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FOREWORD

Globalisation is now well understood as the transformative economic force of our age. 
So, too, are many of its consequences: the emergence of vast numbers of people around 
the world from poverty; urbanisation, industrialisation and the growth of a new 
emerging-market middle class; and rapidly rising demand for energy, food and industrial 
raw materials. Perhaps the consequence that is least understood and most deserving 
of attention is the need these developments create for new infrastructure - roads, ports, 
communications, power and water - to handle increasing trade flows and to cater to 
citizens’ rising expectations. 

As this white paper commissioned by the Trafigura Group demonstrates, infrastructure 
development is a vital factor for economic and social progress, with far-reaching effects 
on the growth potential of the global economy and on individual countries’ welfare. 
As it also shows, the world currently faces a massive deficit of infrastructure investment, 
especially in the emerging economies of Africa, Latin America and large parts of Asia. 

The authors calculate that developing countries need to double existing annual spending 
on infrastructure to 6-8% of GDP by 2020 to keep pace with expected demand. The 
question arises as to how this massive investment is to be funded and executed. 

Historically, the public sector has taken the lead in infrastructure development in 
both industrialised and emerging countries. It has become clear in recent years, however, 
that governments are no longer able to play such a dominant role. In part this is because 
public sector finances are everywhere under pressure, but it also reflects a realisation 
that governments are not always the optimal agents for efficient delivery of significant 
infrastructure projects. The search is on, therefore, for alternative solutions.

That is the background against which Trafigura asked Llewellyn Consulting to conduct 
this research. Our core business is trading vital commodities such as oil products, metals 
and minerals, but increasingly we are also investors in infrastructure – from oil storage 
farms and metal warehouses to ports, railways and barge systems. Infrastructure 
investments are central to delivering the logistical and trading services we provide. 

Where a bottleneck impedes supply, we will invest to remove it, in the process 
connecting new suppliers to global markets. Our Puma Energy affiliate runs a network 
of midstream and downstream fuel supply assets in fast-growing markets around the 
world. Our Impala Terminals and DT Group subsidiaries are building storage terminals, 
transport links and port facilities in Latin America, Asia and Africa. 

We are thus as interested as anyone in demonstrating the benefits of infrastructure 
investment to the wider economy – and the opportunity costs of failing to invest in 
such assets. Increasingly, we are partnering with governments, bringing deep financial 
resources and practical expertise to help them address their infrastructure needs. 

It is our hope that this white paper will contribute to an informed debate about the 
important role of infrastructure in fostering development, and will encourage the search 
for innovative public-private partnerships in this area. Since the emerging-market growth 
that is fuelling demand is unlikely to abate in the foreseeable future, solutions will be 
at a premium in coming years. In this spirit I commend this report for its valuable in-
sights, and trust you will find it both informative and thought-provoking.

Claude Dauphin, Executive Chairman, Trafigura
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AUTHORS’ NOTE

Infrastructure investment is a hugely important topic for the global economy, and 
especially the developing world. From an economic perspective, there are two over-
riding points to emphasise. First, done well, infrastructure investment is unambiguously 
a ‘good thing’. Second, there is a dearth of it: and this is particularly the case in the 
poorer nations. 

This study seeks to demonstrate how well-executed infrastructure spending can 
exert a powerful influence, on both aggregate demand and aggregate supply, and in 
the process promote economic development and help to ameliorate extreme poverty. 
This is especially the case with projects that span national borders, and thereby encourage 
international and inter-regional trade.

The study also documents that the world is suffering from an enormous shortfall 
of appropriate and efficiently-run infrastructure assets. And this shortfall is likely only 
to increase, given rapid population growth, increasing urbanisation, and the burgeoning 
exigencies of climate change. This widening deficit extends to all the major infrastructure 
categories − energy, water and sanitation, telecommunications, and transport − and 
it is in the most under-developed areas of the world, many of which are in Africa, that 
the greatest transformation is required. 

Unfortunately, working out how to meet these burgeoning requirements is by no 
means straightforward, whether for economists or policymakers, involving as it does 
vexed and complex matters of how, and by whom, the associated projects are to be 
planned, financed, sequenced, overseen, and managed.

The third and final section of the study confronts these difficult issues, and suggests 
some practical solutions. One conclusion in particular shines through: if the developing 
world’s cavernous infrastructure gap is to be ‘bridged’, then the public and private 
sectors and international institutions will necessarily have to come together to pool 
their resources, their experience, and their expertise, in a mutually beneficial and 
reinforcing manner. 

Furthermore, as part of this pooling process, it would be wise to tap into the know-
how of a multinational corporate sector that has long demonstrated capability in this 
area, and which has over recent years become increasingly aware of global citizenship 
responsibilities that extend some way beyond those owed to its immediate shareholders. 

To bring out the main issues clearly, it is necessary to ‘fly over the subject at the right 
height’. This we hope we have done, even if in so doing we have had to truncate the paper 
in various areas, each of which could have been a subject of study in its own right.

The principal authors are Russell Jones and Camille Viros. Edited, and approved for 
publication, by John Llewellyn and Preston Llewellyn.
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 THE ECONOMIC CASE
• The full importance of infrastructure investment is only now 

starting to be properly recognised. For infrastructure plays a 
fundamental role in developed and developing countries alike 
in economic growth. Infrastructure investment is important on 
a number of levels. It is a vital facilitator of, and often an active 
catalyst for, economic and social progress, with the ability to 
transform a country’s welfare and development. 

• The overwhelming evidence from quantitative analyses is that 
infrastructure investment can exert a powerful positive influence 
on both aggregate demand and aggregate supply, and thereby 
help developing economies spring the so-called ‘Middle-Income 
Trap’.

• Benefits to economic growth and development can be broader 
and more enduring than just short-term demand management 
and additions to an economy’s capital stock. For example:

- Good infrastructure can reduce the costs of production, 
enhance competition, expand trade, encourage economies 
of scale and the division of labour, foster the diffusion of 
new technologies, encourage better organisational 
practices, and provide access to raw materials and other 
resources.

• Evaluating its precise impact is complicated: influences vary 
from country to country and sector to sector.

• The development of energy, water, transportation, and telecom 
assets can all exert significant positive effects. Energy 
infrastructure has the most powerful impact on the output and 
productivity of all these sub-categories. 

• Quantity is only part of the story − much hangs on efficiency 
of implementation and institutional arrangements. 
Unfortunately, emerging market (EM) infrastructure strategies 
have, so far at least, proved rare. They have lacked coherence, 
and there has been a tendency to focus on new, large-scale, 
prestige energy and transport projects which, while doubtless 
impressive to behold, have frequently been beset by corruption 
and have provided limited employment benefits.

• Operation and maintenance also play a key role in successful 
infrastructure programmes by extending the lifespan of the 
existing capital stock and thereby reducing the new for new 
gross investment.

GLOBAL AND REGIONAL REQUIREMENTS
• Emerging countries’ infrastructure requirements are colossal; 

meeting them is crucial to their future development.

• Infrastructure requirements will be driven by demography, 
urbanisation, trade, and climate change.

- The world’s population is likely to rise from around 7 billion 
today to some 9.6 billion by 2050, and most of this growth 
will occur in the developing regions.

- Today half of the world population lives in cities: by 2050 
more than two-thirds of all people will be urbanised.

- So-called ‘South-South’ trade has been increasing rapidly, 
outpacing ‘North-South’ trade since 2007.

- Since 1990 global CO2 emissions have risen by more than 
50%, with the developing countries accounting for most of 
this increase. 

• Globally, infrastructure outlays equivalent to some 3.5% of 
global GDP per year are required to 2030. 

• In developing countries, the requirement is even greater: a 
doubling of existing outlays to 6-8% of GDP per year. Half of 
the shortfall is in the electricity sector; the remainder is split 
between transport, water, and telecoms.

- Nearly 70% of the population in developing countries has 
no access to electricity.

- Road connectivity remains low, particularly in rural areas.

- Nearly 800 million people are without access to an 
adequate, safe water source.

- In the telecoms sector, mobile phone penetration is a bright 
spot, but Africa remains a conspicuous laggard.

• Africa has the poorest infrastructure in the world, with power 
and water supply the two main challenges. It lags well behind 
all other regions in all infrastructure sections, and the gap 
continues to widen.

• Latin America’s access to basic infrastructure is good, but 
transport linkages remain a big problem not only within 
countries but also, just as importantly, between countries. And 
in the energy sector the region continues to consume far more 
than it produces.

• Asia has seen significant progress in infrastructure access, but 
it is struggling to keep pace with its rapid growth. However, 
the picture varies considerably from country to country, and 
there is a marked contrast between the southern (lagging) 
and the eastern (leading) regions. Access to electricity remains 
the major issue.

EXECUTIVE SUMMARY
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ACHIEVING A STEP CHANGE
• A combination of inefficiencies and constraints on the public 

finances are conspiring to limit the public sector’s role in the 
sponsorship and delivery of infrastructure assets in most 
developing countries.

• Resources have habitually been misallocated across sectors, 
across regions, and over time in the face of malign political 
interference and inadequate governance. 

• A particular problem for resource-exporting countries is that 
they have systemically failed to sustain counter-cyclical fiscal 
policy in the face of large swings in commodity prices. 

• Moreover, since the global financial crisis the conventional 
banking sector has been constrained by tighter regulation, 
including more demanding capital ratios, and a general move 
to a more conservative approach to lending. 

• All this has left a financing ‘hole’ which can be filled only by 
other elements of the private sector. 

• Companies have long been involved in the physical delivery of 
infrastructure assets as contractors to governments, or to 
support their own businesses. But a broader application by the 
private sector, of both financial sector resources and practical 
expertise, is needed if emerging market infrastructure is to 
develop adequately.

• Such resources and expertise are available in many cases, 
but harnessing them such that they work to the benefits of 
both parties − government and the private sector − requires 

innovative approaches both to financing and to project 
management. 

• In emerging-markets infrastructure project finance and delivery 
are especially complex and challenging. Serious barriers to EM 
infrastructure investment include:

- Political and sovereign risks;

- The limited number, and sporadic nature, of suitable 
projects – in particular too many ‘greenfield’ schemes;

- Inadequate government guarantees to mitigate private 
sector risks; 

- Regulatory instability;

- Lack of appropriate financing vehicles; 

- Investor ‘short-termism’; and

- Lack of adequate transparency and data across the sector 
as a whole.

• Nevertheless, there clearly are opportunities for: 

- The institutional investment sector, both in the developed 
and the developing world; 

- Sovereign wealth funds;

- Multilateral development banks; and

- The multinational corporate sector.

Shipping vessel unloading, Durban, South Africa
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A country’s infrastructure development is 
important on a number of levels. It is a vital 
facilitator of, and often an active catalyst for, 
economic and social progress, with the ability to 
transform a country’s welfare and development.

• Infrastructure investment can exert a powerful 
influence on both aggregate demand and 
aggregate supply, and help developing economies 
spring the so-called ‘Middle-Income Trap’

• Benefits to economic growth and development 
can be broader and more enduring than just 
short-term demand management and 
additions to an economy’s capital stock

• Evaluating its precise impact is complicated: 
influences vary from country to country and 
sector to sector

• The development of energy, water, 
transportation, and telecom assets can all 
exert significant positive effects 

• Quantity is only part of the story − much 
hangs on efficiency of implementation and 
institutional arrangements

• Operation and maintenance also play a key 
role in successful infrastructure programmes

INFRASTRUCTURE:  
A FORCE  
FOR GOOD

The Economic Case

Bridge construction, Panama



8

A MULTI-FACETED ROLE IN DEVELOPMENT
It is widely held that a country’s infrastructure is central to the functioning of its 
economy and to the welfare and development of its population. 

A broad definition of infrastructure includes both physical (tangible) and non-physical 
(non-tangible) assets. It can be thought of as the economic arteries and veins that 
enable people, capital, commodities, manufactures, water, energy, information, and more 
to move efficiently both within, and into and out of, a country. It therefore includes the 
assets that underpin the economy’s networks for transport; energy generation, distribution 
and storage; communications; waste management; and water distribution and treatment. 
Arguably, the most important elements extend to major roads, railways, airports, seaports; 
power stations and power lines; the telephone system and internet; household and business 
water supply, sewerage and waste disposal; flood defences; and intellectual capital. Most 
economists would also include ‘social infrastructure’ on the list, namely housing; hospitals; 
schools; universities; the legal system; government research institutions, and more. 

From an institutional investor’s point of view, there is little doubt that ‘social infrastructure’ 
should indeed be included in the definition. For such investors, it is the associated long-dated 
cash flows associated with the underlying assets that matter most, and ‘social infrastructure’ 
is just as capable as any other form of infrastructure of delivering these. 

Although, as will become clear later in this report, private sector entities can be 
involved at every level of infrastructure provision, Government much of the time plays 
a central role in both planning and financially sponsoring infrastructure projects, as 
well as in defining the regulatory regime within which they operate and develop. This 
reflects the fact that infrastructure investment is on a number of levels of national 
importance. In particular, it is not just an end in itself but a vital facilitator of, if not an 
active catalyst for, economic and social progress.

Investment and, within that, infrastructure spending can be a crucial element of 
macroeconomic stabilisation policy, especially given its short-term ‘multiplier’ effects 
on aggregate demand. As the post-global financial crisis period has underlined, these 
can be considerable. And it also adds to an economy’s immediate productive capacity. 

Multiplier values tend to be larger when the nature of the investment is such that 
much of the value is added locally, rather than imported; and when the economy has 
appropriate spare capacity. The quality, nature, and timing of the investment all typically 
influence the overall multiplier.

Thus the full range of influences on the value of the short term multiplier is wide. 
The multiplier will tend to be larger:
• For public investment than for other fiscal policy measures; 
• When the stance of monetary policy is easy;
• When the private sector is unable or unwilling to borrow;
• If unemployment is high; and
• If the economy is working below full capacity.

Empirical estimates made before the 2008 crisis place most infrastructure multipliers 
in a broad range from 0.5 to around 1.5. Interestingly, however, more recent, post-crisis, 
estimates have found values as high as 2.0 or more (See IMF, 2010. Effects of Fiscal 
Stimulus in Structural Models. IMF Working Paper 10 (73).

In all likelihood, however, such studies underestimate the ultimate, long-run effects 
of infrastructure spending: while they capture the expenditure effects of infrastructure 
investment (and hence are sometimes called “short-term multipliers”), they rarely 
capture important longer-term impacts on productive potential and productivity. These 
can be considerably greater, but are notoriously difficult to quantify with precision.

Interestingly and importantly, however, empirical evidence and analysis suggests that 
infrastructure investment can have broader, more enduring, consequences for growth 
and development, over and above those arising from short-term demand management 
and simple additions to an economy’s capital stock. Infrastructure investment can also 
be considered to be an element of structural policy in that, when undertaken efficiently, 

The Economic Case

Infrastructure is vital for 
economic success …

… influencing both 
demand and supply



9

it enhances the productivity of human and physical capital.1 It does this by:
• Reducing the costs of production and enhancing competition in markets;
• Expanding trade, and encouraging economies of scale and the division of labour;
• Producing a more efficient allocation of activity across regions;
• Fostering the diffusion of new technologies;
• Encouraging better organisational practices in business and beyond; and
• Providing access to new raw material and other resources. 

Appropriately delivered infrastructure can also help in a number of other areas, 
including reducing poverty and inequality, addressing the burgeoning challenges of 
climate change, and encouraging the ‘greening’ of an economy. 

The corollary, of course, is that poor or inadequate infrastructure can constrain a 
country’s economic development, by encouraging congestion, restricting trade and 
innovation, increasing transport costs, undermining the reliability of power supplies 
and telecommunications, polluting water, and leaving workers unhealthy and poorly 
educated, if not impoverished and cut off from mainstream society. 1

THE EFFECTS ON OUTPUT, JOBS, AND INEQUALITY 
Quantifying the impact of infrastructure on an economy with any degree of precision 
can be problematic. There are many technical and data-related pitfalls to overcome. 
These include: 
• Choosing the most appropriate econometric modelling technique; 
• Deciding on which ‘explanatory’ variable(s) to use: i.e. whether to use the level of GDP 

or the growth rate, output per head, or some other measure of productivity;
• Whether to measure infrastructure in physical or monetary terms; 
• The frequent absence of data with statistical properties that are constant over time, 

known as data stationarity;2

• Questions of direction of causality – richer countries can, for example, usually afford 
better infrastructure than can the poor; and 

• A general lack of data on stocks and valuations of certain types of infrastructure in 
many countries, especially those at less advanced stages of development.

As a result, economists have often had little option but to focus their attention on the 
influence of public sector capital, or certain relatively data-rich sub-categories as proxies for 
overall infrastructure. But this can generate misleading results. Public sector capital is often 
very broadly defined, extending to areas such as police or fire stations and public housing, 
office and warehouse stocks, which are of negligible long-term importance to growth; 
while private sector infrastructure investment has accounted for an increasingly significant 
proportion of the total over recent decades and its share is only likely to continue to expand.

The Economic Case

Measuring 
infrastructure’s impact  
is difficult

INFRASTRUCTURE IMPACTS: A SUMMARY1

Source: Llewellyn Consulting
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Both anecdotal evidence and a range of econometric analyses strongly support the 
notion of a significant positive relationship between infrastructure investment and 
economic growth. It has also been widely touted as a key catalyst in enabling developing 
countries to spring the so-called ‘Middle Income Trap’. Many hitherto rapidly-growing 
economies have tended to stagnate at middle-income levels − ‘middle Income’ being 
defined by the IMF as per capita income between $2,000 and $15,000 in 2005 purchasing 
power parity (PPP) dollars. 2

Of the 52 middle income countries in 2010, perhaps 35 (nearly 70%) of them were in 
the ‘Middle Income Trap’. But middle-income status does not automatically result in economic 
slowdown: Japan, Hong Kong, Singapore, South Korea, and Taiwan have made it through 
to high-income status. The implementation of good structural polices is vital in springing 
the trap. And efficient infrastructure development is a key aspect of this process.

However, specific estimates of infrastructure’s constructive influence are no doubt 
affected by: the quantitative method adopted; the breadth of the definition of 
infrastructure used; the sub-categories of infrastructure spending focussed on; and the 
level of development of the countries under consideration. 

There is also considerable evidence of non-linearity in the relationships explored. 
For example, the more developed the economy, the greater is the existing stock of 
infrastructure and the lower the payoff from additional infrastructure outlays. That 
said, the more developed the economy, the more that infrastructure investment can 
pay off by reducing factors such as ‘bottlenecks’, diseconomies of scale, and technological 
lags: but at the same time these factors can complicate the conduct of any assessment.

Further difficulties in quantitative assessments include the extent of the exploration of 
associated regional and country-wide network externalities; and the time period within which 
they are examined. Some infrastructure-related effects can take decades to become fully 
manifest: ceteris paribus, the longer the period of study, typically the more positive the outcome.

Overall, the narrower the definition of infrastructure that is used – that is to say the 
more the focus is on immediately productive ‘conveyance assets’ rather than broader 
characterisations of the capital stock – the larger the effects seem to be. Furthermore, 
some specific infrastructure sector pay-offs appear particularly impressive. 

In a meta-analysis of comparable studies of the influence of public capital, Bom and 
Lighthart (2009) conclude that the aggregate effects on output are relatively modest. 
Their results suggest that the average output elasticity of public capital is only 0.08 
– i.e. a 1% increase in the stock of public capital leads to an increase in GDP of 0.08%.3

However, this overarching average figure masks much larger impacts for certain 
sub-sectors of public capital formation, and in particular those falling into narrower and 
‘harder’ definitions of infrastructure investment, such as road and rail networks and port 
facilities. For studies focussing on these areas of spending more specifically, the elasticity 
of growth can be some 2½ times the overall average for total public capital. 

Note: GDP per capita is in 2005 PPP adjusted terms. The slope of each series reflects the growth rate. Period 1 is defined as the year when
GDP per capita for the country considered reached US$ 3,000 in PPP terms.

Source: IMF Asia and Pacific Regional Outlook 2013
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Similarly impressive results have also been recorded where the elasticity of GDP per 
worker with respect to more restrictive definitions of infrastructure is concerned, while 
further studies have found that differences in the overall efficiency of infrastructure 
resources can explain anything between 25% and 40% of the growth differential 
between slow- and fast- growing economies.4 

Sectoral assessments of the importance of infrastructure have typically concentrated 
on four areas: energy; water and sanitation; telecommunications; and transport.

Energy
The importance of power generation, transmission and distribution to human 
development has long been documented in any number of case studies and cross-
country econometric studies. The overwhelming conclusion is that, because of its 
particularly large-scale network effects, energy sector infrastructure has the most 
powerful impact on output and productivity of all the sub-categories examined. 

This should not be surprising, given that energy is such a key input into the operation 
and development of other infrastructure sub-sectors. For example, water is often 
distributed by electric pumps. Supranational energy products seem to exert especially 
significant effects at all stages of development. 

Water and sanitation
This is the least examined infrastructure sub-sector. Yet clean water and adequate 
sanitation are essential for irrigation, food security, and limiting the spread of water-borne 
diseases. They play a crucial role in the health of a population, which in turn greatly affects 
labour productivity. However, the link with economic growth is more indirect and extended 
than for other sectors. Among the few studies published, the evidence on the effects of 
water and sanitation on developing-economy growth is rather mixed. 

Telecommunications
A plethora of data has led to the impact of telecommunications infrastructure on 
growth in developing economies being especially well-documented. Most studies find 
impressive effects on both the level and growth rate of real GDP and on labour 
productivity. However, the precise payoffs vary considerably across regions and countries, 
and are often determined by the level and the effectiveness of regulation of the sector. 

This is particularly the case with fixed and mobile telephony and internet-related 
investments, where the faster the access to high speed internet, the stronger the ultimate 
effects on overall output. Yet many developing countries fail to manage this well.

Transport
For developed countries, the estimated growth effects of transport investments are 
modest, in large part because transport stocks are typically already mature. The major 
impact at more advanced stages of development stems from improved quality, 
addressing specific bottlenecks, or capturing new network or supranational effects not 
internalised in the original project design. 

In the developing world, the results of econometric studies are rather different. Roads and 
railways have long proved important in the reduction of regional development disparities, 
both within and between countries, while port quality has proved central to trade facilitation.
Supranational transport projects seem to exert especially-significant positive effects, 
as indeed do multi-modal transport schemes that combine port plus road or port plus 
railway initiatives. It is doubtful, however, that most of the econometric techniques employed 
fully capture the related long-term network externalities of transport infrastructure.

Numerous studies have been conducted on the short-term impact of infrastructure on 
job creation in the developing world. They suggest that the effects will depend, inter alia, 
on: the particular infrastructure sub-sector under review; the type of technology employed 
on a project; ‘leakages’, such as the share of equipment and materials imported from abroad; 

The Economic Case
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the split of skilled versus unskilled workers employed, and their respective real wage levels. 
Overall, the evidence suggests that energy generation and transport investments, 

while undoubtedly central to long-term competitiveness, productivity, and economic 
growth, tend to generate relatively few additional jobs in the short-term. 

The World Bank estimates that infrastructure investment packages that combine 
sectors can generate, on average, between 4,000 and 50,000 annualised direct and 
indirect short-term jobs (depending on sectors and wages) for each billion US dollars 
spent. However, an investment of $100 million in a coal-fired power plant generates 
under 100 direct and indirect short-term jobs for countries that have to import the 
necessary technology. By contrast, an investment of the same amount in the network 
expansion of water supply generates about 10,000 direct and indirect short-term jobs.5 

Notwithstanding the uneven impact on short-term job creation, empirical studies 
suggest that infrastructure can exert a significant positive effect on the income and 
welfare of the poor. For example, Gini coefficients6 and income shares have over an 
extended period been significantly negatively correlated with indices of both infrastructure 
stock and quality. 

What is more, these conclusions hold when infrastructure is disaggregated. Similarly 
encouraging results have been obtained for infrastructure stocks in telecommunications, 
power and transport, and especially for road and rail transport, for example. 

Of course, correlation does not prove causality: but there are sound reasons for 
expecting the causality to run from infrastructure investment to lower inequality, rather 
than the other way around. By reducing production and transport costs, infrastructure 
can help to connect the impoverished, indeed entire underdeveloped areas, to core 
economic activities, in the process enhancing longer-term job opportunities and income 
prospects, and raising the value of individuals’ assets, such as their agricultural output.

Moreover, the process goes beyond potential earning power and wealth. By facilitating 
better health and education, improved infrastructure can also help to enhance the 
quantity and quality of human capital. Improved infant and maternal mortality rates 
have been shown to exert powerful effects over time on the available workforce. Meanwhile, 
improved electricity supply allows more time for study and access to computers, thereby 
raising educational levels and encouraging the honing of specific skills.7

All this said, infrastructure development does not always help the poor. Outcomes 
are dependent on the structure and efficiency of programmes. Unfortunately, emerging-
market governments, on occasion with the explicit endorsement of the multilateral 
development banks (MDBs), have all too often focussed unduly on new large-scale 
‘prestige’ energy and transport projects which, while no doubt impressive to behold 
on completion, provide limited employment benefits. 

Moreover, historically large ‘prestige’ projects have frequently been associated with 
questionable economics (e.g. poor cost-benefit analyses), corruption, and cost over-runs 
that ‘crowd out’ other projects and impose an onerous burden on taxpayers. They can 
also impose heavy disruptive burdens on local communities and the environment during 
the construction phase, if not beyond.

Equally, infrastructure investment choices have often been driven by short-termism. 
In order to exploit immediate political gains, (i.e. in advance of important elections or 
when a particular regime is at risk), governments have chosen to invest in projects 
which encourage a burst of employment for a few months, but have limited follow-
through, or for that matter little or no potential to deliver productivity growth and 
total economic return.

Meanwhile, decentralised, diversified, micro solutions to infrastructure shortfalls, 
that can be especially job-rich in areas such as rural agriculture, agricultural processing, 
and tourism, and which can strengthen institutional capacity and climate resilience, 
often tend to get overlooked or crowded out because of a lack of finance.

The Economic Case

But only if it is 
appropriately focussed

Multi-sectoral schemes 
provide the most jobs

Infrastructure can 
transform the poor’s 
prospects
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QUALITY AS IMPORTANT AS QUANTITY
In reviewing these considerations, it is clear that simply seeking to raise infrastructure 
investment levels by some notional target figure, or boosting infrastructure investment 
as a share of GDP, without attention to the underlying fundamentals of efficient 
allocation and utilisation of resources, risks not producing the hoped-for impact on 
growth and job creation. Investing in infrastructure can be excessively costly, and 
even wasteful, if resources are channelled towards projects that do not add value to 
the economy. 

Similarly, notwithstanding the findings of various sectoral studies, maximising the 
impact of infrastructure investment on development cannot just be a case of focussing 
on the sub-categories that on average appear to have generated the largest pay-offs 
across a selection of economies. At different stages of development, different kinds of 
infrastructure need to be prioritised in order to sustain growth and productivity and 
facilitate catch-up with the more advanced economies. Equally, however, at different 
levels of development, the growth and productivity pay-offs of different sectors of 
infrastructure investment can vary greatly across regions and countries. 

Clearly, therefore, infrastructure effectiveness is influenced by a range of exogenous 
considerations. The evidence is that differences in institutional quality exert a significant 
impact on the growth and productivity dividends of sectoral investment decisions. 
Identifying an economy’s major supply-side bottlenecks needs to play a central role 
in the allocation of scarce resources to infrastructure. When done well, comparatively 
small improvements in infrastructure networks can deliver relatively large 
growth dividends.

DEVELOPING A SUCCESSFUL INFRASTRUCTURE PROGRAMME 
IS HARD
The implication of the issues considered above is that, in addition to taking into account 
issues of short-term macroeconomic resource utilisation and the financial resources 
available, the optimum approach to framing a comprehensive infrastructure policy in 
a developing economy is to aggregate detailed sectoral and micro supply-side diagnostics 
– the result of detailed project cost-benefit analysis − into a coherent national 
infrastructure programme. Good planning and prioritisation of investments and sound 
project selection and implementation will significantly enhance the magnitude and 
durability of growth and job benefits, and raise the return on scarce resources. 

Unfortunately, the evidence is that few, if any countries − even in the developed 
world – do this anything like as well as they might, although some appear to do so 
within individual sectors.

Just investing in new infrastructure is not enough; countries need to operate and 
maintain their infrastructure efficiently in order to maximise the longer-term benefits 
from the investment. Indeed, there is considerable evidence that infrastructure gaps 
can often be more effectively plugged via better maintenance and efficiency 
improvements to the existing stock of assets than the construction of new assets. It is 
also clear that better management of the demand for specific infrastructure projects 
or sub-categories through improved pricing can both enhance the efficiency of existing 
assets and bolster utilities’ financial capacity for effective operation and maintenance. 

Poor maintenance has two over-riding consequences. 
• First, it reduces the lifespan of the existing stock of infrastructure. Indeed, the present-

value cost of rehabilitating infrastructure can be up to an order of magnitude greater 
than the cost of regular maintenance of the same assets. 

• Second, it implies higher operating costs and diminished returns on private capital 
using poorly-performing infrastructure services. In the long term, the potential exists 
for a negative impact of infrastructure on growth if assets are not operated and 
maintained well and resources are not allocated efficiently.

The Economic Case

Efficient emerging 
market infrastructure 
strategies are rare

They require detailed 
cost-benefit analysis …

… and appropriate  
‘after care’

1 Egert, B., Kozluk, T. and Sutherland, D., 2009 
and Calderón, C. and Servén, L., 2004.

2 To facilitate time-series analysis, the data 
must be ‘stationary’. This means that its 
statistical properties such as the mean, 
variance, and autocorrelation are all constant 
over time.

3 Bom, P.R.D. and Lighthart, J.E., 2008.
4 Straub, S., 2011; Calderón, C., Moral-Benito, 

E. and Servén, L., 2011; and Estache, A. and 
Garsous, G., 2012.

5 World Bank, 2014a.
6 Gini coefficient measures the extent to which 

the distribution of income or consumption 
expenditure among individuals or households 
within an economy deviates from a perfectly 
equal distribution. A Gini coefficient of 0 
represents perfect equality, while an index of 
100 implies perfect inequality.

7 Calderón, C. and Servén, L., 2004. 


