transporters of goods
reaching frontier crossings in Africa are plagued by conges-
tion, duplicated efforts and delays in the processing of goods
and people. At the Chirundu crossing between Zambia and
Zimbabwe average transit times for trucks for north bound
traffic range from 26 hours to 46 hours '®. The border has
over 15 government agencies in total for both governments
enforcing various pieces of legislation.

In southern Africa the Regional Trade Facilitation Pro-
gramme (RTFP) is one strategic response to the challenge
of improving trade performance. One Stop Border Posts
(OSBP) are a key feature of the programme. For example,
harmonising customs clearance procedures between two
different juxtaposed facilities at the border crossing point
and incorporating agencies between two countries within
an integrated facility will reduce the time spent on bor-
der procedures. Chirundu OSBP is a pilot programme for
the southern region with others to follow. In East Africa
an OSBP at Malaba between Kenya and Uganda aims at
increasing the efficiency of rail traffic on this the busiest
intersection on the Northern Corridor 7. Burkina Faso/
Ghana, Mali/Burkina Faso and Senegal/Mali have also all
signed OSBP agreements.

Road infrastructure has experienced a huge backlog of de-
ferred maintenance giving rise to increased major rehabili-
tation and at times total reconstruction. Too often the same
roads end up being rebuilt over and over again. Poor road

quality leads to slower vehicle operating speeds and higher
costs of vehicle maintenance.

Under the Road Management and Financing theme (RMF) of
the Sub-Saharan Transport Policy Program (SSATP) around
30 countries in SSA have established Road Funds with fund-
ing provided by fuel levies dedicated for road maintenance
managed by a board including representatives of road users
(so called second-generation road funds). On average, how-
ever, these funds only cover about half of the requirements
with continuing reliance on public funds needed. With im-
proved fiscal situations in many African countries, providing
for road maintenance could become less of an issue in terms
of budget allocations and/or increases in fuel maintenance
levies to meet network needs, although much effort is still
necessary to sustain the gains made. AICD’s cross country
analysis '® has shown that, in addition to establishment of a
road fund, creation of a specialised road agency increases
the coverage of road maintenance as well as the percentage
of roads in good condition.

Output-based maintenance systems where companies are
paid to maintain roads to agreed contractual standards are
gaining pace with about a dozen countries either experiencing,
or about to engage in these new, innovative contracts.

Multiple barriers, long delays, and illegal payments at road
blocks continue to increase transport costs and hinder trade
in some parts of the continent, in particular in West and
Central Africa. In the West Africa region ECOWAS and UE-
MOA'® are leading efforts to resolve the problem of informal
payments at roadblocks. Together they found that in Senegal
for every 100 kilometres travelled, drivers paid on average
$19 in bribes to get past more than seven checkpoints. The
900km drive from Ouagadougou, Burkina Faso to Bamako,
Mali, was the most expensive in the region. Drivers report-
ed paying on average $128 in bribes at 25 checkpoints. In
East and Central Africa new regional projects for facilitating
transit transport have started and are expected to lead to
the removal of roadblocks and an overall reduction in transit
times and costs.

'8 Institutional Arrangements for Transport Corridor Management in Sub-Saharan Africa, SSATR, 2007

6 Regional Trade Facilitation Programme, 2007

7 The Northern Corridor is a rail and road network that links Kenya to the Great Lakes countries of Uganda,
Rwanda, Burundi, Southern Sudan and the Democratic Republic of Congo.
'8 African Infrastructure Country Diagnostics (2008), Presentation at 4th ICA annual meeting in Tokyo

9 Study funded by USAID’s West Africa Hub



Africa has the world’s most dangerous road network.

In Kenya more than 75% of road traffic casualties are amongst
economically active young adults while pedestrians and pas-
sengers in mass transportation account for 80% of all fatali-
ties. The economic impacts alone are striking — estimated
to be 5% of GDP in Kenya, 1% in South Africa and 2.3%
in Zambia and Botswana. The Commission for Global Road
Safety forecast that road traffic fatalities will increase by 80%
by 2020 in Sub-Saharan Africa by which time it will be the
second leading cause of death for the 5 to 44 age group.

Measures to improve road safety have not kept pace with
rapid motorisation. In most countries the institutional frame-
work is weak and where National Road Safety Councils exist,
they are dysfunctional. Around 16 African countries ?° have
established lead institutions but most are yet to register sus-
tainable reductions in road crashes. Ministers for Transport
and Health meeting at the African Road Safety Conference
in Ghana, February 2007, adopted the Accra Declaration.
The declaration contains a number of objectives aimed at
reducing road traffic fatalities by half by 2015.

Recognising the scale of the problem the World Bank has
created the Global Road Safety Facility. It began opera-
tions in 2006 with initial funding of $5m each from the World
Bank and the Fédération Internationale de I’Automobile
(FIA) Foundation. At the ICA’s ‘Financing Transport for
Growth Meeting’ Tunis, December 2007, the Commission
for Global Road Safety referred ICA members to the rec-
ommendation from their recent ‘Make Roads Safe’ report
to allocate a minimum 10% of all road infrastructure in-
vestments to safety.

Rail traffic has been declining for decades due to poor manage-
ment and marketing, old and dilapidated lines and equipment
through lack of investment. The total rail network - made up of a
little over 89,000km on a continent with a surface area of about
30 million square km - gives sub-Saharan Africa a rail system
with a mean density of 2.9 km per 1,000 square km - one of
the lowest in the world. Sixteen African countries do not have
railway lines at all or sections of international lines. It is neverthe-

less very important in regions that rely completely on rail such as
Southern and Western Sudan (where there are no roads).

Railway concessioning, in an attempt to attract the private sec-
tor, has had mixed results since the mid-1990s. This reflects
the complexity, cost and risk of attracting the private sector to
SSA. The poor state of many national railways has acted as a
deterrent to the small field of qualified bidders. In addition, as a
result of deregulation in some countries railways have lost the
ability to compete with flexible and more cost-effective road
freight operators — making up ground will be difficult.

Concessioning is now gathering pace again, largely with freight
rather than passenger services. However the Kenya-Uganda rail-
way concession concluded in 2007 is already showing signs of
stress. That the extent of traffic increase has not materialised il-
lustrates the problems remaining in the sector.

Substantial new investment from Asian countries has already
emerged in Angola, Nigeria, Sudan, Ghana and Zambia, though
on the downside this can lead to non-competitive government
to government contract awards. It remains to be seen what
impact, if any, this substantial new investment will have on re-
gional inter-connectivity, where except in Eastern and South-
ern Africa, railway networks are mostly independent.

The international shipping container business is growing. A
fundamental obstacle inhibiting further growth and efficiency
in this sector is the lack of port infrastructure capacity. This is
a problem common to major ports in Asia, the US, Europe and
Africa. Southern Africa has experienced a + 431% change in
general cargo (‘000 tonnes) since 2005, West Africa around
+ 164% 2'. Port congestion is common in African ports and
a roadblock to progress. Increased capacity and greater ef-
ficiency are the two solutions.

A study on 73 ports in SSA as part of the Africa Infrastructure
Country Diagnostic has concluded that capacity additions and
institutional reform must be fast-tracked to realise potential. Only
two countries have adopted the internationally favoured Land-
lord Port Model which aims to strike a balance between public
(Port Authority) and private (port industry) interests. Whilst some
countries are undertaking new National Port Masterplans not all
address institutional reform and there is no evidence of indepen-
dent regulation. Institutional reform is a prelude to private sector
investment — without it the risk profile is perceived to be too high.

20 Ghana, Eritrea, Ethiopia, Cote D’lvoire, Rwanda, Zambia, Malawi, Mozambique, Niger, Benin, South Africa,

Tanzania, Botswana, Nigeria, Uganda and Kenya

21 |CA Meeting on ‘Financing Transport for Growth’, Tunis December 2007
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New developments must also be coordinated as any port is only
as good as its interfacing infrastructure. South Africa is the only
country in SSA to benefit from developed road and rail.

In North Africa the Tunisian Government intends to construct
a deep seaport at Enfidha in the form of a full Build Operate
Transfer (BOT) to take advantage of the growth of container
trans-shipment traffic in the Mediterranean basin. A call for
expression of interest was published in December 2007.

Africa’s inland waterways have long been mooted as part of
the solution to the continent’s transport woes. Navigable riv-
ers and lakes have need of far less investment and infrastruc-
ture. Yet relatively little effort has been put into making the
most of this African natural resource over the past 40 years.

The governments of Zambia, Malawi and Mozambique signed
an agreement in 2007 to promote shipping on the Zambezi-
Shire water system. COMESA and the EC have agreed to fund
a full feasibility study of the project. The project will examine
re-opening of the Shire and Zambezi Rivers to navigation in
order to provide a direct waterway transport system between
Nsanje in Malawi and the port of Chinde at the mouth of Zam-
bezi on the Indian Ocean a distance of approximately 238 km
— most goods from Malawi currently travel 1,200km. In addi-
tion, the project will provide a multi modal inland transport
linkage for Malawi and within the region.

Some African airports are seeing record levels of investment.
In Egypt, Aéroports de Paris Management Group (ADPM) re-
cently took over the management of Sharm El Sheikh-Ophira
Airport’s new 4.5 million passenger-per-year capacity ter-
minal. In 2007 the Turkish company TAV won the contract
to build and operate a new 5.5 million passengers-per-year
airport in Enfidha, Tunisia. In Senegal a consortium of com-
panies recently won a 25-year operating contract for the
planned new 5 million passengers-per-year capacity airport
in Dakar, Senegal. Some airlines are also thriving — Ethiopian
Airlines has doubled passenger numbers from 1 to 2 million
over the past 3 years, with revenue growing from $350 million
to $800 million over the same period.

Although countries in Africa vary widely in their needs in the air
transport sector air safety and security concerns remain gen-
eral constraints to growth in many countries — infrastructure is
not at the heart of the problem. Africa’s share of the world air

22 OECD & AfDB (2006), African Economic Outlook

23 Africa Business, March 2008
24 AICD study, 2007

traffic is only 4.5 %, but its share of the accidents was 25%
in 2005 2. The safety problem is more one of pilot capability,
safety administration and air traffic facilities. Making Africa’s
airports and airlines safe is a big issue. In 2006, the European
Union announced an aircraft ‘black list.” It banned 74 African
airlines (from international list of 91) from landing at European
airports, after declaring them unsafe against international
standards. In an important effort to improve performance the
African Civil Aviation Agency was set up in 2007 specifically
to improve safety in the industry. A major challenge will be to
harmonise regulation on the continent.

Just as many of Africa’s roads and railway do not encourage
cross-border trade national air carriers too have largely failed
to adequately connect the continent’s main cities. African
countries have been pursuing liberalisation of intra-African
air transport as stipulated in the AU’s Yamoussoukro Dec-
laration since 1999 but despite repeated attempts, progress
with implementation has been slow because of the desire to
protect individual country interests. While the Yamoussoukro
Declaration is far from being implemented, the kind of cross-
border competition that had previously been envisaged for
the continent will not take off.

African airlines are modernising their fleets. At the end of
2007, there were around 150 aircraft on order for African air-
lines, the highest figure for many years. This is partly the re-
sult of a desire to meet increasingly stiff international safety
regulations 23, New aircraft, a rise low cost airlines flying to the
continent, and the launch of new services will help to create a
more comprehensive network of air travel across Africa.

The total requirements for Africa (to cover both investment and
maintenance costs) are estimated to be $14.2bn per year .
Rural connectivity represents the largest portion (about 50%) of
the total expenditure requirement in transport infrastructure with
predictions based on raising the Rural Accessibility Index2° to
50% (from current 34%) — see table 1.3.

2 RAI = percentage of rural population living within 2km of an all season road
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Table 1.3 Financing requirement for transport infrastructure

Source: Africa Infrastructure Country Diagnostic, 2007 (preliminary findings)
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Background

To Improve the efficiency of trade and transport activities in the CEMAC 2° region the CEMAC Trade Corridor project was
approved by member states in 2006. Transport costs in central Africa are among the highest on the African continent ?”.
For Chad and Cameroon, these costs represent approximately 52% and 33% of the value of exports respectively. Before
the CEMAC Transport and Trade Facilitation project freight transport from Douala in Cameroon, the main port and regional
gateway, took 15 days to N’'Djamena in Chad and 10 days to Bangui, Central African Republic. Port delays could add up
to an additional 28 days.

The goal of the project is to facilitate efficient regional trade among CEMAC member states and improve access to world
markets.

Role of involved parties

Good collaboration between donors was a key for effective project preparation. The project is funded through parallel
financing arrangement by the African Development Bank (AfDB), the European Commission (EC), the Agence Francgaise
de Développement (AFD) and the World Bank
(WB). At project preparation stage, AfDB and
WB formed a joint framework to share and ex-
change technical expertise for the project de-
sign. An informal consultation group was formed
and an MOU was prepared between these four
donors. At regional level, the three participating
countries, Cameroon CAR and Chad, formed a
steering committee using the CEMAC frame-
work for project coordination. At country level,
a lead ministry was appointed to coordinate
multi-sector issues with other line ministries and
parastatals.

Funding and timelines

E—] West African Economic and Monetary Union

W Mo int

E Communauté Economique et Monétaire
1 de I"Afrigue Centrale

ey Cemac cf

The project is at early stage of its implementa-
tion and only two donors have concluded fund-
ing agreements. In June 2007, the World Bank
approved a $201 million financial package for
the three-country project. In February 2007, the AfDB signed $67 million grant agreements with CEMAC and the Central
African Republic and will to sign another loan agreement for $76 million in 2008.

26 Comprised of Cameroon, the Central African Republic, Chad, the Republic of Congo, Equatorial Guinea
and Gabon
27 www.worldbank.org



There is a chronic shortage of electricity supply in at least 25
countries in SSA including highly publicised power outages
in South Africa. At 68,000 megawatts (MW) the entire genera-
tion capacity of the 48 countries of Sub-Saharan Africa is no
more than that of Spain.

As a result of under-supply 77% of households in SSA are
without electricity depriving them of a host of basic servic-
es such as lighting and directly restricting progress on the
MDGs - universal access on current trends is at least 50 years
away 2. In rural areas the picture is worse with only 12% of
households having access to electricity.

There is also a negative impact on economic growth. 48% of
firms currently identify deficiencies in electricity infrastructure
as one of the major obstacles to doing business (compared
to 40% who identify corruption ?°). Power outages in Africa
are reported to occur, on average, 56 days per year which
costs manufacturing companies 5% to 6% of their revenue,
while the informal sector experiences about a 20% loss in
revenue per year. The situation will get worse if rising urban
demand is not met.

Electricity tariffs in most developing countries range from
about US$0.04 to US$0.08 per kilowatt hour, however in SSA
costs average of US$0.13 per kilowatt hour; West Africa, a
region without much access to hydropower, pays as much
as $0.20/kWh. Inefficient generation technology, badly main-
tained generators and high petroleum prices are all contribut-
ing factors to these high electricity costs.

A significant amount of this generating capacity is not in a
suitable and usable condition and results in many firms hav-
ing to operate their own diesel generators at extremely high
costs of around $0.40 per kilowatt hour. Around 20% of Af-
rica’s installed power generation capacity is now emergency
generation.

The main causes of the crisis are lack of long-term lack of plan-
ning,, insufficient investment, poor maintenance, corruption,
and the inefficiency of power utilities. In the short-term, high
economic growth, droughts, conflict and rising oil prices have
accelerated the pace of the problems.

In South Africa no tangible investments in generation capac-
ity have occurred in the last 20 years. Increased demand for

28 Africa Infrastructure Country Diagnostic, 2008

29 UN MDG Africa Working Group, 2007

electricity on the back of strong economic growth, increased
mining activities, spurred on by rising commodities prices
have resulted in supply problems. In neighbouring Mozam-
bique, production and exports of aluminium will be lower this
year due to the electricity shortages in South Africa.

To address the situation, the SAPP is presently in the pro-
cess of implementing short-term generation projects that
will add an additional 4,000 megawatt to the SAPP grid.
Most of these projects are in South Africa and Zambia and
should be completed before 2010. So far 1,185 megawatt
has been commissioned in the region with annual average
planned new generation capacity about 3,327 megawatt.

Nigeria is one of the countries most affected by the energy crisis
despite the fact the country accounts for around 10% of global
oil output and is important for economic growth of the region, A
government committee is investigating why around $10 billion
of investment in the energy sector has failed to end power out-
ages in the country. Natural gas that is currently flared up during
oil production could by itself cover a substantial proportion of
the country’s power needs.

Drought has reduced power supply in hydro-dependent East
Africa and conflict has damaged infrastructure across SSA.

African borders limit market size through political and regu-
latory barriers to trade and through physical barriers. They
also hinder the siting of generation capacity at lower cost and
greener locations in countries with low energy demand. In do-
ing so, borders push up generation costs and prices, reduc-
ing margins and incentives for investment. Removing borders
through expansion of international transmission lines, greater
trade and stronger regional bodies would expand generating
capacity and reduce overall capital and operating costs. For
example, electricity generation using fossil fuels could take
place near ports considering that transmission of power is
cheaper than transporting high volumes of coal in-land by road
and rail. Regional power pools are improving cooperation and
trading but progress is slow and they have not created the
needed open competitive power markets.

The Economic Community of West African States (ECOW-
AS) has two main ongoing energy projects, namely the West
African Power Pool (WAPP) that aims to connect all the
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electricity grids of member countries and the West African Gas
Pipeline project (WAGPP) that aims at connecting three countries
to Nigeria’s natural gas supply. In addition, there is the West Afri-
can Solar Energy Project (CILES) that undertakes several renew-
able energy projects in nearly all the countries in the Sahel.

Governments and companies from the Central Africa Pow-
er Pool (CAPP) countries are considering the options of
strengthening power networks with the Inga site in parallel
with the rehabilitation of existing power plants for recovering
their full capacity. Development of the Inga hydropower sites
has the potential to generate around 40,000MW in total (total
current total installed capacity in SSA is around 68,000MW).
Its great potential relies mainly on building new power plants
and interconnection lines designated as ‘power highways’
originating from the Inga sites for supplying the various Afri-
can sub-regions. Despite potential the development of Inga
will take some considerable time as the project is fraught with
political, security and institutional challenges.

Within the Eastern Africa Power Pool (EAPP) set up in 2005,
Ethiopia with its abundant hydro resources is playing a signifi-
cant role. Ethiopia’s planned hydropower projects up to 2015
total additional capacity of about 3 600 megawatt against the
current installed capacity of 810 MW 20,

The inter-connectivity of Southern Africa (SADC) is more
advanced. The Southern African Power Pool (SAPP) is well
established and some countries in the region benefit from
power sharing arrangements.

The inefficiency of many of Africa’s energy utilities generates
substantial hidden costs. Mis-pricing, low rates of revenue col-
lection, and losses in transmission due to ageing infrastructure
and theft, can account for up to 4.5% of GDP 3'. With some
countries spending a significant amount of their infrastructure
budgets on power the result of these inefficiencies is that most
expenditure goes on operating costs leaving no resources left
over to invest in new generation capacity. Tackling these issues,
which can bring rapid benefits in increased revenues and lower
costs with minimal investments, must be the highest priority in
national energy programmes.

There are abundant and untapped energy resources across
the continent, including hydropower and geothermal energy,

both carbon-free sources. Over 80% of Africa’s electricity is
produced from fossil fuels, in the north mainly gas and in the
south, coal.

Africa currently exploits around only 8% of its possible gross
hydropower. The Grand Inga project alone has the potential
to add 40,000MW. But at an estimated $50bn guaranteed
demand through regional transmission capacity will be criti-
cal. The viability of hydro generation triples as the oil price
triples.

Significant geothermal resources exist along the Rift Valley in
Eastern Africa, roughly 3,700 miles in length and spanning Er-
itrea, Ethiopia, Djibouti, Kenya, Uganda, and Zambia. To date
only Kenya has exploited the resource. Kenya’s energy utility
KenGen has built two plants, Olkaria | (45 MW) and Olkaria Il
(65 MW), with a third private plant Olkaria lll (48 MW). Kenya
hopes to get 20% of its energy from geothermal sources by
2017.

Several large-scale solar power facilities are under develop-
ment in Africa including projects in South Africa and Algeria.
Its greatest potential in Africa may be to provide power on a
smaller scale and to use this energy to help with day to day
needs such as small-scale electrification, desalination, water
pumping, and water purification.

A growing market in carbon credits to cut greenhouse gas
emissions may become a tool to help Africa’s poor although
currently the continent does not benefit. Under the Kyoto Pro-
tocol’s Clean Development Mechanism (CDM), emissions by
developed countries are capped, forcing them to fund cuts
in poor countries through buying certified emission reduction
permits to emit greenhouse gases. China and India domi-
nate sales to rich nations. African organisations or individuals
could develop projects to reduce carbon emissions, selling
the emission cuts to governments or companies in developed
countries. Doing this in a cost-effective way would involve a
greater role for regional power pools.

To achieve 35% electricity access by 2015, sub-Saharan Af-
rica (excluding South Africa) would need to add about 3000
megawatts of new generation capacity and have to connect
3 million new households per annum.

This would require a total estimation cost of $47.8 billion
each year (shared almost equally between investment and
operations and with about two-thirds of the cost from power

30 Ethiopian Electric and Power Corporation, EEPCO, 2007.

3T AICD, 2007
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generation needs) equivalent to 6.7% of sub-Saharan Africa’s Table 1.4 below shows estimated year by year power sector ex-
GDP, which is greater than the current spending (an average penditure requirements until 2015, which is the MDG target.
3% of GDP) on power.

Table 1.4 Annual power sector expenditure requirements to 2015

N/A N/A N/A N/A N/A

13.2 6.6 6.5 10 3.2
17.7 9.4 8.3 11 6.7
N/A N/A N/A N/A N/A
47.8 24.7 23 32.4 15.3

Source: Preliminary results Africa Infrastructure Country Diagnostic, 2008
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Background

Uganda’s macroeconomic performance is threatened by an acute electricity crisis which is affecting its rate of economic
expansion. In 2006, only 5% of the population had access to electricity, resulting in one of the lowest per capita energy con-
sumption rates in the world. The chronic power shortages are caused by increased demand, a prolonged period of drought,
an unreliable distribution system and delays in commissioning additional generation capacity.

The Bujagali project aims to provide least-cost power generation capacity that will eliminate power shortages. The project
will result in a 250 Megawatt hydropower facility on the Victoria Nile and will address both medium and long-term needs.
In 2006 a doubling in the price of electricity was experienced in Uganda caused

in part by the country’s existence reliance on thermal power to alleviate current
shortages. The Bujagali project involves the construction and maintenance of a SUDAN
run-of-the-river power plant at Dumbbell Island located eight kilometres north o
of the existing Nalubaale and Kiira power plants. The hydropower plant will re-
use water flowing from these power plants to generate additional electricity. UGANDA
Role of involved parties Victoria Nile —-
KampalaO T
The Industrial Promotions Services Ltd. (Kenya) and the US-based Sithe Global Lake
Power, LLC have come together to form a joint venture, Bujagali Energy Lim- i
OBudondo

ited (BEL), tasked with the implementation of the project. The initiative is being
financed by the Government of Uganda and the following World Bank institu- Bujagali dam(proposed)
tions: IDA, International Finance Corporation (IFC) and the Multilateral Invest- "J"
ment Guarantee Agency (MIGA).
MNaminya Victoria

U Nile iijira dam
Funding and timelines
Nalubaale dam
In July 2007, the Government of Uganda made available an advance of $75 mil-
lion to enable work on the project to commence while the donors put together Lake Victorls
the required finance. Financial closure for the project was reached in December
2007 with the World Bank group advancing a total of $275 million in loans and
political risk guarantees and the EIB providing a loan of up to $136 million (EIB and the IFC are the two main lenders of the
project). The total project cost is estimated at around $875 million and involves a large number of donors, including also
European bilateral agencies and the African Development Bank, along with private sector money (equity and commercial
bank loans). The power plant is scheduled to be commissioned in 2011.

Lessons learned

Construction of the power plant was supposed to have begun in 1994. The project met with tough opposition from those
who argued it would displace many people and submerge the Bujagali Falls, a popular tourist attraction and environmen-
tal asset. The key lesson learned is that multi-stakeholder dialogue to include civil society concerns should have started
earlier

32 Map copyright of BBC 2007



The key development challenges for ICT infrastructure are to
broaden access to ICT services to isolated areas within coun-
tries, and build-up an inter-continental and intra-regional fibre
optic network to reduce the cost of international communica-
tions and in particular internet usage.

Mobile phones are a success story in Africa where countries
have registered the world’s highest mobile phone growth,
ranging from 50 — 400% in the last 3 years.

African countries already have made great strides in widening
access to mobile phone services which have overtaken tradi-
tional fixed lines as the preferred method of communicating
by telephone. The AICD study has calculated that 91% of the
urban population in SSA have access to voice services. In
rural areas, the figure is only 42%.

Most of Africa’s rural poor live in areas where mobile phone
services are still financially viable for participation by private
operators, but where regulation prevents a competitive mar-
ket from operating. The amount of public finance required to
achieve near universal access in SSA is small as long as a
suitable enabling environments are in place.

Lack of internet access is holding back growth. Less than
4% of African’s have internet access, broadband penetration
is below 1% and 70% of all continental traffic goes outside
Africa, making it expensive 3. In addition, some countries
continue to block or filter internet content, denying access
to information. 3

Internet usage in most of African countries is concentrated in
large cities. It is difficult to accurately determine the number
of people with internet access however it is predicted that
Africa has only around about 3.7% of world users ®. A few
African countries such as Nigeria (8 million users), Morocco
(6.1 million users), Egypt (6 million users), South Africa (5.1
million users), Sudan (3.5 million users), Kenya (2.8 million us-
ers) and Algeria (2.5 million users) dominate usage.

Low Internet usage is largely as a result of the inadequacy
and poor quality of the telecommunications infrastructure and

33 International Telecommunications Union, 2007

the high cost of services. For inter-country communication,
satellite and microwave links are mostly used. Sub-Saharan
Africa suffers from very high prices in part by the technologi-
cal limitations of the satellite services on which it relies; satel-
lite has limitations when compared with undersea or overland
cables which provide much higher bandwidth capacity at a
much lower cost. In December 2007, Thales Alenia Space
and RASCOMSTAR-QAF announced the lunch of the first
communication satellite dedicated to Africa. The satellite will
provide telecommunication, direct TV broadcast and internet
access services for a period of 15 years.

Large transmission cables are commonly referred to as back-
bone infrastructure. High-capacity backbone networks within
and between African countries are currently poorly devel-
oped. With regard to international connectivity, the funda-
mental issue is to complete the network of submarine cables
surrounding the continent to ensure that all coastal countries
have access to the inter-continental network.

At present, submarine cables exist for Western and South-
ern Africa although they do not yet provide full access to
all countries. No submarine infrastructure is yet in place on
the Eastern side of the continent -- though a cable serving
Eastern Africa (EASSy) is expected to become operational
in 2010.

In addition, there is a need for intra-regional backbones both
to ensure that landlocked countries secure access to sub-
marine infrastructure, and to facilitate communications within
and across the main economic regions of Africa. There are
fewer circuits interconnecting Africa with the rest of the world
and most international traffic transits through Europe. As a
result a significant portion of the revenue from international
calls is used to pay the European network operators making
it difficult for Africans to upgrade the infrastructure.

At the national and regional levels, there are significant ef-
forts underway to new provide fibre-optic and microwave
backbones. Egypt, for example, has a system that connects
most of its cities to undersea fibre cables. In Nigeria a new
national microwave backbone was recently constructed and
in Southern Africa, the SADC Regional Information Initiative
(SRIl) programme aims to upgrade the links between coun-
tries in that region.

34 Access Denied: The Practice and Policy of Global Internet Filtering (Cambridge, MIT) 2008

35 Internet World Statistics, 2007
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Some of the national/regional backbone projects have taken
advantage of electricity grids, railway lines and oil pipelines
and right of passage to install fibre-optic cable. In South-
ern Africa, South Africa’s Telkom has established links to
Botswana, Lesotho, Namibia, Mozambique, Swaziland and
Zimbabwe. In West Africa, the Volta River Authority, which
distributes hydroelectric power from the Volta River, has been
planning to install fibre cable along its grid. A fibre link be-
tween Mombassa and Nairobi in Kenya has been planned
to take advantage of the planned EASSY landing points in
Mombassa.

ICA members participated and contributed to the ‘Connect
Africa Summit’ held in Kigali, Rwanda in October 2007. At the
Summit, the International Telecommunication Union and the
African Development Bank (AfDB) agreed to collaborate on
interconnecting all African capitals and major cities with ICT
broadband infrastructure and to strengthen connectivity to the
rest of the world by 2012.

The World Bank expects to double its commitments to ICT
in Africa to $2 billion by 2012, the EU announced €6 million
for regulatory reform initiatives and the AfDB has committed
close to $65 million to two key regional infrastructure proj-
ects — RASCOM satellite and a submarine cable in East Africa
(EASSY).

Investment Needs

There is not a major public or private funding gap for SSA to
meet its ICT development goals.

To ensure universal voice connectivity within Africa the AICD
study estimates an annual need of $646.7 million over the
next eight years, which equates to an average of about 0.09%
of combined GDP.

The estimated cost of the completion of the intercontinental
infrastructure would be US$1.8 billion, while intra-regional
connectivity is estimated to amount to $400 million, with the
private sector playing a major role. The breakdown for each
sub-region is presented in Table 1.5 below.

Despite the relatively modest investment needs governments
need to provide the necessary policy framework, which in-
clude removing barriers to competition and creating a sound
regulatory environment to enable the private sector to meet
its full potential.

With countries such as Tunisia, Senegal and Rwanda trying
to establish themselves as ICT centres of excellence on the
continent it is important to recognise that in addition to the
technological and infrastructure challenges, Africa, like the
rest of the world, faces a huge skills shortage. Regulatory
environments also have to enable companies to adapt their
workforces to new opportunities and not be aligned with nar-
row nationalist agendas which preclude effective participa-
tion in the global economy.

Table 1.5 Investment requirements for expansion in intercontinental and intra-regional connectivity (US$ million)

5i

EASSy

Infraco
Infinity, GLO-1, WAFS

Connect main hubs within

117
and between sub-regions 25
and to submarine cables

144

387

Source: Africa Infrastructure Country Diagnostic, 2007 (preliminary findings)



Background

In 2003 the NEPAD E-Africa Commission presented the proposed East Africa Submarine Cable System Project, deemed
essential to providing broadband access to countries along the East African coast. Countries in that region have until now
relied mostly on foreign-owned satellites for internet access. The EASSy will fibre-optic cable will link countries in the
region to global and African networks.

The completion of the system will undoubtedly serve as
an example of how African and global telecommunications = “‘wfe:‘. T e, T
companies can work with regional institutions to develop ' o
telecoms infrastructure. It will enable telecommunications
operators to access growing markets in voice, mobile and
internet communications and reduce their dependence on
satellite. Ultimately, low cost of connectivity will mean that
more consumers will have cheaper access to the internet.
The high quality broadband offering will allow the region’s
industries and business to be more competitive in the glob-
al world economy.

Role of involved parties

The underwater cable is owned by the EASSy special purpose vehicle (SPV), as well as any investors in the SPV. The
EASSy project will purchase capacity in the cable and will be entitled to sell capacity to other parties. The project has
benefited from support from the DBSA, AfDB, EIB, AFD, KfW and the World Bank’s IFC; international operators and
Government and regulatory authorities. The EU-Africa Infrastructure Trust Fund and the NEPAD Infrastructure Pproject
Preparation Facility (IPPF) made available grant funding to recruit early stage management capacity for the project.

Funding and timelines

The initial feasibility study was completed in 2005 and concluded that the construction of the cable would be financially
viable. Environmental and social impact assessments, funded by KfW and AfDB, were also carried out. The African Devel-
opment Bank, together with several African Governments, has pledged to provide funding. The EASSy project has been
plagued by delays as it was originally scheduled to be operational by the end of 2006. Financial closure was reached in
March 2007 and the total project cost is $248 million. The project is expected to become operational in 2010.

Lessons learned

The initial timelines for the project were not maintained, mainly as a result of disagreements between various parties over the
funding structure and ownership of the project. Political intervention resulted in disagreement between private investors, interest-
ed in make a profit, and government authorities, demanding low cost bandwidth access, resulting in the delays. Disagreements
between South African and Kenyan government authorities regarding the cost of access to the fibre optic cable has been cited
as another contributor to the delay. The numbers of participants to projects exponentially add to the complexity of running such
projects and require a great deal of cooperation and communication to remain on track.
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Economic infrastructure — essentially, transport, energy, ICT,
water, sanitation and irrigation — is only specifically identified
in the MDGs in respect to water and sanitation, telephones,
personal computers and internet use. Investment in infra-
structure is however an important enabling factor for Africa
to meet all of the Millennium Development Goals Table 1.6
attempts to show some of the linkages between each main
type of economic infrastructure and the various MDGs.

In 2007 at the mid-point of the MDG process the UN Secre-
tary General, Ban Ki Moon, set up an Africa Steering Group.
As part of this process an Infrastructure Working Group was

set up with representatives from the EC, World Bank, AfDB
and the ICA Secretariat. With Africa still lagging behind many
others parts of the world on achieving many of the MDGs the
task of the Infrastructure Working Group was to make recom-
mendations to the Steering Group for action.

The MDG Africa Steering Group has identified a list of con-
crete opportunities to implement and scale-up interventions
in support of the MDGs. These include making critical invest-
ments in infrastructure to raise productivity, lessen the time
burden of household activities on women and young girls,

MDG 1:
Eradicate extreme poverty

MDG 2:
Achieve universal primary
education

MDG 3:
Promote gender equality and
empower women

MDG 4:
Reduce child
mortality

MDG 5:
Improve maternal
health

MDG 6:
Combat HIV/AIDS, malaria
and other diseases

MDG 7:
Ensure environmental
sustainability

MDG 8:
Develop a global partnership
for development

ENERGY

Energy increases
productivity of firms

Lighting facilities for
reading and studying
at home

Energy facilitates
domestic work

Modern energy reduces

respiratory illness

Energy improves quality

of health care

Modern energy reduces

respiratory illness

Use of modern energy
sources reduces the

pressure on deforestation

ICT

ICT improves
productivity of firms

Improved access to
educational material

Improved access to

public health messages

Improved access to

public health messages

Improved access to

public health messages

TRANSPORT

Transport facilitates trade
of goods

Ensures access to
educational facilities

Ensures access to health
facilities

Ensures access to health

facilities

Ensures access to health
facilities

WATER & SANITATION

Enables greater workforce
participation

Reduces burden
|of domestic work
on children

Reduces burden
of domestic work

Improved water and
sanitation reduces the risk
of waterborne diseases

Improved water and
sanitation reduces the risk
of waterborne diseases

Clean water, sanitation

and hygiene are significant
elements of health programs
including HIV/AIDS. Proper
drainage contributes to
control of malaria and other
waterborne diseases.

Access to improved water
and sanitation is one of the
targets of this MDG.

Source: UN-Africa Working Group, 2007



enable low-cost service delivery, and integrate Africa into the
global economy.

The specific recommendations of the Steering Group are as
follows 3% :

1.Launch a “New Deal” for the energy sector to plan and build
transformational generation and transmission facilities across
Africa, and improve the performance of power utilities.

2.The international community should assist in financing re-
gional infrastructure (e.g., road corridors, power pools, multi-
purpose water infrastructure, information and communications
technology), as outlined in the African Union NEPAD Infrastruc-
ture Short-Term Action Plan and other regional plans.

3.The international community needs to support African
countries in imple-menting national strategies to achieve the
water supply and sanitation tar-gets.

4. ODA for infrastructure in Africa, including for water and
sanitation facilities, needs to be at least doubled by 2010. All
infrastructure investments in Africa need to be systematically
climate-proofed.

5.The Enhanced Integrated Framework and Aid for Trade are
important mecha-nisms for supporting country efforts to de-
velop their trade capacity and performance. They need to be
fully operationalised.

6. Multilateral and bilateral donors should increase the use of
public-private partnerships (PPPs) to leverage public financ-
ing and strengthen collaboration with non-DAC donors and
other partners through project co-financing.

7.The Infrastructure Consortium for Africa (ICA) should be
strengthened to support the monitoring of infrastructure re-
sults, particularly in the transport and power sectors. The ICA
could be used to support the coordinated syndication of fi-
nancing for national infrastructure strategies.

The report of the MDG Africa Steering Group was officially
launched in July 2008 at the African Union Summit held in
Egypt. The report identifies specific financing gaps in each
sector and represents a consensus among the major multi-
lateral development organisations working in Africa for action
to achieve the MDGs. The next steps include a special high-
level event on the MDGs to be convened by the Secretary
General of the UN together with the President of the General
Assembly in September 2008 in New York. This gathering will
bring together world leaders, representatives of the private
sector and civil society partners to discuss specific ways to
increase efforts towards meeting the MDGs.

36 Full text of recommendations to be found at http://www.un.org/millenniumgoals/afrsteering.html
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B
2. ICA MEMBER SUPPORT IN 2007

Aid Volumes

Total commitments by ICA members to infrastructure projects in Africa reached
$12.4 billion in 2007

e 2007 commitments ($12.4 billion %) are an increase of 61%
over the $7.5 billion committed in 20086.

e Multilateral commitments increased by 50%, whilst
bilateral commitments almost doubled - see table 2.1.

e Multilaterals are still responsible for the majority of ICA
commitments - 71% in 2007 (75% in 2006)

¢ Official Development Assistance (ODA) commitments to
sub-Saharan Africa increased by 59% to reach $8.17 billion.

e Record replenishments of multilateral funds (IDA, ADF and
EDF), along with the launch of the EU-Africa Infrastructure Trust
Fund in 2007 will guarantee that the upward trend in commit-
ments to the sector will continue.

Chart 2.0 shows the distribution of funding between multilater-

al ICA members and G8 countries from 2005 to 2007 8. Tables
2.1 and 2.2 provide more detailed analysis.

37 ODA and non-concessional funding

Chart 2.0 - ICA commitments to infrastructure projects
in Africa 2005 - 2007 (US$ million)
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38 2005 data is based on OECD data before the ICA was operational whilst 2006-7 is based on data

supplied by ICA members.
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Table 2.1 - ICA commitments to infrastructure projects in Africa 2005 - 2007 (US$ million)

_ - 1047 2850 410 0 235 2850 1692
_ 704 220 1500 7 0 60 2204 287
_ 704 1267 4350 417 0 265 5054 1979
_ - 1388 3800 255 0 375 3800 2018
_ 538 1388 5125 290 0 375 5663 2053
_ 334 1220 5605 1185 0 502 5939 2907
_ 684 0 2566 95 218 0 3467 95
_ 1018 1220 8171 1279 218 502 9406 3001

Source: 2006 and 2007 data is ICA, 2005 data comes from the OECD
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Sub-Saharan Africa
(excluding SA)

Total “® multilateral commitments to the region were $7,293 mil-
lion. The launch of the World Bank’s Infrastructure Action Plan
in 2003 has led to a steady rise in commitments since that
time and is been responsible for increased interest to the sec-
tor from other leading multilaterals.

Significant increases in commitments from the US, Japan
and France contributed to a doubling of bilateral ODA to the
region in 2007.

Interestingly bilateral commitments to the sector in 2006
would have shown a decrease had it not been for high com-
mitments from the US — see Chart 2.1. This decrease was due
mostly to large debt relief programmes that were underway.
In 2007 net ODA to SSA increased by 10% #' (excluding debt
relief). The infrastructure sector has benefited strongly from
this increase.

40 httoODA plus Non-concessional lending
41 OECD DAC, 2008

Chart 2.1 - Bilateral ICA commitments in sub-Saharan
Africa (excluding South Africa) 2000-2007 (US$ million)
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Chart 2.1 - Bilateral ICA commitments in sub-Saharan
Africa (excluding South Africa) 2000-2007 (US$ million)
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: Chart 2.3 - Bilateral ICA commitments in North Africa in
North Afrlca 2007 (US$ million)

ODA commitments to the region in 2007 remained approxi-
mately the same as 2006 with almost all commitments coming
from bilateral agencies. There was a big increase in commit-
ments from the USA (due to agreement with Morocco), and
sharp falls in the level of support from Germany and the EC.

Conversely all ICA non-concessional ICA funding was pro-
vided by just 2 multilateral agencies, namely the EIB and the
World Bank group — charts 2.3 and 2.4.

OOE0000

Chart 2.4 - Multilateral ICA commitments in North Africa
in 2007 (US$ million)
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Multilateral Commitments

Multilateral commitments were $8.8 billion in 2007 - 71% of total ICA commitments.

¢ The World Bank together with the IFC committed $3.58 bil-
lion in the region. This represents almost 40% of total com-
mitments by multilateral agencies in 2007 and 29% of total
overall commitments of ICA members. Transport and energy
dominate WB commitments whilst IFC’s activities are cur-
rently focussed on the ICT sector.

e The African Development Bank Group (African Development
Fund and the African Development Bank) committed around
$2 billion, 23% of the total commitments by multilateral agen-
cies and 17% of total ICA commitments. A large part of the
AfDB’s non-ODA commitments were focused towards the en-
ergy sector in sub-Saharan Africa.

Table 2.3 Multilateral ICA commitments in 2007 (US$ million)

¢ The European Commission (EC) committed around $1 bil-
lion, 12% of total funding by multilateral agencies and 9% of
total ICA commitments. The EC maintains a strong supporter
of the transport sector — over $900 million in 2007.

e Commitments by the EIB reached almost $1.2 billion with a
focus on the water and energy sectors.

¢ The DBSA committed $415 million. This included contribu-
tions of $140 million to equity funds in the region focussed on
the energy sector.

AfDB (ADF) 1252
AfDB (ADB)

DBSA 3
EC 1087
EIB 72
IFC

WB (IDA, IDF, IBRD) 3525
TOTAL 5939

Replenishments of
Multilateral Funds

Record replenishments of IDA, EDF and ADF occurred in 2007.

e European Development Fund (EDF) 10 (2008-2013) is ex-
pected to commit $8.6 billion to SSA over the period and a
50% increase over EDF 9 (2002-2007).

e Infrastructure financing is predicted to reach more than
$5 billion under African Development Fund (ADF) 11 (2008-
2010). In addition the amount available to be committed to
regional projects will increase from 15% to 17.5% of total
funding.

1252
804 804
412 415

1087
1096 1168
378 378
217 3742
2907 8846

Source: ICA, 2008

¢ International Development Association (IDA) 15 was a re-
cord replenishment of around $40bn representing a 30% in-
crease over IDA 14. Around $9 billion ($3 billion per year) will
go infrastructure under IDA 15% (half of all finance dedicated
to SSA).
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G8 Bilateral Commitments

Commitments by G8 bilateral countries were $3.6 billion in 2007
- 29% of total commitments.

e Bilateral commitments rose by 86% from $1.9 billion in
2006 to $3.56 billion in 2007. These increases were largely
a result of scaled-up contributions from the USA, Japan and
France.

e Bilateral members of the ICA do not share the same ap-
proach to supporting Africa’s infrastructure. Some are very
active on bilateral project financing (France, Japan, USA),
others (like UK-DFID) prefer to channel most of their support
for physical infrastructure through multilateral aid channels

Table 2.4 Bilateral ICA commitments in 2007 (US$ million)

887
141
25
1130
330
914
3467

e The US committed $900 million in 2007. Grant agreements
signed between Millennium Challenge Corporation (MCC)
and Morocco, Mozambique and Lesotho have substantial
infrastructure components - $380 million in Mozambique
alone. Reflecting partner country priorities, infrastructure has
accounted for over 60% of the value of the eight agreements
the MCC has signed with African countries from 2005 to
2007.

¢ France’s commitments (AFD and its private window Propar-
co) were around $960 million more than half of which ($520
million) went to sub-Saharan Africa. France’s overall ODA
commitments to Africa increased by 33% from 2006 to 2007

and through budget support at the country-level. It is there-
fore difficult to make comparisons between countries 2.

e Japan committed $1.1 billion, around 10% of the overall ICA
commitments. Japanese commitments are particularly directed
towards transport corridors. A co-financing scheme between
Japan (JBIC) and the AfDB’s under their joint initiative called
“Enhanced Private Sector Assistance (EPSA)” for Africa contrib-
utes to Japan’s increased commitments.

40 40

67 954
27 169
25
1130
330
914
95 3562

Source: ICA, 2008

with infrastructure accounting for about 50% of total commit-
ments in the region.

e The UK channelled most of its commitments to the trans-
port, energy and water sectors - almost $330 million. This
represents around 13% of the total $2.5 billion the UK com-
mitted (bilaterally) to Africa in 2007

e Germany maintains a strong programme aimed at Water
Supply and Sanitation (WSS) — 71% of its total commitments
in 2007.

e Canadian bilateral efforts are focussed on support to build
the capacity of governments, institutions and other non-state

“2 http://This report does not attempt to attribute multilateral commitments to bilateral countries and neither
does it take account of money channelled through budget support.

4 Data is for KfW only



ICA ANNUAL REPORT 2007

organisations. Canada does not directly fund physical infra-
structure projects.

e ltaly’s bilateral contributions were modest totalling $26 mil-
lion towards the water sector.

e Russian aid to Africa is currently focussed on debt relief.
The country is in the process of setting up an aid agency.

Given the recent multilateral replenishments if G8 coun-
tries are to allocate more of their resources to infrastructure
from their Gleneagles commitments it does raise questions
about which channels will be used to disburse the money in
the short-term and whether countries have the capacity to
absorb it.
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3. DISTRIBUTION OF ICA SUPPORT

This chapter analyses the distribution of commitments to- e Transport (road, rail, port, airport)
wards regional infrastructure and the water, energy, transport e Energy (generation, transport, distribution)
and ICT sectors “ e |CT (broadband, mobile network, satellite, etc.)

e Water (water supply, sanitation, irrigation, transboundary
water resource infrastructure)

Support for Regional® Infrastructure Projects

Total commitments by ICA members to regional infrastructure projects were $2.8
billion in 2007, an increase of $1.9 billion from $900 million in 2006.

¢ |CA support to regional projects is strong and a growing. $2.8 Chart 3.0 - ICA commitments towards regional
billion *6 represents a 23% share of total ICA commitments. infrastructure projects 2006-2007

e Commitments by the World Bank were significant $910
million (almost double $490 million in 2006) — see table 3.1 for 2500 100
full breakdown by member.

¢ New commitments from the EIB were also significant 2000 2016 80
- $508 million mostly going to road and energy projects in

70
North Africa. 5
_ 1500 60 %
Q
e Commitments by the AfDB fell 15% from $270 million in % S
2006 to $228 million. : * 2
2 5
S 1000 — 40 =
¢ Almost a quarter of France’s ODA to Africa went to regional é

749

infrastructure - $386 million. o

500 20

12 10

44
0 | 0
2006 2007

MULTILATERAL = BILATERAL ™ REGIONAL

Source: ICA, 2008

“Some commitments could not be allocated to a specific region and are recorded as ‘other’

“ Regional infrastructure projects in this report are defined as projects which cross one or more national border
or an in-country project which has a regional impact

46 This figure is an underestimate since the EC could not fully report on commitments to regional projects for
2007
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Table 3.1 ICA commitments to regional infrastructure 2007

Source: ICA, 2008

The following analysis of commitments by sector is based on geographical regions which were defined as follows:




Water

Total ICA commitments to the water sector were $2.9 billion in 2007,
an increase of 60% from the $1.8 billion committed in 2006

® Commitments to sub-Saharan Africa increased substantially ® East and Southern Africa have received significant increas-
from $1.4 billion in 2006 to $2.2 billion in 2007 - a rise of 58%. es in funding due principally to commitments by the World

Bank and the USA - see chart 3.1. In Lesotho the USA com-
® Bilateral commitments reached $1.2 billion (43% of total com- mitted close to $400 million for dams and the management of
mitments). At the same time multilateral commitments to the waste and sanitation.

water sector reached $1.6 billion (57 of total commitments).

Chart 3.1 - ICA commitments to the water sector by region 2006 to 2007 (US$ million)
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A full breakdown of 2007 commitments by ICA members to the water sector can be found in Appendix A1



Energy

Total ICA commitments to the energy sector were $3.9 billion in 2007,
a rise of almost $1.5 billion (62%) from $2.4 billion in 2006.

¢ |CA members, led by the World Bank, have responded to
Africa’s energy crisis. $3 billion of ICA commitments to the
energy sector were concentrated in SSA. The sector receives
the most amount of finance from the ICA.

¢ Multilateral donors accounted for $3.42 billion, 84% of total
commitments.

e The World Bank commitments more than doubled from
$700 million in 2006 to the $1.5 billion.

e The EU (EC and EIB) dropped from almost $1.2 billion in
2006 to about $800 million in 2007. Almost all of the current

$800 million came from the EIB.

e Of the $2.2 billion to East and Southern Africa the AfDB
approved its largest private sector loan, a non-sovereign
guaranteed long-term loan of $500 million to Eskom’s energy
programme in Southern Africa. Commitments in East Africa
are largely due to the involvement of many ICA members in
the Uganda’s Bujagali Hydro Power project — see chart 3.2.

* Among the bilateral donors France emerges as the most
significant with commitments reaching almost $500 million.

Chart 3.2 ICA commitments to the energy sector by region 2006 to 2007 (US$ million)
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A full breakdown of 2007 commitments by ICA members to the energy sector can be found in Appendix A2



Transport

Total ICA commitments to the transport sector were $3.6 billion in 2007,
an increase of $400 million (or 12%) from $3.2 billion committed in 2006.

e Commitments to SSA increased by $200 million or 7% from e Commitments to East Africa were almost $1.3 billion (36%)
$2.8 billion in 2006 to US$3 billion in 2007. in 2007, whilst commitments to West Africa fell by 40% - see
chart 3.3.

e Multilateral commitments dominated - $2.8 billion (78%) in
2007. The EU and World Bank were the most significant with e Japan (JICA, JBIC) is the most significant bilateral donor
commitments of around $1 billion each. committing $350 million in 2007.

Chart 3.3 - ICA commitments to the transport sector by region 2006 to 2007 (US$ million)
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A full breakdown of 2007 commitments by ICA members to the transport sector can be found in Appendix A3
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ICT

Total commitments by ICA members to the ICT sector were $542 million in 2007.

e The ICT sector receives the least amount of finance from
ICA members.

e East and Central Africa have enjoyed the majority of the
commitments with $93 million and $95 million respectively —
see chart 3.4

e The investments in East Africa are largely due to ICA
commitments on the EASSy project connecting all the East

African countries to an undersea cable that connects Africa
to the rest of the world.

e The IFC and the World Bank were the most significant do-
nors with commitments of $175 million and $135 million 4
respectively.

Chart 3.4 ICA commitments to the ICT sector by region 2006 to 2007 (US$ million)
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A full breakdown of 2007 commitments by ICA members to the ICT sector can be found in Appendix A4

47 It was not possible to allocate the World Bank ICT commitments. It explains the dominance of the “other or

unallocated” column
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Multi-Sector Investments 48

Investments by ICA members towards multi-sector projects have
were $937 million in 2007.

Japan (JICA, JBIC) was the largest donor in multi-sector Caveat: It was not possible to allocate $362 million from to-
projects with commitments of $425 million in 2007. tal 2007 commitments of $12.4 billion to a sector or a multi-
sector project.

Chart 3.5: ICA multi-sector commitments in 2007 (US$ million)

300.0
277.9

250.0

200.0 196.5
178.7
=
o
=
s 150.0 141.4
@
1)
=
105.8
100.0
50.0
36.8
0 -
NORTH AFRICA WEST AFRICA CENTRAL AFRICA EAST AFRICA SOUTHERN AFRICA OTHER OR UNALLOCATED

2007

A full breakdown of 2007 commitments by ICA members to the multi-sector projects can be found in Appendix A5

48 Multi-sector investments represent commitments that could not be allocated to any specific sector (e.g.
cross-sector commitments) or commitments made elsewhere other than the four main sectors listed.
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Coordination, harmonisation and alignment between ICA
members and other stakeholders is a key area of work for the
Consortium.

Parallel financing, co-financing and joint appraisal missions are
the most practical ways to approach coordination at present.
Although the principle of co-financing implies using common
procurement and disbursement procedures, which is not always
the case, it is clear that the ICA has contributed to improving the
dialogue and information sharing amongst its members. There
are good examples of coordination on infrastructure projects
among ICA members of which some will serve as inputs to the
Third High-Level Forum on Aid Effectiveness which will take
place in Accra, Ghana in September 2008.

In 2007 the World Bank reported that 19 of its physical in-
frastructure projects in Africa were co-financed, representing
around 60% of total ODA to hard infrastructure. Power sup-
ply and transportation were a key focus of collaboration for
the AfDB. All of the IFC’s and EIB’s physical projects were
co-financed. For the EC new instruments in 2007 under the
10th EDF has made co-financing projects possible by del-
egating the management of funds under certain conditions
(e.g. audit).

The Bujagali power project in Uganda is a good example of
coordination with all donors and especially between DFls
and the private sector. It was helped by the appointment of a
common international legal adviser and a lead financier. The
financing consortia involved the World Bank Group KfW, EIB,
AfDB, Japan (JBIC) the Dutch development agency (FMO),
France’s Proparco and AFD as well as commercial banks

In addition to the other examples in Chapter 1 of this report,
below are further examples of projects where donor collabo-
ration has been successfully promoted:

¢ An extensive roads and bridges building programme in Mo-
zambique is being co-financed by 15 agencies, including AfDB,
EC, OPEC Fund, Islamic Development Bank, USA, Sweden and
the World Bank. Total cost of the programme is $1 billion.

e Significantly increased the coordination within the
SADC region through the development of the first
multi-donor trade facilitation committee. There is now a do-
nor leading on all aspects of coordination and better REC
coordination as evidenced by the joint COMESA-EAC-SADC
task force. And as a result all 3 RECs are now in the process
of harmonising their trade regulations which should signifi-

cantly lower the costs of doing business in the region.

¢ In Mozambique the MCC has formed a strategic partner-
ship with the World Bank and other donors which has re-
sulted in assembling a multi-donor funding package of nearly
US$250 million for water and sanitation. Participating donors
included MCC, the World Bank, the African Catalytic Growth
Fund, and the Global Partnership for Output-based Aid.

The first partnership meeting between the African Develop-
ment Bank, European Commission and World Bank took place
in Tunis in June 2008. Infrastructure was one of the three key
thematic areas discussed, the others being budget support
and results orientation. In the field of infrastructure, the three
institutions agreed to focus on the following five priority areas:

e Support to SWAPs at the country level

¢ Regional integration through support to sections of regional
networks

e Support to AU/NEPAD flagship continental projects of a
transformational nature

e Scaling up of resources on infrastructure funding including
identification of potential PPPs and optimized use of existing
project preparation facilities

e Enhance collaboration on joint analytical work including the
AICD Study and SSATP

The Tunis meeting showed that a lot was already happening in
terms of collaboration between the three institutions in the area
of infrastructure. It was agreed that the tripartite partnership
would be enhanced through the regular activities of the ICA.

An ICA technical-level meeting was held in Luxembourg in
February 2008 hosted by the EIB to seek ways of maximising
coordination and project collaboration between members. An
emphasis was placed on regional projects which are general-
ly more complex to design and implement. The meeting took
stock of existing collaboration and identified new opportuni-
ties for enhance collaboration on transport, energy, ICT and
water projects. A key outcome of the meeting was the deci-
sion to create an interactive area on the ICA’s website to allow
information sharing on projects.



The notion of enhanced project coordination within the frame-
work of the ICA was given a further impetus by the Fourth To-
kyo International Conference on African Development (TICAD
IV) that was hosted by Japan in Yokohama in May 2008. At
this meeting Japan announced up to $4 billion of ODA loans
to African development projects.

Arising from the Luxembourg meeting and subsequent dis-
cussions among ICA members and the African stakeholders
some indicative projects suited for enhanced collaboration
are listed:

¢ Inga Site Development (Inga 1 and 2)

e Inga Site Study

¢ OMVG Interconnection Programme

e Temani Combined Cycle Power Plant and
Transmission Lines

e Felou Hydroelectric Systems

e Ethiopia — Kenya Interconnection

e NELSAP Hydropower and Interconnection Projects

e Ethiopia Gil Gibe Il Hydropower Project

e Morocco Power Transmission

e Namibia — Zambia Interconnection Project

e Egypt Thermal Power Project

e |ake Victoria Water and Sanitation Initiative
¢ Nile Basin Initiative

¢ Niger Basin Initiative

e Support to Zambezi River Basin

e Kinshasa — Brazzaville Bridge Studies

e Nigeria - Cameroon Highway Transport
Facilitation Project

¢ Port of Pointe Noire

* Nacala Corridor

e Abidjan - Lagos Corridor

¢ Northern Corridor (East Africa)

e Mtwara Corridor

¢ |saka — Kigali Railway Project

e Gambia River Bridge

e Kazungula Bridge

e East Africa Submarine System (EASY) — investment for
terrestrial backhauls

e East Africa Community Broadband ICT network
(EAC-BIN)

e Central Africa Community Broadband ICT network
(CAB-BIN)

e |CT Centres of Excellence (Rwanda and Tunisia)

¢ Joint analytical work on ICT services and applications

e Joint strategies for sector reform and regulatory frameworks

Success factors for doing more include the more systematic
sharing of project pipelines, best practice and country-spe-
cific know-how. More decentralisation of technical staff to
the country-level would also help. In programs which require
large investment volumes such as in the energy and transport
the creation of financing consortia should be promoted.

For regional infrastructure the RECs play an increasingly im-
portant role and they have their own plans but often there
are not well harmonised with the African Union Commis-
sion (AUC) and NEPAD. The ongoing collaboration between
COMESA, EAC and SADC is a good example of intra-REC
collaboration which will ultimately facilitate harmonisation at
the continental level. The three RECs have an active joint Task
Force that meets to discuss common approaches to imple-
ment regional infrastructure initiatives. A joint summit of the
member states is being planned for late 2008 to accelerate
trade, customs and infrastructure developments.

At the regional level a clear set of priorities from Africa stake-
holders is required. An important development in this regard is
the decision to merge the NEPAD Medium to Long Term Stra-
tegic Framework (MLTSF) with the African Union Master Plans
into the Programme for Infrastructure Development in Africa
(PIDA). This is work in progress and the first outputs are ex-
pected late 2009. The ICA will step up consultations with stake-
holders on regional infrastructure and intends to pay increased
attention to the capacity needs of RECs and the AUC.

The EU-Africa Infrastructure Trust Fund (the Trust Fund) is
a major new effort to increase the resources dedicated to
regional infrastructure in Africa and to do in a way which
promotes greater aid effectiveness between EU Members
States.

In the context of the 2005 Gleneagles Declaration and of the
establishment of an EU Strategy for Africa, the European Union
and its African counterparts initiated a Partnership for African
Infrastructure (the Partnership), which provides the overall strat-
egy to respond to Africa’s demand for infrastructure. Launched
in 2007 the Trust Fund is an innovative financing instrument,
complementing others, to support the implementation of the
Partnership. The Trust Fund encourages the financing of in-
frastructure programmes which facilitate interconnectivity and
regional integration on the African continent.

Collaboration with the EU-Africa Infrastructure Trust Fund will
be a focus of ICA members in 2008. The gradual expansion of
the Trust Fund’s activities (following start-up phase in 2007)
should facilitate a more structured dialogue for developing
and agreeing joint work.
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In line with the principles of the Paris Declaration on Aid Effectiveness, the Trust Fund promotes cooperation between
the EU Member States, the European Commission and the European Investment Bank (EIB) and European development

agencies. The Trust Fund supports new synergies between those entities for the benefit of Africa, leveraging additional

funds by blending grants and loans.

To date, twelve donors (the European Commission and eleven EU Member States - Austria, Belgium, France, Germany,
Greece, ltaly, Luxembourg, the UK, Portugal, Spain and the Netherlands) have joined the Trust Fund, with EUR 98 m of
financial commitments. The European Commission has also announced a substantial additional contribution of approxi-

mately EUR 48m.

Eligible projects must combine the following features:

e constitute priority infrastructure projects in the energy, water, transport and (tele)communications
e be sustainable and encompass a cross-border dimension and/or a regional impact (purely national projects are

not eligible)

e Dbe driven by the public or private sector or entities with mixed public-private capital

e contribute to poverty reduction and economic development

e involve at least one country located in sub-Saharan Africa (projects located in South Africa must involve another

sub-Saharan country).

Support for eligible projects comes in the following forms:

¢ interest rate subsidies on medium and long-term loans

e technical assistance and capacity building, including project preparation activities

e subsidies for certain capital investments with an environmental or social component that are directly linked

to the infrastructure project

e insurance premiums to cover country risks during the construction phase of large projects, for a two to three

year period.

Projects need to go through several stages before they are
ready for financing. Feasibility studies, financial plans and
environmental studies are just a few of the activities which
need to be undertaken — this costs money, sometimes up to
5% of total project costs. Developing projects is slow mostly
at the earlier stage of project development and it is here that
coordination between donors is as important in finding the
right level of resources needed to move projects forward. Ini-

tiated by the ICA in 2006 the “Tunnel of Funds’ initiative aims
to improve collaboration amongst funds used to help prepare
regional projects for financing. The NEPAD - Infrastructure
Project Preparation Facility (IPPF) “° housed at the African De-
velopment Bank has taken the lead on this initiative. In 2007
50% of the IPPF’s grant approvals were co-financed with
other project development funds, principally a similar fund
housed at the Development Bank of Southern Africa (DBSA),
the PPIAF and IFC. There is scope to do more and collabora-
tion between the IPPF and the EU-Africa Infrastructure Trust
Fund will be an important area of work in 2008.

4 The NEPAD IPPF can only be used for projects with a regional impact



Harmonisation and Alignment

Procedural differences between ICA members and different
sets of engagement rules and policy objectives make the
preparation of projects longer and more complicated with
the need to often navigate through conflicting requirements.
There is generally an absence of common policies and proce-
dures for pooling finance, monitoring and reporting.

An agreement reached between AFD, KfW and the EIB in
2005 provides a good illustration of the efforts ICA mem-
bers are undertaking to improve the speed and efficiency of

DISTRIBUTION OF ICA SUPPORT

cross-border infrastructure provision. The agreement has led
to joint financing, joint planning and joint analytical, appraisal
and supervision work. Importantly it has led to a marked im-
provement in the standardisation and mutual recognition of
procedures for appraisal, due diligence and procurement. A
recent project example which has benefited from the agree-
ment is the construction of a 100km high voltage transmis-
sion line linking Central Namibia with the Zambian Border.
Long term loan financing amounted to EUR35 million from
each Development Finance Institution (DFI) and involved joint
technical appraisal, delegation of tasks to one DFI on behalf
of the others and joint loan negotiations.
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4. CHINA, INDIA AND ARAB PARTNERS

This chapter focuses on the role being played China, India
and Arab countries in Africa’s infrastructure development.
It aims to identify key policy areas and commitments along

China

China continues to play a variety of roles in Africa from trad-
ing partner, donor, financier and investor, to contractor and
builder. Economic and resource factors now dominate Chi-
na’s foreign policy towards Africa.

There is little reliable data on important factors in the relation-
ship - such as aid, debt, and direct investment, complicated
by the fact that China has no centralised aid organisation and
no official definition of aid. There is also a growing trend in
local government funding to Africa which further complicates
attempts to track and quantify investments. Most estimates
of commitments either by the state or private companies are
almost certainly underestimates.

In 2006 China published its first White Paper on Africa. In No-
vember 2007 the China-Africa Summit took place in Beijing.
A number of key Chinese commitments were announced at
the Summit. They included the doubling of ‘aid’ by 2009, pro-
viding concessional credits of $5bn (EXIM) and establishing
a $5bn fund, the China-Africa Development Fund to support
Chinese Investments in Africa.

Under the Beijing Action Plan (2007-2009) China committed
to develop a small number of special economic zones (SEZs)
to serve as centres for Chinese investment. Planning is ad-
vanced for a mining hub in Zambia, a trading hub in Mauri-
tius, with three others planned for Nigeria, Egypt and possibly
Tanzania. These SEZs will require substantial infrastructure
investment, both within the zones and linking them to ports
and regional markets *.

China EXIM Bank

Concessional loans are an important part of the country’s of-
ficial development assistance and the EXIM bank is the sole
institution authorised by the Chinese Government to provide
such loans. Whilst exact data on the exact terms of Chinese
loans is difficult to obtain given the confidentiality of bilat-
eral agreements the World Bank estimate that on average the
grant element is 33%.

with broad investments trends that will impact on African in-
frastructure investment and areas of possible joint work with
ICA members.

EXIM are currently supporting around 300 infrastructure proj-
ects (79% infrastructure) in Africa. Through careful analysis of
press reports corroborated with official statements the World
Bank estimate that EXIM commitments to African infra-
structure were $1bn in 2005, $8.4bn in 2006 and $4.5bn
in 2007. In sharp contrast to projects being funded by ICA
members around 30% went to large scale hydro scheme and
another third to rail projects.

China Development Bank (CDB)

CDB is the largest amongst China’s three policy banks and
it lends on commercial terms. Within China its growth is im-
pressive having reached a total loan portfolio of $215 billion
at the end of 2005 (it was set up in 2004). Around 90% is
directed towards eight key industries: power, road construc-
tion, railway, petro-chemical, coal mining, telecommunica-
tions, public facility and agriculture.

CDB currently has a loan portfolio of around $1bn in Africa
where infrastructure investment is an important part of its strat-
egy. It is busy scoping out new project opportunities having
dispatched over 30 working teams to African countries, includ-
ing Egypt, Nigeria, South Africa, Zimbabwe, DRC, Uganda,
Kenya and Benin. It is also cooperating with the following sub-
regional financial institutions:

e Eastern & Southern African Trade and Development Bank
(PTA)

e Bank West African Development (BOAD)

e (Central African States Development Bank (BDEAC)

e Infrastructure Development Bank of Zimbabwe (IDBZ)

In May 2007 the CDB was designated to manage the $5bn
China-Africa Development Fund.

%0 How China delivers development assistance to Africa, Centre for Chinese Studies, University of Stellenbosch, 2008



CADFund is a commercial financing mechanism - essentially
an equity fund. It will invest directly in Chinese enterprises
which have set up operations in Africa or plan to invest in
Africa and also provide support for African companies en-
gaged in the agriculture, energy, manufacturing, and urban
infrastructure and extractive industry sectors.

Many of China’s largest companies have traditionally been
run by the state although privatisation is happening at pace.
China often uses grants, loans and debt relief alongside com-
mercial investments and preferential trade access to gain re-
sources and build political ties *' .

The World Bank estimates that from 2000-2006 Chinese FDI
was around $20bn with approximately $17bn finding its way
to the oil sector. It increased sharply in 2007. The acquisition
in October 2007, for example, of 20% ($5.6 billion) of Stan-
dard Bank by the Industrial and Commercial Bank of China
(ICBC) demonstrates that China is not only interested in Af-
rican commodities. Chinese private enterprises are also in-
vesting in textiles and mining but also in services, agriculture,
and processing and manufacturing.

The number of private Chinese construction companies is
growing rapidly, as are their size and capacity and they com-
pete actively for construction contracts in Africa %2. On the
contracting side Chinese companies are to be found com-
pleting the majority of Government-backed or financed proj-
ects e.g. EXIM loans, on turnkey arrangements. Chinese con-
tractors have now completed more than 30% of the projects
tendered by both the World Bank and the AfDB.

As the interests of companies are often aligned closely to
those of the state there is evidence that some are prepared
to pay more for raw materials than foreign companies. For
example, the Chinese consortium led by China National Ma-
chinery & Equipment Import & Export in 2007 clinched a $3
billion deal with Gabon to start an iron ore mine at Belinga by
promising to build a 310-mile railway to link it to the coast.
Analysts say that BHP had turned down the project, deciding
it was too expensive.

Coordination with China, is a growing area of activity for the
ICA. In May 2007 an MOU was signed between the World
Bank and China EXIM Bank. The agreement will focus initially
in transport and energy projects in Mozambique, Ghana and
Uganda. Staff exchanges as part of the arrangement are al-
ready taking place between Washington and Beijing.

The AfDB has signed an MOU with China EXIM Bank and
plans to sign an MOU with China Development Bank.

The EC held its first discussions with China on infrastructure
in 2007 which was followed by an EU-China coordination
meeting on regional infrastructure linked to the launch of the
EU-Africa Infrastructure Partnership in Addis.

DFID has an active programme of collaboration with China in
Africa. For example, in the DRC a major road reopening and
maintenance programme developed with the World Bank, the
EU, the Government of DRC, with inputs from the AfDB, will
be launched in 2008. There are plans to collaborate with a Chi-
nese investment consortium in the sector on areas such as
environmental and social impact mitigation and maintenance
capacity building.

Joint-funding of transport corridors, regional energy, and
water supply and sanitation projects designed to help meet
MDG7 will be a focus of continued collaboration efforts.

5T How China delivers development assistance to Africa, Centre for Chinese Studies, University of Stellenbosch, 2008

52 China’s Burgeoning Ties with China, IMF 2008

/49



50/

Whilst China has concentrated in recent years on resource-
based investment India has focussed mainly on capac-
ity building whilst large-scale Indian investments have been
largely private sector, riding on the back of the lines of credit
given by the Indian Government.

This pattern is changing, driven to a large extent by India’s
energy security concerns. Although trade relationships have
traditionally been skewed towards East and Southern Africa,
West Africa has been growing in importance owing to oil im-
ports from that region. In 2008 Indian diplomatic missions will
open in Mali, Gabon, Niger and Burkina Faso.

The first India-Africa Summit in early 2008 launched a new ini-
tiative to improve India’s collaboration with a number of African
countries in the fields of agriculture (particularly irrigation and
water resource management) and regional integration (with
support to infrastructure projects and regional institutions).
India has important experience to offer in these areas particu-
larly when set against the growing threat of climate change.
India is currently the world’s largest market for infrastructure
PPPs — another growing area where Africa will need help and
expertise.

Announced by Indian President Abdul Kalam in 2004 this $
1billion joint-project with the AU was formalised in 2005. The
project aims to develop Africa’s information and communi-
cation technologies by eventually connecting all 53 African
countries (25 currently signed) to a satellite and fibre-optic
network. The project aims to link African countries to Indian
universities and hospitals.

In 2007 Ethiopia was the first African country to benefit. Cen-
tres for tele-education and tele-medicine will be located at
the Addis Ababa University and the Black Lion Hospital re-
spectively, with two other remote centres. The cost of the pi-
lot project for Ethiopia is a $ 2.13 million grant.

At the end of 2007 EXIM had approximately $1.8 billion oper-
ative lines of credit (LOC) for countries in Africa®. Notably this

% Analysis of India EXIM Bank’s website

included around $500 million for Sudan and $250 million for
the ECOWAS Bank for Investment and Development. A large
proportion of these LOC are focussed on infrastructure-relat-
ed investments. Sample deals in 2007 included $20 million
(of total $80m commitment) to the Government of Rwanda to
finance the construction of a hydro power project. $30 million
was extended to Mali for financing electricity transmission
and distribution projects.

Corporate India, by comparison to China, has neither govern-
ment backing nor its balance sheet, so companies have had
to be more selective in where they invest.

Traditionally focused in areas where the native Indian popula-
tion was already active on the continent, this dynamic is now
shifting as Indian companies increasingly seek investments in
non-Anglo western African countries. Trade deals with Fran-
cophone Céte d’lvoire, for instance, are forecasted to grow to
$1 billion between 2006 and 2011.

With Africa poised to make significant investments in infra-
structure projects in the next few year Indian companies are
increasingly looking to win their share of the multi-million dol-
lar contracts on offer. Africa has a land mass that is 11 times
the size of India, which is an indication of the size of the op-
portunities in that continent.

For example, in November 2007 KEC was awarded a $60 mil-
lion turnkey job for the construction of a 400kv transmission
line in Algeria, and two further transmission lines in Namibia
for Nampower. The overseas arm of the Indian Oil and Natural
Gas Corporation is investing $200 million in Sudan pipeline
project.

The annual Indian-Africa Conclave has emerged as an impor-
tant forum for African countries to interact with potential inves-
tors and renowned Indian companies. The 4th Conclave on
India-Africa Project Partnership in 2008 is expected to discuss
a raft of planned infrastructure projects.



Arab Partners

Public investments

Arab National and Regional Development Institutions
have organised themselves into a Coordination Group
with secretariat support provided by the Arab Fund for
Economic and Social Development (AFESD). The Group
meets periodically to discuss ongoing and planned
development projects and publishes, twice a vyear, a

CHINA, INDIA AND ARAB PARTNERS

Summary of Loans and Technical Assistance Extended to De-
veloping Countries by Arab National and Regional Develop-
ment Institutions. Members of the Group are listed in table 4.1.
Together $2.68 billion ws committed in 2007 to infrastructure
projects in Africa (see table 4.1), with 55% of that total going
to road projects The ICA Secretariat has initiated contacts with
the Coordination Group with the view to establishing closer
links and identifying areas of possible joint work in Africa.

Table 4.1 Commitments by members of the Coordination Group in 2007 (US$ million)

For a full list of project commitments see Appendix A6.

Private investments

There is plenty of interest from the Middle East in Africa.
Historically confined to North Africa Gulf investors are in in-
creasingly keen to develop large infrastructure projects and
blue-chip investments across the continent. Gulf investors
could help bridge the gap as project finance is well suited
for Islamic financial instruments, which need to be backed by
physical assets.

On the infrastructure side, Dubai Ports, has invested in Djibou-
ti, Mozambique and Senegal. In telecommunications, Celtel,
one of the largest operators across the continent, is owned
by MTC Kuwait (Zain). South Africa’s Cell C is Saudi-funded
%, UAE companies have already invested about $380 million
in Sudan, across sectors such as telecommunications, bank-
ing, hotels and leisure, infrastructure and manufacturing.

5 Africa Investor 2007

873.9
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50.0
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The hotel and leisure sector is sparking particular interest.
Property investment company Sama Dubai is investing $15
billion in the construction of a new city covering 830 hectares
in southern Tunis. Final investment is predicted to reach $30
billion. The project, located around the old Tunis harbour, will
have space for 500,000 people. Sama Dubai also has a $7
billion portfolio of projects in Morocco, including the $3 billion
Amwaj (hotels, harbour and housing) near Rabat.

Emaar, a Dubai-based investment company, has burgeoning
operations in Egypt and Morocco. In Egypt its portfolio has
grown to over $6 billion and in Morocco is nearly $12 billion. Al
Qudra International, a privately held investment company, re-
cently launched tourism developments in Algeria and Moroc-
co and is expected to announce more in the region by the end
of 2008. Bloom Properties, announced a $5 billion community
development in 2007 located near Algiers. Stretching over
6.6 million square metres the project will feature a mix of
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residential and commercial properties, with educational,
medical and leisure facilities.

Given the sheer scale of many of these investments it is clear
that attempts to track infrastructure and infrastructure-relat-
ed investments in Africa (such as the PPl database) are not
comprehensive and under-estimate levels of investment.



PRIVATE SECTOR INVESTMENTS
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5. PRIVATE SECTOR INVESTMENTS

The overwhelming majority of investment in African in-
frastructure continues to be delivered through tradi-
tional procurement techniques, using public capital. This

Chapter looks at trends and developments in private sector
participation and ongoing bottlenecks to doing more.

Levels of Private Investment

Infrastructure investment in Africa using private capital has
grown over the last decade or so, particularly in the energy and
telecommunications sectors. This has been accompanied by
the privatisation of some monopolies, with attempts at shift-
ing the cost burden from taxpayers to consumers. Long-term
concessions have always been awarded in the roads, ports
and water sectors in a small number of countries, again using
revenues from user tolls or tariffs to provide long-term financial
underpinning of investments.

The World Bank’s Private Participation in Infrastructure (PPI) %°
project database for energy (electricity and gas), transport,
telecommunications, and water and sewerage, estimates
that the investment in Africa from private sources was in the

region of $21.9 billion in 2006. A time of writing this report 2007
data was not available though given the upward trend in both
North Africa and SSA over the last few years it was assumed
that $21.9 billion would be a minimum figure for 2007.

Long lead times and high capital costs in often result in low
financial returns on investment in infrastructure projects. Low
acceptable returns when balanced against risk considerations
can hinder the implementation of projects across all sectors,
but particularly for the energy and water sectors (as can be
seen from the small number of PPl deals). Where essential
infrastructure and customer affordability are to be taken into
account the private sector is often deterred due to the in-
creased risk of non-cost recovery and political interference.

Public Private Partnerships (PPPS)

There is increasing talk in Africa about the need for more pri-
vate finance to help fill the infrastructure gap and the impor-
tance of Public-Private Partnerships. PPPs are increasingly
seen as an essential institutional mechanism to design, build,
finance and/or operate infrastructure facilities hitherto pro-
vided by the public sector. The PPP process usually requires
that the true long-term cost of service delivery is revealed, so
generating a more realistic debate on project selection.

It is still rare to find African governments stimulating private
sector involvement within the context of an overall procure-
ment policy for infrastructure, so that privatisation, conces-
sions, output-based performance contracts and other forms of
public-private partnerships (PPPs) can be assessed alongside
public provision as potential options.

¢ In typical ‘concession PPPs’ the private party charges us-
ers for the use of the asset to recoup its investment, operating
costs and an element of profit. Typical examples include toll
roads, a container terminal or airport concession.

e Afew African Governments are turning to partnerships with
the private sector as a driver to better procurement of public
services e.g. social infrastructure projects. These ‘PFl-model
PPPs’ involve contracting a private party for a period of time
to provide a defined public service that requires significant
investment. Payments are made by the government to the
private party when the service (not the asset) is delivered.
The Governments of South Africa, Uganda, Botswana, Tanza-
nia, Mozambique, Nigeria, Kenya, Egypt, Senegal, Morocco,
Malawi and Mauritius are all at various stages of setting up
specialist units to promote greater use of PPPs. In Egypt the
Government is embarking on an ambitious scheme to deliver
a number of schools and hospitals under a “PFI-model’ — a
deal for 345 public schools is currently at the tender stage.

Set against the level of potential investment demand and the
impressive growth rates in a number of African countries re-
cently, one conclusion is that low demand for infrastructure is
unlikely to be the reason for relatively low levels of private in-
vestment in Africa when compared to other developing regions

% The PPI database is an estimate of the levels of private sector investment based on tracking press
announcements and other media sources of information. It includes management and lease contracts,
concessions, greenfield projects and equity stakes in state-owned enterprises (so called divestitures).
It does not include social infrastructure PPP projects like schools and hospitals.



Table 5.1: Investment value of PPI projects 2000 to 2006.
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of the world. Equally, if the growth of some sectors across the
continent is a guide, the ability and willingness in a number of
sectors for citizens to pay for better quality infrastructure may
not be a constraint. The work that is required is on the supply-
side of private investment, including the obstacles to mobilis-
ing private-sector resources.

Increased private sector participation in African infrastruc-
ture will require governments and donors who support them
to think and behave in new ways. In many countries in SSA
where public sector processes and institutional capacity is

11761.2

weak, the implications for managing the relatively complex
PPP process should not be under-estimated. For example, in
South Africa capital budgets are consistently under spent as
there is not the capacity to prepare projects for public fund-
ing, let alone private. Important pre-requisites for a successful
PPP programmed include a clear policy framework, a legal
system that ensures contracts are effective and enforceable, a
long-term investment plan, and an operating framework within
government to properly manage the PPP process. All of this
needs strong political commitment over the long-term.



In addition to skills shortages other issues such as a sustain-
able pipeline of credible and viable projects, transparent bid-
ding, sound dispute resolution and land tenure are important
requisites for participation by the private sector.

There is often a lack of proactivity in marketing projects. In or-
ganising ‘Financing Transport for Growth’ *¢ — see below - the

ICA Secretariat had a muted response from countries when
prompted to promote transport projects suitable for private
sector participation. After 6 months lead time with the support
of two leading project finance firms only 8 projects across the
whole continent with feasibility studies were identified.

The Infrastructure Consortium for Africa (ICA) held a technical meeting focusing on private sector participation in the
African transport sector on 3-4 December 2007 in Tunis. Priority transport projects which lend themselves to partner-
ships between the public and private sectors were presented.The meeting was successful in promoting dialogue between
sponsors of transport projects and around 100 representatives from the private sector and donors. The projects were:

The Enfidha Port — Tunisia

Mohammedia Port Container Terminal - Morocco

Kazungula Bridge - Botswana / Zambia
Mayumba Port — Gabon

Winelands Toll Road - South Africa
Wild Coast Toll Road - South Africa
Jinja Nile Crossing — Uganda
Djibouti-Ethiopia Railway

The full outcomes statement from the meeting along with details of further up-coming projects can be downloaded
at: http://www.icafrica.org/fileadmin/documents/Transport_Meeting/Outcomes_statement_FINAL_-_Financing_

Transport_for_Growth_in_Africa.pdf

African countries can attract and use more capital if they sig-
nificantly reduce red tape and other regulatory impediments
to private activity. Although progress has been made in re-
cent years, sub-Saharan Africa lags behind other parts of
the world in terms of investment and business climate. 24 of
the 30 countries with the most costly business environment
are in sub-Saharan Africa. A business-friendly environment
would also incorporate non-discriminatory taxation, customs
regimes that facilitate the movement of goods and services,

Major risks cited by private infrastructure financiers in
Africa often relate governmental or quasi-governmental
actions, outside of the control of the private party — these
include regulatory and devaluation of local currency risks.

and regulations that make the labour market more flexible
while safeguarding employee rights. Improving the business
environment for the private sector remains a key challenge
and is crucial for sustained economic development, poverty
reduction and for the achievement of the Millennium Devel-
opment Goals. International Institutions like UNCTAD, OECD,
AfDB and the World Bank group publish regular country or
regional business environment assessments.

Raising debt and equity capital to finance projects in Africa
remains a challenge. With few exceptions, local capital mar-
kets in Africa are currently not suited to financing infrastructure
and mismatched to debt tenors which are on average only 180

56 |ICA meeting, December 2007, all meeting documents available on ICA website

/55



ICA ANNUAL REPORT 2007

days in Sub-Saharan Africa, with a maximum of 3 to 5 years
in certain markets. High transaction costs are also hampering
the development of an efficient market. For example Kenya
Telecom - a sub-LIBOR borrower — would have to pay 7%
transaction costs to access the capital markets. Most African
countries have low or nonex-istent sovereign credit ratings
which restricts their ability to tap both foreign and local curren-
cy markets to raise private finance for infrastructure, especially
long-term debt finance.

Despite being under developed local capital markets do of-
fer the best solution to long-term sustainable infrastructure
financing. It seems certain that given the prevailing political
and economic conditions of many countries in Africa that in-
frastructure projects will continue to need substantial credit
enhancement (for example, through guar-antees), provided
mostly by official agencies, to attract local currency debt.
Africa is poised for more borrowing from State Owned En-
terprises (SOEs) and utilities and it is important that the

The Pan African Infrastructure
Development Fund (PAIDF)

The Pan African Infrastructure Development Fund (PAIDF) is
an African initiative that raises private funds from African re-
sources (in particular pension funds) to invest in infrastructure

Table 5.3: PAIDF investors and amounts committed in 2007

()]
o

relationship between the commercial banking sector and
municipalities/SOEs is strengthened. In most countries in
southern Africa municipalities are authorised to borrow for
infrastructure finance but few do. Lack of resources to pre-
pare projects that will satisfy lenders is often a constraint.
They also need reforms to increase creditworthiness. At the
same time it is important that DFls do not crowd out the com-
mercial banking sector.

In the past two years, the flood of money to infrastructure
funds has been astonishing . The world’s 20 largest funds
now have nearly $130 billion under management with 75%
of it raised in 2006 and 2007. Investment in traditional brown
field opportunities in the developed world will not satisfy de-
mand and bidding for these deals in emerging markets is al-
ready intense. Funds are increasingly looking for opportuni-
ties in the emerging markets. How well will Africa position
itself to benefit from the availability of these large and growing
infrastructure funds?

projects in Africa. The fund was endorsed by the Africa Union
Summit in July 2007 and has so far raised $625 million (table
5. 3) out an initial target $1 billon mark by September 2008 - it
has both debt and equity financing capabilities. The PAIDF is
a good example of how Africans can raise capital themselves
to fund their own infrastructure projects.

250
125
100

57 How investors can get more of infrastructure. McKinsey and Company, February 2008



Africa Finance Corporation (AFC)

The launch of the Africa Finance Corporation (AFC) was an-
other home-grown investment launched in 2007. Modelled
on the lines of the International Finance Corporation it is an
initiative of the Federal Government of Nigeria. A core pil-
lar of this private sector-led investment bank and develop-
ment finance institution is infrastructure where the institution
is looking to increase the number of public-private sector
partnerships to close the infrastructure gap. AFC promotes
private sector investment in power, transport and telecom in-
frastructure projects.

PRIVATE SECTOR INVESTMENTS

User Guides

In 2007 the ICA Secretariat published a user-guide to donor
debt and equity financing for infrastructure %8, funded by a grant
from the Private-Public Infrastructure Advisory Facility (PPIAF).
The guide provides project sponsors detailed information on
the types of financial products which might be available to fi-
nance their projects, who can provide them, and the terms and
conditions on which they are likely to be provided.

In 2007 the World Bank (with support from the PPIAF) pro-
duced a comprehensive review * to what types of risk mitiga-
tion instruments are available, who provides them and how
they might work together. Case studies and in-depth details
of products provided by both of multilateral and bilateral
agencies are provided.

%8 The guide can be downloaded from http://www.icafrica.org/en/publications/
%9 The review can be downloaded from http://www.icafrica.org/en/publications/
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6. TRENDS

This chapter highlights current trends which Africa is experi-
encing and which will have an impact on both infrastructure

priority setting and on the amount of money available on the
continent to finance investments.

Increased Economic Growth

Economic activity in Africa is estimated to have risen by 5.7%
in 2007, and is expected to remain high, at 5.9% in both 2008
and 2009 according to the African Economic Outlook for
2007/2008 . The outlook for much of Africa continues to be
favourable with highest growth registered by the oil exporting
countries. A significant increase in ODA to Africa, driven large-
ly by debt relief, increasing flows of foreign direct investment,
high commodity prices and greater macroeconomic stability
have all contributed to this positive economic outlook.

The World Bank’s report ‘African Development Indicators,
2007’ points to wide variations between countries and high-
lights three distinct groups of countries:

¢ The big oil-exporting countries
e Those with expanding, diversified economies

Rising Levels of External

Based on analyses for this report, the chart 6.1 shows that
in 2007 Africa received a minimum $40 billion of exter-
nal financial support to its infrastructure sector from
all sources. It is most likely that estimates of the levels of
private sector investment to the sector and investments from
emerging economies other than China and India are both
underestimated due to the difficulty of capturing all data.

e And those which have few natural resources, are
conflict-prone and are experiencing slow or no growth

Increased connectivity to regional and global markets through
deeper regional integration offers the best solution to some of
the unique challenges resulting from these variations.

Countries in Africa with high economic growth are turning to
international capital markets to raise funds for infrastructure
projects. Ghana became the second country on the conti-
nent outside of South Africa to sell an international bond in
September 2007, raising $750 million. Gabon’s first $1 billion
bond sold in December 2007 and was priced to pay 8.2%
interest. It is expected that more countries such as Nigeria,
Zambia, Kenya and Uganda will follow the example of Ghana
and Gabon and raise funds for road, rail and power projects.

Infrastructure Finance

Chart 6.1 The big picture - minimum external financial
support to African infrastructure in 2007
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Economic activity between Africa and Asia is booming and
is a major factor in the many of the high growth rates seen
across the continent and the higher rates of investment in
infrastructure. How long will the boom last? Figure 6.2 5" a
graph of steel intensity © versus GPD/capita offers some
clues. The intensity (or demand for steel) tends to fall off once
basic national infrastructure is in place and most domestic
markets have been developed and penetrated. Growth from
then on tends to be in services accompanied by a falling pro-
portion of employment in manufacturing, as evidenced by
mature economies such as the USA and Japan.

The graph appears to indicate that, at around $16,000/cap-
ita the metals intensity of GDP growth tends fall off. Given
that China is only at about one-third up this high intensity
phase, that India is at about a third that of China, and given
that together these countries have a combined population

Chart 6.2 China’s demand from commodities

approaching three times that of the developed countries, then
it would be reasonable to assume that the current global high
metals intensity phase could continue for roughly another 30
years.

Other Asian countries, not included in this estimate, are
also following China and India’s model of offering infrastruc-
ture in exchange for mineral and other concessions. For
example, in Congo-Brazzaville a Congo-Malaysia-Korea Con-
sortium, a venture including the Korean Railroad Corporation
and Korean steelmaker POSCO, is to build a $4bn railway
1,500km from Brazzaville to Ouésso in eastern central Congo
in exchange for oil, natural gas, iron and mining concessions.
Burgeoning middle classes in Asian countries with rising in-
comes and purchasing power are also increasingly buying
Africa’s light manufactured products, its back-office services,
tourism facilities and telecommunications €.
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The high price of oil is a unique opportunity for Afri-
can oil producers to use their windfall gains to speed up
development. Whilst the pace of spending has to be com-
mensurate with the economies’ capacity to absorb large

5" MINTEK, 2007

additional spending programs, some countries will be able to
afford to finance their own infrastructure needs allowing grant
donors to focus on supporting social sectors.

62 Steel intensity is the amount of steel used per unit of gross domestic product, reflecting the demand for steel
83 China and India Go to Africa, H Broadman, Council on Foreign Affairs, 2008
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The negative effects of high oil and food prices on economic
activity will be equally felt by oil importers as well as exporters.

The transportation sector will be the most vulnerable to high
oil prices in African countries given that the majority of goods
are transported by road. Landlocked countries far from the
coast will suffer more as costs to the movement and supply of
goods increase. High fuel cost is also making electricity more
expensive as around 20% of Africa’s installed power genera-
tion capacity is now delivered by diesel-powered generators.
The cost of building infrastructure will also increase as com-
modity prices and the cost of transporting them around the
continent to construction sites increase.

African countries and development partners are at an early
stage of trying to understand and plan for what might be the
main impacts of more climatic variability. Most infrastructures
in Africa continue to be built based on assumptions that the
future climate will be similar to that of the past. Doing things
differently will add an additional layer of complexity to Africa’s
development challenges and an additional layer of cost.

Climate change is already threatening vital infrastructure
such as road and rail networks, water and energy systems.
In the water sector lower annual rainfall in some parts of the
continent reduced the power supply capacity of hydroelectric
dams and could in future reduce the water supply necessary

The dramatic increase in urban populations will mean con-
tinued strong demand for basic infrastructure such as power,
electricity, water and related services, as well as transporta-
tion networks.

Africa’s population stood around 924 million in 2006. It is pro-
jected to reach 1.4 billion in 2025 and 2 billion in 2050. And
urbanisation is increasingly becoming a reality on the African
continent with more and more rural people moving into the

Food riots triggered by high food prices have pushed global
hunger onto the political agenda. The current crisis has high-
lighted the fragility of the world’s food system and their vul-
nerability to shocks. Food prices are predicted to remain high
for years to come. Irrigation is rare except in only a handful of
African countries and its rate of expansion has been slowing
for years. Making better links between the agriculture and in-
frastructure sectors will be needed to increase irrigation which
is key to production in the face of reduced rainfall and higher
temperatures in parts of the continent. In addition, reliable
power supply is required to add value to agricultural products
through processing and cold storage and an efficient road
network to transport goods to markets or international ports.

for cooling of coal-fired power stations. Coastal and inland
flooding, related to excess rainfall, is also a risk for road, rail
and air networks. This is particularly so for the several small
island states in the continent.

Infrastructure represents such a major investment that it is im-
portant to build it to cope with future changes. The cost impli-
cation for African governments and their development partners
will be significant. Recognition of the risks associated with cli-
mate change is a valuable first step towards better planning of
new infrastructure investments and mitigating potential dam-
age to existing infrastructure.

cities mainly to find employment. According to the AfDB, 12-
13 million Africans will leave their rural homes and move to
urban areas in 2008. Many migrants find crowded roadways,
overused public transportation systems, inadequate water
and sanitation services, and a lack of affordable housing.
Modern legislative and planning frameworks to ensure eco-
nomic planning and development will need to be an essential
area of focus for African governments.
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/. CONCLUSIONS

1. Progress has been made on bridging the
financing gap

¢ Africa countries received a minimum of $40 billion in
external financial support to infrastructure in 2007. This
compares well with the $40 billion estimated by the AICD
which concluded that Africa needs minimum investments of
$40 billion per year and another $40 billion being required for
maintenance and operation.

e Commitments by ICA members reached $12.4 billion,
an increase of 61% from the previous year. ODA commit-
ments to sub-Saharan Africa increased by 59%. Multilateral
institutions have continued to play a dominant role, responsi-
ble for 70% of total ICA commitments. The water and energy
sectors received the major share of new commitments. Water
commitments increased by 43%, energy by 62%.

e Record replenishments of multilateral funds (IDA, ADF and
EDF), along with the launch of the EU-Africa Infrastructure
Trust Fund in 2007 will guarantee that the upward trend in
commitments to the sector will continue.

e Non-OECD countries are now a major source of finance
- Chinese commitments alone are estimated to be a mini-
mum of $5.2 billion in 2007. Large scale rail and hydropower
developments dominate China’s project portfolio and could
therefore be considered complementary to support from ICA
members. Although some still question the use of proper so-
cial and environmental standards it should be noted that it is
African Governments in the driving seat - the terms of deals
will to a large extend reflect government’s internal capacity.

e Demand for Africa’s commodities from emerging econo-
mies will continue for the foreseeable future. It is important
that African countries invest the proceeds from com-
modities-stimulated growth into sustainable development,
which will include infrastructure.

2. Africa’s power crisis continues to demand
urgent attention

¢ More generation capacity is needed to address Africa’s chronic
shortage of electricity supply. Investment needs in the sector are
roughly $25 billion per year. Improving the performance of energy
utilities would free up more money for badly needed new invest-
ment and to upgrade existing infrastructure.

e Regional solutions through expansion of international
transmission lines, greater intra-country trade and stronger
power pools are important to reducing capital, maintenance
and operating costs and improving energy security.

3. Action is required now to prevent what
might become ‘Africa’s water crisis’

¢ Increased rainfall variability due to changes in the earth’s
climate has made water management and its sustainable use
a more pressing problem. Negative effects of these changes
are already been experienced in Africa. More water storage
facilities need to be built to help smooth out seasonal varia-
tions of water supply.

e Regional cooperation between countries needs to
improve through increased support to River Basin
Organisations.

¢ Irrigation currently plays a minor role in African agriculture.
One silver lining to high food and fuel prices that are affect-
ing many poor people is that home-grown solutions will be
more attractive. Higher food prices could usher in a new
era of high agricultural production with higher land rents in
productive areas used to maintain rural transport links.

4. A greater emphasis on regional solutions is
needed

e African Governments need to speed up decision mak-
ing and Ministries of Finance allocate resources to pre-
paring and financing regional infrastructure projects.
Helping to sell the benefits of regional infrastructure is im-
portant yet some Regional Economic Communities and the
NEPAD Secretariat often do not receive the annual financial
backing pledged by their members.

e Political will and getting the incentives right are key to in-
creased trade and competitiveness, lower energy costs and
sustainable water access. The politics of security and mo-
nopoly power often provide incentives to maintain the current
status quo.

¢ Inresponse to NEPAD priorities, an increasing share of ICA
commitments, from 5% in 2005 to over 23% in 2007, are de-
voted to funding regional infrastructure.

e A lack of projects prepared to a stage where they are
ready for financing continues to be a significant bottleneck
to building new infrastructure — there are simply not enough
of them either for public, private or public-private financing.
Too often support to project preparation is seen as an issue for
donors. Countries need to commit money and people with the
right the legal, technical and financial skills, to develop their
own projects
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e Effective institutions and reform are as important
as new infrastructure to ensuring better maintenance
of networks and attracting more private sector
finance. In the roads sector, a combination of road funds and
road agencies deliver better road conditions and competition
in the mobile phone market has lowered prices and expand-
ed access. Technical improvements in the ports sector, for
example, will only yield a fraction of their potential without
institutional reform.

e More efficient infrastructure will lower costs, free up domes-
tic finance for investment and encourage more outside invest-
ment. It is also an important component of helping to mitigate
the full impact of food and fuel price rises

e The prospects for more public-private financing ar-
rangements are good, though a large jump in the number
of these deals should not be expected any time soon. Donor
finance will be needed to continue to support African efforts
in legal, judicial and regulatory reforms. Where political and
regulatory risk remains high Governments can still attract the
private sector with performance-type contracts to improve
the performance of public operations.

¢ Most of the new investment needed for cables to con-
nect African countries to the internet and to increase
mobile phone coverage can be met by the private sec-
tor. Technological innovation and liberal policies witnessed
so far in the mobile phone sector will be required in the area
of broadband if similarly impressive rates of growth are to
be recorded. Completing intra-regional and international con-
nectivity is a quick-win with potentially high economic divi-
dends.

e Public and private users are willing to pay for quality of
service which will require the move to market pricing where
conditions allow. Commercialisation of parts of Africa’s road
network, in particular in areas of high demand such as urban
centres and high demand highways must be seen a way of
ensuring sustainability. Governments need to ensure a fair deal
for customers and a level playing field for all private parties.

¢ Innovative financing structures in some sectors, such as
the duel tariff arrangements involving long-term public sub-
sidies, will need to become a common feature if increased
private sector investment is to become a reality.

¢ Urban infrastructure in many of Africa’s cities is already
under strain and the rate of urbanisation is set to increase.

e Governments must ensure that they put in place mod-
ern legislative and planning frameworks. Private sector fi-
nance will be available if the investment conditions are right
whilst the use of targeted government subsidies will be need-
ed to ensure that the urban poor are not marginalised.

e Death by road accidents is Africa’s hidden Killer. African
Governments and ICA members should consider adopting the
recommendation from the Global Commission for Road Safe-
ty to allocate 10% of road construction budgets to safety.

¢ |CA members are working well together on project co-
funding, which could be more effective through routine shar-
ing of project pipelines. More work is needed on harmoni-
sation of procedures and common standards. Cooperation
with China, India and Arab partners is a growing area of
activity for the ICA.

e Better project prioritisation by African stakeholders, in
particular Regional Economic Communities and other spe-
cialised regional institutions based on sound economic and
social considerations would help to better focus donor and
private sector financing and improve coordination.
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