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Abstract 
 

The world continues to experience chronic infrastructure shortages in both developed and 
developing nations. The global ‘infrastructure gap’: the dollar value of investment required to 
sustain and support economic growth, has grown to $1 trillion annually with no clear solution 
apparent.  It is well understood that the private sector will play a role in bridging this gap, but 
significant developments in policy are required before this can be made a reality. The long term 
nature of infrastructure projects seem suitably matched with investors who have long-term 
investment horizons. As investment trends are outside the scope of this essay, investment by 
Pension Funds will be its focal point, due to their undisputed long term investment horizons, among 
other factors. This report will illustrate the heterogeneity of global infrastructure needs by discussing 
Canada, Australia and sub-Saharan Africa’s specific problems. Their respective impediments to 
investment by pension funds will also be assessed.  The report will culminate in proposed solutions 
which are relevant to the individual cases, as well as general multilateral solutions which can be 
facilitated by the International Monetary Fund (IMF) specifically their Technical Assistance Division. 

Recommendations 
 

1. IMF to establish a list of strategic infrastructure in line with Millennium Development Goals 
relating to sustainable long term growth. Preference to be given to projects which balance 
economic development, productivity and sustainability. 
 

2. IMF to provide technical assistance and capacity building to ill-equipped governments, along 
the lifecycle of Public Private Partnership or related infrastructure models. This should 
adhere to global best practice and be adapted to in-country circumstances.  
 

3. In collaboration with the World Bank’s Multilateral Investment Guarantee Agency,  IMF to 
leverage own balance sheet to assist in risk mitigation for private sector participants.  
 

4. Sub-Saharan African region to move toward developing consensus for region’s priority 
projects and to develop methods for procuring and executing infrastructure projects 
(preferably in collaboration with IMF). 
 

5. Australia to clarify the jurisdiction of its relevant governments, establish a clear pipeline of 
projects which private sector can invest in. This should be paired with a reduction in red tape 
and a focus on cost reduction of bidding processes. Scope to investigate a reintroduction of 
tax-advantaged infrastructure bonds and other investment vehicles which can induce the 
participation of other investors, namely Self-Managed Superannuation Funds.  
   

6. Governments to follow global best practice with establishing frameworks which can 
adequately facilitate infrastructure investment by the private sector, focussing on 
transparency, long term political commitment and risk apportionment. 
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Introduction 
 

In the wake of the Global Financial Crisis (GFC), Christine Lagarde has persistently re-affirmed the 
IMF’s commitment to restoring enduring, sustainable and inclusive global economic growth.1 Whilst 
impediments to economic growth pervade the global financial system, the world must persist with 
finding domestic and multilateral solutions to the presently unpalatable economic climate.  

Infrastructure development is likely to play a pivotal, though not exclusive, role in long term 
sustainable growth. A reminder of the widespread consensus that infrastructure is inextricably 
linked to economic growth and productivity is both relevant and timely: The global infrastructure 
gap is said to be growing by US $1Trillion annually. There is significant demand for long term, 
predictable and stable cash flows offered by infrastructure assets, but the subsequent investment 
has been stagnated by a bottlenecked infrastructure market.2  

Current trends should also be cause for concern. Whilst most infrastructures has been both built and 
maintained with public funds, the average ratio of capital spent in fixed investment to Gross 
Domestic Product (GDP) (predominantly infrastructure) declined from 1980 to 2005 in member 
countries of the Organisation for Economic Co-operation and Development (OECD).3 Furthermore, 
the growing reluctance from traditional financial institutions to provide long term financing will 
remain a major challenge to future projects.4 Deloitte believes that the current level of investment 
required for infrastructure exceeds any existing government tax or user fee-based funding schemes, 
and strongly advocate a solution which integrates the private sector’s capital and expertise.5 The 
willingness of the private sector to assume a significant role in the funding of infrastructure will be 
predicated on the development of coherent and robust frameworks, both national and international, 
which alleviate concerns including, but not limited to, longevity, liquidity, transparency and risk 
management.   

Firstly this paper will give a general background as to the importance of infrastructure and the 
current factors which are preventing its development. Secondly, it will discuss infrastructure in the 
context of an investment. This will be followed by an explanation as to why institutional investors, 
namely pension funds, can potentially play both direct and indirect roles in the financing and 
development of infrastructure. Thirdly, the paper will then move to discuss three cases: Canada, 
Australia and sub-Saharan Africa, in order to illustrate applicable infrastructure models, shortages 
and challenges of different natures. Finally, both country specific and general solutions linked to the 
facilitation of investment by pension funds (among other institutional investors) will be made. This 
will be supplemented by a proposal to elaborate the IMF’s role in global infrastructure. This will 
encompass the promotion of pre-existing frameworks which have proven to be successful in the 
delivery of infrastructure projects, in addition to other technical assistance. The IMF is encouraged 
to assist in the mitigation of risk in infrastructure projects in challenging investment environments, 
with the intended outcome being the promotion of private sector investment.    

                                                           
1
 C. Lagarde, “Annual Meetings Speech: The Road Ahead— A Changing Global Economy”, A Changing IMF”, 

October 12, 2012 Tokyo 
2
 OECD. "Pension Funds Investment in Infrastructure – a Survey." (September 2011): pp. 17 

3 
OECD. "Pension Funds Investment in Infrastructure – a Survey." pp. 34 

4
 F. Chong, “Super funds fill the gap as banks retreat”, Australian, 10 July 2012 

5
 Deloitte LLP, “The problem is more than money.” (March 2011) pp. 2  
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Infrastructure: The cornerstone of the global economy 
 

Infrastructure’s role is not to be understated, and is argued to be fundamental to a nation’s 
economic competitiveness and ability to provide social services.6 Neo-classical economists’ emphasis 
on infrastructure has been more formally recognised by the World Economic Forum’s Global 
Competitiveness Report, who considers it to be the second of twelve pillars essential to 
competitiveness.7  

The OECD generally defines infrastructure to be the system of public works in a country, state or 
region, including roads, utility lines and public buildings which are used for performing long term 
capital activities, which provide essential services to the public.8 Infrastructure is often divided into 
two distinct groups, economic and social infrastructure. Economic infrastructure usually relates to 
transportation, water, energy and communication, whereas social infrastructure encompasses 
service driven infrastructure, such as schools, hospitals, defence buildings, prisons and stadiums.9 

Infrastructure is undisputedly integral to all nations wishing to sustain competitiveness, but remains 
a necessary condition for economic development in “factor driven economies” 10 - those countries 
that are driven primarily by natural resources and low-skilled workforces. In many of these cases 
infrastructure is inadequate or absent altogether. As such, both the quality and extensiveness of 
infrastructure are said to be fundamental to alleviating income inequalities.11  

A lack thereof, or failure to maintain and upgrade necessary infrastructure continue to contribute to 
the growing ‘infrastructure gap’, creating impediments to economic and human development and at 
times exacerbating prevailing social conditions. McKinsey currently estimates that $57 trillion of 
global infrastructure investment will be required from 2013 to 2030.12  

The challenges in financing this enormous figure were exacerbated by the GFC: a trend of aversion 
to public sector debt permeates global politics and there have been increasing constraints on 
commercial debt.13 Public money has traditionally built and maintained the vast majority of 
infrastructure projects. However, present trends have seen the reversal of this, with the OECD 
average spending declining on from 4 per cent of GDP to 3 per cent prior to the GFC.14 In the wake of 
the GFC, this has continued, with new banking regulations and deleveraging contributing to a decline 
in volume of new project finance. In the first quarter of 2012, this was one third lower than the first 
quarter of 2011.15 

                                                           
6
 McKinsey Global Institute, Infrastructure Productivity: How to save $1 trillion a year, McKinsey & Company, 

2013. 
7
 K. Schwab,  The Global Competitiveness Report 2012-2013, World Economic Forum, Geneva, 2012. Pp 21.  

8
 OECD. "Pension Funds Investment in Infrastructure – a Survey." Pp. 15 

9
 Ibid. Pp 28 

10
 K. Schwab, Pp 24 

11
 Ibid. pp 50  

12
 R, Dobbs, J. Mischke, and H. Pohl, "Infrastructure: Too important for business leaders to ignore."McKinsey 

Quarterly no. 2 (June 2013): 20-23 
13

 Ottesen, Frederic. "Infrastructure Needs and Pension Investments: Creating the Perfect Match." OECD 
Journal: Financial Market Trends 2011, no. 1 (October 2011): 97-109 
14

 OECD. "Pension Funds Investment in Infrastructure – a Survey." Pp. 34 
15

 C. Ervin, “Long term investors: Getting the model right”, OECD Observer, No 290-291, Q1-Q2 2012 
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Private sector spending, beyond bank lending is not a new phenomenon. To date, private 
investment has met only met some of the demand, but targets of infrastructure investment by 
institutional investors remain unmet. Should the trajectory of current private investment trends 
continue, and if the existing targets for infrastructure financing (although conservative) are met, an 
additional $2.5 trillion in infrastructure capital could result.16 

Infrastructure: The long term asset  
 

Whilst not discounting the chance of altruistic intentions, a conclusion that private investors in 
infrastructure are primarily motivated by a return on their investment is not unwarranted. When 
infrastructure is referred to as an investible asset, its financial characteristics are said to comprise 
stable, consistent inflation linked cash-flows paid over large time horizons, with low overall 
correlation to financial markets and a risk profile akin to stocks and bonds. One report cited that 
infrastructure exhibits (on average) an expected return of 9.30 per cent with an annualized volatility 
of 7.90 per cent and an identical risk/return ratio to bonds, of 1.1817. However, the heterogeneous 
nature of these projects, in terms of magnitude (e.g. regional vs. national) and category (e.g. road vs. 
hospital) limits the applicability of generalisations. The absence of a distinct ‘infrastructure’ asset 
class, has complicated the ability to make comparable assessments of whether infrastructure can 
achieve investors’ financial objectives. This is no exception for institutional investors. Despite not 
necessarily being a new phenomenon, financial markets still consider infrastructure investment a 
new field. Consequently, infrastructure is rarely considered as a separate allocation in funds. 
Instead, it is often pooled into private equity, real estate or fixed income allocations, depending on 
the security class.18 A resolution appears imminent, as many argue that infrastructure will emerge as 
its own asset class.19  

Over the past decades, institutional investors’ exposure to infrastructure can broadly be categorised 
into, debt, equity and direct investment.20 Debt financing has traditionally involved bonds and is 
essentially a form of lending to those responsible for the development and operation of the 
infrastructure. Equity exposure can be segmented into two subcategories: investment into listed 
infrastructure companies, and investment into dedicated infrastructure funds (including publicly and 
unlisted equity funds). The third form, direct investment, involves equity investment in a single asset 
project company.  

Traditionally institutional investors have pursued ‘indirect’ investment methods, namely private-
equity infrastructure funds. However, the fee structures of many of these funds have served as a 

                                                           
16

 McKinsey Global Institute, pp. 24 
17

 D. Tuesta, Pension Fund as an investor in infrastructure projects in Latin America, BBVA Research 2012, 
retrieved 25 September 2013, 
‹http://www.bbvaresearch.com/KETD/fbin/mult/120221_Pensionfundsasaninvestorininfrastructureprojects_t
cm346-311821.pdf?ts=2762012›. 
18

 R. Della Croce, “Trends in Large Pension Fund Investment in Infrastructure”, OECD Working Papers on 
Finance, Insurance and Private Pensions, No.29, (2012). 
19

 UBS Global Asset Management, An introduction to infrastructure as an asset class, UBS, New York, 2011 
20

 OECD. "Pension Funds Investment in Infrastructure – a Survey." Pp. 30. 
 

http://www.bbvaresearch.com/KETD/fbin/mult/120221_Pensionfundsasaninvestorininfrastructureprojects_tcm346-311821.pdf?ts=2762012
http://www.bbvaresearch.com/KETD/fbin/mult/120221_Pensionfundsasaninvestorininfrastructureprojects_tcm346-311821.pdf?ts=2762012
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disincentive due to the erosion of returns.21 This has led pension funds to consider and commence 
more direct methods of investment, which, assuming a continued growth in bankable infrastructure 
projects should continue. Pension funds occupy eight of the top thirty global investors in 
infrastructure, with all in the top 15 utilizing direct investment methods.22 It is likely that both the 
direct and indirect methods of investment will continue, since the expertise and specialisation 
required in evaluating infrastructure projects is likely to appeal most to sophisticated pension funds 
with dedicated teams, or infrastructure specific funds.  

Institution Investors: The long term solution?  
 

The extent to which institutional investors can solve the financing side of the infrastructure gap 
remains unclear. Institutional investors interested in infrastructure investments can generally be 
disaggregated into investors from OECD and emerging markets. The former group is comprised of 
pension funds, insurance companies and mutual funds, with the latter predominantly made up of 
Sovereign Wealth Funds.23 As private pensions and insurance markets are considered to be small in 
relation to the economies of many emerging market countries, many remain optimistic that this 
group of pension funds will grow in the coming years.24 Such growth would be greatly enhanced if 
the OECD norm of nationalised pension systems with a funded component were to be adopted in 
emerging market economies.  

Evidently, each subgroup of institutional investors are likely to have different investment agendas, 
but they have traditionally be linked as sources of long term capital.25 This report’s findings may be 
applicable to institutional investors whose investment profiles suit infrastructure investment, 
however the intended audience is pension funds. The restriction of the analysis is due to pension 
funds’ suitable investment horizons, cases of both existing expertise and investment in 
infrastructure and the mobility of capital, as trends suggest that  infrastructure investment need not 
be confined to national borders.  

A number of macroeconomic factors which were inextricably linked to the GFC have stimulated 
pensions funds’ demand for high quality assets. Desirable assets may be those which are income 
oriented in nature, with revenue streams linked to inflation as well as a desire to hedge out equity 
risk through diversification. These trends are evidenced by increasing exposure to alternative assets 
such as real estate, private equity and infrastructure26 as fixed income securities have decreased in 
yield.  

Notwithstanding short-term economic pressures, infrastructure can arguably form a vital part of 
pension fund portfolios for a number of reasons, all which are linked to the revenue streams, and 
more or less conform to the demands outlined above. Generally speaking, long term assets, with 
stable yields and predictable cash-flows can limit the extent to which the fund is exposed over a long 

                                                           
21

 Taylor-DeJong, “Pension Fund Direct Investments in Infrastructure”, Global Infrastructure, vol. 2 January 
2012 pp 106-111. 
22

 Ibid pp109. 
23

 C. Ervin, “Long term investors: Getting the model right”, OECD Observer, 2012, No 290-291  
24

 Ibid 
25

 Ibid 
26

 OECD. "Pension Funds Investment in Infrastructure – a Survey." Pp. 49  
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time horizon. Evidently this goes hand in hand with volatility which is generally acceptable given the 
rate of return. This is predicated on the inelasticity of the demand for the product, and the extent to 
which the market pertains to a monopoly.27 Typical illustrations include water supply systems and 
road systems, which provide access to otherwise inaccessible geographical locations.28 Along with 
providing relatively stable cash-flows, infrastructure returns generally have a low correlation to 
equities and bonds and are thus potentially beneficial to diversification. Finally, returns may also be 
inflation linked if user fees are linked to CPI or GDP.29 

The relative newness and associated problems of direct investment by institutional investors is not 
the only source of their reluctance. JP Morgan identified two underlying concerns for pension funds, 
relating to returns and regulatory environments.30 Fears regarding the consistency of returns, and 
the extent to which they can remain low-risk and positive over a large time horizon can be neither 
substantiated nor negated due to an absence of historical data. The effects of governments and 
regulation are other crucial factors, which will form the basis of discussion in succeeding sections.31  

The investment strategies of pension funds are to a large extent, determined by their fiduciary 
responsibilities, and the stringent regulations which accompany them. The underlying principle is to 
limit unnecessary exposure to risk. Whilst investment restrictions are often the country specific, the 
limitations, whether imposed by self-regulation or otherwise often fall into three broad categories: 
limits on pension fund investment in selected assets, limits in ownership of foreign assets and other 
quantitative regulations.32 

Canada, Global best practice with Private Public Partnerships and Pension 

Funds 
 

Somewhat unsurprisingly, the Global Competitiveness Report established that the most efficient and 
extensive infrastructure could be found predominantly in OECD and high GDP per-capita nations.33  

Canada, fifteenth on the list, is worth mentioning as its pension funds are some of the most 
sophisticated globally and have doubled their infrastructure investments (both at home and abroad) 
over the past five years. Canada has seemingly championed the use of Public Private Partnerships34 
(PPP) in developing its infrastructure and has achieved global best practice status. Canada has 

                                                           
27

 Lw. Beeferman, “Pension Fund Investment in Infrastructure: A Resource Paper”, Pensions Occasional Papers, 
No. 3, Dec 2008 pp. 1-78 
28

 Ibid pp. 7 
29

 Ibid pp. 8 
30

 M. Huamani, Infrastructure Investing: An attractive Alternative for Pension Fund, JP Morgan, retrieved 
September 20 2013 from: http://www.jpmorgan.com/tss/General/Infrastructure_Investing/1159326765894 
31

 Ibid 
32

 OECD. "Pension Funds Investment in Infrastructure – a Survey." Pp. 54 
33

 2.2 Data tables: 2.01 Quality of overall infrastructure, World Economic Forum, retrieved 20 September from 
http://www3.weforum.org/docs/CSI/2012-13/GCR_Pillar2_2012-13.pdf 
34 

PPP Defined as: “The private sector contributes the equity involved in the development of the project and 
works in partnership with the procuring government for the long-term strategic management of the asset 
under a concession arrangement. On expiry of the agreement, the concession reverts to the public sector, which 
 assumes the management and operation of the asset.”  Cited in Infrastructure Partnerships Australia. "The 
Role of Superannuation in Building Australia’s Future." 2010. 
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developed a sound structure which ensures “a certainty of process”35 and an unsurpassed 
understanding and sophistication in procurement, bidding and execution of projects. Some funds 
have accrued significant investment acumen particularly with infrastructure, to the extent that they 
not only directly invest but have integrated along the value chain, nullifying a need for external 
consultants.   

Australia 
 

Despite enjoying relatively high levels of economic growth and development, Australia remains no 
exception to global infrastructure challenges. Most of these challenges are related to extending and 
enhancing aging and pre-existing infrastructure in order to meet both demographic and industrial 
demands. The cause has been attributed to underinvestment in the 1980s and 1990s. The 
government suggests that infrastructure capacity constraints have restricted productivity growth.36 
Such constraints have been linked to the slowing of multifactor productivity to 0.7 per cent a year, 
down from a long term annual average of 1.1 per cent and far from the 1990s peak of 2.3 per cent.37  
Some of the most pressing issues include  congestion in major cities along the East Coast, reducing 
reliance on coal based energy and addressing water related challenges for a typically dry continent 
with a burgeoning population.  

Despite decades of strong resource driven economic growth, underspending on infrastructure has 
exacerbated Australia’s infrastructure gap. Australia’s current debt levels also present a challenge to 
government spending, as local politics has articulated a general aversion towards public debt. In 
spite of infrastructure initiatives, such as a $37 (AUD) billion national building plan,38 macroeconomic 
shifts including the recent slowing of domestic growth, a Chinese economy now growing at only 
single digit pace and forecasts in structural reductions in taxation revenue,39 suggest government 
spending may be restricted in years to come. Banks have also expressed an unwillingness to fund 
infrastructure over the long term, highlighting the need for alternative financing methods.40 

The private sector has already been involved in financing infrastructure for some time now, with 
more recent “best practice” PPP projects being credited as the M7 Motorway in New South Wales 
(2005) and the Southbank Institute of Technology in Queensland (2008).41 Superannuation funds 
(Australian pension funds) investment in infrastructure is indicative of their appetite for investing in 
infrastructure both at home and abroad, and their voracity appears unabated.  

This private sector enthusiasm has been met with some regulatory reform. The Council of Australian 
Governments worked collaboratively with Infrastructure Australia in developing a pipeline of priority 

                                                           
35

 Urban Land Institute and Ernst & Young. Infrastructure 2013: Global Priorities, Global Insights. Washington, 
D.C.: Urban Land Institute, 2013 
36

The Challenge, Australian Government, retrieved 20 September 2013 from http://www.budget.gov.au/2010-
11/content/ministerial_statements/deewr/html/ms_deewr-03.htm 
37

 M. Mrdak,  “The Infrastructure Challenge”, Public Administration Today, July –September 2010, pp. 6-11. 
38

 Urban Land Institute and Ernst & Young, pp 27 
39

 J. Greber and C. Stewart, “Economists warning on revenue fall”, The Australian Financial Review, 16 May 
2013. 
40

 F. Chong, pp. 1 
41

 Department of Infrastructure and Transport, Infrastructure Planning and Delivery: Best Practice Case Studies, 
Australian Government, Canberra, 2010 
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projects as well as the development and endorsement of the first National Public Private 
Partnerships42 Policy and Guidelines in 2008.  

Although reasonably robust and arguably “one of the best countries for undertaking PPPs”,43 recent 
strategic reviews have unearthed several barriers relating to efficiency and competition. Most 
notably, the small number of projects and high bid costs (25-40% higher on average than Canada, for 
comparable projects)44 were of great concern. Superannuation funds have echoed concerns 
regarding an absence of strong deal flow, but also voiced their concerns in relation to risk 
apportionment, especially when investing in new infrastructure, as the earlier stages often exhibit 
greater volatility.45 Investors are also wary of inherent long term risks, with toll road investors 
incurring losses due to overestimations in revenue.46 A lack of clarity regarding the responsibilities 
and obligations of Australia’s various governments has also inhibited a stream of projects, suggesting 
that a clarification of both the federal and state governments’ roles and priorities is much needed.47  

Sub-Saharan Africa: Basic Infrastructure needs 
 

Sub-Saharan Africa’s situation is in stark contrast to Australia’s, with infrastructure often inadequate, 
obsolete, poorly maintained or absent all together. The region’s infrastructure gap, estimated at 
being of $45 billion annually, is said to asphyxiate growth across the area by as much as 2%.48 The 
inhibiting effect of the infrastructure gap on productivity is said to be comparable with weak 
governance, extraneous regulation and poor access to finance.49 The social cost is equally 
astounding, with 70% of the population without access to electricity and the vast majority of the 
rural population without sufficient roads.50 

Whilst basic infrastructure development is required across the board, much of the present 
investment has come from mutually beneficial relationships related to commodities and resources, 
with China playing a key role in developing some of the commercial infrastructure via Joint Venture 
or PPP.51 This process has been problematic, with case-by-case frameworks and unclear laws, 
prompting calls for a universal and stable framework.52 

                                                           
42

Infrastructure Australia. "National PPP Guidelines: Volume 3: Commercial Principles for Social Infrastructure." 
(December 2008). 
43

 Urban Land Institute and Ernst & Young, pp. 28 
44

 KPMG, PPPs procurement Review of Barriers to Competition and Efficiency in the Procurement of PPP 
Projects,  May 2010. 
45

 A. Kohler and G. Weaven, Extended interview with Garry Weaven, Inside Business, Australian Broadcasting 
Corporation, Broadcast 07/07/2013, retrieved 25 September 2013, 
<http://www.abc.net.au/insidebusiness/content/2013/s3797566.htm> 
46

B. Robins, "Study in state toll road funding."Age, June 19, 2013., pp. 28 
47

 J. Westacott, “Infrastructure the top priority for new government”, Weekend Australian, 7 September, 2013 
pp. 25   
48

 One’s Submission to the g20 high level panel on infrastructure and investment, One, retrieved 20 September 
2013 from http://www.one.org/c/international/policybrief/4035/ 
49

 D. Kaberuka, "Boosting Infrastructure Investments in Africa." World Economics 12, no. 2 (April 2011): 7-24. 
50

 Ibid., 7 
51

 A.Lee,  "PPPs to deliver Africa infrastructure."International Financial Law Review 32, no. 6 (July 2013): 30. 
52

 Ibid. 

http://www.abc.net.au/insidebusiness/content/2013/s3797566.htm
http://www.one.org/c/international/policybrief/4035/
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Other serious concerns are also apparent. In addition to atypical project risks, there is also an 
absence of investor protection and fears of governmental interference. These problems are all 
compounded by a lack of transparency, a seemingly endemic barrier to investment in many 
developing nations. Perhaps most obviously, the sheer lack of public funding, and private sector 
reluctance to invest given the risk levels are likely to persist until robust solutions are found.  

Whilst the situation looks dire and an inevitable cycle of poverty pervasive, the $121 billion of 
private funding between 1990 and 2011 in sub-Saharan Africa coupled with growth rates of 5% 
illuminates the way forward and is indicative that with effective frameworks, greater involvement by 
the private sector is not unattainable.53  

Solutions to the Gap 
  

The infrastructure gap cannot be bridged by pension funds alone, it seems clear that reforming the 
environment within which investment can occur is a good starting point and is of paramount 
importance.  This report re-iterates the need for policy actions whereby frameworks are politically 
supportive of long-term investing, generate strong deal flow and robust co-operative risk transfer 
mechanisms. Transparency of projects is also necessary, for ensuring the longevity of investment. 
These frameworks should focus on addressing these overarching problems, rather than tailoring the 
solutions to pension funds specifically.54 

Australia 
 

Australia is well ahead of much of the world in terms of engaging investors in PPP projects, but this 
process is not without its problems. A clarification of jurisdiction, at a federal state and local level 
will precipitate the development of a clear, strategic and consistent pipeline of bankable projects, 
which will yield the greatest economic and social benefit. This of course goes hand in hand with the 
aforementioned transparency requirements, and desires for better risk apportionment. Despite 
declarations by fund managers that the infrastructure shortages can be solved by the larger 
superannuation funds55, there is scope to investigate new vehicles with which infrastructure 
investment could occur. One such proposal may be a re-introduction of tax advantaged 
infrastructure bonds.56 The tax advantaged nature of these bonds will add an additional enticement 
factor to prospective investors in infrastructure who are presently unable to participate in direct 

                                                           
53

 J. Loxley,  "Are public–private partnerships (PPPs) the answer to Africa's infrastructure needs?." Review Of 
African Political Economy 40, no. 137 (September 2013): 485-495. 
54

 Foster Infrastructure, Comparative Study of Frameworks to protect the Long Term Interests of Pension Funds 
Investing in Public-Private Partnerships, APEC August 2012 
55

 A. Kohler and G. Weaven, Extended interview with Garry Weaven, Inside Business, Australian Broadcasting 
Corporation, Broadcast 07/07/2013, retrieved 25 September 2013, 
<http://www.abc.net.au/insidebusiness/content/2013/s3797566.htm> 
56

 G, Inderst, "Pension fund investment in infrastructure: What have we learnt?." Pensions: An International 
Journal 15, no. 2 (May 2010): 89-99  
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investment. With regard to superannuation, this will also provide an investment avenue for the $496 
billion (AUD) locked in Self-Managed Superannuation Funds (SMSF)57.  

The role of the IMF?  
 

The two cases have illustrated how widespread the infrastructure gap truly is, and that it 
encompasses many complex elements for both the developing and developed world. The strong 
evidence in support of infrastructure eliciting better life outcomes provides sufficient scope for the 
IMF to link certain infrastructure projects with pursuing Millennium Development Goals, most 
specifically ‘breadth and sustainability of growth’.58 As such, it is imperative that the IMF’s Technical 
Assistance division work closely with countries to develop and finance strategically important 
infrastructure. The IMF have the capacity to play a fundamental role in assisting the world build the 
most necessary infrastructure.  

Traditionally the IMF has played a role in financing some infrastructure through their lending 
programs, however this report would advocate greater and more specific participation by the IMF on 
a few levels and responding to calls for more innovative funding methods.  

By developing a list of globally strategic and important infrastructure, especially in the developing 
world, the IMF may be able to align some of their goals and objectives with specific infrastructure 
projects.  This could be done in a number of ways. The IMF could, for example, be able to facilitate 
and incentivise private sector investment in challenging investing environments through the 
provision of risk guarantees in collaboration with the World Bank Group’s Multilateral Investment 
Guarantee Agency (MIGA), which may not presently fall within their existing mandate, or expertise. 
This risk mitigation and apportionment could be facilitated by the IMF’s own balance sheet, by way 
of cash guarantees, soft loan (below market interest rate) or even equity up to an agreed level that 
delivers an effective project over a long horizon.   

These less stable environments may also require ongoing oversight and monitoring to ensure 
transparency and adherence to best practice. There is scope for the IMF to provide services to 
inadequately equipped public sectors throughout the lifecycle of a project, including the planning, 
transaction and operations phases of a project.59  

Applying IMF Solution to sub-Saharan Africa 
 

The IMF’s Technical Assistance is likely to be welcomed by both the private sector and the 
governments of the sub-Saharan region. An expert division from the IMF’s Technical Assistance 
division could be used to develop a strategic pipeline of projects. These could be  projects central to 
economic development such as water systems, or those directly linked to core industries which 

                                                           
57

 Population table – quarterly data, Australian Taxation office, retrieved 20 September 2013 from 
http://www.ato.gov.au/About-ATO/Research-and-statistics/In-detail/Super-statistics/SMSF/Self-managed-
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58

The IMF and the Millennium Development Goals, International Monetary Fund, 17 April 2013, retrieved 
September 20 2013 from: http://www.imf.org/external/np/exr/facts/mdg.htm 
59

 US global infra Deloitte 
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produce highest economic multipliers. Assistance could also encompass the facilitation of the 
projects, strongly emphasising a need for transparency and long term commitments from  both the 
public and private sectors. Some governments may indeed have sufficient knowledge and skills to 
execute PPP deals successfully, but having the IMF’s Technical Assistance as an option may 
circumvent several concerns. The IMF may be able to assist in how investors can participate in such 
projects. There may be tax-advantaged bonds (to induce the more risk averse investors) or scope for 
indirect equity participation.  There may be scope to investigate the IMF’s capacity induce 
investment, by harnessing its own funds to provide guarantees over particularly volatile stages of 
projects. 

If the IMF can alleviate numerous concerns regarding the risk associated with investment in sub-
Saharan Africa, by being an active participant, then the strong growth rates are likely to put the 
region on a path to sustainable economic development and self-sufficiency.  

Conclusion 
 

Although fixing the world’s $57 trillion infrastructure problem is a gargantuan feat, the private sector 
are well positioned to play a central role in solving this problem. Infrastructure has potential to 
become a sound addition to an investment portfolio, as it contains many desirable characteristics. 
There are an array of direct and indirect methods in which the private sector already engage in 
infrastructure investment, but pension funds have been identified as one investor group who seem 
suited well suited to direct investment in infrastructure (by PPP or otherwise). Canadian pension 
funds have demonstrated the success of such deals and are considered the global benchmark. 
Similarly, Australia have a reasonably successful PPP model, yet a number of factors have 
contributed to uncertainty in the market which has culminated in a lack of investible projects, 
despite the availability of finances. Contrastingly sub-Saharan Africa’s challenges are arguably more 
severe as insufficient or absent infrastructure has no clear financing solution. Solutions which focus 
on mutually beneficial scenarios for both the public and private sectors are likely to elicit the 
greatest outcomes. National reforms are likely to play a large role, but an extrapolation of the IMF’s 
Technical Assistance division may see more effective use of their funds and the facilitation of greater 
private sector involvement. Holistic solutions will not only require the private sector, but the 
collaboration of governments at all levels.   
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