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Methodology

This study was prepared primarily through a review of key documents, data and analyses.
Limited time and resources were available for this broad and far-reaching topic. Therefore
this is not an exhaustive review but rather an overview to identify salient trends that have
emerged, based on available evidence.

The study draws on data published by the OECD DAC database, which collects information
on Official Development Assistance and other capital flows from donor to recipient countries.
It should be noted that the OECD makes an effort to ensure, but does not guarantee, the
accuracy or completeness of the data it makes available. The datasets gathered from the
DAC website were cross-analysed with annual reports from bilateral and multilateral donor
agencies and other publications by the OECD. Donor websites also hold a wealth of
information on donor priorities in infrastructure investment, including historical reports that
served as references for policy shifts over time.

No primary data was collected for this study, nor were any interviews held with officials
representing any donor institutions. Where quantitative data was needed, existing research
was consulted and adjusted with relevant additional data. Where possible the quantitative
analysis of flows and funding to the infrastructure sector were separated into grants and non-
grant instruments, and ODA and non-ODA. Funds were broken down by continent, sector,
income group, as well as fragile and conflict-affected states.

Detailed information on China’s development assistance programmes and the level of
funding given to specific countries is not published by the OECD and is not made available
to the public by Chinese government agencies. Therefore, reports from other sources were
used to assess the nature of China’s development assistance programmes and Chinese
bilateral investment in infrastructure in developing countries. The conclusions that have been
reached in this study would benefit from further research and could help donor organisations
identify areas where more effort is needed to close the infrastructure funding gap.

The following organisations were selected for comparison and Aid Benchmarking: Bilateral
donors: Australia, Canada, China, Germany, France, Japan, Netherlands, Norway, Sweden,
United Kingdom, United States. Multilateral donors: The World Bank, the African
Development Bank, the Asian Development Bank, the European Commission, the European
Investment Bank, the International Finance Corporation, and CDC.
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Report summary

Evidence on Demand was requested to undertake a rapid desk based study to provide a
summary of qualitative and quantitative analyses of DFID’s work in the infrastructure sector
in comparison with other established donors, and to present a global overview of bilateral
and multilateral agencies’ investment strategies in the infrastructure sector. This report
summarises data from the study completed.

Aspirations for sustainable economic and social development are fuelling the demand for
infrastructure across developing countries. Availability and reliability of infrastructure
services is critical to economic growth and the establishment of firms that are competitive in
domestic and international markets. For example, better transport infrastructure improves
access to critical services like healthcare, education and provides access to markets for
agricultural and industrial producers. Moreover, in recent time, public spending on
infrastructure has proven to be a powerful countercyclical instrument to withstand recessions
as shown during the 2008 global crisis.

Despite the wide range of benefits from investing in infrastructure, the sector remains
severely underfunded in developing countries, especially those classified by the OECD as
least developed or fragile states. The current infrastructure gap is estimated at $1 trillion in
low- and middle-income countries and the demand for infrastructure continues to increase as
growth and economic development requires expansion of physical infrastructure and
services to facilitate increased output and absorb more people (Bhattacharya et al. 2012,
p.5-p.10-p.19).

At present, approximately two thirds of infrastructure investment across emerging markets
and low-income countries is financed by domestic government budgets, 20 — 30% by the
private sector and the remaining 8 — 12% by ODA, mainly from Multilateral Development
Banks (Bhattacharya et al. 2012). Aid continues to play an important role in providing capital
finance for sectors for which private finance cannot be mobilised, and in mobilising other
sources of finance from both the private and public sectors.

Figure 1 ODA Sectoral Breakdown, All donors (Bilateral & Multilateral), 2008 & 2012

ODA, Sectoral Breakdown, All donors,2008-2012
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1. UK’s Bilateral Assistance in Infrastructure : Investment Strategy & Perspective
DFID plays a key role in investing in infrastructure that is critical to providing poor people
with access to services, creating jobs and underpinning growth that will lead to poverty
reduction (DFID, 2012, p1). According to the OECD DAC Database on Aid Statistics’, the
UK'’s bilateral disbursements in infrastructure have grown steadily since 2008 from 4% of
total spend to 10% by 2012, embodying the emphasis on infrastructure as a core area for
the country’s bilateral aid strategy (OECD DAC Database 2013).

According to the 2013 DFID report “Connecting People, Creating Wealth: Infrastructure for
economic development and poverty reduction”, DFID’s infrastructure investment strategy is
focused on:

1. Implementing regional connectivity programmes to promote trade and economic
development in Africa and Asia;

2. Supporting urban infrastructure to enable cities to become sustainable centres of
growth;

3. Supporting sustainable service delivery in water and sanitation, roads, energy and
water resources;

4. Developing infrastructure in fragile and conflict-affected states to promote stability;

5. Mobilising finance for the development of low carbon infrastructure.

DFID works with the private sector to increase private investment in infrastructure and
engages with multilaterals to ensure the highest development impact from UK taxpayers’
money (DFID, 2012, p1). Currently, around 50% of DFID’s infrastructure spend is channelled
through multilateral institutions (DFID, 2013, p2). Results from these contributions over the
period 2010-2012 include (DFID, 2013a, p 38):

o AfDB: People with improved access to transport - 34 M (10% DFID contribution)

o AfDB: People benefiting from new or improved electricity connections — 8 M (10%
DFID contribution)

o ADB: Number of new households connected to electricity — 174,000 (5% DFID
contribution)

o ADB: Beneficiaries of road projects — 128 M (5% DFID contribution)

o IDA: Roads constructed and rehabilitated — 34,000 km (11% DFID contribution)

o PIDG: People with improved power supply — 13 M (51% DFID contribution)

According to the OECD DAC Creditor Reporting System, DFID disburses a relatively small
proportion of its total aid budget on infrastructure compared to other donors. For example,
Germany and France disburse 16% and 19% of their aid budgets on infrastructure
respectively. Looking to development partners outside of the EU, Japan, disburses nearly
eight-times (51% of its aid budget) the amount of assistance to infrastructure sectors as the
UK, which designates them as the leading bilateral donor for infrastructure.

1 . .
The OECD makes an effort to ensure, but does not guarantee, the accuracy or completeness of the data it makes available.
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Figure 2 Infrastructure investments as % of Total ODA, UK compared with France & Germany,
2008-2012
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2. Bilateral Donors’ Assistance in Infrastructure : Global Overview

Many bilateral donors place a strong emphasis on MDGs, which do not have a strong
economic infrastructure orientation. The infrastructure sectors included in the MDGs are

water and sanitation and schools.

Figure 3 Sectoral Breakdown of Bilateral Donors’ Assistance in Infrastructure (USD Millions,

2012)
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The review of bilateral strategies showed that Japan has led ODA in infrastructure by a wide
margin over the past few years, and emphasises infrastructure as a pillar of economic
development, from a philosophy that is strongly tied into Japan’s own development path.
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Figure 4 Japan’s Bilateral Assistance in Infrastructure (USD Millions, 2008-2012)

Japan vs. DAC Average Japan Sector Distribution (2008-2012)
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China has become a major infrastructure donor in Africa. In 2011, infrastructure
development was intended for 40% of China’s pledged funds (Rand, 2013, xiv). However,
more data is needed to understand China'’s assistance within the aid context or as state-led
investment.

Figure 5 Bilateral Donors’ Assistance in Infrastructure (USD Millions, Cumulative 2008-2012)
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All of the top recipients of economic infrastructure ODA from both bilateral and multilateral
donors in 2011-2012 were Lower-Middle Income Countries (LMICs) and Upper-Middle
Income Countries (UMICs). On aggregate, India, Vietnam and Afghanistan were allocated
32 % of the total Aid to Economic Infrastructure in 2012.

In contrast, the majority of infrastructure ODA from the UK goes to LDCs. Half of the UK’s
total aid is allocated to LDCs and this share has been on the rise over the past decade, while
LMICs form the second group of UK's infrastructure ODA recipients (31%).

The UK, along with most other donors has made a commitment to assisting Fragile and
Conflict-Affected States (FCAS). Between 2000 and 2010, per capita ODA from all donors to
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fragile states grew by over 10% a year on average and represented USD 50 billion, this is to
say 38% of total ODA to all recipient countries, in 2010.

Figure 6 ODA Channelled to Fragile States by Bilateral and Multilateral Donors (USD Millions,
2008-2012)

ODA Channelled to Fragile States, 2008-2012, USD
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According to OECD DAC data, Japan, France and the United States notably, are the top
three donors for economic infrastructure development in Fragile States in dollar terms, with
Japan and the US dedicating the largest share of their Infrastructure ODA to Transport with
a second priority given to Water Supply and Sanitation, while France mostly contributes to
Energy infrastructure development.

Figure 7 Infrastructure Bilateral ODA to FCAS 2012
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3. Multilateral Donors

Infrastructure funding from Multilateral Institutions has increased significantly over the past
decade.

Figure 8 Bilateral and Multilateral Donors Commitment toward Economic Infrastructure (USD
Millions, 2008-2012)

Evolution of Donors Commitment toward Economic Infrastructure and
services (Trends, 2002-2012)
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However, according to OECD DAC data, the economic infrastructure flows from Multilateral
Institutions in 2012 (1.940 USD Millions) still represented only 1/3 of the size of social
infrastructure investments (5.958 USD Million). These figures must be treated with caution
as different countries use different classifications of economic and social infrastructure.

Figure 9 Sectoral Breakdown of Multilateral ODA in Economic Infrastructure (USD Millions,
2008-2012)
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In 2010, the World Bank Group provided a record level support of $28 billion for
infrastructure and emerged, as a result, as the largest multilateral development financier in
infrastructure for both LICs and MICs. Infrastructure now accounts for about 40 percent of
the World Bank Group commitments (World Bank 2012a, p.4).

On average, Multilateral Institutions’ investments in economic infrastructure have continued
to increase and most of them mentioned it as a key priority area, for the years to come, in
their 2012 — 2013 Annual Reports.
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