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ABSTRACT

Infrastructure projects are a strategy for growth used worldwide. Despite high levels
of global savings, financing gaps in infrastructure development continue to exist. This
gap is in large part the result of inadequate policies and processes. Issues with in-
frastructure project pipelines, governance, national budget commitments, land use,
and sustainability costs are important factors that inhibit domestic and global capital
flows into infrastructure projects. Multilateral cooperation among governments and
development banks can facilitate an environment where policy, regulation, market,
and capacity elements support capital investments. The Group of Twenty (G20) can
take the lead in supporting such muiltilateral cooperation through a framework that
connects initiatives in finance, multilateralism, trade, and infrastructure tracks in the
G20 process.
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CHALLENGE

Infrastructure projects are an international strategy for growth and bring high rewards
and innovation into different sectors of an economy. These are recognized pathways
for narrowing development gaps among regions and raise the development indices
of vast numbers of people. Quality infrastructure—whether related to transport, water,
energy, digital, or social ties—is indispensable for the achievement of the Agenda 2030
and its 17 Sustainable Development Goals. Investing in infrastructure helps integrate
national markets and provides connections to global value chains. Infrastructure
growth is trade-enhancing and enables direct investments into countries.

Planned infrastructure development improves the productive potential of the
economy but requires careful calibration of cost and benefit, quality infrastructure,
land acquisition, sustainable financing, and project transparency. Regulatory policies
and capacity issues also need to be considered. Promoters of infrastructure projects
and prospective investors are usually left on their own to achieve this objective and
resolve the difficult triad of attracting investments that promise returns, project
governance, and sustainability.

The global demand for infrastructure far outstrips the pace of infrastructure
development. From 2015 to 2030, global demand for new infrastructure could amount
to more than $90 trillion. Current infrastructure spending of $2.5 to $3 trillion a year
is only half the amount needed to meet the estimated $6 trillion of average annual
demand over the next15years (Bielenberg et al. 2016). The development paradox here is
that institutional investors such as insurance companies, pension funds, and sovereign
wealth funds have more than $100 trillion in assets under management globally.
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Crucial infrastructure could allow vast areas of Asia and Africa to realize their
demographic dividend and economic potential. However, mobilizing the necessary
infrastructure-related resources is difficult because of inadequate addressing of
project preparation, implementation, maintenance, sustainability, and capacity
details. Despite availability of policy guidance from the Group of Twenty (G20), the
Organisation for Economic Co-operation and Development (OECD), multilateral
development banks, and other stakeholders, several infrastructure plans across Asia
and Africa are unable to take off, delayed, or unsustainable. Geopolitical rivalry over
infrastructure projects and finances is also an impediment and is, in fact, making
institutional investors more cautious.

Despite available policy guidance, mobilizing funds for infrastructure requires a
predictable, informed, and facilitative environment. This policy brief proposes a
multilateral cooperation model endorsed by the G20 to overcome the underlying
causes offinancing gaps for infrastructure investments in Asia and Africa and facilitate
global investment in infrastructure.
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PROPOSAL

Planned infrastructure development can positively exploit the diversity among
countries and sub-regions and narrow development gaps. Several guidelines have
been designed to support governments and financial institutions toward meeting
the global standards of governance, sustainability, and investment pathways. These
include the G20 Principles for Quality Infrastructure Investment and Principles
for Project Preparation and the OECD Principles for Private Sector Participation
in Infrastructure. A multilateral cooperation model endorsed by the G20 can provide
a predictable, informed, and facilitative environment for mobilizing funds and
connecting the governance, sustainability, and investment pathways. This model
should include the following:

- Investment facilitation for infrastructure projects can reduce the asymmetry of
information, simplify governance, harmonize regulatory processes, and minimize
risks on returns.

- Multilateral cooperation for facilitating investment in infrastructure is an
urgent need.

- Financing can be mobilized through multilateral cooperation for investment
facilitation.

- Multilateral cooperation for investment facilitation will link the needs of investors,
governments, and people and mobilize global funds.

-Some initiatives on multilateral cooperation for investment facilitation in
infrastructure are noteworthy.

Investment facilitation for infrastructure projects can reduce
the asymmetry of information, simplify governance, harmonize
regulatory processes, and minimize the risks on returns

Even though private investors, including institutional ones, have about $120 trillion in
global assets under management, investments in infrastructure are not forthcoming.
Several studies have clarified the reasons for financial gaps between the demand
and supply of capital for infrastructure development. Given this availability of capital
on one side and lack of investments on the other, an analogy from trade facilitation
can be drawn and applied to infrastructure investment. Trade facilitation measures
expediting the movement, release, and clearance of goods, including goods in transit.
It also includes measures for effective cooperation between regulatory authorities
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on facilitation and compliance issues. Technical assistance and capacity building
are essential for a successful facilitation among developing countries and least
developed countries (LDCs). Importantly, trade facilitation is always more successful
as a multilateral platform that benefits all stakeholders—investors, recipients, goods
and service providers, and people—to maximize their objectives.

Multilateral cooperation for facilitating investment in infrastructure
is an urgent need

(a) Mobilizing finance for infrastructure is the foremost concern

Infrastructure development has not kept pace with the corresponding demand.
Bielenberg et al. (2016) estimated the value of the world’s existing infrastructure at
$50 trillion, and the global demand for new infrastructure up to 2030 could amount
to more than $90 trillion. Current infrastructure spending of $2.5 to $3 trillion a year
is only half the amount needed to meet the estimated $6 trillion of average annual
demand over the next 10 years. More than 60% of this financing gap is likely to be
concentrated in middle-income countries, with more than 50% in the power sector.
Given this large demand, capital markets will be pivotal to financing investment,
particularly the banks, pensions, and insurance companies that hold more than
80% of institutional assets under management (AUM) in middle-income countries
(Bielenberg et al. 2016).
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Figure 1. Investment needs, 2016-2030
Note: Asia does not include Japan or South Korea.
Source: African Development Bank 2018. Calculations based on Global Infrastructure Hub

(2017) and UN (online).
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PROPOSAL

Asia is one of the most dynamic and productive regions, but it is restrained from
realizing its full potential by huge constraints in crucial infrastructure caused by a lack
of investment. The Asian Development Bank (ADB) has estimated that Asia will need
to invest $26 trillion for infrastructure from 2016 to 2030, or $1.7 trillion per year. This
would allow the region to maintain its growth momentum, eradicate poverty, and
respond to climate change. Without climate change mitigation and adaptation costs,
$22.6 trillion, or $1.5 trillion per year, will be needed (ADB 2017).

Infrastructure investment varies considerably by sector (Table 1). The power and
transport sectors require the largest investments, and telecommmunications and water
and sanitation are no less important for an economy or for individual welfare, and
therefore require investment. Each of these sectors has varying levels of regulatory,

governance, and sustainability challenges in different countries.

Power 11,689 779 51.8 14,731 982 56.3 3 200
Transport 7,796 520 34.6 8,353 557 31.9 37 -
Telecomm

unications 2,279 152 10.1 2,279 152 8.7 - -
Water and

Sanitation | 787 52 35 802 53 31 1 200
Total 22,551 1,503 100 26,166 1,744 100 41 200

Table 1. Infrastructure investment needs by Sector, 45 ADB Developing Member Countries,
2016-2030 ($ billion in 2015 prices)

Source: Asian Development Bank (2017) estimates

Africa'sinfrastructure requirementsare alsoimmense. One of the key factors retarding
industrialization has been the insufficient stock of productive infrastructure in power,
water, and transport services that would allow firms to thrive in industries with strong
comparative advantages. New estimates by the African Development Bank (AfDB)
suggest that the continent’s infrastructure needs amount to $130-$170 billion a year,
with a financing gap ranging $68-$108 billion (AfDB 2018).
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Global funds are available for investment. A small fraction of the more than $100
trillion in assets managed globally and low-yield resources would be enough to
plug the financing gap, and finance productive and profitable infrastructure. Issues
of infrastructure project pipelines, feasibility assessments, and national budget
commitments are important factors that inhibit domestic and global savings from
being directed to infrastructure projects.

(b) Financing of infrastructure plans creates competing interests among countries
Infrastructure initiatives are the new geopolitical tools, creating new rivalries
or prompting the re-emergence of old ones (Islam, Rohde, and Chawla 2019).
China’'s ambitious Belt and Road Initiative (BRI) has helped bridge the infrastructure
investment gap. However, it has also increased geo-economic tensions and
competitive plans.

Infrastructure development within and outside domestic borders is noticeable in
other important economies. Japan, India, and Europe, as well as Russia, the United
States, and the Association of Southeast Asian Nations' (ASEAN), are working hard to
further their own connectivity agendas in Asia and Africa.

The contours of the Master Plan on ASEAN Connectivity (MPAC; Association of
Southeast Asian Nations 2016), BRI, Asia Africa Growth Corridor (AAGC), and European
Union (EU)-Asia connectivity, to name a few, are different in terms of their origins,
partnerships, resources, and the political and economic priorities of the promoters
(see Appendix). Prakash (2020) conducted a comparative study of these important
connectivity plans in Asia in “Rethinking Global Governance.” The ASEAN approach
to connectivity aims for a resilient and integrated ASEAN community. The BRI has
strong financial resource commitments from China and aims to establish multi-
tiered connectivity networks among the Asian, European, and African continents and
their adjacent seas and strengthen “Belt and Road” country partnerships. Supported
by India, Japan, and many African and Asian countries, the AAGC aims for Africa’s
integration with Asia through physical, institutional, and social connectivity in which
quality infrastructure, trade, institutional connectivity, and enhanced capacities and
skills are important pillars. The EU-Asia connectivity plans are building blocks toward
an “EU Strategy on Connecting Europe and Asia” with concrete policy proposals and
initiatives, including through interoperable transport, energy, and digital networks.
Thestrategy seekstoensure sustainable,comprehensive, and rules-based connectivity
between Europe and Asia. In a global milieu, all these plans are competing for space,
resources, influence, and results. A multilateral cooperation process for investment
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facilitation could reduce multiplicity and create synergy and common purpose
among different infrastructure plans. The multilateral cooperation framework would
promote and build transparency among competing initiatives and allow investors to
make informed decisions.

(c) Governance and sustainability increase cost but are important for attracting
financing from financial institutions

The financing gap for infrastructure is, in large part, the result of inadequate policies
and processes and a lack of familiarity with projects. Governments play a central
role in most infrastructure projects because infrastructure has strong public-good
characteristics, requires large-scale capital mobilization, and is highly sensitive to
local politics. However, the scale of infrastructure spending required over the next 10—
15 years, coupled with widespread public-sector fiscal constraints, means that private
finance will be increasingly important. A positive “enabling environment"™—that is, one
characterized by sound policies, effective institutions, transparency, reliable contract
enforcement, and other sector-specific factors—makes it easier to mobilize private
finance. Conversely, a poor enabling environment—one characterized by distorting
subsidies, unreliable counterparties, and flawed procurement processes—can raise
the cost of private finance to the point where infrastructure projects are no longer
economically viable (Bielenberg et al. 2016).

Trans-regional plans such as BRI, AAGC, MPAC, and EU-Asia connectivity are seeking
greater emphasis on governance, standards, transparency, and sustainability in
varying degrees. Institutions such as the Asian Development Bank Institute and
the AfDB have helped to further this objective by providing climate adaptation and
mitigation adjusted costs for infrastructure. Transparency in project preparation and
accountability in project execution are important global concerns emerging from
the financing and implementation of infrastructure plans. Global attention has been
drawn toward issues of planning and project design, financing and debt sustainability,
territorial integrity, and people’s choices.

Financing can be mobilized through multilateral cooperation for
investment facilitation

Financing infrastructure projects that ensure returns, have sound project governance,
and comply with sustainability checks require fund mobilization from new sources.
A greater crossholding of interest among all stakeholders is important to achieve
this. A multilateral cooperation framework among governments, supported by the
multilateral development banks (MDBs) would help streamline the policies related to
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cost subsidy, regulations for procurement, information on contract enforcement and
dispute redressal, and other similar market and capacity elements that are crucial for
facilitating investments.

Multilateral cooperation for investment facilitation has a specific role in removing the
barriers to the funding of projects. These barriers to fund mobilization are well known
by agencies, but surprisingly, are not being addressed enough in policy and practice,
as in the following:

1. Long-term plans for infrastructure (pipeline projects) are either unknown or may not
be well communicated by governments, making it difficult for institutions to consider
investing in evaluations and committing resources for those countries or sectors.

2. Fragmented standards, diverse processes, and costs unique to a project deter
prospective investors, especially those with limited resources, time, and expertise,
such as pensions and insurance companies.

3. Governance and sustainability incur higher upfront costs for the investor, while the
savings accrue for the owner or the consumer of infrastructure projects.

4. Acquisition of land for infrastructure development remains one of the
major challenges.

5. Private investment can help enhance the financial sustainability of infrastructure
projects, but the private sector has different incentives from governments in
relation to the development of projects. The private sector typically tends to cluster
its investments around fast-developing growth centers, creating disparities in
spatial development.

6. Global financial regulations on investment limits, capital adequacy and reserve
requirementsfrom banks,and limits on foreigninvestment can discourage investors
from making longer-term and cross-border investments. Basel Il regulation and
Solvency Il directives are two such examples. Basel Ill regulation of banks’ capital,
leverage, and liquidity makes it harder and more expensive for banks to issue long-
term debt, such as project-finance loans. Solvency Il directives are for the amount
of capital that EU insurance companies must hold and treat long-term investments
in infrastructure as of similar risk to long-term corporate debt or investments.
Accounting standards of governments that do not differentiate between long-term
investments that add value and near-term consumption are another example.
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7. Middle- and low-income countries face additional challenges due to the lack of
project development resources and affording the funding commitments for
guarantees to mitigate project risks.

Multilateral cooperation for investment facilitation can converge
the difficult triad of investment in infrastructure projects

The G20 has already determined the general principles of multilateral cooperation
for investment in infrastructure (see Appendix). These principles reflect the global
consensus on quality infrastructure planning and investment but are voluntary in
nature. Connecting the diverse requirements—or managing the difficult triad—of
finances (investments and returns), governance (planning, implementation, and
maintenance), and sustainability (environment, resilience, and inclusiveness) of
infrastructure projects requires multilateral cooperation mechanisms to ensure
prompt compliance. Collective decision-making is especially needed when an
infrastructure scheme spans national boundaries and the alignment of cost and
benefits may be contested (Hawke and Prakash 2016).

Funding infrastructure around the world should not be an issue when financial
resources are available. Apart from the public sector and central banks in advanced
economies, institutional investors such as insurance companies, pension funds, and
sovereign wealth funds have around $100 trillion in AUM globally (Arezki et al. 2017).
Mobilizing these finances for investment in infrastructure is the key issue. There
are institutional issues, too, arising fromm managing the interaction of international
pressures on national autonomy. There are practical aspects of unified or common
regime for the movement of goods, services,and people. The governance mechanisms
and standards would also include technical specifications, safety management
frameworks, social and economic well-being of workers in the sector, competition
policy, customs cooperation, and the like (Prakash 2020).

With governments as the main drivers of multilateral cooperation, the critical role
for MDBs and other development finance institutions (DFls) in blending public and
private financetoscale up financing for infrastructure will be important. The Hamburg
Principles have welcomed the role of the MDBs in mobilizing and catalyzing private
capital and endorsed a target of increasing mobilization by 25% to 35% by 2020 (AfDB
et al. 2018).
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Multilateral cooperation for investment facilitation will converge
the needs of investors, governments, and people and mobilize
global funds

A multilateral cooperation program among countries and MDBs could facilitate
global investment in infrastructure by creating more efficient, informed, transparent,
and predictable investment conditions around infrastructure plans and projects.
Development banks feature prominently in this multilateral cooperation because
they have the mandate, motivation, and means to influence financing flows and
shape markets and have experience in infrastructure funding that could help other
actors, such as private-sector and institutional investors in taking on the projects.
Such cooperation works best when undertaken at a regional level, as is seen in the
case of connectivity infrastructure projects in Asia and Africa. This is also important
because it is easier for policy makers to find synergies between national and regional
development strategies. Some examples of this are projects such as BRI, AAGC, the
Trilateral Highway, and the Greater Tumen Initiative. The cooperation however can
extend to other regions too, as funds are expected to flow from near and far. The
experience of members from other regions also matters. The measures undertaken
for investment facilitation would include:

- Aggregation of information on pipelines of infrastructure projects in roads, railways,
power interconnections and transmission lines, bridges, ports and airports, and
information and communication technology networks that are at an advanced stage
of project preparation, have relatively robust economic cases, and are likely to be
able to substantially mitigate risks, including environmental and social (E&S) risks.

- Follow-up information on the pipeline of projects where the economic case is
reasonably strong but may need further substantiation and/or have risks that
appear to be manageable.

- Project-preparation facilities and technical assistance to increase the “bankability”
of project pipelines.

- Improving regulatory transparency and predictability—such as publication/
notification of investment-related measures, enquiry points/single window.

- Streamlining and speeding up administrative procedures—such as the procedural
aspects ofinvestment applications, approval processes, licensing and qualifications,
and formalities and documentation requirements—as one-stop shop/single
window services.

T20 SAUDI ARABIA

12



- Enhancing international cooperation and addressing the needs of developing
members—such as the exchange of information among competent authorities
and technical assistance and capacity building for developing countries and LDCs.

- Other investment facilitation-related issues—such as government-investor
cooperation, resolving investors' grievances/ombudsperson, and corporate social
responsibility.

- E&S assessments of projects.

- Mitigating infrastructure redundancy risk by offering an options analysis of
competing projects.

- Debt sustainability and fiscal risk assessments of the projects.
- Transparency and competition in procuring the project.

- Regulatory transparency and harmonization, single window services, and
streamlining of the procedural aspects of investment.

- Exchange of information among all members.
- Technical assistance and capacity building for developing countries and LDCs.

- Other facilitation-related issues—such as government-investor cooperation, and
resolving investors' grievances/ombudsperson.

Some initiatives on multilateral cooperation for investment
facilitation in infrastructure are noteworthy

Some important initiatives of multilateral cooperation are already taking shape, and
each is unique to the strengths and requirements of the members and partners. The
Multilateral Cooperation Centre for Development Finance (MCDF) initiated by the Asian
Infrastructure Investment Bank (AlIB), the AAGC, and MPAC 2025 are following the
multilateral or trilateral cooperation framework for all or some aspects of infrastructure

financing, project preparation, information sharing, and capacity building.

Multilateral cooperation for investment facilitation will improve the speed, scale, and
pricing with which private capital could flow into infrastructure investment. It will lead
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and complement the capital markets’' response toward infrastructure investments
through streamlining of policy and regulatory rules, institutional conduct, and
agency factors. Multilateral cooperation, supported by the G20 and other similar
groups of economies, will encourage governments and MDBs to provide an informed,
predictable, and transparent investment environment for institutional investors and
get capital to flow into projects.

Relevance to the G20

The G20 is mandated to promote innovative mechanisms for cooperation and
development. Different G20 tracks can be coordinated to form a coherent multilateral
framework for facilitating investment in infrastructure:

-The G20 already encompasses member countries who are promoting several
infrastructure and connectivity plans in Asia, Africa, and Europe.

- Important financial institutions in Asia, Europe, and Africa are also part of the
G20 process.

- The G20 is committed to providing the ecology and platforms for multilateralism,
innovative governance, and cooperation mechanisms.

- A multilateral cooperation program endorsed by the G20 among countries
and MDBs could facilitate global investment in infrastructure by creating more
efficient, informed, transparent, and predictable investment conditions around
infrastructure plans and projects.

- The G20 has created several principles for promoting important dimensions of
infrastructure development. It supports the enhanced role of MDBs and private
funds. The Global Infrastructure Connectivity Alliance hosted by the World Bank is
an important initiative for the monitoring of global infrastructure.

- The G20's various initiatives in finance, multilateralism, trade, and infrastructure
tracks can be placed under a multilateral cooperation framework for investment
facilitation for infrastructure.
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PROPOSAL

- Thefinance ministers meeting could steer the multilateral framework for facilitating
investment in infrastructure. A regional approach to investment facilitation would
be more practical.

- The multilateral cooperation framework will be the G20's coordinated support to
facilitate infrastructure investments.
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Disclaimer

This policy brief was developed and written by the authors and has undergone a peer
review process. The views and opinions expressed in this policy brief are those of the
authors and do not necessarily reflect the official policy or position of the authors’ or-

ganizations or the T20 Secretariat.
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APPENDIX

G20 Principles for Infrastructure Development

The G20 Principles of Infrastructure Project Preparation have introduced robust and
transparent infrastructure planning and pipelines, improved business cases and
project stage gate controls, and developed business case methodologies.

The G20 Principles for Promoting Quality Infrastructure stress the need to scale
up infrastructure investment and provide impetus for sound governance and
transparencies in infrastructure projects.

The Roadmap to Infrastructure as an Asset Class endorsed by G20 leaders in 2018
provides concrete ways to mobilize more private capital.

The Hamburg Principles welcomed the role of the MDBs in mobilizing and catalyzing
private capital and endorsed a target of increasing mobilization by 25% to 35% by
2020 (AfDB et al. 2018).

The G20 has also highlighted the importance of the quality of investment itself,
including in the leaders’ communiqué at the 2016 Hangzhou Summit.

Noteworthy Examples of Multilateral Cooperation

The Multilateral Cooperation Center for Development Finance (MCDF) initiated by
the Asian Infrastructure Investment Bank (AlIB) is a good beginning and includes
the elements of information sharing, capacity building, and project preparation.
The multilateral cooperation is primarily among Ministry of Finance of China, AllB,
the World Bank Group, the European Bank of Reconstruction and Development,
EuropeanInvestment Bank, Inter-American Development Bank,and theInternational
Fund for Agricultural Development (AlIB 2019).
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APPENDIX

The Asia Africa Growth Corridor (AAGC) is an infrastructure-led industrialization plan
and was conceptualized as a triangular cooperation program between India, Japan,
and African states. ASEAN member states have an important role in it,and the private
sector is also participating in the investment plans. With more stakeholders on board,
the AAGC is moving from a triangular cooperation plan to a multilateral one.

The Master Plan on ASEAN Connectivity (MPAC) 2025 is another example in which
the infrastructure financing has been given a fresh impetus through multilateral
cooperation. To help accelerate investment in infrastructure in the region, the
ASEAN Secretariat joined the World Bank, with the support of the ASEAN—Australia
Development Cooperation Program Phase Il (AADCP Il) in developing a rolling
priority pipeline of potential ASEAN infrastructure projects. It will help private
investors and the Dialogue Partners of ASEAN to assess and prioritize infrastructure
projects, especially those that will have regional impacts.
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