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The second item featuring on the agenda of this 70th Development Committee Meeting – 
Strengthening the Foundations for Growth and Private Sector Development: Investment Climate 
and Iinfrastructure Development – underscores the importance of investment in infrastructure for 
economic growth and sustainable development, and its linkages to the provision of social 
services and the attainment of the poverty alleviation and related millennium development goals 
(MDGs).   International efforts to reach the MDGs have helped donors to re-orient and focus on 
some areas of critical under- investment, including many types of infrastructure. 
 
The infrastructure needs of developing countries are enormous.  It is reported that some 4 billion 
people have never made a phone-call; about 2 billion people do not have modern energy or 
sanitation, and 1.2 billion people lack access to clean water and roads.  The costs of both new 
infrastructure investment and maintenance are estimated at US$250-US$300 billion a year, or 
7% of developing countries annual GDP, with available finance falling critically below demand.  
Some 70% of infrastructure financing is publicly-funded, and some 20-25% is accounted for by 
the private sector.  The remainder (5-10%) is provided in the form of official development 
assistance (ODA), including development co-operation extended by the OPEC Fund for 
International Development (the OPEC Fund). 
 
Poor infrastructure remains a major obstacle to reducing poverty and strengthening productive 
capabilities, in, particularly, the fifty least developed countries (LDCs), 34 of which are in sub-
Saharan Africa.  These countries - the traditional focus of the OPEC Fund - are characterized by 
low per capita gross domestic income, high external debt, weak institutional and human resource 
capacities, and low levels of economic diversification.  Inadequate telecommunications coverage 
and service reliability, chronic power shortages, and poor transportation systems impose a 
burden on firms in LDCs, and hinder their access to input and technologies, their ability to reach 
new markets, and their international competitiveness.  Meeting the social, physical and 
commercial infrastructure needs of LDCs is urgently required to enable these countries to climb 
the development ladder and escape the poverty trap. 
 
The need for infrastructure development is driven in part by moves towards a new trade 
geography, as called for at UNCTAD XI, Sao Paulo, Brazil, June 2004, and greater South-South 
collaboration and regional integration, such as the New Partnership for Africa’s Development 
(NEPAD).  Efforts to translate NEPAD into a practical program that could help African 
countries meet the MDGs and related development challenges have boosted the demand for 
infrastructure development in LDCs, including sustainable energy sources, water supply, 
education, health, transportation, and information and communications systems. 
 
LDCs depend heavily or entirely on external financing and lack domestic (public and private) 
resources to meet their annual infrastructure investment needs – estimated at 9% of their annual 
GDP.  Foreign private participation will be required to help increase market efficiency by 
improving the quality and adequacy of infrastructure services in these poor countries. 
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Foreign Direct Investment (FDI) remains the dominant and most stable source of external 
financing for development. FDI can bring in the capital, skills and technology countries need to 
set up competitive service industries, and can help link LDCs to global value cha ins in services. 
Such chains comprise international infrastructure service production networks that are 
increasingly important to integrate LDCs into the global economy by enhancing access to 
international markets.  As a result, governments in many low-income countries have been 
seeking ways to expand the menu of options to deliver infrastructure services. 
 
The private sector has come to play an important role in providing infrastructure services to 
developing countries, which will account for most future incremental infrastructure demand. 
However, foreign private investment in developing-country infrastructure has dropped sharply 
since 1997, mainly reflecting a decline in investors’ confidence following the Asian financial 
crisis.  Attracting foreign private investment in infrastructure development remains a major 
challenge for, particularly, the LDCs, which together received only US$7 billion in FDI inflows 
in 2003.  FDI flows to Africa as a whole grew by 28% to US$15 billion in the same year, 
supported by more favorable national policies and FDI regimes, improved investor confidence 
and investment in natural resources, as well as negotiations on free trade agreements among 
groups of African countries and other countries and regions. 
 
FDI inflows to the developing countries rose by 9% to US$172 billion in 2003, despite an overall 
decline in global FDI inflows by 18%, to US$560 billion.  FDI outflows from developing 
countries today account for about 10% of total outward FDI, a possible indication of the dawn of 
a new FDI geography, in parallel with the gradual emergence of a new trade geography. 
 
World FDI flows also saw a dramatic shift towards the services sector, which today accounts for 
about 60% of global inward FDI stock.  Demand growth has been particularly dynamic in 
infrastructure services, including electricity, telecommunications, and water services, reflecting 
policy liberalization, privatization, and heightened awareness about the role of infrastructure 
services in poverty reduction.   The value of total inward FDI stock in electricity, gas and water 
rose from US$10 billion in 1990 to US$144 trillion in 2002, mainly due to a large increase in 
FDI in electric power generation and distribution. 
 
LDCs could adopt a wide range of measures to overcome the bottlenecks they face in enhancing 
private sector involvement in infrastructure development.  There is a broad-based international 
consensus on these measures, which include the establishment of an enabling environment for 
FDI and private sector activity; strengthening governance and corporate social responsibility; 
fostering public-private partnerships; protecting the environment and the interest of local 
communities; improving the quality and dissemination of data on investment opportunities in 
infrastructure development, and strengthening national ownership of the development agenda.   
As agreed at Monterrey, such efforts should receive  stronger support from developed countries 
through increased market access, debt relief, and ODA, including improved measurement and 
reporting of the development impact of infrastructure projects, donor co-ordination, and 
mainstreaming.  The African Development Bank, which plays a central role in coordinating 
donor efforts to address the infrastructure needs of LDCs under the NEPAD, could take a lead 
role in this endeavor. 
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Apart from keeping track of a project’s progress and compliance with agreed covenants, the 
adequacy, accuracy and utility of systems and procedures developed for project monitoring and 
investment administration are critical in serving the objective of evaluating a client’s continued 
credit worthiness, and in mitigating political and financial risk.  This is also necessary to build 
and disseminate institutional knowledge, draw lessons from experience and best practice, and 
fine-tune infrastructure financing by DFIs according to local needs and priorities. 
 
For almost three decades, the OPEC Fund supported infrastructure and infrastructure service 
projects through both its public and private sector windows in response to strong and rapid 
growth in demand for infrastructure investment from its client base. 
As of December 31, 2003, more than 60% of our institution’s cumulative public sector lending 
was dedicated to building new and maintaining existing infrastructure, including transportation 
(25.6%) energy (19.1%), water supply and sewerage (7.4%), health (6.5%), and 
telecommunications (0.4%), in addition to projects with multi-sectoral outcomes.  Efforts to 
improve access to infrastructure services to the poor have translated into a broad range of 
projects implemented in, particularly, the poorest countries in collaboration with other DFIs.  
Modes of implementation have included innovative mechanisms for financing, such as Social 
Investment Funds.  
 
In 2003 alone, transportation attracted the lion’s share of OPEC Fund lending for the sixth 
consecutive year, with a substantial 41.5% of commitments.  As in previous years, this assistance 
was delivered in partnership with all relevant players in the field as to enhance aid effectiveness, 
and to ensure the necessary national ownership and commitment to the project. 
 
The Fund has also stimulated private sector participation in infrastructure development through 
its Private Sector Facility (PSF), which became fully operational in 1999.  The chosen strategy 
has been to invest in smaller-scale infrastructure projects which are more flexible and less risky, 
in line with stated strategic objectives such as additionality and comparative advantage.  Small 
and informal enterprises, particularly in rural areas, are hurt most by the inadequacy of public 
infrastructure.  The Fund’s PSF aims at assisting those enterprises by investing in four broad 
areas.  These include: (i) small and medium sized enterprises (SMEs) in a broad range of sectors, 
(ii) financial infrastructure and local capital markets, (iii) industrial and agro- industrial projects, 
and (iv) small-scale infrastructure and utilities. 
To conclude, participation by both the public and the private sector in infrastructure development 
remains a prerequisite for stronger and more participatory economic growth, and for enhancing 
access to key social services for the poor.  Concerted efforts will be required to meet the large 
and growing needs in this area at the local, state, and municipal levels.   The Fund welcomes 
coordinated and complementary action on the part of DFIs in a joint effort to help bridge the 
financing gap and overcome prevailing bottlenecks in the financing, preparation, operation, and 
maintenance of infrastructure projects. Strengthened by almost three decades of experience in 
South-South collaboration and infrastructure development worldwide, the Fund stands ready to 
continue to make public and private sector financing available for infrastructure development, 
particularly in the world’s poorest countries, in partnership with all relevant stakeholders. 


