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Executive summary

Africa’s growth and development are present-
ly anchored on two mutually inclusive pro-
grammes namely, the United Nations Sustain-
able Development Goals (SDGs) and Agenda
2063. The expected result of the implementa-
tion of the two agendas is the achievement of
inclusive growth based on structural transfor-
mation of African economies. In this context
finance remains a major constraint to achiev-
ing the two agendas and should therefore be
addressed throughout their implementation.

Since the Monterrey Consensus in 2002, the
international community has recognized the
importance of exploring innovative sources of
finance beyond the traditional methods. The
2008 Doha Declaration on Financing for De-
velopment also called for the scaled up use of
innovative financing for development. More
recently, the Addis Ababa Action Agenda
encouraged the exploration of additional in-
novative mechanisms based on models com-
bining public and private sources of finance.
The cumulative results of these declarations
informed the need for this study, the broad
objective of which is to investigate innova-
tive mechanisms for financing the SDGs and
Agenda 2063.

The study posits that innovative financing has
no unique definition, but could be explained
as the mobilization of financial resources to
meet specific goals. That said, however, some
common features of innovative financing are
discernible. These are: a new approach to fi-
nancing development; redesigning old prod-
ucts for new markets; designing entirely new
products; pooling funds through a broad range
of financial instruments; appearance of a new
set of investors; and financing breakthrough.
The fundamental issue is that financial in-
termediation of innovative financing should

enhance efficiencies by spreading risks across
various parities, enhancing liquidity and pool-
ing resources.

The study identified a number of traditional
sources of finance that could be innovatively
improved upon for efficient delivery, and new
sources of financing that evolved over time
as a result of the continuing search for im-
provement. African countries have different
capabilities for mobilizing domestic resources
and attracting private and public foreign cap-
ital. Five countries were used as case studies
to show how they have used emerging inno-
vative sources of finance for the transforma-
tion of their economies. Those countries are:
Egypt, Ethiopia, Ghana, Morocco and South
Africa. The case studies examine innovative
ways by which each of the countries has im-
proved upon the traditional sources of financ-
ing different programmes, and introduced or
adopted new innovative financing strategies.
The study also reviewed innovative financing
strategies across the globe and identified the
low level of innovative financing strategies in
Africa. It is on this premise that a number of
recommendations are presented to enhance
creative thinking on innovative financing
strategies on both traditional and new instru-
ments for economic transformation among
African policymakers and governments. The
recommendations include:

First, meeting the financing needs to achieve
the 2030 Agenda for Sustainable Develop-
ment and the Agenda 2063 will require Af-
rican countries to take a more strategic and
holistic approach to mobilizing and fostering
financing from the public and private sectors,
which are invested in and aligned with na-
tional priorities. Second, financial policies and
frameworks in Africa should be harmonized in

Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa ix



line with global best practices, in order for the
countries to benefit from global initiatives,
innovation and inflows. Third, African coun-
tries should look to mobilize additional private
finance for public projects and also consider
using public finance in private investment
(for example through national development
banks and subsidizing semi-social projects).
In this way, they can go beyond the histor-
ical blind spots of development finance and

mobilize additional finance for key national
projects, whether they are in the public or
private sectors. Fourth, there is the need to
provide regional models or programmes to
enhance national efforts aiming at mobilizing
domestic resources creatively and attracting
foreign investment. Fifth, the adoption of in-
novative financial strategies should be based
on adequate knowledge, expertise and cost
effectiveness.

X Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa









Chapter 1: Introduction

1.1 Background

Agenda 2063 of the African Union and the
global 2030 Agenda for Sustainable Develop-
ment offer a unique opportunity for Africa to
achieve structural economic transformation
and inclusive growth. The 2030 Agenda has
refocused global attention on the centrality of
sustainability to the development discourse.
In this context, African Member States are
prioritizing structural transformation in their
national and continental development pro-
grammes to promote employment through
commodity-based industrialization. The fu-
ture of growth and its impact on poverty
eradication in Africa therefore hinge on the
pace of structural transformation.

Women and young people have been left be-
hind as a result of the lack of inclusive growth
on the continent, as seen in many studies
(AfDB, 2015; ECA, 2016). Likewise, growth
has not taken place in all sectors of the econ-
omy in recent times. Most of the value addi-
tion has come from the service sector, with
the contribution of the agricultural and man-
ufacturing sectors either remaining the same,
or experiencing contractions. Given that not
much of the recent growth is attributable to
agriculture, the majority of people working in
this sector have remained poor (AfDB, 2015).
Labour is currently largely shifting towards
the services industry, which historically has
been less productive than the manufactur-
ing (AfDB and others, 2013). Moreover, the
manufacturing sector is largely informal, and
less productive than the formal firms required
for unconditional convergence. Accordingly,
African countries need to assess what type
of growth model is both suitable and feasible
(Rodrik, 2016).

Implementing the two Agendas, 2030 and
2063, in an integrated and coherent manner,
critically depends on prudent management of
the available resources at the starting point
and innovatively generating more resourc-
es as the execution of the programme pro-
gresses. Research on the nature and scale of
Africa’s financing needs consistently demon-
strates, however, that the mobilization of
sufficient financial resources for achieving
the objectives of the two Agendas remains a
huge obstacle to the achievement of sustain-
able, economic transformation in Africa (ECA,
2016a). In fact, the current financing gap in
Africa - the difference between what is avail-
able and what is needed to finance its de-
velopment - remains a critical challenge. For
example, estimated financing requirements to
close the infrastructure gap amount to some
$93 billion a year between 2010 and 2020
(IISD, 2015). These financial needs represent
about 10 per cent of gross domestic product
(GDP) in middle-income African countries and
15 per cent in low-income African countries
(ECA, 2016).

On one side, official development assistance
(ODA) to Africa has been falling since 2013
and is still well short of what African countries
need. The recent available data show that
the total ODA received by Africa in 2015 is
lower than what the region received in 2011
(OECD, 2016a). Besides, the commitments
by donor countries to provide more aid re-
main unfulfilled. In addition, the 2008 finan-
cial and economic crisis led to the drying up
of bilateral loans and grants from traditional
development partners and forced developing
countries, including Africa, to seek alternative
sources of financing.

Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa 1



On the other side, most African countries
have low per capita income with a high mar-
ginal propensity to consume and, hence, low
marginal propensity to save. Furthermore, a
staggering amount of capital leaves Africa as
illicit financial flows and deprives the region
of the much needed development finance for
the structural transformation of its econo-
mies. ECA (2018) reports that the estimates
of the trade mispricing component of illicit fi-
nancial flows from Africa range from at least
$73 billion to $87 billion per year. In addition,
at least an average of $26.7 billion gross left
Africa as illicit financial flows through other
channels over the period 2005-2014 (Span-
jers and Salomon, 2017). This is why while ad-
dressing illicit financial flows, the need for mo-
bilizing additional resources to finance Africa’s
development agenda has led to a search for
innovative sources of development finance.

Since the 2002 Monterrey Consensus, the
international community has recognized the
importance of exploring innovative sources
of finance beyond the traditional modes of
finance, provided that those sources do not
unduly burden developing countries. The
2008 Doha Declaration on Financing for De-
velopment also called for the scaled up use of
innovative financing for development. More
recently, the Addis Ababa Action Agenda en-
couraged the exploration of additional innova-
tive mechanisms based on models combining
public and private resources, and invited more
countries to voluntarily join in implementing
innovative mechanisms, instruments and mo-
dalities. As highlighted by the General Assem-
bly in its resolution 65/1, innovative sources
of finance should be stable, predictable and
supplemental to, not a substitute for, tradi-
tional sources of financing (UN, 2010). There
is therefore an urgent need to strengthen and
scale up existing innovative financing mecha-
nisms while exploring new ones.

1.2 Rationale for the report

The main objective of this study is to exam-
ine the key challenges that African countries
face in innovatively mobilizing domestic and
external resources to finance Agenda 2063
and the SDGs. Given the role of finance in at-
taining the structural transformation agenda
premised on African-owned and African-driv-
en developmental initiatives, the central ob-
jective of the study is to investigate innova-
tive mechanisms for the financing of Africa’s
structural transformation. The specific objec-
tives of the study are to explore how existing
and new mechanisms for innovative develop-
ment finance can, first, increase the scale of
development financing available and, second,
provide stable and predictable financing to
enhance sustainable development.

These objectives are in line with the recent
ECA work on financing for development, no-
tably, ECA, 2014a; ECA, 2014b; ECA, 2015b;
ECA 2015e; ECA, 2017, and the report on
the joint African Union Commission and
ECA consultation (2015). This report adds
new material that was not included in these
studies. The material tracks the progress that
African countries have made towards imple-
menting the elements of the SDGs relevant
to financing for development, by comparing
the progress made by different African coun-
tries. Furthermore, despite the importance of
innovative financing for development, there is
no generally agreed definition on innovative
development financing. The lack of consen-
sus on the definition has led many studies,
including the previous studies by region-
al and international institutions, to offer a
broad interpretation and consider all types of
non-conventional forms of finance. This study
will review the various definitions adopted by
different institutions and regions of the world
and intends to come up with a definition that
captures what innovative sources of finance
means in the African context.
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The report reviews a sample of five African
countries - namely, Egypt, Ethiopia, Ghana,
Morocco and South Africa — engaged in using
emerging innovative sources of finance. The
selection of these countries is based on the
level of income and the degree of industrial-
ization as captured by manufacturing value
added per capita, and the subregional cover-
age of Africa. These countries have a mixed
record of development planning, with a con-
certed effort to develop and implement a stra-
tegic national planning framework supported
by an industrial policy and other supplemen-
tary policies shaping domestic resource mobi-
lization, foreign direct investment, infrastruc-
ture financing and other sources of finance,
including innovative sources of finance.

1.3 Structure of the report

The report has six chapters. The next chapter
- chapter 2 - focuses on tracking the funding
to achieve the SDGs and the Agenda 2063
for Africa. Chapter 3 presents a review of the
three different innovative financing mech-
anisms for financing the SDGs and Agenda

2063 - market-based financing, result-based
financing and voluntary and compulsory con-
tributions, using examples from developed
and developing countries, and also from
emerging markets. A critical analysis of inno-
vative sources of financing in the case studies
of African countries is undertaken in chapter
4. This analysis highlights the challenges and
success stories with regards to infrastructure
financing, financial inclusion, pension and in-
surance funds, bonds targeted to the general
public, and other forms of innovative sources
of finance. Chapter 5 outlines the implemen-
tation of current traditional methods to im-
prove the efficiency, effectiveness and impact
of the traditional sources used to finance the
SDGs and Agenda 2063. It provides a criti-
cal analysis of selected traditional financing
methods used in an innovative manner in the
case studies of African countries. The focus
is on domestic resource mobilization, ODA,
multilateral and bilateral organizations, de-
velopment finance institutions, private sec-
tor investments, public-private partnerships,
remittances and South-South cooperation.
Chapter 6 contains the conclusion and policy
recommendations derived from the analysis.
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Chapter 2: Innovative
approaches to financing the

transformation agenda: the
SDGs and Agenda 2063 of the

African Union

2.1 Introduction

This section deals with issues relating to Afri-
can structural change, the relevance of SDGs
and Agenda 2063 in Africa’s transformation
agenda, the need and mechanisms for in-
novative financing for both Agendas. It also
looks at the financial implications of Africa’s
transformation agenda, the funding gap and
innovative solutions for bridging the financing
gap, and provides an overview of all identified
sources of financing in the region.

2.2 Achieving the SDGs and
Agenda 2063 in Africa through
structural transformation

The global 2030 Agenda for Sustainable De-
velopment has refocused global attention
on the centrality of sustainability to the de-
velopment discourse. In the meantime, Afri-
can Member States are prioritizing structural
transformation in their national and continen-
tal development programmes to promote em-
ployment through commodity-based industri-
alization. The future of growth and its impact
on poverty reduction in Africa hinge on what
happens to structural transformation. This,
however, requires huge investments in both
human and physical capital. In addition, the
structural transformation process in African
countries is optimized when policy inter-
ventions adopt an integrated approach to

sustainable development that takes into ac-
count all of its dimensions (Armah and Baek,
2017).

The recent economic performance of Afri-
ca has vastly improved, as its annual growth
rate since 2000 has approached 3 per cent
in per capita terms (World Bank, 2016). Stud-
ies claim that this growth is driven not just by
investment, but also by total factor produc-
tivity growth seen for the first time since the
1970s (Rodrik, 2016). While there was growth
during the 2000s, the economic decline prior
to this decade was so profound that many
African countries have yet to catch up with
their post-independence income levels. In
many parts of the region, impressive econom-
ic growth has been accompanied by improved
poverty reduction and social outcomes. Com-
pared to the rest of the world, however, the
continent is the only region where the number
of poor people has increased over the past 15
years (African Development Bank, 2015b). In
addition, the contribution of growth to reduc-
ing inequality remains low. The transformation
of growth into poverty reduction is partially
impeded by persistent inequality. As a result,
the recent economic growth in Africa has not
benefited the majority of Africans; particularly
the majority of the people working in the ag-
ricultural sector have remained poor (African
Development Bank, 2015a).
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African structural change is therefore unlike
the pattern by European and Asian industri-
alizers, since labour is currently largely shift-
ing towards the services industry, which his-
torically has been less productive than that
of manufacturing in other countries (African
Development Bank and others, 2013). More-
over, the manufacturing sector is dominated
by informal businesses, which are less pro-
ductive than firms in the formal sector, of the
sort required for unconditional convergence.
African countries thus need to assess the
type of growth model that is both suitable
and feasible (Rodrik, 2016).

2.3 New financing framework:
Addis Ababa Action Agenda

The Addis Ababa Action Agenda of the Third
International Conference on Financing for
Development highlights the need for integrat-
ed national financing frameworks to leverage
the full potential of all financial flows - private
and public - for sustainable development. The
Agenda therefore captures the essence of the
challenges to be tackled in the SDGs by turn-
ing them into operational commitments. For-
mulated as a set of specific actions, it signals
a clear departure from the business-as-usual
approach. Yet the commitments alone will not
generate change: they will need to be backed
by national capacities, responsibility and own-
ership to build the necessary institutions and
strengthen financial management.

With the inclusion of a significant number of
commitments in seven action areas, the Ad-
dis Ababa Action Agenda forms a compre-
hensive and coherent framework for financ-
ing sustainable development, which is critical
for the realization of the SDGs. The Agenda
also presents a policy framework that re-
aligns financial flows with public goals. ODA
remains crucial, in particular for countries in
most need, but aid alone will not be sufficient.
The Agenda addresses all sources of finance:

public and private, domestic and internation-
al. As in the Monterrey Consensus, it recog-
nizes that finance is not just about financing
flows, but also depends on public policies that
strengthen the national and international en-
abling environments. The Agenda reiterates
that countries have the primary responsibility
for their economic and social development,
while committing the international communi-
ty to create an enabling environment for their
development. It also goes beyond its prede-
cessors - the Monterrey Consensus and the
Doha Declaration - to take full account of the
regulatory and other policy requirements for
realizing all three dimensions - economic, so-
cial and environmental - of sustainable devel-
opment in an integrated manner.

Furthermore, the Addis Ababa Action Agenda
underlines the importance of mobilizing ad-
equate financial resources, beyond the tradi-
tional sources of finance, to achieve the SDGs.
It insists that the private sector and foreign in-
vestors play a key role in sustaining economic
growth and job creation in regions like Africa.
The Agenda stresses in particular the impor-
tance of adopting innovative approaches to
financing for development such as public and
private partnerships and the role that blended
finance and other risk mitigation mechanisms
can play in leveraging resources for infra-
structure and private sector financing. It also
recognizes how innovative financing mecha-
nisms can address shortcomings in financing
for small and medium-sized enterprises in de-
veloping countries, both for domestic invest-
ment and trade. In fact, it encourages more
countries to voluntarily join in implementing
innovative mechanisms, instruments and mo-
dalities and to explore additional innovative
mechanisms based on models combining
public and private resources. Raising more
domestic resources will strengthen Africa’s
sovereignty and independence, and reduce its
susceptibility to external shocks and, most im-
portant, ensure a more reliable flow of funds
for the continent’s transformation agenda.

Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa 5



Issues relating to domestic resource mobili-
zation and finance for development are cen-
tral to the overall development process. Re-
cently, they have been raised in connection
with the attainment of the SDGs and Agenda
2063. The policy agenda has recently moved
in new interesting directions partly because
of the relevance, and also the importance, of
domestic resource mobilization for accelerat-
ing progress in achieving the SDGs, and partly
through the emergence of new initiatives.

Development finance is increasingly diverse
and complex within the framework of the
2030 Agenda for Sustainable Development
and Agenda 2063. Properly tracking all com-
ponents of different financing arrangements
will be important in realizing the ambition
and the promise of the SDGs and Agenda
2063 so as to shed light on complex financ-
ing packages. Given the complexity of Africa’s
development path and the scale of its devel-
opment finance needs, African countries need
to leverage all possible sources of finance.
This subsection evaluates current efforts that
Africa is making towards mobilizing financial
resources and whether spending is consis-
tent with internationally agreed SDG-related
targets, drawing on different data sets, such
as the Global Spending Watch on African
countries, the National Statistics Bureau, the
SDG Index and Dashboards, AidData, the
SDG Centre for Africa, and Total Official Sup-
port for Sustainable Development (TOSSD),
among others.

2.4 Public financial resources

The global development finance landscape
has evolved, as reflected in the outcome doc-
ument of the Addis Ababa Action Agenda (UN
2015). There is a shift from a model centred on
ODA and the coverage of remaining financing
needs through external debt, to a framework
with greater emphasis on the mobilization of
domestic resources. There is also the need for

greater domestic finance in Africa because
present domestic investment levels, although
rising, are still inadequate to make possible a
significant growth in per capita income on a
sustained basis (UNCTAD, 2014). Increasing
the rate of public investment would lead to
even greater relative dependence on exter-
nal resources, unless domestic financial re-
sources grow at least commensurately. One
of the specific objectives for the Istanbul Pro-
gramme of Action is to achieve sustained, eg-
uitable and inclusive economic growth in least
developing countries, to at least the level of
7 per cent per annum. This important target
for countries such as those in Africa has been
reinforced in the 2030 Agenda, as target SDG
8.1.

Increasing domestic public finance is essential
so as to enhance the ability of African coun-
tries to provide public goods and services, fi-
nance infrastructure, increase equity, through
social protection and help manage macroeco-
nomic stability, thus creating an enabling en-
vironment for structural transformation and
accelerated growth, which is necessary to be
able to attain the SDGs (ECA, 2016). It can
also reduce countries’ dependence on aid.
Compared to ODA and foreign direct invest-
ment (FDI), domestic resources will provide
a more sustainable and less volatile base to
finance poverty alleviation and better service
delivery. This will in turn enhance the tax base
and create a virtuous cycle of growth and
poverty reduction.

In terms of volume, public domestic resources
are the largest and the most important sourc-
es of development finance for Africa (ECA,
2017). This is not surprising, since the public
sector continues to play major roles through
fiscal spending on infrastructure, social ser-
vices and even in investments in economic
ventures, while private sector businesses only
leverage public sector spending and private
households are enmeshed in a low level of in-
come, low saving and high marginal propensity
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Figure 1
Composition of domestic revenue mobilization in Africa: Total Revenue, excluding grants

Total Revenue, excluding grants in Billions (20 African countries)
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to consume. Figure 1 shows the composition
of domestic revenue mobilization in Africa, i.e.
total revenue. As can be seen from the figure,
direct and indirect tax revenues collected by
governments form the bulk of the revenues.

2.4.1 Tax and tax revenue

Tax systems, the combination of tax policy
and tax administration, are central to success-
ful fiscal policy and the overall management
of the public sector. However, many sub-Sa-
haran African countries face difficulty in rais-
ing revenue from taxes for public expenditure
purposes. Low per capita incomes, an econo-
my based on subsistence agriculture, poorly
structured tax systems, weak tax and customs
administrations, all contribute to difficulties in
raising revenue from taxes. Africa has good
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$251.25
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§235.51 923994
$229.37 ’
; | l $221.82
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potential to raise more domestic resources
from efficient tax administration systems, by
broadening the tax base rather than increas-
ing taxes and tapping relatively underused
sources of taxation, such as property tax,
environmental tax and taxes levied from the
informal sectors. However, determination of
the tax-GDP ratio is a complex process involv-
ing many variables but it ultimately reflects a
political decision on how much economic ac-
tivity should be channelled through the public
sector.

Tax revenues in African countries are rising as
a proportion of national incomes. According
to the Revenue Statistics in Africa Report in
2016 (OECD/ATAF/AUC, 2016), Cameroon,
Cote d'lvoire, Mauritius, Morocco, Rwanda,
Senegal, South Africa and Tunisia reported
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tax revenues as a percentage of GDP ranging
from 16.1 to 31.3 per cent. Since 2000, all of
these countries have experienced increases
in their tax-to-GDP ratios. The size of these
increases ranged from 0.9 percentage points
in Mauritius to 6.7 percentage points in Tuni-
sia. Morocco, Rwanda and South Africa had
increases of around 5-6 percentage points.
In comparison, the Organization for Economic
Cooperation and Development (OECD) aver-
age of 34.4 per cent was only 0.2 percentage
points higher in 2014 than in 2000. The in-
creases in tax revenues in African countries
reflect continuing efforts to mobilize domes-
tic resources, as well as the result of tax re-
forms and modernization of tax systems and
administrations. The biggest driver of tax in-
creases since 2000 in many African countries
has been rising taxes on income and profits,
and, more specifically, increases in corporate
income tax revenue.

There is also a growing reliance in many Afri-
can countries on substantial increases in indi-
rect value added tax (VAT) revenues. Central
to thisis the reliance in many African countries
on indirect taxes such as VAT and customs
duties, which tend to be disproportionally
borne by the poor (AUC-ECA, 2015). In this
context, tax compliance could be enhanced
by providing affordable State pensions and
other welfare packages, and improved public
service delivery at national, subnational and
local levels, because citizens are more likely
to pay taxes if they feel that their lives would
be improved in return. This will be particularly
helpful in inducing the large informal sector,
as its employees will see tangible benefits in
this new form of citizen-based social con-
tracts.

2.4.2 lllicit financial flows

In 2015, illicit financial flows became part of
development orthodoxy in the formulation by
the United Nations of the SDGs and at the
Financing for Development Conference in

Addis Ababa. World leaders still have much to
do to curb the opacity in the global financial
system that facilitates these outflows. lllicit
financial flows reduce domestic resource mo-
bilization efforts and the tax revenue needed
to fund poverty-reduction programmes and
infrastructure development in developing
countries such as those in Africa. They are
therefore receiving growing attention as a key
development challenge.

While illicit financial flows occur in many
countries around the world, their social and
economic impact on Africa is far more severe,
given its smaller financial resource base and
markets. IFFs adversely affect both public
and private domestic expenditure and invest-
ment. Together with the global community,
Africa must tackle illicit financial flows, which
deprive the continent of important resources
for development. Figure 2 below (based on a
methodology that has been updated since the
issuance of the report of the High-Level Pan-
el on Illicit Financial Flows from Africa) shows
that, between 2000 and 2015, net illicit fi-
nancial flows between Africa and the rest of
the world averaged $73 billion annually (at
2016 prices). These losses amount to over
4 per cent of the continent’s gross domestic
product (GDP) over the period. The losses of
public revenue in the extractive sector could
be mainly attributed to the inefficient taxa-
tion of extractive activities and the inability
to fight abuses of transfer pricing by multina-
tional enterprises (ECA, 2017).

Figure 2 shows that the illicit financial out-
flows had been on the high side since 2007,
and peaked in 2008 and 2014. Although the
share of the outflow in relation to GDP shows
a decline in a number of years, the proportion
is quite high and indicates that the countries
were losing a lot of productive resources nec-
essary for development. lllicit financial flows
must be curtailed if domestic resource mo-
bilization initiatives are to stand any chance
of succeeding. National and international

8 Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa



Figure 2

Estimates of illicit financial outflows between Africa and the rest of the world (through
trade re-invoicing only), 2000 to 2015 ($ billions at 2016 prices and as a percentage of GDP)

Source: ECA calculations based on United Nations Department of Economic and Social Affairs/United Nations Statistics Division.
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policymakers must consider the outsized ef-
fect of such flows on development and imple-
ment appropriate policies.

2.4.3 Domestic private capital flows

Domestic private capital flows can be exam-
ined in the light of the credit markets, savings,
capital market activities and outcomes. Each
of these is discussed in turn below.

Credit markets in Africa

Credit markets are central in economic devel-
opment. One of the indications of economic
development and prosperity is the develop-
ment and increasing share and role of the pri-
vate sector in the national economy or GDP
of a country. Referring to data from the World
Bank, an economic measure of so-called do-
mestic credit to the private sector (percentage

of GDP) indicates that such financial resourc-
es as loans and non-equity securities are
provided to the private sector by banks and
other financial intermediaries, all measured as
percentages in relation to GDP. For instance,
in South Africa, domestic credit to the private
sector has fluctuated substantially in recent
years, although it tended to increase through
the 1966-2016 period, ending at 66.9 per
cent in 2016. Meanwhile, domestic credit
to the private sector (percentage of GDP) of
Mauritius increased from 47.02 per cent of
GDP in 1995 to 100.12 per cent of GDP in
2014, growing at an average annual rate of
4.36 per cent (Knoema, 2017). In the case of
Nigeria, the domestic credit growth between
2006 and 2009 was put at between 12 and
36 per cent of GDP and, in real terms (2002
prices), the domestic borrowing by the private
sector grew almost fivefold (Griffith-Jones and
Karwowski, 2013).
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African credit markets are highly segmented
because of the number and range of finan-
cial institutions. Credit to the private sector
is limited by the government's pre-emption
of credit for financing its budget deficits and
those of its parastatals. However, there are
positive developments to address credit mar-
ket imperfections. Private credit bureaux have
been established in some African countries,
including Angola, Ghana, Kenya, Madagas-
car, Mauritius, Mozambique, Nigeria, Ugan-
da, United Republic of Tanzania and Zambia.
The bureaux are essential for well-functioning
credit markets. They help to reduce asymmet-
ric information, moral hazard, and adverse
selection problems between borrowers and
lenders, thereby mitigating credit risk, sup-
porting access to credit, and improving credit
repayments. Nevertheless, some problems
remain. Many African countries are still char-
acterized by weak creditor rights and poor en-
forcement of loan contracts. In addition, accu-
rate identification and evaluation of collateral
for credit tend to be protracted.

Africa has witnessed a resurgence in financial
development in the last couple of years. Indi-
cators of financial deepening such as bank de-
posits as a percentage of GDP and bank loans
as a percentage of GDP have shown some im-
provement (AfDB, 2015a). In recent years, in-
novations in information and communication
technologies (ICTs) have had a growing impact
on the delivery of financial services in Africa
and also in other developing regions. These
new technologies have helped to increase
the coverage of the financial sector by reduc-
ing the cost of the infrastructure needed to
carry out financial transactions. In Kenya, for
example, the mobile banking system known
as M-Pesa, which started as a way for mobile
phone users to transfer unused air minutes
to others, quickly turned into a cash payment
platform. As a result, more people are saving
and borrowing, and the proportion of the pop-
ulation excluded from financial services has
fallen below 17 per cent. Kenya is now third

in Africa, excluding North Africa, for financial
access, behind South Africa and Mauritius.
Other East African countries such as Rwanda,
Uganda and the United Republic of Tanzania
are following the example of Kenya and us-
ing financial technology to leapfrog traditional
banking systems and provide financial services
to all levels of society (IMF, 2016).

Savings

The literature on economics has traditional-
ly attributed an important role to domestic
savings in the process of long-run growth
and economic development. One channel
by which savings are affecting growth is that
represented by domestic investment. Studies
focusing explicitly on Africa have documented
the positive impact of domestic savings on do-
mestic investment. Oyejide (2002) examines
trends in aggregate investment in sub-Saharan
African countries from the late 1960s to the
mid-1990s and finds that they closely match
trends in aggregate domestic savings over the
period. This empirical evidence suggests that
low domestic savings is a cause of concern
for investment and growth. Indeed, African
countries have traditionally performed poorly
on the savings front. While figures vary from
country to country, gross domestic savings
in the region averaged about 18 per cent of
gross domestic product in 2015, compared
with 26 per cent in South Asia and nearly 43
per cent in countries of East Asia and the Pa-
cific, according to World Bank estimates.

Domestic savings and credit to the private sec-
tor have proved to be the most robust sourc-
es of financing for domestic investment and
resource mobilization. Private savings in the
existing policy environment have remained
low and are at present probably no more than
some 5-10 per cent of GDP (AfDB, 2015b).
Together with external aid, they constitute a
total investment of 15-20 per cent of GDP.
Although substantially higher than a de-
cade earlier, this is still inadequate, including
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because of the great need for replacement
and modernization. Moreover, it is difficult to
analyse the trends in private savings in a com-
prehensive manner because of severe limita-
tions of available information. There is also a
limited array of financial instruments for fund
mobilization, due to the large proportion of
people in rural and semi-urban locations with-
out banking facilities.

A key condition for the effectiveness of the
linkages between domestic savings and do-
mestic investment is the level and efficiency
of financial intermediation in the economy.
Specifically, financial intermediation plays an
important role by shifting the composition of
savings towards investment capital (Ndiku-
mana and others, 2015). Similarly, furthering
financial sector development to effectively
channel savings into investment can increase
employment and growth.

Capital markets

Capital markets and financial sector devel-
opment can be important facilitators of eco-
nomic growth in Africa as in any other parts
of the globe. Capital markets, encompassing
markets for stocks, bonds, and other finan-
cial instruments, are traditionally thought of
as exchanges or other centralized institutions
for transactions between willing investors and
those companies and borrowers in need of
long-term funding. Transparent, deep and ac-
cessible capital markets are a vital element of
the financial sector. As a means for long-term
investments and for diversification of funding
sources, capital markets strengthen the over-
all economy and render it more resilient in the
face of any economic shocks.

Stock market capitalization remains low, and
with the exception of Nigeria and South Afri-
ca, all sub-Saharan stock exchanges are char-
acterized by a relatively low number of list-
ed companies. African bond markets are also
in their infant stages of development. The

region’s debt markets are dominated by gov-
ernment securities mostly of short duration,
with activity focused on the domestic primary
market and limited activity in the secondary
market. Corporate debt markets are largely
non-existent in Africa, with the exception of
South Africa and, to a limited extent, some
North African markets. Domestic institution-
al investors such as banks, insurance compa-
nies, pension funds and local private investors
dominate the investor base in African capital
markets. Capital market regulations differ
widely across the region, as legislation and
regulatory structures vary between jurisdic-
tions, reflecting both local market conditions
and varied historical backgrounds.

The Addis Ababa Action Agenda highlights
the need for developing countries, in partic-
ular those in Africa, to develop domestic cap-
ital markets, with a focus on long-term bond
and insurance markets to meet longer term
financing needs (paragraph 44). It also recog-
nizes the importance of borrowing as a tool
for developing countries to finance invest-
ment which is critical to achieving sustainable
development, including the goals, but states
that such borrowing must be managed pru-
dently and that many countries remain vul-
nerable to debt crises.

2.4.4 International private financial
flows

Agenda 2063, the 2030 Agenda and the Ad-
dis Ababa Action Agenda all assign a central
role to the private sector in sustainable de-
velopment strategies and thus render efforts
to expand the private sector and enhance its
capabilities in Africa more critical now than
ever before.

Foreign direct investment
According to the Ernst and Young latest Africa

Attractiveness report (2017), heightened geo-
political uncertainty and multispeed growth
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Figure 3
African FDI inflows, by subregion, 2010-2016
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Source: UNCTAD, WIR (2017).

Figure 4
Foreign direct investment to Africa, 2005-2017
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across Africa present a mixed FDI picture for
the continent. The report provides an analy-
sis of FDI investment into Africa over the past
ten years. The 2016 data shows Africa attract-
ed 676 FDI projects, a 12.3 per cent decline
from the previous year, and FDI job creation
numbers declined by 13.1 per cent. For its
part, however, capital investment rose by 31.9
per cent. The surge in capital investment was
primarily driven by capital intensive projects
in these sectors, namely real estate, hospital-
ity, construction, transport and logistics. The
continent’s share of global FDI capital flows
increased to 11.4 per cent from 9.4 per cent
in 2015. This made Africa the second fastest-
growing FDI destination in terms of capital.

According to the 2017 World Investment
Report of the United Nations Conference
on Trade and Development (UNCTAD), FDI
flows to Africa continued to decline in 2016,
falling by 3 per cent to $59 billion. Inflows to
the continent remained unevenly distributed,
however, with five countries (Angola, Egypt,
Ethiopia, Ghana and Nigeria) accounting for
57 per cent of the total. Although foreign in-
vestors still favour the key hub economies in
Africa, a new set of FDI destinations is emerg-
ing, with francophone and East African mar-
kets being of particular interest (see figures 3
and 4).

Portfolio flows to Africa

Portfolio flows appear to be a relatively new
phenomenon in Africa’s capital markets. In the
region, because developments in internation-
al capital flows have not received much atten-
tion, there is very little literature on the sub-
ject. Portfolio flows, by their nature, are more
temporary and more volatile than foreign di-
rect investment and other investment flows.
Opportunities for speculation can attract
portfolio flows, which have been associated
with asset bubbles, especially in real estate
and stock markets, and with financial crises
in developing countries. This association is

explained partially by the fact that the scale
of such inflows has often contrasted with the
relatively small size of the recipient domestic
markets (ECA, 2017).

Studies suggest that international portfolio flows
to African countries are characterized by high
volatility and low persistence. The expected port-
folio flows show a positive and significant rela-
tionship to stock market returns, implying that
increase in expected portfolio flows will stimu-
late market performance as it creates confidence
among investors in the regional market. For in-
stance, South Africa and several other emerging
markets have received average annual net bond
inflows amounting to more than 2 per cent of
their respective GDP since 2009 (IMF, 2016).

African countries continue to have limited
links to international financial systems, and re-
ceive substantially less private capital inflows
than other regions (Tyson and others, 2014).
Indeed, African countries remain on the pe-
riphery of the international financial system.
Over the last decade, however, cross-border
capital flows have steadily increased.

Research evidence strongly suggests that,
despite the role of portfolio flows in lower-
ing the cost of capital and financing growth,
promoting local investment and macroeco-
nomic stability is also important in improving
the performance of the stock market in the
continent (Ifeakachukwu, 2015). Thus, cau-
tion must be the watchword because portfo-
lio flows are considered to be “hot money”,
creating instability through sudden outflow
and contagion effects.

Remittances

In Africa, remittances are increasingly becom-
ing important resources for development,
even though recorded inflows remain smaller
than ODA or FDI. Estimates suggest that re-
mittance flows to sub-Saharan Africa declined
by an estimated 6.1 per cent to $33 billion
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Table 1
Remittances in various regions

($ billions)

Developing countries 340.3 426.4 4443 439.8 429.3 443.6 459.1
East Asia and Pacific 94.9 114.3 122.7 127.3 125.8 129.0 132.7
Europe and Central Asia 37.8 54.6 51.7 40.3 384 41.0 43.6
Latin America and Caribbean 56.5 61.5 64.5 68.3 73.1 75.5 78.2
Middle-East and North Africa 39.0 50.5 54.4 511 48.8 51.8 535
South Asia 82.0 110.8 115.8 117.6 110.1 112.3 115.3
Sub-Saharan Africa 30.1 34.7 35.3 35.1 33.0 34.1 357

World 466.7 574.8 598.3 582.4 575.2 593.8 615.9
Low and middle income 334.2 419.0 435.9 432.3 422.5 436.3 4511
countries?

Developing countries 11.2 5.2 4.2 -1.0 -24 3.3 3.5
East Asia and Pacific 19.5 6.7 7.4 3.8 -1.2 25 2.9
Europe and Central Asia 4.8 17.1 -5.3 -22.1 -4.6 6.6 6.4
Latin America and Caribbean 2.6 2.1 4.8 6.0 6.9 3.3 3.6
Middle-East and North Africa 18.2 3.4 7.8 -6.1 -4.4 6.1 3.3
South Asia 9.4 2.6 4.5 1.6 -6.4 20 27
Sub-Saharan Africa 9.6 1.0 1.7 -0.4 -6.1 3.3 4.9

World 8.3 5.3 41 -2.7 -1.2 3.2 3.7

Source: World Bank (2017).

in 2016, owing to slow economic growth in
remittance-sending countries; decline in com-
modity prices, especially oil, which affected
remittance-receiving countries; and diversion
of remittances to informal channels due to
controlled exchange rate regimes in countries
such as Nigeria. Indeed, it is estimated that
over half of remittance transfers to the conti-
nent are unrecorded. The region has the high-
est remittance costs in the world. Neverthe-
less, remittances to the region are projected
to increase by 3.3 per cent to $34 billion in
2017 (World Bank, 2016).

The UNCTAD Economic Development in
Africa Report (2016) suggests that African
countries should tap into diaspora savings
and make greater use of remittances, which
reached $63.4 billion in 2014. Diaspora sav-
ings could be attracted through diaspora
bonds, foreign-currency-denominated depos-
its and syndicated loans with remittances as
collateral. These mechanisms, however, re-
quire the use of formal remittance channels,
thus the need for efforts to facilitate and low-
er the cost of formal remittance channels.
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Public international resources

Traditionally, ODA has played a critical role in
the provision of financing for development in
Africa. However, ODA in Africa has been fall-
ing as a share of total external flows (from 39.4
per cent in 2000 to 27.6 per cent in 2013)
and traditional donor countries members of
the Development Assistance Committee have
scaled back such assistance in real terms, in
particular in the least developed countries,
most of which are in Africa (UNCTAD, 2015).

In 2015, net ODA from member countries of
the Development Assistance Committee of
OECD totalled $131.6 billion. Taking account
of inflation and the rise in the value of the
dollar in 2015, this was 6.9 per cent higher
in real terms than in 2014, and represented
the highest level ever reached. Total ODA
from those countries as a share of their gross
national income was 0.30 per cent, on par
with 2014. Most of the increase derived from
higher expenditures for costs associated with

Table 2
Top 10 ODA recipients in Africa (millions of US dollars, receipts from all donors, net ODA receipts)

refugees. Even if those costs are excluded,
however, ODA still rose by 1.7 per cent. Sev-
en countries met the United Nations target for
ODA of 0.7 per cent of gross national income
in 2015, namely, Denmark, Luxembourg, the
Netherlands, Norway, Sweden, the United
Arab Emirates and the United Kingdom.

Given the current growth trajectory, Africa
has today become increasingly attractive to
new key partners in the global economy. The
role of emerging economies as trading part-
ners, investors and providers of development
cooperation has substantially increased over
the past decades. South-South cooperation
has taken on a broader approach than coop-
eration from traditional donors. It usually goes
beyond the provision of aid and is framed as
part of a larger set of initiatives that can in-
clude trade and investment agreements. This
has the potential to capitalize on the econom-
ic strengths of recipient countries by support-
ing the reduction of transaction costs (Lin and
Wang, 2017).

2012 2013 2014 3-year % of all
average recipients

1. Egypt 1807 5508 3532 3616 7%
2. Ethiopia 3221 3885 3585 3564 7%
3. United Republic of Tanzania 2823 3431 2648 2967 5%
4. Kenya 2653 3312 2665 2877 5%
5. Democratic Republic of the Congo 2847 2583 2398 2610 5%
6 Nigeria 1912 2515 2476 2301 4%
7 Mozambique 2074 2315 2103 2164 4%
8. Morocco 1465 2004 2247 1906 4%
9. Uganda 1642 1701 1633 1658 3%
10. Céte d’lvoire 2635 1272 922 1610 3%
Other recipients 28053 28190 29983 28742 53%
Total ODA recipients 51132 56715 54193 54014 100%

Source: OECD (2016).
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Figure 5
External financial flows to Africa
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Blended finance

Blended finance, defined as the strategic use
of official (public) funds to mobilize private
sector investment for emerging and frontier
economies, is recognized as an important tool
within the development toolbox in the mobi-
lization of new capital sources to achieve the
SDGs. Through blended finance, public funds
can target a risk that the private sector is un-
willing or unable to take. It also can be used
to improve the risk-return profile of an invest-
ment to a level acceptable for the private sec-
tor. What all this does is to attract much-need-
ed private sector investment and know-how
for projects. Interest in blended finance has
mushroomed over recent years and it now
represents one of the most dynamic fields in
the financing for development arena. In para-
graph 48 of the Addis Ababa Action Agenda,
countries are encouraged to explore inno-
vative mechanisms that combine public and
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private resources. It notes that “both public
and private investment have key roles to play
in infrastructure financing, including through
... mechanisms such as public-private partner-
ships [and] blended finance”.

2.4.5 Other financing sources for SDGs
and Agenda 2063

Trade as a means of implementing the SDGs

The 2030 Agenda for Sustainable Develop-
ment, and to some extent Agenda 2063, rec-
ognize that international trade is an important
mechanism through which many of the spe-
cific goals and targets that have been agreed
upon can be achieved. Making trade an ef-
fective means of implementation will, how-
ever, require action on a broad front. Most
African countries are heavily dependent on
trade (exports and imports). Trade is a source
of foreign exchange, intermediate inputs and

16 Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa



employment, among other benefits. Trade
policy provides important instruments like
tariffs and export taxes, to raise the revenue
that African governments need to finance de-
velopment. It is also a non-financial means
of implementation through its impact on so-
cial and environmental development. For in-
stance, trade policy can affect food security
and nutrition (FAO, 2016). Besides, it can af-
fect health outcomes by facilitating access to
essential medicines (SDG 3).

Trade is more prominent as an instrument for
the attainment of the SDGs than was the case
with the MDGs. The trade targets that are in-
cluded in the SDGs and are further elaborat-
ed in the Addis Ababa Action Agenda centre
on improving market access for developing
countries, concluding the negotiations of the
Doha Development Agenda under the World
Trade Organization (WTO) and duty-free,
quota-free market access for the least devel-
oped countries. These policy areas have long
been on the agenda of international trade
negotiations. Cooperation in these areas can
contribute to sustainable development, but
may not do much to address the main con-
straints that limit the scope for trade to make
a positive difference.

A major factor inhibiting the more effective
use of the global trading systems by firms in
Africa is high trade costs. Extensive evidence
suggests that trade costs are much higher
than prevailing tariff rates of protection. Even
if account is taken of non-tariff measures, for-
eign market access barriers in export markets
are rarely the binding constraint on trade ex-
pansion. Post-1980 experience makes it clear
that autonomous reforms drive economic de-
velopment. However, non-tariff barriers and
restrictions to trade do not figure prominently
in the SDGs and the 2030 Agenda (Hoekman,
2016).

Public-private partnerships as complementary
financing modalities

African markets today do not provide ade-
quate incentives for private businesses to
contribute to sustainable development. The
key is to combine public financing, regulation,
and private market participation with an ef-
fective public-private partnership. Public-pri-
vate partnerships offer great promise for sus-
tainable development, but can be extremely
complex to design and can come in a variety
of forms (SDSN, 2015).

While public-private partnerships are complex
contractual undertakings and bear borrowing
risks, they do offer access to specialized skills,
technologies, and innovation from the pri-
vate sector. These factors can lead to greater
operational efficiency and thus better quali-
ty and competitiveness to public services. To
prevent the contingent liability of public-pri-
vate partnerships turning into a debt burden,
African governments must strengthen pub-
lic-private partnership frameworks and regu-
lations at the national and subregional levels.
This requires legal, managerial, and technical
capacities to clarify the roles and responsibil-
ities of contracting partners, provide clarity in
the event of litigation, plan and monitor im-
plementation effectively, and carry out robust
investment appraisals and financial analysis.
The public-private partnership modality has
the potential to bring long-term quantitative
and qualitative value to many African States,
but the transaction costs of public-private
partnerships and the ability of a country to
manage such partnerships must be carefully
weighed against the intended benefits.

Climate financing

Africa is the continent most affected by cli-
mate change. Two thirds of Africans make
their living off the land. Consequently, it is crit-
ical that the continent adopts a climate-resil-
ient economic and development policy. SDGs

Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa 17



recognize the fundamental interdependence
of climate change with concerns for the en-
vironment, and for social and economic de-
velopment. Development finance plays a key
role in helping developing countries transition
to the low-carbon, climate-resilient and envi-
ronmentally sustainable pathways needed to
achieve the SDGs (OECD, 2015). Integrating
financing for climate change and develop-
ment can maximize results in both areas.

Africa requires massive amounts of climate fi-
nancing in order to make its economies both
low-carbon and climate-resilient. The conti-
nent will require an estimated $377 billion in
financing for climate mitigation investments
and $222 billion for climate-resilience invest-
ments in order to reach its nationally deter-
mined contributions, while North Africa will
require an additional $125 billion for com-
bined mitigation and adaptation financing.
Current financing falls far short of this figure,
however. In 2014, only $12 billion of climate
finance reached Africa, with another $9 billion
ranging across the Middle East and North Af-
rica (CPI, 2015).

Climate finance has been a core element of
the climate negotiations. In the Paris Agree-
ment on climate change, countries agreed to
make finance flows consistent with a pathway
towards low greenhouse gas emissions and
climate-resilient development. Developing
countries will receive financial resources for
both mitigation and adaptation actions, while
developed countries are expected to contin-
ue leading in mobilizing climate finance from
a variety of sources, with public funds playing
a significant role in reaching the previously
agreed $100 billion annual target by 2020
(UNFCCC, 2016). The role of climate finance
in supporting climate outcomes needs to be
understood within the broader set of goals
and compliance mechanisms established at
Paris.

2.5 Financinggap

It is important to highlight that determining
the financing gap is a speculative endeavour.
This, of course, has been acknowledged by
many previous studies. The complexity stems
from at least two sources. First, the resource
requirement to achieve the SDGs will largely
depend on many factors that will vary across
African countries. It is clear that member
States have a varying capability to mobilize
domestic resources and attracting private and
public foreign capital. Other factors include,
among others, the effectiveness of the eco-
nomic policies, social inclusion and social pro-
tection policies, the quality of institutions and
the extent to which such policies address is-
sues relating to corruption and prioritize ser-
vice delivery.

As highlighted in the 2017 report of the In-
ter-Agency Task Force on Financing for De-
velopment, the different goals and targets of
the SDGs will present a range of challenges
for many African countries depending on
their present state of development and oth-
er national priorities. So when it comes to
implementation, different African countries
will need to give different levels of attention,
support and effort to the various goals and
targets, depending on where they stand in re-
lation to them at present, depending on their
differentiated responsibilities and their capa-
bilities and resources. The balance between
the social, economic and political effort need-
ed to deliver the different objectives is also
likely to differ from one African country to
another and between subregions of the con-
tinent.

The financing needs related to the imple-
mentation of the SDGs and Agenda 2063
are enormous. For instance, quantifying the
needed financial resources to implement the
SDGs is complex and estimates vary widely,
from $2.5 trillion to over $5 trillion per year.
Studies estimate that the incremental costs
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of financing the SDGs in Africa alone amount
to more than $600 billion per year (Schmidt-
Traub, 2015). This amount equates to almost
one third of Africa’s aggregate gross national
income (GNI). But this may be a conserva-
tive figure, as estimates differ depending on
the method used. Chinzana and co-authors
(2015) estimate the required GDP growth
rate to achieve SDG 1 (ending poverty) and
the corresponding investment-to-GDP ratio
and financing gap-to-GDP ratio, assuming
that savings, ODA and FDI all remain at cur-
rent levels. According to this study, an annual
GDP growth rate of 16.6 per cent per year
will be required, along with an additional in-
vestment of $1.2 trillion per year, to meet
SDG 1 only. Another study carried out by
the Food and Agriculture Organization of the
United Nations (FAO), the International Fund
for Agricultural Development and the World
Food Programme (WFP) (2015) estimates
$148 billion as the required income to end
hunger by 2030.

Arecent German study (GIZ/BMZ, 2017) esti-
mates that investment needs in the economic
and social infrastructure sector alone amount
to $135 billion per year in Africa. The same
study estimates the financing gap at about
$60 billion per year. African countries must
mobilize considerably more domestic reve-
nues, but average private sector participation
in current infrastructure investment in most
African countries is considerably lower than
that in developed countries and may not ad-
dress existing investment needs without sig-
nificant upscaling (African Union and others,
2015). While infrastructure investment needs
are already large, including requirements re-
lated to the other SDGs raises this number
even higher. Estimates made prior to the
United Nations Conference on Sustainable
Development, held in Rio de Janeiro, Brazil, in

June 2012, determined that Africa would re-
quire close to $200 billion per year to imple-
ment sustainable development commitments
under the social, economic and environmen-
tal dimensions (ECA, 2015).

2.6 Conclusion

A bold financing approach for development
is required to achieve the SDGs and Agen-
da 2063. Given an investment gap for Afri-
ca to achieve the SDGs which, as indicated
above, lies between an incremental outlay
of $200 billion and $1.2 trillion per annum,
new frameworks for development finance are
required for national governments and finan-
cial institutions. Implementation of the 2030
Agenda calls for a revitalized global partner-
ship for sustainable development, supported
by specific policies and actions as outlined in
the outcome document of the third Interna-
tional Conference on Financing for Develop-
ment (UN, 2015).

The scope of financing needs makes it imper-
ative to seek an innovative method for, and
increase in, private and public investments
related to the SDGs and Agenda 2063. The
need for additional and more predictable de-
velopment financing has led to a search for
alternative innovative sources of finance.
Various initiatives to develop and implement
innovative development financing mecha-
nisms have emerged across the globe. The
Inter-Agency Task Force on Financing for De-
velopment has also identified elements to re-
spond to the challenges posed by the current
economic and social environment, including
increased long-term investments, comple-
mented by measures to directly better the
living conditions of the poor and vulnerable,
such as social protection floors.
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Chapter 3: Innovative sources for
financing SDGs and Agenda 2063

3.1 Introduction

Following on from the various financing
mechanisms for achieving SDGs discussed in
the preceding chapter, chapter 3 outlines the
conceptual framework of innovative financing
approaches, taking account of the major ob-
jective of structural transformation based on
inclusive growth and sustainable development
anchored on reliance on domestic public and
private resources. The issue of definitions re-
lating to innovative financing will also be dis-
cussed in this chapter. The chapter also cov-
ers the avenues or sources of financing using
the three different innovative financing mech-
anisms for Financing SDGs and Agenda 2063,
namely: market-based financing; result-based
financing; and voluntary and compulsory
contributions. To this end, the discussion is
structured in accordance with the three dif-
ferent innovative financing mechanisms from
developed, emerging markets and developing
countries, with a view to seeing the areas both
of convergence and divergence in the modes
of financing. The chapter concludes by noting
that the mainstream literature on innovative
financing for development has a number of
apparent “blind spots”, where useful sources
of finance can, in fact, be found.

3.2 Issues of definitions for
innovative financing

Since the 2002 Monterrey Consensus, the
international community has recognized the
importance of exploring innovative sources
of finance beyond the traditional modes of
finance, provided that those sources do not
unduly burden developing countries. The

2008 Doha Declaration on Financing for De-
velopment also called for scaling up the use of
innovative financing for development. More
recently, the Addis Ababa Action Agenda has
encouraged the exploration of additional in-
novative mechanisms based on models com-
bining public and private resources and invited
more countries to join voluntarily in imple-
menting innovative mechanisms, instruments
and modalities. The Agenda also encourages
the replication of existing mechanisms, such
as the International Finance Facility for Im-
munization, to address broader development
needs.

Despite the importance accorded in recent
literature to innovative financing for develop-
ment, there is no generally agreed definition
of the term. The lack of consensus on the
definition has promoted many studies, includ-
ing those by regional and international insti-
tutions, to offer a broad interpretation and
consider all types of non-conventional forms
of finance as innovative sources of finance. A
World Bank report defines innovative financ-
ing as the non-traditional applications of sol-
idarity, public-private partnerships, and cata-
lytic mechanisms that support fundraising by
tapping new sources and engaging investors
beyond the financial dimension of transac-
tions as partners and stakeholders in devel-
opment, or that deliver financial solutions to
development problems on the ground (Giris-
hankar, 2009).

To OECD, innovative financing comprises the
‘mechanisms of raising funds or stimulating
actions in support of international develop-
ment that go beyond traditional spending
approaches by either the official or private
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sectors, such as: new approaches for pooling
private and public revenue streams to scale up
or develop activities for the benefit of partner
countries; new revenue streams (e.g. a new
tax, charge, fee, bond raising, sale proceed or
voluntary contribution scheme) earmarked to
developmental activities on a multi-year ba-
sis; new incentives (financial guarantees, cor-
porate social responsibility or other rewards
or recognition) to address market failures or
scale up ongoing developmental activities”
(Sandor and others, 2009).

In the view of the Leading Group on Innova-
tive Financing for Development “An innova-
tive development financing mechanism is a
mechanism for raising funds for development.
The mechanisms are complementary to Of-
ficial Development Assistance. They are also
predictable and stable. They are closely linked
to the idea of global public goods and aimed
at correcting the negative effects of global-
ization.*

Fuchs, Hurley and Minsat (2012) argue that,
as the purpose of innovative financing is to
“‘widen fiscal space, domestic public resources
can be mobilized by: enhancing tax revenues
toincrease public savings; raising public sector
access to savings from households and firms
for investment in public expenditures focused
on Millennium Development Goal (MDG)
attainment; and increasing the efficiency of
public expenditures, notably by lowering the
unit cost of providing public services without
reducing their quality and quantity”. With fis-
cal space being widened, innovative finance
will catapult economic growth, compliment
the conventional revenue, fix the loopholes
in official donations and align the income
and expenditure with the MDGs (Reghbenda,
2002).

Based on the foregoing exploration of innova-
tive financing or sources of finance, innovative

1 http:/www.leadinggroup.org/article1175.html.

financing may be considered to have the fol-
lowing attributes:

It represents a new approach to financing
development

It redesigns old products for new markets
It designs entirely new products

It represents development funding con-
tributions from stakeholders that may be
driven by either the public or private sec-
tors

It comprises funds pooled through a broad
range of financial instruments

It brings to the fore a new set of investors
and a breakthrough in financing modalities.

3.3 Innovative financing
mechanisms

Innovative finance covers a broad spectrum
of initiatives that address specific market
failures and institutional barriers that hinder
development. Innovative financing instru-
ments often reallocate risks from investors
to institutions better positioned to bear the
risk and, in the process, enable participation
from mainstream investors (Ketkar and Ratha,
2009a). A report by Dalberg Global Develop-
ment Advisors (2014) posits that innovative
financing emanates from either voluntary or
compulsory contributions to funding through
the design of an entirely new product, the in-
troduction of an old product in a new market
or the involvement of new investors.

The mechanisms for innovative financing have
been grouped into three categories and these
are: first, market-based financing; second,
result-based financing; and, third, financing
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through voluntary and compulsory contribu-
tions (Basu, 2010).

For the various mechanisms of innovative fi-
nance to be sufficiently effective, Fuchs, Hur-
ley and Minsal (2012) call on stakeholders to
avoid increasing the complexity of fundraising
and delivery mechanisms through the multi-
plication of small-scale and competing initia-
tives, which crowd one another out and lack
strategic visibility. At the same time, principles
of sustainability, transparency and local own-
ership would favour developing regions de-
vising and implementing their own innovative
financing.

Arising from the definition and explanations
of the concept of innovative financing dis-
cussed above, this section explores avenues
or sources of financing using the three dif-
ferent innovative mechanisms for financing
the SDGs and Agenda 2063, namely: mar-
ket-based financing; result-based financing;
and voluntary and compulsory contribution
(Basu, 2010). To this end, the discussion is
structured in line with the three different
innovative financing mechanisms from de-
veloped, emerging markets and developing
countries, with a view to seeing the areas
of both convergence and divergence in the
modes of financing. Suffice it to state that,
over time, the different economies have bor-
rowed ideas from one another, such that
many of the types of innovative financing cut
across economies.

3.3.1 Market-based financing

According to Basu (2010) the innovative
market-based financial instruments tend to
leverage remittances and the wealth of the
diaspora and consequently improve access
to capital markets for developing countries.
On the other hand, however, Dalberg Glob-
al Development Advisors (2014) reasserts
the significance of the mechanisms that tar-
get below-market returns, which “remain an

important component of the landscape (53
per cent of the total in 2012), with increased
focus on opportunities that target both so-
cial and financial returns”. This can be viewed
from the investor’s standpoint, where em-
phasis is placed on investments which offer
risk-adjusted market returns. “This includes
low-risk investments, such as green bonds
that are backed by development bank bal-
ance sheets, and riskier propositions, such as
microfinance funds and impact investment
funds”.

There has been an increased focus on oppor-
tunities that target both social and financial
returns (sustainability themed investments),
on low-risk investments such as green bonds
that are backed by development bank bal-
ance sheets, and on riskier propositions such
as microfinance funds and impact investment
funds, which are increasingly contributing
to market-based innovative financing (Dal-
berg Global Development Advisors, 2014).
Innovative market-based financial instru-
ments tend to also leverage remittances and
the wealth of the diaspora (Basu, 2010) and
consequently improve access to capital mar-
kets for developing countries. Some of the
advantages of these market-based financial
instruments include their ability to improve
sovereign credit ratings; the securitization of
future remittance flows; and the use of dias-
pora bonds to tap into the wealth and savings
of migrants.

Private capital in the form of equity, bonds,
debt, non-concessional loans, risk mitiga-
tion instruments (including guarantees), pri-
vate voluntary contributions and worker re-
mittances has become a growing source of
funding and accounts for the bulk of financial
flows. In 2014, the emerging market econ-
omies received $60 billion in remittances
and $93 billion in portfolio investment flows
(ECLAC, 2015 and 2016). The international
bond market, in particular, has become a ma-
jor source of financing for private and public
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sectors in areas including natural resources,
infrastructure and the financial sector. This
shift is mainly due to quantitative easing in
the United States of America, which has en-
couraged bond investors to seek higher re-
turns in emerging markets across the board,
including Latin America and the Caribbean,
where the $20 billion bond issuance in the
region in 2009 stabilized at around $80 billion
in 2014-2015 (ECLAC, 2016).

Sustainability-themed investments

In recent years there has been a growth in
private equity and venture capital firms that
raise funds in developed countries and de-
ploy those funds in emerging markets for
sustainabilitythemed investments or proj-
ects that focus not only on generating fi-
nancial returns but also on having a positive
impact on environmental and social stan-
dards. Impact investments, a term created
in 2007, is estimated at $60 billion in 2015,
with predictions ranging from $400 billion
to $1 trillion worldwide by 2020 (JP Mor-
gan and others, 2010). It is estimated that
22 per cent of the global-impact enterprises
are in Africa, demonstrating the significant
share of opportunities for impact invest-
ing that lie in the continent (Bertha Centre,
2016).

Impact investing in Africa is rendered all the
more imperative by the decline in ODA fund-
ing to meet basic needs. Furthermore, Africa
needs to harness private investment sources
which can be used to solve some of the conti-
nent’s social and economic problems through
private sector initiatives (UNDP, 2015). Im-
pact investment tends to move into areas
such as renewable energy, rural development
and health where, in many developing na-
tions, conventional investors are not available
(Wilson, 2016). Meanwhile, in Europe, the
market capitalization of sustainabilitythemed
investments grew from €7 billion in 2005 to
€48 billion in 2011, €8.75 billion of which

was impact investment contributed by insti-
tutional and individual investors (Jahn and
others, 2014).

China and India are the largest recipients of
the Climate Investment Funds to date (UN,
2012). In 2014, the provision of innovative
funding through green credit lines and green
climate funds was discussed at the Lima Cli-
mate Change Conference. The development
banks are encouraged to provide green credit
lines that encourage long-term investment in
low-carbon projects. For example, the Peru
Development Bank provided funding for CO-
FIGAS - a natural gas project in Lima that
converts vehicles from petrol to the use of
lower-emission natural gas. The project fund-
ing has been extended to both the private
and public sectors with the aim of converting
50,000 vehicles, but it surpassed the target
by successfully converting 190,000 vehicles
within the initial five-year period (Masullo and
others, 2014).

Green bonds represent another example of
such sustainable themed investments. The
green bond market is an innovative private
sector financing method that contributes to
sustainable development and biodiversity as
it targets global value chains to reduce direct
pressures on biodiversity (Fétiveau and oth-
ers, 2014). The funds raised through green
bonds are used exclusively to finance or
re-finance what are termed “green” projects,
assets or business activities such as energy
efficiency and renewable energy infrastruc-
ture.

The market for green bonds has grown rapidly
because they can be evaluated using standard
risk models, provide a risk-adjusted return
that meets investor expectations, and offer
investors the opportunity to be associated
with a positive environmental outcome (Dal-
berg Global Development Advisors, 2014).
Institutions with excellent credit ratings and
strong balance sheets have issued green
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bonds.? It was reported that the green bond
market has multiplied more than fivefold in
size from 2013 to 2016, when it reached $81
billion in new issuances. The market grew by
92 per cent from 2015 to 2016 and is pro-
jected to reach between $120 billion (HSBC)
and $200 billion (Moody’s) in 2017 (ALCB
Fund, 2017).

It has been suggested that the green bond
concept does not need to be limited to en-
vironmental projects. It can be used when
there is a need for investment in global pri-
orities that surpasses the current resources
of the public sector; and the investments will
generate adequate cash flows through ei-
ther profits or accrued savings to repay the
principal and interest on the bonds (Dalberg
Global Development Advisors, 2014). For in-
stance, the International Finance Facility for
Immunization has used a similar mechanism
to mobilize resources and streamline the de-
ployment of funds for vaccines. As with sov-
ereign bonds, the Facility allows governments
to make a legally binding commitment to re-
pay bonds sold to institutional and individual
investors. To date, the Facility has raised $4.5
billion at costs similar to those of the World
Bank, proving that this structure can efficient-
ly raise capital (Dalberg Global Development
Advisors, 2014).

One of the world’'s major emissions trading
systems for carbon dioxide is the Europe-
an Union Emissions Trading Scheme. It is a
pillar of the European Union climate policy
launched in 2005 to fight global warming.

As of 2014, the Trading Scheme covered ap-
proximately 13,500 stationary installations in
the electric utility and major industrial sectors
and all domestic airline emissions in 31 coun-
tries (Ellerman and others, 2016). The Trading
Scheme has, however, encountered some im-
plementation challenges, such as lack of data
and benchmarking (Ellerman and Buchner,
2007). It is also argued that Trading Scheme
renewable energy targets do not make eco-
nomic sense as they represent an expensive
option for the reduction of carbon dioxide
emissions, therefore a multidisciplinary eco-
nomic analysis of the climate and energy pol-
icy mix is required to reduce trade-offs (del
Rio, 2017).

Securities and derivatives

Securities and derivatives are highly signifi-
cant mechanisms in innovative financing. A
2014 report by Global Development Incuba-
tor stated that 80 per cent of innovative fi-
nancing mobilized between 2000 and 2013
came from securities and derivatives. The
largest components of securities and deriv-
atives are guarantees ($36 billion, or 39 per
cent of the total). This reflects the importance
of the Multilateral Investment Guarantee
Agency (MIGA), which, as the largest single
mechanism in this domain, mobilized $24 bil-
lion between 2000 and 2013 (26 per cent of
the total) (Dalberg Global Development Advi-
sors, 2014).

Many emerging economies have used back-
up by MIGA in the form of guarantees to

2 As of December 2017, the following institutions are issuer members of the Green Bond Principles: African Development Bank,
Agence Francaise de Développement, Agence France Trésor (on behalf of France), Agricultural Bank of China Limited, Bank of
China Limited, Berlin Hyp AG, BNG Bank, Caisse des Dépots et Consignations, Caja Rural de Navarra, Sociedad Cooperativa de
Crédito, Commonwealth of Massachusetts, Council of Europe Development Bank (CEB), Deutsche Hypothekenbank AG, Deut-
sche Kreditbank AG, Development Bank of Japan Inc., District of Columbia Water and Sewer Authority (‘DC WATER”), EDF SA,
Enel SpA, ENGIE (ex GDF Suez), European Bank of Reconstruction and Development (EBRD), European Investment Bank (EIB),
FMO (Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden N.V), Hannon Armstrong Sustainable Infrastructure
(HASI), ING Bank N.V, Instituto de Crédito Oficial (ICO), International Finance Corporation (IFC), Kommunalbanken AS (KBN),
KommuneKredit Kommuninvest | Sverige AB Massachusetts Bay Transportation Authority, Municipality Finance Plc, Nordic In-
vestment Bank (NIB), NRW. BANK, NWB Bank (Nederlandse Waterschapsbank N.V.), Overseas Private Investment Corporation,
Province of Ontario, Région lle-de-France, Renovate America, Inc., SNCF Réseau, Toronto-Dominion Bank, Unibail-Rodamco,

Unilever, World Bank, YES BANK Ltd (ICMA, 2017).
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commercial banks which provide funding for
infrastructure development in bridging fund-
ing gaps in the area of infrastructure. For
example, this type of innovative finance has
been successfully tested in Brazil to fund the
S&o Paulo State Transport Project. The esti-
mated cost of the project was $729 million,
with a funding gap of $300 million. In addition
to the credit already provided by the World
Bank, MIGA issued guarantees to Banco
Santander of Spain, which provided funding
to close the $300 million gap (World Bank,
2014).

MIGA, however, is not innovative as such, nor
is the idea of political risk insurance. Since its
inception in 1988, MIGA has issued more than
$45 billion worth of guarantees, in support of
over 800 projects in 110 of its member coun-
tries. The Agency has also supported multi-
ple programmes at regional and global levels
in member countries (MIGA, 2017). MIGA
has large exposure in Latin America since its
mission is to promote investment in emerg-
ing markets, and it creates value by lowering
the cost of borrowing compared to commer-
cial offerings or by creating new instruments,
such as long-tenor loans. Changes in policy,
combined with new market opportunities,
mean that it has increasingly been used by Af-
rican countries in recent years. As reported on
the MIGA website, only 36 projects from Af-
rica (excluding North Africa) were backed by
MIGA between 1990 and 2000, but from the
millennium to date that number has increased
more than fivefold, to 205 projects.

Securitization has been used to finance cred-
it-enhanced bonds issued to finance social
and economic infrastructure projects such as
waste management, hospitals and schools,
and to support utilities delivering water, elec-
tricity, and gas services. The unitization and
securitization of revenue streams from mature
infrastructure assets offer financing options
for government agencies and private inves-
tors. The investment characteristics of mature

infrastructure assets include limited competi-
tion, regulated tariffs, stable and frequently
indexed revenue streams, low variable costs,
high leverage for enhanced return to equi-
ty, and low demand elasticity. In mixed asset
portfolios, infrastructure assets are an option
for portfolio diversification (Della Croce and
Gatti, 2014).

A recent example is Africa’s first securitiza-
tion for an off-grid solar deal made in January
2016 in Kenya. The Netherlands investment
firm Oikocredit and United Kingdom-based
solar energy provider, BBOXX, have formed
a partnership to fund the distribution and fi-
nancing of the off-grid solar market in rural
areas in Kenya. The off-grid solar sector has
encountered difficulties in attracting suffi-
cient investments to finance what is per-
ceived as a risky business model, involving
relatively new technology, doing business in
developing countries and clients with little or
no credit history. This securitization has en-
abled the supply of approximately 1,200 new
solar home systems to households with limit-
ed or no access to grid electricity, benefitting
an estimated 7,000 people.

Sovereign wealth funds

A sovereign wealth fund serves as a long-
term approach to achieving a country’s long-
term strategies and financial goals through
the acquisition of international equities, com-
modities and private fixed income securities.
These facilities are essentially funded through
three major sources: first, revenue from the
export of natural resources; second, transfer
of assets from foreign exchange reserves;
and, third, disbursement of sovereign debts
on the international market. African sover-
eign wealth funds can enhance productivity
and spur intra-African investment by allocat-
ing part of their assets to growing sectors in
Africa. In addition, African countries can use
their own assets to invest in domestic com-
panies to boost growth and to create jobs. In
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2009, Africa had 14 sovereign wealth funds
totalling $114 billion, representing 3 per cent
of global sovereign wealth funds. Africa’s con-
tribution could increase in future with the es-
tablishment of new funds and the expansion
of existing ones. The largest funds are the
Libyan Investment Authority and the Algeria
Revenue Regulation Fund, with $65 billion
and $56.7 billion in total assets, respectively
(ECA, 2016).

Spurred by the region’s rapid economic devel-
opment, sovereign wealth funds in Asia have
increased in both size and number over the
past decade. Given their size and close links to
governments, sovereign wealth fund invest-
ments often attract media attention and are
scrutinized for political motives as well (Borst,
2015). Like other regions, several Asian econ-
omies have created such funds to hold and
invest part of their large holdings of interna-
tional reserve currencies. In addition to invest-
ment purposes, sovereign wealth funds also
vary significantly in the area of source of fund-
ing. Sovereign wealth funds are commonly fi-
nanced from such sources as balance of pay-
ment surpluses; funds accumulated by central
banks during foreign currency operations; pro-
ceeds from the privatization of State-owned
enterprises; fiscal surpluses; and receipts from
commodity exports. Asian sovereign wealth
funds differ in that they are primarily funded
from government revenues, foreign exchange
reserves, or the contributions of retirees. As
a region, Asia accounts for nearly 40 per cent
of the more than $7 trillion in total sovereign
wealth fund assets and a disproportionate
number of the largest funds. From this, pen-
sion reserve funds account for a large share of
Asian sovereign wealth fund assets.

Development bank finance

Co-financing with development banks s
another approach to mobilizing funds and
spreading risk. In this approach, investors
can gain a greater level of comfort via a lead

development bank’s connection with govern-
ments, its financial strength, its willingness to
remain through difficult economic conditions,
and its financial imprimatur, all of which help
attract other financiers. For instance, Eleme
Petrochemicals of Nigeria became a world-
class chemical manufacturer - from a poorly
performing industrial giant - when IFC pro-
vided advice, financing and deal structuring
to allow privatization of the State-owned firm.

Both national and regional development banks
are playing an increasingly important role in
development finance in Latin America and the
Caribbean. There are over 100 development
finance institutions in the region. According
to the Economic Commission for Latin Amer-
ica and the Caribbean (2015), net lending by
development banks in Latin America and the
Caribbean region increased, on average, by
15 per cent annually during the period 2000-
2009. National development banks currently
hold an average share of 30 per cent of to-
tal assets, and 24 per cent of total deposits.
Development banks in the region have also
been recognized for their role in financing so-
cial and economic projects (ibid.). Subregional
development banks have also significantly in-
creased their lending volume to Latin America
and the Caribbean since 2000. In 2011, sub-
regional banks, including the Central Amer-
ican Bank for Economic Integration and the
Development Bank of Latin America and the
Caribbean, lent almost $12 billion in the re-
gion. On the other hand, the Inter-American
Development Bank lent around $11 billion to
the region while the World Bank lent around
$10 billion in 2011. Latin America has also
used a regional investment bank, the Latin
American Investment Facility, to directly sup-
port development of production in the region.

Diaspora bonds
Adiaspora bond is a debt instrument issued by

a country or, potentially, a sub-sovereign enti-
ty or a private corporation to raise financing
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from its diaspora (Ketkar and Ratha, 2009b).
Since 1991, India has been at the forefront
in raising hard currency financing from its di-
aspora. The Government of India has raised
about $12 billion to date, often during liquidity
crises, by tapping into the wealth of its dias-
pora communities to support balance of pay-
ments needs and finance infrastructure. The
Government of Sri Lanka has also sold Sri Lan-
ka Development Bonds (SLDBs) since 2001 to
several investor categories including non-resi-
dent Sri Lankans raising a total of $580 million
to date. The downside risk with the diaspo-
ra bond is that debt service payments by the
issuer are in local rather than hard currency.
However, since diaspora investors often have
liabilities in their country of origin, they are
likely to view the risk of receiving payments in
local currency with much less trepidation than
would non-diaspora investors.

Although migrant workers from developing
countries have been sending remittances to
support family and friends in their country of
origin, there are considerable opportunities to
unlock additional value from these flows. For
instance, the use of diaspora bonds that spe-
cifically target a country's emigrant popula-
tion is a time-tested but underused means to
raise money to finance development. Several
African countries have introduced diaspora
bonds, in order to help bridge financing gaps
(for example Egypt, Ethiopia, Nigeria among
others), as these bonds are useful for tapping
into the wealth of the diasporas for financing
projects on infrastructure, housing, health and
education (Basu, 2010). For African countries,
the World Bank has estimated that these in-
struments could raise as much as $5 billion to
$10 billion annually, but so far their potential
has been almost completely untapped (Ben-
soussan and others, 2013).

Pension funds

As a debt security, infrastructure invest-
ments are well matched to pension funds’

long-dated liability curve and yield preferenc-
es. Pension fund investment in infrastructure
takes several forms: direct and indirect equity
investment, debt, and specialist infrastructure
funds. Infrastructure debt offers above aver-
age risk adjusted returns and portfolio diver-
sification attributed to low-return correlations
with equities, direct and indirect real estate,
bonds, and leading economic indicators
(Duygun, Qian and Tam, 2017). According to
Global Pension Assets study (Watson, 2014),
around 64 per cent of funds are in countries
in Asia and the Pacific region, namely: Japan
(13 per cent), Republic of Korea (3 per cent),
China (1 per cent), Malaysia (1 per cent), and
Singapore (1 per cent).

African pension funds offer enormous po-
tential as a continental source for investment
capital. Africa’s nascent pension fund industry
is growing rapidly in size and ambition, a prod-
uct of the region’s robust economic growth
and reforms in a number of countries. Africa
has experienced tremendous growth in pen-
sion assets over the last five years with 90
per cent of the assets concentrated in Bo-
tswana, Namibia, Nigeria and South Africa.
In these countries, a number of large funds
also tend to dominate. In 2014, pension fund
assets in Africa were estimated at $334 bil-
lion, with growth variations across subregions
and countries. This high growth trend is ex-
pected to continue as Africa moves towards
increased coverage, and more inclusive and
comprehensive systems.

Public-private partnerships

Public-private partnerships are a tested strat-
egy for mobilizing resources, especially for
large infrastructure projects and other proj-
ects involving public services like health, ed-
ucation, among others. There are variants of
public-private partnerships but the common
ones are: Build and Transfer (BT); Build, Oper-
ate and Transfer (BOT); Build, Operate, Lease
and Transfer (BOLT); Build, Own, Operate and
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Transfer (BOOT); Build, Own and Operate
(BOO); Buy, Build and Operate (BBO); Build,
Lease and Transfer (BLT); Build, Transfer and
Operate (BTO); Design and Build (DB); Design,
Build and Operate (DBO); Operate and Main-
tain (OM) and Alliance (see details in Central
Bank of Nigeria, 2014). This array of pub-
lic-private partnerships allows for the choice
of the appropriate model for different projects
which requires some level of expertise.

Almost all countries within the group of
emerging economies have had some experi-
ences with public-private partnerships, from
Latin American countries to Asia and even
Africa. In 1990, only $10 billion was invested
in public-private partnerships in Latin America
and the Caribbean. This investment increased
to $90 billion in 2012 but declined to $70 bil-
lion in 2013. The distribution by sector of in-
vestments in public-private partnerships be-
tween 1990 and 2013 in Latin America and
the Caribbean was as follows: $282 billion in
energy (accounting for 33 per cent of invest-
ments by value); $352 billion in telecommuni-
cations (accounting for 42 per cent); $176 bil-
lion in transport (21 per cent) and $35 billion
in water and drainage (4 per cent) (ECLAC,
2016).

Public-private partnerships can be a signif-
icant source of finance. Furthermore, a few
countries in Latin America and the Carib-
bean also begun to use public-private part-
nerships to meet some social infrastructure
needs, such as investments in physical in-
frastructure or the operation of prison and
health services. In Chile, Peru and Mexico,
public-private partnerships have now been
tried out in the healthcare sector while Co-
lombia and Honduras have announced plans
to tender out projects for public-private part-
nerships in the sector over the coming years.
In addition, in the most traditional sectors
such as energy, public-private partnerships
have begun to play a role in new areas like
investment in clean technologies that reduce

carbon emissions (ECLAC, 2016). In China,
the public-private partnership has been in use
since the late 1980s and has been enjoying
government support ever since. In 2014 the
Government gave it a boost by establishing
a public-private partnership centre and ap-
proved 1043 public-private partnership proj-
ects for execution across the country worth
1.97 trillion yuan (Deloitte, 2017).

The Indian Government has also embraced
the public-private partnership, which has
been used as a source of funding projects
such as road network, seaports, airports,
railway construction, power generation and
urban utilities (Mondag, 2016). There have
been noticeable problems in the execution
of these projects which have resulted in the
government reassessing the modus operandi
of the public-private partnership.

Power generation, which is lacking across
the developing countries, requires large-
scale funding, the appropriate regulatory
framework, sector planning and a high qual-
ity offtake to provide the comfort level that
private investors require to participate in the
energy sector. From the 1990s, most of the
developing nations made efforts to develop
infrastructure through public-private partner-
ships, although the level of success differs
from country to country, thus providing good
experience for legal and policy formulation in
the respective countries (OECD, 2005). The
determination of a destination investment
in developing nations is selective, since this
is based on the market size (where consum-
er demand is high), coupled with macroeco-
nomic stability (Jomo and others, 2016). Most
developing countries have made efforts to
use public-private partnerships to fund infra-
structure through public-private partnerships
although the level of success differs in each
country (OECD, 2005). In order to attract in-
vestment through public-private partnerships,
market size and macroeconomic stability are
key factors (Jomo and others, 2016).
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However, public and private sources are not
necessarily substitutable; each has its own in-
centive structures, goals and mandates. This
is reflected in the breakdown of public and
private finance across sectors. Public invest-
ment typically accounts for more than half
of all infrastructure investments globally. In
developing economies, three quarters of in-
frastructure is financed by the public sector
(government, official development assistance
and development banks), while in developed
countries, this pattern is reversed, with about
two thirds of investments coming from the
private sector.

Hence, while most countries use their central
banks, private banks, or multilateral develop-
ment banks like the World Bank to finance
their infrastructure projects, the majority of
states and cities across the United States
go directly to citizens for their borrowing.
In 2015, nearly 75 per cent of the $3.6 tril-
lion of outstanding debt issued by cities and
states usually through a municipal bond fund
was owned directly or indirectly by American
households (Brookings, 2015). Over the years,
a variety of subsidy and incentive programmes
have been implemented to help complete
state and local government projects with low
and flexible borrowing costs. In January 2017,
the United States Government introduced a
new and innovative bond through Build Amer-
ica Investment Initiative: the qualified public
infrastructure bonds (QPIBs) and two different
versions of America Fast Forward (AFF) bonds.
QPIBs are designed to let the private sector
take a more active role in designing, building,
financing, operating, and maintaining public
infrastructure assets while the AFF bonds are
aimed at attracting new types of investors into
the infrastructure market, particularly public
pension funds, corporate pensions, sovereign
wealth funds and insurance companies. The
2016 report by the United States Treasury De-
partment shows that the country has benefit-
ed greatly from the projects under public-pri-
vate partnership (see AECOM, 2016, p. 14).

Nevertheless, ineffective project management
in the public sector, constraints on public fi-
nance could lead to a failure inefficient invest-
ment and consequently to the privatization of
some state assets, which could be a contro-
versial situation.

Given the variants of public-private partner-
ships, with a wide array of options, the size
and nature of the project can be used to de-
termine the choice of public-private partner-
ship. The benefits include provision of financial
expertise, faster implementation of projects,
risk and cost sharing, greater certainty in con-
struction and operational cost estimation,
among others. Furthermore, Jamali (2004)
notes that the public-private partnership has
become an innovative policy tool for remedy-
ing the lack of dynamism in traditional public
service delivery. The challenges of public-pri-
vate partnerships include decisions on public
or private provision of services, enhancing the
enabling institutional environment, building
capacity at all levels of government, making
public-private partnership work, and encour-
aging responsible business conduct.

Indeed, these challenges can be so severe
that they lead some Governments to ques-
tion whether public-private partnerships are
an appropriate strategy at all. The Govern-
ments of Sweden and the United Kingdom
of Great Britain and Northern Ireland have
both considered public-private partnerships
to be problematic, with the former even tak-
ing the decision to ban the practice. These
countries have recommended an approach of
using traditional government contracts rath-
er than pursuing public-private partnerships
(Alemayehu, 2017). King and Crewe (2015)
underline the problems faced by the United
Kingdom of Great Britain and Northern Ire-
land in ensuring that private contractors in
public-private partnerships deliver good val-
ue for money on such contracts, which often
relate to poor management of the process by
the state.
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Blended finance

Under the blended finance approach, con-
cessional funds are mixed with those of com-
mercial development institutions and private
investors in a risk-sharing arrangement, such
that a competitive risk-return package is of-
fered to the private investors, which is made
possible because the concessional investors
are willing to accept a less-than-competitive
package. Blended finance investment solu-
tions often capitalize on partnerships among
diverse actors, including international organi-
zations, development cooperation agencies
and private enterprises (Bertha Centre, 2016).

The Addis Ababa Action Agenda notes that
‘both public and private investment have
key roles to play in infrastructure financing,
including through ... mechanisms such as
public-private partnerships [and] blended fi-
nance”. Blended finance is an approach that
can be used to enable the private sector to
invest in areas where it would not otherwise
be possible. In blended finance, concessional
funds are mixed with those of commercial de-
velopment institutions and private investors
in a risk-sharing arrangement, with aligned in-
centives to make sure official assistance can
be leveraged as much as possible with private
capital. In effect, blended finance investment
solutions capitalize on partnerships among di-
verse actors, including international organiza-
tions, development cooperation agencies and
private enterprise (Bertha Centre, 2016).

Indeed, multilateral and bilateral development
finance institutions can help set up joint in-
vestment platforms that enable institution-
al investors to pool resources. Mechanisms
such as public-private partnerships, equity
investments, guarantees and insurance have
become increasingly looked to as ways of
using official resources to leverage private
investment through risk-sharing between
the public and private sectors. However, this
would need to be done with care, since there

is the risk that short-term capital attracted
to an infrastructure asset class would lead to
increased volatility and risk creating bubbles
during boom periods, which could then in-
crease the probability of defaults in times of
global risk aversion when the bubbles burst
(UN, 2017). Blended finance is already being
used in emerging and developing countries.

Organizations including the Multilateral In-
vestment Guarantee Agency, the Overseas
Private Investment Corporation of the United
States of America, the International Finance
Corporation, the World Bank, and the African
Development Bank also provide financing for
energy infrastructure projects. Since develop-
ment finance institutions have a long track re-
cord in funding projects that both encourage
sustainable development and allow for eco-
nomic returns on investment, they are per-
suasive and compelling partners for tradition-
al financiers. This is another factor that can
help to attract private finance for projects that
would not otherwise receive it (in addition to
the increase rate of return for private inves-
tors that can be made possible by blending it
with concessional finance).

Nevertheless, blended finance and public-pri-
vate partnerships are fairly controversial in
debates on implementation of the SDGs,
with views ranging from the essential need
for public-private partnerships in meeting
large financing needs, to concerns that pub-
lic-private partnerships will be used to pri-
vatize public services, subsidize the profits
of the private sector, and keep investment
and contingent liabilities “off balance sheet”.
Nonetheless, such mechanisms have become
increasingly looked to as a method of using
official resources to leverage private financ-

ing.

The use of such instruments in official devel-
opment assistance is still quite limited, but it
has increased steadily over the last few years.
According to a survey by OECD, $27 billion
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was mobilized from the private sectorin 2015
by official development finance interventions,
and new platforms have been established to
further expand blended finance.

In addition, aside from the difficulty of attract-
ing concessional finance for national priority
projects, it can also be difficult for developing
countries to attract private finance for such
projects, even when blending finance is used
to make the projects more attractive for pri-
vate investors. This is because, even when
blended with concessional finance, it can be
difficult to provide an attractive package for
private investors. Moreover, as private sector
involvement in public investments increases
the need to generate financial returns for pri-
vate partners, there is also a broader risk of
developing countries focusing their financing
efforts on projects with lower-risk profiles and
less development impact. For example, ex-
isting surveys on private sector instruments
in developing countries show that their use
is concentrated in middle-income countries.
The allocation of scarce public resources to
support specific private investments must be
carefully considered, and should follow the
recipient countries’ expressed priorities. This
perspective is reflected in the Addis Aba-
ba Action Agenda, which develops a deeper
understanding of appropriate conditions for
blended finance, how it should be used and
structured, and how associated risks can be
evaluated and managed (UN, 2017).

Financial inclusion

Inclusive finance is crucial to sustain econom-
ic and social development. In the emerging
and developing economies, efforts to develop
financial services for small and medium-sized
enterprises have been growing and have
evolved considerably in the past few decades.
In response to a growing understanding of the
financial needs of such enterprises, there has
been a shift toward commercializing these ef-
forts through formal financial services. While

there are many ways in which Asian banks
become engaged in small business lending,
previous empirical works have classified the
strategies that banks normally use to enter the
microfinance market into two main catego-
ries: direct and indirect. The direct approach
is when banks set up internal units within the
banks to serve small and medium-sized en-
terprises or establish separate companies to
deal with this market. The indirect approach is
when commercial banks enter into a small and
medium-sized enterprise segment by working
with existing monetary financial institutions
(Isern and Porteous, 2005).

Microfinanceis nolongerlimited tojust provid-
ing loans. In fact, the microfinance sector has
traversed a long journey from microsavings to
microcredit and then to microenterprises and
now entered the field of microinsurance, mi-
croremittance and micropension. Cross-Asian
country case studies have demonstrated that
banks, monetary financial institutions, clients
and social processes such as women’s em-
powerment, can all benefit from microfinance
(Khawari, 2004). In Africa microfinance is the
leading model, accounting for 42 per cent of
the total market volume (CCAF and Energy-
4lmpact, 2017).

In Brazil, there are municipalities that do not
have bank agencies and as a result have no
access to bank credit. Credit unions in Bra-
zil have come to fill this gap. They function
differently from the country’s banks, in that
they “assume the risk of their applications
for the community, promoting local develop-
ment through the formation of savings and
microcredit initiatives aimed at local busi-
ness”. Rodrigues and de Oliveira Goncalves
(2016) measured the impact of credit unions
on the income of municipalities using a dif-
ference-in-difference method. Their results
“showed an average impact of R$ 1,825 in
GDP per capita for a sample of 3,580 Brazilian
municipalities, with a 5 per cent significance
level” (ibid.). The advantages of membership
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of the Union are that members enjoy free
of charge services and interest on loans ad-
vanced to members are relatively below the
average market rates thereby allowing mem-
bers of the Union to enjoy credit facilities at
a higher return on capital compared to loans
obtained from other financial institutions (de
Carvalho and others, 2015).

Internet based financing, or online finance,
has been the norm since the late 1990s and
the sector has become increasingly compet-
itive and innovative ever since then. In line
with global technology advancement, a vari-
ety of online savings, investments and trad-
ing platforms have been introduced with
packages that are increasingly more secure,
efficient and low cost to customers. For ex-
ample, crowd-funding was initially created
in the 1990s to support music and art proj-
ects. However, crowd-funding has now mor-
phed into an alternative financing method for
small businesses particularly for those with
innovative models, scientific researches and
technologies. Between 2012 and 2014, eg-
uity-based crowd-funding and reward-based
crowd-funding recorded €120.33 million and
€82.56 million respectively in Europe alone
(excluding the United Kingdom) (Wardrop and
others, 2015) and has expanded to a global
market worth over $16 billion (Polzin, Toxo-
peus and Stam, 2017).

Financial innovation efforts by development
banks in Latin America have given access to
financial services to previously excluded firms
and individuals. ECLAC (2016) highlights a
number of them including the following two
cases. In 2009, Mexico created an interna-
tional factoring guarantee to “provide support
for the Mexican automotive industry by allow-
ing exporters to obtain liquidity against their
accounts receivable”. In Brazil, payroll loans, in
which instalments are deducted directly from
the worker’'s wages and repaid to the bank,
were introduced in 2003. The concept has
also been adopted by the private sector and

the pensions industry in light of its positive
results (ibid.).

Atotal of $83.2 million in online alternative fi-
nance funds was raised across Africa in 2015.
In 2015, over 75 per cent of the total online
alternative finance raised from Africa and the
Middle East region was funding for start-ups
and small and medium-sized enterprises, with
$62.2 million raised across the continent.
However, 90 per cent of online alternative
finance originated from platforms headquar-
tered outside the region. Donation-based
crowd-funding also features strongly in Af-
rica, accounting for 17 per cent of market
share, while reward-based crowd-funding ac-
counts for 10 per cent. Relatively low levels of
peer-to-peer consumer and business lending
activities exist in Africa. Specifically, Peer-to-
Peer Business Lending accounted for only 17
per cent of total market volume in Africa. Ken-
ya and South Africa are the market leaders in
Africa with $16.7m and $15m raised respec-
tively from online channels in 2015 (CCAF
and Energy4impact, 2017). The key challenge
to the alternative finance sector in Africa is
its exposure to a variety of risks, including the
absence of an appropriate regulatory frame-
work and fraud (CCAF and Energy4limpact,
2017).

Like online funding and investments, digital
money has been a growing phenomenon
worldwide. Its properties are similar to physi-
cal currencies, but it enables instant transac-
tions and borderless transfer of ownership.
However, cryptocurrencies use a more so-
phisticated system to secure the transac-
tions and to control the creation of additional
units of the currency. These currencies use
decentralized modes of exchange and are
used primarily outside existing banking and
government institutions. Although they are
in the early stages of development, these al-
ternative currencies have the unique poten-
tial to challenge existing systems of curren-
cy and payments. For instance, bitcoin - a
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cryptocurrency introduced in 2009 - is the
most widely used and accepted digital curren-
cy. Its market capitalization was reported at
$30 billion in May 2017 and the number of
daily trades in bitcoin, has grown extensive-
ly from around 40,000 in 2013 to more than
330,000 in 2017 (BBC, 2017a). The cryp-
tocurrency has grabbed more headlines this
year after its value soared. A year ago 1 bit-
coin was reported to be worth £580 on Coin-
Desk, a cryptocurrency news site, but today it
is worth £12,400 (BBC, 2017b).

Nevertheless, digital currencies are a very
volatile commodity in terms of pricing. The
Financial Conduct Authority reported to the
British Broadcasting Corporation (BBC) that
neither central banks nor the government
stood behind the “currency” and therefore it
was not a secure investment. Buying bitcoin,
he said, was similar to gambling - and had the
same level of risk (BBC, 2017b).

3.3.2 Results-based financing

Results-based financing and results-based
aid approaches refer to incentive-based pay-
ments to optimize the performance of invest-
ments or projects and generally the financier
only disburses the funds when the agreed
results have been achieved. The Swedish In-
ternational Development Cooperation Agen-
cy (SIDA) (2015) outlines the difference be-
tween the two approaches, by observing that
the former refers to agreements with service
providers where a proportion of funds is
linked to the completion of pre-specified out-
puts or other performance measures and are
often implemented through market actors, for
example private sector or non-State actors as
contractual partners. The latter are however
often implemented through government or
State counterparts as agreement partners;
unlike traditional approaches where aid is giv-
en in advance in order to finance input for ac-
tivities that are expected to produce results,
funds are linked to outcomes. In many cases

output measures are used as a proxy indica-
tor and the instrument leaves more space for
the recipient or implementer to choose the
actions to achieve the selected results (SIDA,
2017).

The results-based aid approach has the po-
tential to address some of the shortcomings
of existing traditional, input based aid, and
also of programme based aid where the con-
cern for inefficiencies, corruption and misuse
of funds has sometimes led to using subopti-
mal and more expensive implementing chan-
nels. In addition, its focused approach based
on mutual objectives and verified results
could perhaps address some of the risks and
shortcomings associated with traditional aid.

Furthermore, many of the common character-
istics of results-based financing are compati-
ble with the aid effectiveness agenda. Instead
of setting conditions or targets to be met, re-
sults-based financing can thus be used to cre-
ate incentives for improved performance and
reward incremental small steps towards a fi-
nal common objective. Results-based financ-
ing could serve as an opportunity to further
enhance the principles of aid effectiveness
such as ownership, transparency and ac-
countability and results. From the implement-
er's perspective, the results-based financing
opportunities allows private companies and
non-governmental organizations to compete
to provide social goods. Some of the promi-
nent examples of results-based financing and
aid are: Debt?Health - Global Fund Debt
Conversion; the Global Alliance for Vaccines
and Immunization (GAVI): and Tertiary Educa-
tion Trust Fund (TETFund).

The impact of aid will depend on its align-
ment with the development plans in devel-
oping countries. In addition, international
donors should follow an innovative approach
of meeting their commitments to allocate 0.7
per cent of their gross national income as of-
ficial development assistance. They should
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also “establish specific targets and indicators
for the alignment of official development as-
sistance with the host country priorities, and
in its particular structural transformation pri-
orities, along with a mechanism to monitor
aid effectiveness... Establish a transparent
system of measuring and accounting for of-
ficial development assistance that prioritizes
country-programmable aid and supports the
efforts of countries to mobilize domestic re-
sources... Make a commitment to and set tar-
gets for mechanisms to monitor the impact of
public funds channelled through private sec-
tor actors [and] make a commitment to and
set targets for assistance to African countries
to enhance their aid absorptive capacities”
(AU and ECA, 2015).

However, results-based financing should not
be seen as a silver bullet, but as a potentially
useful addition to the range of measures that
developing country governments and their
development partners might deploy to pro-
mote energy sector development. Commonly
cited limitations of RBF include the need for
agents to secure pre-financing, higher data
collection and auditing costs, and the chal-
lenge of accurately setting the incentive to
avoid rent-seeking whilst achieving the de-
sired results.

3.4 Voluntary and compulsory
contributions

Voluntary and compulsory contributions are
another form of innovative financing mech-
anisms. The largest mechanism within this
category is the voluntary carbon market in
which companies purchase carbon credits to
offset emissions (Dalberg Global Develop-
ment Advisors, 2014). Other voluntary mech-
anisms, such as efforts to tie a percentage of
companies’ profits to global challenges, have
limited scale and are difficult to replicate. For
example, since 2001, Product (Red) has con-
tributed $215 million to the Global Fund, an

amount which represents less than 1 per cent
of total contributions to the Fund. Within the
category of compulsory contributions, the
largest single example is the “solidarity levy
on airline tickets,” which is a small tax. Also in
this category is the financial transactions tax
that has been identified as a means for filling
the current funding gaps.

3.5 Looking beyond the
mainstream approach to innovative
financing

As can be seen from the analysis above, most
of what were considered as innovative sourc-
es of development finance initiatives and
launched over the last decade have focused
on market-based initiatives, which overem-
phasize the role of new modalities of private
sector financing. We offer here an alternative
approach that goes beyond the mainstream
approaches identified above. In order to bet-
ter understand innovative sources of finance,
and how African countries can innovatively
mobilize finance for development, it may be
useful to understand what common elements
can be identified among innovative sources of
finance for development, beyond the simple
fact that they are new and previously untest-
ed.

In order to do this, we need to understand the
conceptual framework behind the traditional
approaches to financing for development and
see what is left out, to identify blind spots
in traditional approaches to development fi-
nance that may prove to be useful sources
of development finance. Looking at historical
approaches (and the common elements of
innovative financing sources recently being
adopted), it appears that traditional methods
of development finance were based on a the-
oretical framework in which the government
would fund public projects, and the private
sector would fund investments in the private
sector, and there would be little or no cross
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investments (except when the private sector
bought Government bonds). This could be
called the “separation of the public and pri-
vate in development finance”.

There were two justifications given for this:
first, that the private sector would not be in-
terested in investing in public projects (ow-
ing to the “public goods theory”, in which for
some goods or services the marginal cost of
provision is less than the average cost and
therefore would not be efficiently provided by
the private sector, or the idea that public proj-
ects involved redistribution of wealth which
would generate no revenues for the private
sector); and, second, that the government
should not be involved in making investment
decisions in other sectors, as it would be less
efficient than the private sector (not benefit-
ing from market discipline to keep its invest-
ments in line) and giving officials discretion in
allocating public investments to other sectors
risked corruption. As such, it was preferable
to leave investments in other sectors of the
economy to private investors.

In line with this view, on the public sector side,
governments would be exclusively responsi-
ble for investments in infrastructure, public
science and research efforts, and public ser-
vices, and would fund this spending through
receivables in the government budget (for
example, revenues from publicly owned as-
sets, aid, taxation or government borrow-
ing). The private sector would be involved in
these projects only as a contractor in public
procurement, or as a buyer of government
bonds. Even though in practice governments
might also invest in other sectors (for exam-
ple state-owned enterprises), economists and
theorists considered this to be a less than ide-
al situation, an undesirable legacy generated
by the existence of State-owned enterprises
or other reasons. The sources of development
finance identified in the Monterrey Consen-
sus appear to reflect this view.

On the private sector side, firms would be ex-
clusively responsible for investment in all oth-
er sectors of the economy, and would fund
this themselves, through capital markets or
from financial sector firms. The government’s
only involvement would be to enforce finan-
cial regulations and property rights. Nonethe-
less, developments in innovative sources of
finance and experience with active industrial
policy have shown that this view was too cat-
egorical in its separation of the public from
the private. First, public-private partnerships
and social impact bonds show that private
investors can indeed be involved in financing
public projects. Second, the history of indus-
trial policy shows that the government can be
usefully involved in financing industrial devel-
opment (ECA, 2017). Furthermore, the role
of government in mobilizing finance can go
beyond regulating and enforcing intellectual
property rights, to include efforts to facilitate
the flow of finance between different private
sector actors, or remittances from outside the
country.

As such, this report argues that, in order to
mobilize additional finance for development,
African countries should look to mobilize ad-
ditional private finance for public projects and
also consider using public finance in private
investment (for example through national
development banks, subsidizing semi-social
projects). In this way, they can go beyond the
historical blind spots of development finance
and mobilize additional finance for key na-
tional projects, whether they are in the public
or private sectors. They can also benefit from
this wider range of financing methods for dif-
ferent projects to select the method that is
most appropriate.

At the same time, as this report shows, there
are challenges to bridging the gap between
the public and private sectors in development
finance, notably when it comes to getting the
private sector to finance public projects. This
is because the long-term duration of many
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public investment projects, as well as limited
revenues that can be used to compensate the
private sector for its investment, can make it
challenging to offer attractive terms to private
investors investing in public projects.

3.6 Conclusion

In this section we looked at the avenues or
sources of financing using the three different
innovative financing mechanisms for financing
SDGs and Agenda 2063, namely, first, mar-
ket-based financing; second, result-based fi-
nancing; and, third, voluntary and compulsory
contributions. As outlined above, throughout
the different regions, the innovative financing
market is still very conservative. Market-based
financing, particularly bonds and guarantees
dominate the market by shifting the risk from
private to public investors. The more inno-
vative mechanisms that do exist often only
involve a small set of actors or target specif-
ic issues. Furthermore, innovative financing
opportunities are often missed because few
players have the context and credibility to
differentiate between public finance institu-
tions, private players, and local governments.

In order to increase innovative financing, vari-
ous incentives must be offered by the various

actors in the sector such as enhancing profit
margins by blending capital from socially mo-
tivated investors with more profit-oriented
organizations, enhancing credit by shifting
project risk to organizations with more cred-
itworthy balance sheets, and creating market-
ing opportunities by being associated with
socially responsible investments.

Thus, in order to mobilize additional finance
for development, countries can mobilize ad-
ditional private finance for public projects and
also consider using public finance in private
investment (for example, through national
development banks, subsidizing semi-social
projects). By so doing, they can go beyond the
historical blind spots of development finance
and mobilize additional finance for key na-
tional projects, whether they are in the public
or private sectors. They can also benefit from
this wider range of financing methods for
different projects to select the method that
is most appropriate. Nevertheless, there are
challenges to bridging the gap between the
public and private sectors in development fi-
nance, notably when it comes to getting the
private sector to finance public projects. The
next section will explore the ways that various
countries have tried to do this, where they
have succeeded and where they have failed,
and the lessons learned.
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Chapter 4: Innovative sources
of financing: case studies of five
African countries

4.1 Introduction

This chapter reviews different types of inno-
vative sources of finance in Africa based on
five sample countries, namely: Egypt, Ethi-
opia, Ghana, Morocco and South Africa. It
analyses the fund structure and the extent to
which the sample countries have used inno-
vative sources of financing for development
projects in their respective countries.

Mobilization of sufficient financial resources
for the structural transformation of African
economies has become a challenge in a very
dynamic global environment. Previous re-
search has underlined that, for Africa, domes-
tic resource mobilization is critical to meet
the continent’s financing needs, including the
Sustainable Development Goals (as outlined
in chapter 2). In view of this, since the 2002
Monterrey Consensus, the International Com-
munity has recognized the importance of ex-
ploring innovative sources of finance beyond
the traditional modes of finance, provided
that those sources do not unduly burden de-
veloping countries. The 2008 Doha Declara-
tion on financing for development also called
for scaling up the use of innovative financing
for development. More recently, the Addis
Ababa Action Agenda encourages exploring
additional innovative mechanisms based on
models combining public and private resourc-
es and invites more countries to voluntarily
join in implementing innovative mechanisms,
instruments and modalities.

The 2008 financial and economic crisis also
reinforced the resolve of developing countries

to seek alternative sources of financing for
social and developmental infrastructure due
mainly to the drying up of bilateral loans and
grants from traditional development partners.
As a result, the development finance land-
scape has also been changing, with an ex-
panding number of development finance op-
tions available beyond the traditional sources
of development finance. That is why innova-
tive sources of development finance are be-
coming more and more important in financing
development projects in Africa.

4.2 Sample selection and typology
of countries

This study presents the evidence on key in-
novative sources of finance in Africa based on
the five sample countries mentioned above.
The selection of these countries is based
on the level of income and the degree of
industrialization as captured by manufactur-
ing value added per capita (ECA, 2017), and
subregional coverage of Africa. In developing
countries, the degree of industrialization cap-
tured by manufacturing is strongly and pos-
itively correlated with the level of per capita
income, and this relationship is found to be
curvilinear rather than linear, with low levels
of per capita GDP associated with low shares
of manufacturing, intermediate levels with
high shares and high income economies with
lower shares. Compared to agriculture, the
manufacturing sector is assumed to offer spe-
cial opportunities for capital accumulation as
productive investment opportunities in man-
ufacturing encourage high savings rates.
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The selected sample countries provide clear
evidence of the positive correlation between
the level of income and the manufacturing
value added per capita. South Africa is an up-
per middle income country with high manu-
facturing value added per capita. Ghana is a
lower middle income country with low man-
ufacturing value added per capita while Ethi-
opia is a low-income country with the lowest
manufacturing value added per capita. Both
Egypt and Morocco are lower middle income
countries with high manufacturing value add-
ed per capita. The sample selection also cov-
ers four subregions of Africa: Eastern Africa
(Ethiopia), North Africa (Egypt and Morocco),
Southern Africa (South Africa) and West Africa
(Ghana). The countries selected as case stud-
ies are therefore representative of Africa as a
whole, and hence, their experiences are ex-
pected to provide lessons applicable to other
African countries. On one hand, South Africa,
Egypt and Morocco are diversified economies
whereas Ghana is a country in transition, and
Ethiopia is at the pre-transition stage. The five
countries that are at various stages of indus-
trialization and diversification also provide the
opportunity to examine their strategies, par-
ticularly for mobilizing innovative sources of
development finance.

What drives many African countries, like any
developing region, to look for alternative
sources of development financing besides
enhancing traditional sources of develop-
ment finance is their transformation vision
as reflected in their national development
plans. Development plans focus on industrial
policies that aim to leverage domestic capa-
bilities, technological advancement and nat-
ural resource management in the context of
a highly complex globalized market context,
in order to fashion a pathway appropriate for
their economy, usually by establishing strong
linkages to the wider economy and supporting
access to regional or global value chains. Such
ambitions have been reflected in the African
Union first ten-year implementation plan for

Agenda 2063, the recently adopted regional
development framework for inclusive growth
and sustainable development (ECA, 2017).

The sample countries considered in this
study have a mixed record of development
planning, with a concerted effort to develop
and implement a strategic national planning
framework supported by an industrial poli-
cy and other supplementary policies shaping
domestic resource mobilization, foreign di-
rect investment, infrastructure financing and
other sources of finance, including innovative
sources of finance. Financing for develop-
ment remains central to the implementation
of the national development plans in the five
countries.

The Ethiopia Growth and Transformation Plan
2010-2015 is a medium-term development
framework that carries on from the plan for
accelerated and sustained development to
end poverty 2005-2010. The current strate-
gy of Ethiopia is based on State-led develop-
ment that would sustain the rapid and broad-
based growth path achieved from 2005 to
2010 based on sustaining faster, equitable
economic growth, agricultural and industrial
development supported by enhanced infra-
structure services. The current growth and
transformation plan of Ethiopia, which is in its
second phase, focuses on two complementa-
ry areas of agricultural and rural development,
and industrialization. The focus of the first
phase of the growth and transformation plan
(2010/11-2014/15) was on infrastructure
and capacity development while phase two
(2015-2020) was expected to focus far more
on the mechanisms adopted to increase man-
ufacturing and agricultural exports.

Since the early 2000s, the Moroccan Gov-
ernment has played a more active role in the
transformation of the economy by interven-
ing to develop promising sectors based on
a close relationship between the govern-
ment and the private sector. In 2005, the
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Government of Morocco adopted the emer-
gency plan, as above followed by the national
pact for industrial emergence (2009-2015),
which had three main objectives: recovery
of the industrial sectors in which Morocco
has clear competitive advantages; strength-
ening the competitiveness of small and me-
dium-sized enterprises, improving the busi-
ness climate and developing industrial parks;
and establishing an institutional approach to
ensure the implementation of effective and
efficient programmes. In 2014, the pact was
replaced by the industrial acceleration plan
2014-2020, the main focus of which was to
renovate the domestic industrial base, attract
more foreign direct investment and improve
the competitiveness of Morocco in interna-
tional markets.

The vision 2020 plan of Ghana aims at making
Ghana a middle-income country. The first me-
dium-term development plan (1997-2000)
focused on the following priority areas: hu-
man development; economic growth; rural
development; urban development; infrastruc-
ture development; and an enabling environ-
ment. The vision 2020 plan was followed by
the Ghana Poverty Reduction Strategy (GPRS
[, 2003-2005) and the Growth and Poverty
Reduction Strategy (GPRS I, 2006-2009).
The Ghana Shared Growth and Development
Agenda (GSGDA) II, 2014-2017, is the fifth in
the series of medium-term national develop-
ment policy frameworks with the main focus
on leveraging the country’s natural resource
endowments, the potential of agriculture and
relatively large human resource base to accel-
erate socioeconomic transformation through
value addition and industrial production. To
achieve the medium-term national develop-
ment objectives under the second shared
growth and development agenda I, the Gov-
ernment of Ghana found it imperative that
the fiscal space necessary be created for in-
creased investment in key priority sectors for
the accelerated transformation of the econ-
omy.

After three years of economic slowdown
(2011-2013), the new Government of Egypt
adopted an ambitious plan in 2014 to boost
GDP growth to 6 per cent by the fiscal year
2018/19, to restore macroeconomic stability,
to reduce unemployment and address pover-
ty. The plan involves launching extraordinary
infrastructural projects, reforming the frame-
work that organizes investment activities in
Egypt and tackling the country’s long-last-
ing fiscal imbalances. The plan of Egypt for
achieving the SDGs known as Egypt vision
2030 or Sustainable Development Strategy
(SDS), which is aligned with the global goals,
was launched in March 2015, six months pri-
or to the release of the SDGs at the United
Nations, and it has undergone a number of
modifications and expansions since then.
Egypt Vision 2030 or the Sustainable Devel-
opment Strategy serves as an umbrella for
all development strategies in Egypt, and is
strongly guided by the universal SDGs. While
the country’s Sustainable Development Strat-
egy does share many common objectives with
the universal SDGs, certain aspects of it do
not fully capture some of the SDG priority
areas. The Sustainable Development Strategy
incorporates economic, social, and environ-
mental dimensions in addition to knowledge
and innovations.

In 2013, the Government of South Africa ad-
opted its National Development Plan, which
is a development vision to put the economy
on a new growth strategy. The National De-
velopment Plan of South Africa aims to elim-
inate poverty and reduce inequality by 2030.
Although the achievement of the objectives
of the National Development Plan requires
progress on a broad front, its three priorities
are: raising the level of employment through
faster economic growth by improving the
quality of education; skills development and
innovation; and building the capability of the
state to play a developmental, transformative
role. The National Development Plan outlines
sector specific goals and a vision for South

Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa 39



Africa to be achieved by the year 2030. The
country’'s Medium Term Strategic Framework
(MTSF) for 2014 -2019 is the first framework
drawn up following the adoption of the Na-
tional Development Plan in September 2012.
It sets out actions to implement the Plan over
the first five years of the plan, and provides
a framework for the other plans of national,
provincial and local government.

In the context of the five national develop-
ment plans identified above, the following
sections in the chapter outline efforts by the
five countries to pursue innovative sources of
finance for structural transformation and in-
clusive growth.

4.3 Infrastructure financing

As ftraditional sources of financing devel-
opment are inadequate to close the financ-
ing gap, the governments of the five African
countries have been increasingly looking for
innovative mechanisms to address the grow-
ing infrastructure deficits and to identify the
challenges and strategic issues of innovative
financing of infrastructure projects.

The establishment of the Fund further pro-
vides the nation with the opportunity to sys-
tematically tackle the complex demands of
infrastructure financing and investment. It
will partner with the private sector to finance
critical infrastructure projects. Both domestic

and international public sources will continue
to play a vital role in financing the majority
of infrastructure investments. However, these
sources are woefully insufficient to finance the
level of investment required to close the in-
frastructure gap. Therefore, the role of private
investment and Public-Private Partnerships is
seen as indispensable to address this financ-
ing gap and improve the quality of infrastruc-
ture services. In effect, the Board of Directors
of the Ghana Infrastructure Investment Fund
issued the Investment Policy Statement of
the Fund in April 2017 (GoG, 2017b), and the
Fund approved a $30 million corporate loan
to Ghana Airports Company Limited (the first
of its kind in Ghana) in June 2017 to finance
capital investment programmes in the coun-
try’s transport sector (GoG 2017a).

In South Africa, infrastructure spending as
a percentage of GDP was targeted to grow
from 21 per cent in 2015 to 30 per cent by
2030. Central to the efforts by the Govern-
ment of South Africa to close the gap has
been the use of public-private partnerships,
which goes back to 1998. Since then, 31
public-private partnership projects have been
completed (GoSA 2017). The projects include
hospitals, transport and roads, tourism and
head office accommodation, which were fi-
nanced through a combination of equity, debt
and government capital contributions.

The public-private partnership projects in
South Africa only account for a mere 1.7

Box 1
Ghana infrastructure investment fund

transportation, water and industry (GoG, 2017b).

To sustain rapid urbanization and industrial growth in Ghana, as well as achieve the post 2015 development
agenda and Sustainable Development Goals (SDGs), infrastructure remains a key development priority. In view
of this, the Ghana government established the Ghana Infrastructure Investment Fund in 2014 to mobilize, man-
age, coordinate and provide financial resources for investment in commercial infrastructure projects. The es-
tablishment of GIIF is an innovative approach in catalysing other sources of finance by leveraging its capital
with private sector capital for financing infrastructure projects in target sectors such as energy, agriculture,
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Box 2
Ghana mortgage finance

In respect of mortgage financing for owner occupier, Ghana Home Loans (GHL), the foremost mortgage financ-
ing company in Ghana since 2006, has advanced in obtaining the pre-requirements from the Bank of Ghana
(BOG) to pave way for commencement of operations as a commercial bank in the country. After meeting the re-
quirements for the provisional banking license, the company is expected to begin operations as a bank in 2017.
In 2017, the Securities and Exchange Commission (SEC) also gave the approval for the Ghana Home Loans to
raise a Domestic Medium-Term Note Programme in a bid to increase the cash flow of the mortgage company
which was to allow the company access 380 million cedis from the domestic market. As of 2012, the Ghana
Home Loans had provided financing to over 1,500 households totalling 90 million dollars for the acquisition,
construction and improvement of homes across Ghana.

per cent (R16.5 billion) of the R?247.2 billion
planned for public-sector medium-term infra-
structure spending. Furthermore, in 2010, the
Independent Power Producers Procurement
Programme (IPPPP) was established as an ur-
gent intervention to enhance the power gen-
eration capacity of South Africa. The primary
mandate of the IPPPP office is to secure elec-
tricity from renewable and non-renewable
energy sources from the private sector. In ad-
dition, IPPPP has been designed to go beyond
the procurement of energy to also contribute
to broader national developmental objectives
such as job creation, social empowerment
and broadening of economic ownership.

The critical infrastructure programme (CIP)
of the South African Government was im-
plemented in 2015, to stimulate investment
growth in line with the national industrial

policy framework (NIPF) and Industrial Policy
Action Plan (IPAP). The critical infrastructure
programme is a cost-sharing grant for projects
designed to improve critical infrastructure by
leverage investment through lowering the
cost of doing business. The programme cov-
ers 10-30 per cent of the development cost
of the infrastructure project at a maximum of
30 million rand. In addition, the critical infra-
structure programme also requires projects
to be at least a level four Broad-Based Black
Economic Empowerment (B-BBEE) contribu-
torin terms of the Codes of Good Practice for
B-BBEE (GoSA, 2015).

In Ethiopia, infrastructure financing has been
traditionally shared between aid, foreign
loans and public investment. The country
has a good record in implementing success-
ful infrastructure projects. The success of

Box 3
South Africa energy bond

Project Bonds are also considered to be a viable alternative means of financing infrastructure projects. They
allow access to international non-bank money and could potentially fill some of the gaps left by international
banks scaling down their involvement in the project finance arena. Project bonds are typically debentures and
are issued with a long maturity period, usually longer than 10 years. This is in contrast to the tenure of five to
seven years for the more traditional means of financing projects such as corporate bonds and bank loans. Proj-
ects bonds would therefore generally appeal to long-term investments, notably pension funds and insurance
firms. In 2013, South Africa saw its first listing of investment-grade rated infrastructure project bond, issued by
CPV Power Plant No.1 Bond SPV (RF) Limited, a Soitec Solar GmbH affiliate. The proceeds were used to finance
the construction of a 44 MWp Concentrated Photo Voltaic Plant. The plant will be the largest CPV plant in the
world (Deloitte, 2016).
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Box 4
Ethiopia Grand Renaissance Dam

Ethiopia Hydropower Plant

The Grand Renaissance Dam, due for completion in 2017, is expected to generate 6,000 megawatts of electric-
ity. This $5 billion project is mainly funded by Ethiopia, with 80 per cent of the financing coming from taxes and
the remaining 20 per cent from bond issues, and is expected to earn Ethiopia in excess of $1 billion a year and
establish the country as a principal exporter of hydroelectric power (ECA, 2016). Free from the usual require-
ments and restrictions of traditional western financers, the dam has allowed Ethiopia to involve local contrac-
tors such as METEC in the execution of major project components, thereby building local capacity and fostering
key knowledge transfer. Ethiopia is also looking beyond its hydropower potential in its pursuit of clean energy.
Another mega-project is the new 750km railway line connecting Ethiopia and Djibouti. This $4 billion project,
labelled a game-changer by the state-owned Ethiopian Railways Corporation, connects the Djiboutian ports of
Doraleh and Tadjourah with the Ethiopian highlands. The recent completion of the Addis Ababa Light Rail, which
cost $475 million with the Exim Bank of China granting 85 per cent of it in loans, has eased the traffic congestion
in Addis Ababa, transporting over a million people a day. The external financing models of many of the country’s
infrastructure projects illustrate the country’s preference for loan financing from Asia (particularly China) when
available, with the trend likely to continue following the recent announcement by China of its plan to loan a
staggering $1 trillion under its One-Belt-Road programme for infrastructure projects in developing countries

over the next decade (ibid.).

the state-owned and managed Ethiopian Air-
lines, a leading regional carrier, a number of
hydroelectric dams, and water and sanitation
infrastructure expansion projects are among
the achievements of the last two decades.
Furthermore, a number of mega projects are
emerging under the umbrella of the Growth
and Transformation Plan.

The Ethiopian infrastructure financing land-
scape is changing with an unprecedented shift
towards private sector participation. In 2013,
the Government and Corbetti Geothermal Plc
signed a power purchase agreement to build
and operate up to 1,000 MW of geothermal
power in two 500 MW phases by 2018. The
ambitions of Ethiopia, however, go beyond
this, with plans to sell power to neighbouring
markets and further afield, with Yemen and
Turkey in its sights. Another example is the
Koshe Waste-to-Energy plant development
agreement signed with Cambridge Industries
Limited, a United Kingdom-based firm. Under
the terms of this agreement, the Ethiopian
Electric Power Corporation will finance the
entire $120 million cost of the facility with
a capacity to generate 5O0MW power, while

Cambridge Industries will supply the technol-
ogy and management of what is to be the first
waste-to-energy facility in sub-Saharan Africa
(ibid.).

Public-private partnerships are also emerging
in @ number of areas such as irrigation, hous-
ing, agro-processing, exhibition centre man-
agement, prepaid metering, unified billing, dry
waste management and recycling. The esti-
mated resource generation of such partner-
ships in infrastructure development is $270
million per year, although implementation re-
mains a challenge. There are increasing calls
for the establishment of a specific public-pri-
vate partnership facility to enhance capacity,
act as the key point of contact to facilitate the
coordination of such projects and develop
appropriate legislation and regulatory frame-
works (ibid.).

In Egypt, a mortgage finance subsidy and guar-
antee fund was also established in 2003 for
the purpose of providing affordable housing
to low-income families, whose total monthly
income did not exceed LE 17500. The fund
is assigned to finance residential units at a
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maximum level of finance of LE 95,000 per
unit (EFSA, 2017). In 2006, the Egyptian
Mortgage Refinance Company (EMRC) was
established with a capital of 212 million Egyp-
tian pounds, with the objective of providing
long-term finance to the mortgage finance
companies and the banks operating mortgage
services. Finance is collateralized by the real
estate portfolios of companies and banks and
is granted according to specific rules and con-
trols. In this respect, EMRC resolved to issue
bonds duly collateralized by real estate loan
portfolios, which help enhance the bond mar-
ket and provide long-term finance resources
(EFSA, 2017a).

Nevertheless, despite the legal framework in
place for housing finance, a number of short-
comings remain and initiatives to finance
low-income housing projects are inadequate
as they only finance individuals and not real
estate companies (Sharif Sami head of ESFA,
quoted in Daily News Egypt, 2017). Therefore,
the Central Bank of Egypt has now allowed
Mortgage Finance Companies to work side
by side with Banks instead of working under
their umbrella, which allows the companies to
play a more effective role in the initiative and
take part in boosting the sector in the next
few years (EMRC, 2017). Recently, Egypt is
seeing signs of a recovery, and with that con-
fidence in the market, housing has risen to
the top of the policy agenda in the country.

Mortgage finance granted by the companies
was 722 million Egyptian pounds compared
to 364 million pounds during the same period
in 2016, representing an increase of 98 per
cent. The total amount of mortgage granted
by the companies until the end of April 2017
was estimated at 3.5 billion pounds represent-
ing an increase of 25 per cent. The Egyptian
Mortgage Refinance Company (EMRC) held
operations amounted to 55 million pounds
(EFSA, 2017b). The growth in the mortgage
market is influenced by the rise in popula-
tion, particularly in Cairo, which is set to see a
growth in its population by half a million this
year, more than any other city in the world.

Morocco is expected to benefit from the Af-
rica50 Fund, which provides finance for de-
velopment projects across Africa. Even infra-
structure projects outside Morocco focused
on transport or communications should help
to boost the country’s trade with the rest of
the continent, by making it easier for Moroc-
can firms to access and penetrate further into
other African markets (Economic Commission
for Africa, African Union Commission and Af-
rican Development Bank, 2017). The Fund is
exempt from paying corporate tax in Moroc-
co. Its operations are located in Casa Finance
City, allowing it to seek financial services from
the firms surrounding it. Casa Finance City it-
self has tax exemption for 5 years, followed
by a period of reduced tax rates (Ministére

Box 5

Morocco infrastructure finance on transport and energy

Impact Finance for Transport and Energy Infrastructure in Morocco

The European Investment Bank (EIB) provided an impact financing of 420 Euros to boost energy and trans-
port infrastructure through Autoroutes du Maroc, the project promoter for Morocco in December 2012. The
amount is split into 240 Euros and 180 Euros for transport and energy infrastructure respectively. The road
facility will be used to construct a new 142 km road between El Jadida and Safi. The facility would reduce time
spent on the journey by half as well as safe trips for travellers. The energy financing portion provides the third
face of erection and upgrade of 1300km of overhead power lines as well as the installation of 6400 MVA (mega-
volt ampere) of transformation capacity and 150 substations bays. The infrastructures are expected to enhance
growth and create employment in Morocco. (European Investment Bank 2012).
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de I'Economie et des finances, interview, 17
May 2017). The Fund had a capital subscrip-
tion of $830 million by August 2016, with a
target capital of $3 billion and was expected
to attract investments of ten times its capital
(Africa50 Fund, 2017b; African Development
Bank Group, 2015).

4.4 Financial inclusion

There have been a number of attempts in the
five countries to identify new methods of pro-
viding financial services at low and affordable
cost from financial institutions. These meth-
ods have a multitude of dimensions, reflecting
the variety of possible financial services, from
payments and savings accounts to credit, in-
surance, pensions, and securities markets. The
key issue in financial inclusion is the degree to
which the lack of inclusion derives from a lack
of demand for financial services or from barri-
ers that impede individuals and firms from ac-
cessing the services while innovative financial
inclusion is based on new modes of financing
the poor by minimizing exclusion.

In Ghana, an innovative financial inclusion
through mobile banking and payments has
accelerated the shift in the payment system.

Since the launch of mobile money in the early
2000s, mobile payments have been gaining
strength both in terms of value and volume of
payments due largely to significant efforts on
the part of the banks and telecommunication
companies to target the country’s unbanked
society. With four mobile money operators
in Ghana, the country had an estimated 13.1
million mobile money subscribers at the end
of 2015, of which only 4.9 million were ac-
tive. Given the country’s total population esti-
mated at 27 million, this suggests that mobile
money has achieved around 20 per cent pen-
etration in Ghana (ibid.). Wider adoption of
mobile payment systems in Ghana has been
limited by a number of factors including: lack

of awareness about interoperability; mobile
network problems; high barriers to customer
entry; and concerns regarding security. Cur-
rently, the top uses for mobile money in Gha-
na are airtime purchases and sending and re-
ceiving money, indicating significant room for
more sophisticated payment uses.

Improvements in the national economic in-
frastructure such as the availability of GSM
technology, increased internet penetration
and the rising deployment of ATMs over the
past decade has influenced the payment
landscape in Ghana positively. To enhance
the broader use of electronic payments in
Ghana, the Bank of Ghana (BoG) established
the Ghana Interbank Payment and Settlement
Systems Limited (GhIPSS) to own and oper-
ate e-payments schemes and infrastructure
within the country. However, Ghana remains
a largely cash and cheque society despite ef-
forts by the BoG at strengthening the infra-
structure baseline.

In 2004, South Africa introduced the Finan-
cial Sector Charter that has been instrumen-
tal in increasing the focus on financial inclu-
sion and the engagement with lower-income
households. As a result, overall financial inclu-
sion was increased from 55 per cent in 2005
to 85 per cent in 2016. This means that most
adults in South Africa now have some form of
financial product from a regulated financial in-
stitution (National Treasury Republic of South
Africa, 2017d). However, this improvement
has not adequately translated into a better
quality of life for low-income households, nor
into viable economic prospects for many small
firms.

Alocal non-governmental organization known
as SaveAct was established in 2008 to im-
prove the high level of inequality in South Af-
rica by providing financial services that could
lead to sustainable livelihoods for the poor.
Between 2008 and 2016, SaveAct operated
in five provinces and had 50 000 members.
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Approximately R213 million was shared out
to savings group members and the return on
savings was 33 per cent (SaveAct, 2016). Al-
though, this programme covers a very small
portion of the rural population it is a scheme
that is important for rural development and
financial inclusion.

Technology advancements in South Africa
have increasingly led to diverse opportunities
in the financial services sector and in revo-
lutionizing the sector. Therefore, given the
size of such an untapped market, Financial
Technology (Fintech) companies offer inves-
tors potentially high returns, and equally im-
portant, these new forms of financial services
provide financial inclusiveness to low-income
consumers and the unbanked or underbanked
populations. Furthermore, the Fintech sector
has a high potential for job creation, particu-
larly for the entrepreneurial youth population.
The Standard Bank of South Africa Limited,
one of the largest financial services groups
in the country, launched its inclusive banking
strategy in 2007. A report by B4D Pathfinder
stated that approximately 200,000 low-cost
accounts were opened by 2012 and most of
these customers had never used banking ser-
vices before.

Last but not least, to mitigate constraints to
ownership transformation, the Financial Sec-
tor Charter proposed R100 billion in fund-
ing, based on commitments by members, to
support black business growth through skills
development, employment equity, socioeco-
nomic development, preferential procure-
ment, enterprise development, especially
small and medium-sized enterprises, promot-
ing the entry of black entrepreneurs into the
mainstream of economic activity, and the ad-
vancement of co-operatives. This would entail
a combination of equity equivalents (estimat-
ed at R25 billion) and empowerment financ-
ing (estimated at R75 billion). Each year, the
National Treasury intends to publish an own-
ership monitor of listed companies to assess

progress against ownership targets. Accord-
ing to the National Treasury the financial sec-
tor is performing better in relation to black
economic empowerment (BEE) procurement,
but stronger efforts are required to promote
smaller black businesses (GoSA, 2017b).

Regarding the development of financial ser-
vices, Ethiopia is lagging behind many Afri-
can countries mainly due to distance, cost
and documentation requirements. The poor,
youth, rural residents and women appear to
face greater constraints for access to finan-
cial services. The share of adults with mobile
money accounts is only 0.03 per cent, even
though the mobile or internet access at home
was 57 per cent showing that there is a prom-
ising potential for mobile based financial in-
clusion. Only 22.4 per cent of adults save for-
mally at financial institutions while 47.3 per
cent of adults have access to borrowing. With
regard to access of firms to financial services,
92 per cent of them have saving or current
accounts at financial institutions and 40 per
cent of firms lack access to credit which is
their main barrier. The firms with outstand-
ing loans or lines of credit were 29.6 per cent
in 2015/16, indicating that 70.4 per cent
of firms in Ethiopia tend to have no lines of
credit so it is very hard to access finance for
starting a business, particularly for small firms
(Baza and Rao, 2017).

Other identified great obstacles to access and
usage of financial services in Ethiopia by in-
dividuals include physical factors (access to
bank branches and ATMs), bureaucratic fac-
tors (difficulty to access credits and saving
products by the poor due to market failures
as well as regulations and the structure of
financial institutions), and financial factors
(minimum cost of opening a savings account
and fixed transaction costs).

As of December 2015, the number of ATMs
used for withdrawal of cash was only 709
and 1,635 POS terminals, and only 1.56
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Box 6
South Africa - Broad-based black economic empowerment (B-BBEE)

South Africa - Broad-based black economic empowerment (B-BBEE)

In 2003, the Government of South Africa introduced an economic empowerment policy known as Black Eco-
nomic Empowerment (BEE), which was changed to Broad-Based Black Economic Empowerment (B-BBEE) to
include more population groups. According to the Economic Development Department of South Africa, the
B-BBEE empowerment policies aim to ensure that the economy is structured and transformed to enable the
meaningful participation of the majority of its citizens and to further create capacity within the broader eco-
nomic landscape at all levels. This will be through skills development, employment equity, socioeconomic de-
velopment, preferential procurement, enterprise development, especially small and medium-sized enterprises,
promotion of the entry of black entrepreneurs into the mainstream of economic activity, and the advancement
of cooperatives (GoSA, 2016a).

Nevertheless, despite the affirmative action intended to reduce inequality, the policies have brought about
some controversies. In June 2017, in line with B-BBEE, the mining charter pushed up the black ownership target
from 26 per cent to 30 per cent. Some have welcomed the policy as an effort to redress economic imbalances
caused by the apartheid system while others regard the target as too ambitious for black representation at
board and management levels of mining companies as there may be a limited pool of people in the industry to
meet the target (Bloomberg, 2017). Consequently, following the new mining charter target, it was reported that
the rand weakened the most in more than two months and local mining stocks slumped. There are fears that this
will be negative for growth and investment in the industry and lead to outflows, both in a portfolio sense and in
terms of foreign direct investment (Bloomberg, 2017).

Critics of the B-BBEE argue that a policy of qualification equality should be used instead, to allow businesses to
focus on employing the person with the highest qualifications, the most experience and the best recommenda-
tions. To help disadvantaged individuals to achieve these qualifications and experience the government should
place more emphasis on secondary and tertiary education, as well as subsidizing companies wishing to employ
entry level applicants, or fund tertiary education for students from previously disadvantaged communities
(Bloomberg, 2017).

Source: Department of Trade and Industry South Africa (2013).

per cent of Ethiopians had ATM cards, with
an ATMs per capita of 1.28. The number of
merchants and debit cards were 1,214 and
860,463 respectively. The number of prepaid
cards and bank agents (correspondent bank-
ing) were 520 and 631 respectively. In 2016,
the number of mobile money transactions per
100,000 adults was only 0.24 per cent, with
24,752 transactions for transfer/payment
made via mobile (ibid.).

In order to bridge the gap between the
banking sector in Egypt and small and me-
dium-sized business owners, in 1991, the
Central Bank of Egypt (CBE) established the
Egyptian Banking Institute (EBI) as its official
training arm in developing the technical and
managerial skills of financial sector profes-
sionals. The institute has provided training in

various areas with its edge in banking training
complemented by managerial, leadership, IT
training, and two specialized training units for
small and medium-sized enterprises and cor-
porate governance.

The small and medium-sized enterprises unit
was established in 2009 in collaboration with
the Business Development Services Support
Project (BDSSP) to enhance and boost the
small and medium-sized enterprises financ-
ing environment through training and techni-
cal assistance, as well as various supportive
knowledge management solution activities.
The small and medium-sized enterprise unit’s
ultimate goal is to bridge the gap between the
banking sector of Egypt and small and medi-
um-sized business owners. It provides various
international and local training programmes,
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research and technical assistance services to
enhance the capacity of banks at all levels,
as well as raising the awareness of small and
medium-sized enterprises towards banking
requirements and good governance (Egyptian
Banking Institute, 2017).

Sixty per cent of the Egyptian population are
below the age of 30 (Global Banking and Fi-
nance Review, 2017), many of whom face
problems in finding employment. Banking
density in 2017 is 1 branch for 23,600 per-
sons which is low compared to the rest of
the world. However, there was a dramatic in-
crease during the five-year period from 2005
to 2009, from 3.8 branches per 100,000 to
4.6 branches per 100,000, an increase of 21
per cent. The changes occurred parallel to the
Financial Sector Reform Programme (FSRP)
implemented between 2004 and 2009, which
aimed to address the identified weaknesses in
the banking sector, the insurance sector, the
capital market, and the mortgage industry, in-
cluding developmental issues in the sectors.
In addition, the rate of ATMs per 100,000
adults increased from 2.3 to 13.8 between
2004 and 2015.

Compared to other African countries, Mo-
rocco has also been successful in achieving
a relatively high level of financial inclusion.
Morocco also made substantial efforts to ex-
tend credit to new borrowers through micro-
credit. The Government also ensured that mi-
crofinance providers were closely monitored.
International donors also supported the de-
velopment of the microfinance industry in
Morocco, beginning with bilateral donors and
continuing with development finance institu-
tions. Moroccan commercial banks are strong
backers of the sector (Reille, 2009).

As a result of the above efforts in Morocco,
the loan portfolios of microfinance institu-
tions grew by a factor of 11 from 2003 to
2007 and the institutions were reaching four
times as many clients. The growth was driven

by a number of leading microcredit institu-
tions which performed very well in terms of
“scale, depth of outreach, asset quality and
profitability”, winning several international
prizes for this work (ibid.).

However, this growth proved unsustainable
due to competition among the country’s
various microfinance institutions for market
share, which led them to pursue growth even
without the relevant systems in place. Mul-
tiple lending to the same clients also posed
problems, with an estimated 40 per cent of
clients holding more than one loan in 2008.
As a result, the sector faced challenges from
2007, notably loan delinquency. In addition,
microfinance loans appeared to be concen-
trated in the country’s large cities (ibid.).
Non-performing loans “started to rise signifi-
cantly from one of the lowest levels in the
world, 0.42 per cent in 2003 to 1.9 per cent
in 2007” (MIX and MFI| audited reports, cited
from Reille, 2009). In 2008, non-performing
loans rose sharply and reached 10 per cent by
June 2009 (Reille, 2009).

The sector however responded well and
quickly. The government organized the acqui-
sition of one troubled microfinance lender by
another which was backed by a sound state
bank, within a very short time “to restore
confidence and avoid contagion effects”. By
2013, 5 per cent of Moroccans were using mi-
crofinance products (World Bank Group, Bank
Al-Maghrib and Schweizerische Eidgenossen-
schaft, 2014). In terms of opportunities and
challenges, the sector could move into pro-
viding pensions and money transfer services
(World Bank, 2015; Ismaili Idrissi, 2015). This
would require Bank Al-Maghrib to develop
micro-pension products (World Bank, 2014).

In general, the relatively small number of jobs
generated through FDI has also limited the
transfer of skills and know-how. This high-
lights the need to strengthen the develop-
ment of homegrown skills. The Addis Ababa
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Action Agenda therefore suggests that more
countries should adopt national financial in-
clusion strategies (NFIS). Policies to strength-
en financial inclusion and nourish entrepre-
neurship could help develop domestic small
and medium-sized enterprises. To date, there
are at least 58 developing countries with
NFIS. There is evidence that countries that
adopt NFIS reduce exclusion twice as fast as
those that do not (UN, 2017). Nevertheless,
the Inter-Agency Task Force report suggests
that one of the biggest challenges policy-
makers and stakeholders face in raising re-
sources for sustainable development is how
to address excessive short-term oriented de-
cision-making and develop financial markets
that are inclusive, long-term oriented, and
support sustainable development. This raises
critical questions on the appropriate size of
financial intermediation as financial markets
develop the appropriate set of policies to pro-
mote inclusiveness (UN, 2017).

4.5 Pension and insurance funds

The Addis Ababa Action Agenda echoed the
Monterrey Consensus and the Doha Decla-
ration on Financing for Development in that
more focus should be placed on domestic
resource mobilization to support infrastruc-
ture projects. In addition to enhanced tax
collection efforts and broadening tax bases,
pension funds could be used for investment
in infrastructure. Domestic insurance markets
could also be developed to mobilize resources
to meet the longer-term financing needs of
the region. However, these schemes are cur-
rently underutilized on the African continent.
Pension and insurance funds could take on a
greater role in transforming the continent’s
infrastructure landscape if African countries
had the right governance, regulation, and
instruments to assess and manage the risks
associated with long-term investment in in-
frastructure.

Africa’'s domestic institutional investors dom-
inate the investor base in African capital
markets. Pension fund administrators and
insurance companies in Africa are looking to
channel increasing amounts of long-term sav-
ings into the African capital markets. African
pension funds alone offer enormous potential
as a continental source of investment capital.
Pension funds in ten African countries already
have $379 billion in assets under manage-
ment. These domestic resources can fuel in-
vestment in local businesses, infrastructure
projects and services desperately needed for
the continent’s continued transformation and
growth (ECA, 2017). This subsection briefly
presents pension and insurance funds as a
source of financing development in selected
sample African countries.

In Ghana, pension fund investments increased
between 2014 and 2015. Preliminary data for
2015 show that aggregated pension fund in-
vestments in Ghana amounted to about $1.2
billion, an increase of 72.5 per cent of pen-
sion fund investments compared to the level
in 2014. These investments still represent-
ed 3.3 per cent of the country’s GDP, as the
funded pension system is not mature yet. The
number of members grew in Ghana, leading
to a higher amount of contributions to pen-
sion plans and therefore more investments
(OECD, 2016).

Ghana has one of the fastest growing insur-
ance industries in the world. Expansion in the
middle-class population, strong regulation,
rising public awareness of the benefits of in-
surance, and acceptance of mobile insurance
products supported the overall growth in the
insurance industry. The broader African mid-
dle-class population is eager to protect its
valuables and make future provisions for that
purpose. Plentiful resources, a youthful pop-
ulation and the need for investments in infra-
structure, energy, health, education and other
basic facilities drive the demand for insurance
protection and reinsurance cessions. Rapid
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growth in population in recent times shows
the potential of the youth to grow and con-
tribute enormously in national development.

The Government Employees Pension Fund
(GEPF) of South Africa is the largest fund in
Africa. GEPF of South Africa invests in infra-
structure assets and is the largest investor in
the Pan-African Infrastructure Development
Fund (PAIDF), which invests directly and indi-
rectly in infrastructure, including transporta-
tion, telecommunications, energy, water, and
sanitation. As a share of GDP, pension funds
in South Africa accounted for 87.1 per cent
in 2013. In the same vyear, the South African
GEPF invested 1.2 per cent of total assets in
infrastructure including the road network and
the power sector (Sy, 2017).

Pension funds in South Africa are also allowed
to invest up to 15 per cent of their assets in
hedge funds and private equity funds, wheth-
er local or foreign, and socially responsible in-
vestments are encouraged. South Africa has
the largest variety of instruments available
to institutional investors, and pension funds
have invested in infrastructure using project
finance loans for toll roads, municipal bonds,
and jointly owned infrastructure funds. Al-
though South Africa has a well-developed oc-
cupational pension system, it has limited cov-
erage and a large number of untapped funds.
In Ghana, however, pension funds have
favoured instruments such as government
bonds earmarked for infrastructure financing
and regional funds such as the Social Security
and National Insurance Trust.

The institutional and contractual savings
sector in Ethiopia provides a promising op-
portunity to finance long-term development
projects. Aminimum level of savings for retire-
ment is compulsory but much remains to be
done to ensure the compulsory pension sys-
tem includes the private sector and those in
the informal labour market. The International
Monetary Fund (2013) estimates that there

are about 85,500 permanent workers in the
large and medium-scale manufacturing indus-
tries in Ethiopia, 55,000 in small-scale man-
ufacturing industries, and 1,231,000 owners
of cottage or handicraft manufacturing indus-
tries. Only some 500,000 workers (including
civil servants) have pension or provident fund
coverage, suggesting a huge potential for ex-
panding coverage. In this regard, the estab-
lishment in July 2011 of the Private Organi-
zations Employee Social Security Agency is a
step in the right direction. In the first year of
operation, the Agency collected more than Br
800 million, further illustrating the industry’s
huge potential to grow and generate savings.

Despite the narrow customer base in Ethio-
pia, the insurance sector has made impressive
strides over the last five years with a total
capital of Br 1.5 billion (about $82.4 million)
in 2013. Fifteen private insurance companies
accounted for 74.7 per cent of total capital,
while one public insurance company alone ac-
counted for 25.3 per cent. The main obstacle
to mobilizing capital through pension or prov-
ident funds and insurance companies is low
coverage (ECA, 2017).

In Morocco, the Caisse de Dépot et de Ges-
tion (CDQ) is an important source of finance
for development in the country (Ministry of
Economy and Finance, interview, 17 May
2017). Today, the CDG Group has become a
key actor in the pensions management sec-
tor, a major player in the consolidation of
the financial and banking sectors as well as
a leading operator in territorial and sustain-
able development of the country. The main
mission at the core of the CDG Group is effi-
cient long-term savings mobilization through,
among others, pension funds and ensuring
that these mobilized funds are efficiently allo-
cated to development projects profitable for
the country’s economic development. Provi-
dent and pension funds are one of the four
core lines of business activity of the CDG
Group.

Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa 49



Morocco requires employers to contribute
26 per cent of the employee’s gross salary
for pensions and healthcare, while employees
must contribute 9 per cent of their pre-tax
salary (Deloitte, 2015). According to a Finan-
cial Capability Survey carried out in 2013, 41
per cent of Moroccan adults use a formal fi-
nancial product or service, including “depos-
it and current accounts, credit from banks,
payment services such as internet banking
and Western Union, microfinance institu-
tions and credit cards, insurance products,
and investment and pension products” (cited
from World Bank Group and others, 2014).
However, private pension products are used
by fewer than 3 per cent of the population.
Among adults without a formal financial ac-
count, 37 per cent said that this was because
they did not have funds to deposit in it, while
27 per cent reported that they had no need
of an account, and 24 per cent said that it was
too expensive (ibid.).

Compared to other countries in Western Asia
and North Africa, the share of pension assets
of Morocco as a share of its gross domestic
product is lower than the regional average,
at a little over 10 per cent of gross domestic
product (Robalino, 2005).

For most African countries, building an insti-
tutional investor base will require upgrading
expertise and skills, as well as reforms in li-
censing, portfolio requirements and changes
to security laws. Such countries should there-
fore learn from the experiences of developed
countries, and lessons learned from among
themselves, with the aim of building institu-
tional investor bases and capital markets that
are long-term and that “promote incentives
along the investment chain that are aligned
with long-term performance and sustainabil-
ity indicators, and that reduce excess volatil-
ity as called for in the Addis Ababa Action
Agenda (Inter-Agency Task Force on Financ-
ing for Development, 2017).

4.6 General public targeted bonds

4.6.1 Diaspora bonds

Diaspora bonds can be an attractive vehicle
for countries to secure a stable and cheap
source of external finance. Since patriotism is
the principal motivation for purchasing dias-
pora bonds, they are likely to be in demand in
both good and bad times. The development
of the diaspora bond market also improves a
country’s sovereign credit rating as home in-
vestors have superior access to information
about domestic firms or economic conditions.

In addition to patriotism, several other fac-
tors may also help explain diaspora interest
in bonds issued by their country of origin
including risk management opportunities
provided by diaspora bonds. Although the is-
suing country may be unable to make debt
service payments in hard currency, its ability
to pay interest and principal in local curren-
cy is perceived to be much stronger. Other
factors include the satisfaction that diaspora
investors gain from contributing to the eco-
nomic development of their home country.
Diaspora bonds also allow investors the op-
portunity to diversify their assets away from
their adopted country. Finally, diaspora in-
vestors may also believe that they have some
influence on policies at home, especially on
bond repayments.

Some African countries have been exploring
the option of issuing diaspora bonds to bridge
financing gaps. The African experience with
diaspora bonds suggests that they tend to do
better where a receiving country has a sizeable
first generation in the middle to high-income
group in the diaspora. African countries with
a large proportion of their population abroad
are therefore well placed to benefit from a
strong diaspora bond policy, though some Af-
rican countries might not be able to attract
investors because of a perception of political
risk. They may also struggle to harness the
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potential of diaspora bonds because of tech-
nical or bureaucratic requirements for selling
them abroad (UNCTAD, 2016).

Ghana is one of the largest recipients of re-
mittances in Africa, but the country has not
yet tapped exclusively into the financial re-
sources of its citizens in the diaspora through
diaspora bonds. In 2007, the Government of
Ghana issued a $50 million Golden Jubilee
savings bond targeted at both Ghanaians at
home and abroad. The funds raised through
the sale of the bonds targeted investment
in infrastructure projects in Ghana, and the
country is currently structuring diaspora bond
programmes that target expatriates. In other
words, the Government of Ghana is current-
ly considering the option of issuing diaspora
bonds to raise funds from Ghanaians living
abroad. According to the Ghana Ministry of
Finance, the initial assessment in 2017 on
the potential of financial resources mobiliza-
tion through diaspora bonds points out that
the country can access the fund at a good
rate, looking at the rising enthusiasm among
Ghanaians to invest back home following the
sound economic policies embarked upon by
the current government. In other words, due
to the current conducive economic policy en-
vironment, Ghanaians living abroad are willing
to invest back home.

In 2008, Ethiopia issued its first diaspora
bond, the Millennium Corporate bond, which
was intended to finance a hydroelectric proj-
ect of the Ethiopian Electric Power Corpo-
ration, but failed to meet its funding target.
The issuance did not meet the expectations
due mainly to: risk perceptions on the pay-
ment ability and its future earnings from the
operations of the hydroelectric power; lack of
trust in the government as a guarantor; and
political risks. In 2011, Ethiopia launched its
second diaspora bond, the Renaissance Dam
bond, the proceeds of which were used to
fund the construction of the Grand Renais-
sance Dam which was estimated to cost $4.8

billion. This dam will be the largest hydroelec-
tric power plant in Africa when completed
(5,250 megawatts). However, information on
how much has been mobilized for the proj-
ect through the diaspora bond is not known.
About 80 per cent of the funding was sourced
from local taxes and the remaining 20 per
cent from treasury bonds. Ethiopians abroad
and at home contributed to the project’s first
$350 million and government workers donat-
ed amounts equivalent to a month’s salary.

To attract money from abroad, Egypt intro-
duced new dollar- and euro-denominated
certificates of deposit for Egyptian expatriates
(Reuters, 2016). State banks also introduced
a currency hedging option to attract foreign
investors to Egyptian treasuries. Overall, the
BoP of Egypt registered a surplus of $7 bil-
lion in the first half of the current fiscal year
(2016/17), a significant leap from the $3.7
billion recorded deficit in the previous year,
attributing the improvement to the Novem-
ber pound flotation decision. Egyptians work-
ing abroad have also contributed to the 64
billion Egyptian pound (almost $9 billion) sub-
scriptions collected through: funds in existing
bank accounts in Egypt, particularly, in foreign
currency; or sending remittances to allow the
family to buy investment certificates.

Some African countries are also exploring the
option of issuing diaspora bonds to bridge
financing gaps. World Bank preliminary es-
timates suggest that Africa, excluding North
African countries, can potentially mobilize $5-
10 billion per year by issuing diaspora bonds.
African countries that can potentially consider
diaspora bonds are: Ghana, Kenya, Morocco,
Nigeria, Senegal, South Africa, Uganda, Zam-
bia, and Zimbabwe. From the five sample
countries that are considered for this study,
four (Ethiopia, Ghana, Morocco, and South
Africa) are exploring the option of mobilizing
external financial resources for development
projects through diaspora bonds.
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Box 7

Suez Canal: Symbol of Egyptian national pride

The Suez Canal Zone was created in 2002 and then amended in 2015, it cost $8 billion to construct and 80 per
cent of the funding was through issuing State bonds to the Egyptian public (Business Insider, 2015). It provides
100 per cent exemption from duties and sales taxes on all imports. The aim of the project is to increase the role
of the Suez Canal region in international trading, develop three new canal cities and improve five existing ports.
It will, therefore, not only help first-time investors but also support companies to expand and grow more, and
thereby create thousands of jobs. The new canal cities will have industrial zones, fish farms, and completing the
technology valley will increase capacity and transfer the new canal cities into an important trading centre glob-
ally (SCZone, 2017). In 2014, the Suez Canal was earning Egypt about USD 5 billion a year and the new canal is
set to boost annual revenues to $13.5 billion by 2023 (Reuters, 2014).

4.6.2 State bonds

Egypt also issued State Bonds to develop the
extension of the Suez Canal. In Egypt, his-
torically, the Suez Canal has been a symbol
of Egyptian national pride since its return in
1956 from the British and placed it under
Egyptian state ownership. However, Egypt is-
sued a presidential decree on the investment
certificates for the New Suez Canal project in
2014. The plan appeared to be an expensive
project at a time when Egyptians were ex-
periencing rising poverty and economic and
political instability, but a significant number
of citizens invested in the $8.4 billion proj-
ect with the will to restore the greatness of
the country. The fiscal year 2014/2015 wit-
nessed the selling of Suez Canal investment
certificates (from 4 to 15 September 2014)
and the sale proceeds of the Suez Canal cer-
tificates reached LE 64.2 billion. This indicates
that national pride coupled with a sound re-
turn on an investment deal is considered a
great tool for domestic resource mobilization.

4.7 Eurobond markets

Eurobonds have become an important source
of development finance for Africa, particularly
since 2006. Seychelles was the first African
country excluding North African countries,
after South Africa, to make its foray into the
international financial markets with the issue
of its $200 million Eurobond in 2006. Since

then, several other African countries (Ango-
la, Cameroon, Cote d'lvoire, Ethiopia, Gabon,
Ghana, Kenya, Namibia, Nigeria, Rwanda,
Senegal, and Zambia) have issued Eurobonds,
with values generally ranging from $500 mil-
lion to $1 billion. The total value of yearly is-
sues of Eurobonds by African governments
rose from just about $200 million in 2006 to
about $6.3 billion in 2014 and 2015, with the
total cumulative value of all Eurobond issues
over the same period standing at $20.8 bil-
lion.

Following the 2008 economic and financial
crisis, a few African countries obtained funds
from international capital markets, or sover-
eign bonds, which were cheaper sources of
alternative financing. There are currently 15
countries in Africa excluding North Africa
which have issued Eurobonds, with a total
market capitalization of $30 billion. Eurobond
issuance by African sovereigns was recorded
at $9.726 billion by four countries (Egypt, Gha-
na, Mozambique and South Africa) in 2016
compared to $6.750 billion issued by eight
countries (Angola, Cameroon, Coéte d'lvoire,
Egypt, Gabon, Ghana, Namibia, and Zambia)
in 2015. Most African countries tap into the
Eurobond markets as a result of its unregulat-
ed nature which requires a comprehensive set
of well-coordinated measures to avoid what
happened recently in Mozambique. In January
2017, Mozambique became the first African
country (excluding North Africa) to default
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on its recently issued Eurobonds when it was
unable to service the coupon payment on a
bond guaranteed by the Government (Vanek,
2017).

Ghana accessed the international capital mar-
ket in 2007 by issuing a Eurobond of $750
million for the development of infrastructure.
Following the first issuance, Ghana also raised
$1 billion on the international capital markets
in August 2013. The Eurobonds were over-
subscribed (ten-year maturity at an annual
rate of approximately 9 per cent). The pro-
ceeds of the 2013 Eurobond in Ghana were
used for infrastructural development, coun-
terpart funding and refinancing of maturing
short-term domestic debt (Quartey, 2013).
Recently, Ghana issued the fifth Eurobond in
2016, amounting to $750 million at a 9.25
per cent yield. The bond was oversubscribed,
with orders exceeding $4 billion compared to
a target issuance size of $750 million, clearly
indicating the high appetite for the country’s
credit. The Ghana Eurobond market offers an
alternative source of finance for the country
as it is not subject to the conditions usual-
ly attached to bilateral and multilateral loans.
However, despite the advantages, such as
funding infrastructure, benchmarking and
restructuring debt, the country’s sovereign
bonds add up to its external debt as a result of
which Ghana continues to face the high risk
of external debt distress (IMF, 2017).

In April 2016, South Africa issued a $1.25
billion 10-year Eurobond at an interest rate
of 4.875 per cent. The proceeds of the bond
will partially finance the government’s foreign
currency commitments of $6.4 billion over
the medium-term. In September of the same
year South Africa placed two more bonds
worth $3 billion maturing in 2028 (12 years)
and 2046 (30 years) via an innovative one-
day new issue and tender switch transaction.
The 12-year bond was priced at a coupon
rate of 4.3 per cent while the 30-year bond
was priced at a coupon rate of 5 per cent. All

transactions were more than twice oversub-
scribed (GoSA, 2016b).

To finance its infrastructure development pro-
grammes, Ethiopia entered into internation-
al capital markets in December 2014 for the
first time ever and issued Eurobonds worth
$1 billion at 6.75 per cent, with a maturity of
ten years (Jalata, 2014). Ethiopia offered for
sale only $1 billion worth of Eurobond, the
demand by investors reached two billion dol-
lars. The bond was oversubscribed by 260 per
cent, driven by the remarkably fast growing
Ethiopian economy; stability of the govern-
ment; a vast potential market and manpow-
er for companies and investors as a result of
the large population size. These factors make
Ethiopia an attractive destination to Western
investors.

Following the liberalization of the Egyptian
Pound in November 2016, the Ministry of
Finance of Egypt issued bonds worth a total
of $4 billion. The bonds were issued in three
tranches, with different maturities and vields:
6.13 per cent for five-year notes; 7.5 per cent
for ten-year notes; and 8.5 per cent for long-
term, 30-year, securities. The 30-year tranche
is an unusual prospect for an African sover-
eign and is an indication of the growing ability
of Egypt to raise foreign debt on a long-term
basis. There has been increased foreign inves-
tor appetite for Egyptian Government Trea-
sury bills, following the flotation of the pound,
which resulted in the depreciation of the local
currency, and the rise in vields on domestic
securities. Accordingly, on 24 May 2017, more
bonds worth $3 billion were issued through
a “tap” mechanism with improved terms, re-
flecting positive market sentiment about the
medium to long-term economic prospects of
Egypt. Investors are also highly encouraged by
the positive review of the IMF $12 billion loan
for Egypt to finance its reform programme.

Morocco has been accessing internation-
al capital markets since it issued its maiden
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Eurobond in 2007, in a bid to curb its reliance
on local borrowing. In late 2012, the country
also raised $1.5 billion in a heavily oversub-
scribed dual-tranche offering. In 2014, Mo-
rocco sold a €1 billion ($1.4 billion) Eurobond
with a 10-year maturity and a vield of 3.7
per cent, following dollar debt issues in many
years.

The heavy over-subscriptions of Eurobond in
all five sample African countries clearly indi-
cate the existence of high demand for credit
in these countries. However, the downside
risks associated with Eurobond sales on the
international market is the associated external
debt problems. The cost of finance or the ca-
pacity to raise the resources for repayment of
the debt from commodity export revenue for
the Eurobonds is also another key risk factor.

4.8 Green bonds

Another relatively new type of bond in the in-
ternational debt market is the Green bond. It
was introduced in 2007 through some inter-
national financial institutions like the World
Bank and the European Investment bank. A
few years after the introduction, some corpo-
rate organizations started to issue it and this
enhanced its growth (Katsomitros, 2017). The
Green bond is a means of raising funds which
are specifically used for financing “Green Proj-
ects” like renewable energy (wind or solar en-
ergy) transportation through non-fossil fuel
and renewable water management to support
climate and/or environmental projects. The
Green bond has grown in market size from $4
billion in 2010 to about $37 billion in 2014
(World Bank, 2015). The market improved
further in 2015 with a fresh issue of about
$40 billion (OECD, 2015).

Some multilateral banks have issued Green
bonds to finance related climate issues. For
example, the African Development Bank is-
sued one in 2013 for $500 million to finance

the problem of climate change in Africa. The
European Investment Bank (EIB) issued 600
Euro worth of Green Bonds in 2007 to finance
renewable energy while the International Fi-
nance Corporation (IFC) also issued a three-
year Green Bond for $1 billion in 2013 aside
from the one launched by the World Bank for
$440 million in 2008 (World Bank, 2015).

South Africa appears to be the first in Afri-
ca to issue R5 billion Green bonds to fund
infrastructure for sustainable energy. In the
same market, the Johannesburg municipality
was the first municipality in the country to
borrow R1.46 billion from the Johannesburg
Stock Exchange to set up a biogas plant and
solar energy as a means of electricity supply.
In 2017, the Cape Town municipality raised R
1 billion for a sustainable water project (GCX,
2017).

In Morocco, Masen, an agency for sustainable
development issued the first Green bonds for
106 million euros in 2016 to finance electric-
ity through renewable sources like solar en-
ergy. This was the first in Morocco (Masen,
2016). In the same country, the IFC and
Proparco, a subsidiary of Agence Francgaise
de Devéloppement, desire to invest the first
Green bond for a 10-year period. The value
of the Green bond is for 100 million and 35
million euros respectively, to be issued by
Banque Centrale Populaire for environmental
projects. The Green Bonds floated by Masen
was completed by private placement autho-
rized by the country’s capital market authority
to four local investors backed by government
guarantee.

In Africa, funding environmental projects and
climate related issues through the issuance
of Green bonds is considerably low. The bar-
riers to finance through Green bonds in the
international market are due to many factors
such as: absence of long-term gestation proj-
ects with low risk of technology; low level
of capital market development; weak market

54 Innovative approaches to financing Agenda 2063 and the Sustainable Development Goals in Africa



for government bonds; poor macroeconomic
framework; and deficient regulatory and le-
gal frameworks (GlZ, 2017). All these factors
account for the reasons why many countries
including those used in the samples have not
accessed Green bonds in Africa.

4.9 Conclusion

A review of the innovative financing tech-
nigues shows that a menu of such methods
cuts across developed, emerging and develop-
ing economies while some of these methods
such as public-private partnership, financial
inclusion and pension funds have a cross-cut-
ting edge across the three classifications. The
need for Africa to embrace innovative financ-
ing methods is not in doubt, but transparent
modalities for raising the funds and channel-
ling the same into investments to achieve the
SDGs and Agenda 2063 remains a challenge
for the region. In the developed nations the
use of many forms of innovative financing
techniques have been tested and perfected
for the development of infrastructure and
commercial projects. Exposure, however, of
developing economies to the use of some of
these innovative financing techniques such as
Green bonds are vet to be fully standardized
for sustainable use.

In the emerging economies, innovative fi-
nancing methods that have been used for
financing new infrastructure include: Multi-
lateral Investment Guarantee Agency Facil-
ity, climate finance and pension funds while
diaspora bonds have been used to support
BoP deficit, excess funds from BoP have also
been invested in Sovereign Wealth Bonds. In
the developing economies some of the inno-
vative financing methods used in this region

include: impact financing, diaspora bonds,
pension funds and infrastructure bonds. Af-
rica has also had the experience of using in-
novative finance for development projects.
The paper explains some of the innovative
financing methods that are being used in Af-
rica — impact finance, diaspora bonds, online
alternative finance as well as the microfinance
approach. Furthermore, co-financing with
development banks, blended finance, which
are meant to share lending risks among cred-
it participants are also widely used. Although
the capital market serves as a veritable source
of funding for business enterprises in the con-
tinent, Africa needs to do more in the area
of policy and regulation as well as improved
efficiency in the operational conduct of the
market.

Lessons learned from the countries consid-
ered for the case studies show that Euro-
bonds, financial inclusion and infrastructure
financing have been widely used, in varying
degrees, by all of them for financing develop-
ment. In countries with a relatively high exter-
nal debt, issuance of sovereign bonds should
be carefully planned and prepared to avoid
external debt unsustainability. Innovative fi-
nancing through diaspora bonds has not en-
joyed popular usage except in Ethiopia which
is in the forefront of the use of this method,
while Egypt is still in the preliminary stage of
employing the diaspora funding approach.
With regard to the pension fund scheme as
a means of funding long-term projects, South
Africa is in the lead while Morocco and Ghana
follow, but Ethiopia needs to do much more
in raising long-term funds through the pen-
sion scheme. The next chapter examines how
innovatively to mobilize traditional sources of
development finance.
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Chapter 5: Innovative
approaches to mobilizing
traditional sources for financing
Sustainable Development Goals

and Agenda 2063

5.1 Introduction

This chapter presents innovative approaches
to mobilizing traditional sources of finance to
meet the achievement of the objectives of
global 2030Agenda /SDGs and the Agenda
2063. It draws on the evidence from various
innovative approaches to mobilizing tradition-
al sources of finance that have been imple-
mented in the case study countries namely:
Egypt, Ethiopia, Ghana, Morocco and South
Africa.

The traditional sources considered in this
chapter are tax revenue, illicit financial flows,
equity markets, export earnings, official devel-
opment assistance, multilateral and plurilater-
al organizations and development finance in-
stitutions, private investment, public-private
partnerships, remittances and South-South
cooperation.

5.2 Innovative approaches to
mobilizing traditional sources

As noted in the previous chapter, mobilizing
additional resources will be essential for Af-
rican countries in order to achieve the SDGs
and Agenda 2063. As such, African coun-
tries may wish to consider using innovative
approaches to mobilizing traditional domes-
tic sources of finance. The present chapter
reviews the experiences of the case studies

(and some other African countries) in doing
this.

5.2.1 Taxrevenue

As highlighted in Chapter 2, tax revenue is
an important source of revenue for African
countries. One of the useful ways in which
Africa can mobilize additional funds through
taxation is the elimination of non-strategic
tax incentives (ECDPM, 2014; ECA, 2017).
These incentives are often granted without
being subjected to cost-benefit analysis and
are not necessary to attract investment any-
way (High-level Panel on lllicit Financial Flows
out of Africa, 2015; ECA, 2017b; United Na-
tions, 2017).

Beyond tax avoidance and tax evasion by
multinational corporations, African countries
can improve tax compliance among ordinary
citizens. In particular, the African Union and
ECA (2015) note that: “Tax compliance could
be enhanced by providing affordable State
pensions and other welfare packages, and im-
proved public service delivery at national, sub-
national and local levels, because citizens are
more likely to pay taxes if they feel that their
lives would be improved in return. This will be
particularly helpful in inducing the large infor-
mal sector, as its employees will see tangible
benefits in this new form of citizen-based so-
cial contracts.” To this end, the tax directorate
within the Morocco Ministry of Economy and
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Finance also makes efforts to mobilize addi-
tional resources from the Moroccan diaspo-
ra through taxpayer education (Marocains du
Monde, cited from Ismaili Idrissi, 2015).

In addition, improvements in the efficiency of
tax administration can bring in additional tax
receipts, as has been the case in South Africa.
The South Africa Revenue Service Modern-
ization Programme was introduced in 2011
and it enabled the Service to process taxpay-
er information faster. As a result, tax regis-
tration by individuals increased by 74.79 per
cent, from 5.9 million registrations in 2011
to 10.3 million in 2012. The South Africa Rev-
enue Service has also increased registrations
compliance through other methods including
tax education, outreach and enforcement ini-
tiatives, introducing bulk registration at places
of employment and providing an online facil-
ity for registering as submitting monthly pay-
as-you-earn returns.

Ethiopia could also benefit from improve-
ments in tax administration, since the coun-
try’s low tax compliance rate is primarily a re-
sult of these weaknesses. One of the reasons
for this is the poor salaries of tax officials and
the link to corruption in tax administration
(ECA, 2016a, pp.38-9). Yet the Government
of Ethiopia (2015) reports progress in iden-
tifying instances of corruption and bringing
them to ftrial. The government has also ex-
pressed its commitment to strengthening do-
mestic tax revenue mobilization through var-
jous interventions as indicated in GTP-II. The
establishment of a tax directorate with the
Ministry of Finance and Economic Coopera-
tion indicates the government’s commitment
to enhance the tax revenue capacity.

Other countries in Africa, such as Ghana,
which has historically had relatively inefficient
tax administration (Addo, 2016), could ben-
efit from similar measures. The Government
of Ghana has taken a number of measures
to improve on its tax administration, but it is

currently too early to see the results. The en-
gagement of tax consultants/experts by the
public sector to collect taxes on their behalf is
a creative way and has worked satisfactorily in
some countries such as Nigeria.

One of the measures that can be used to
formalize businesses in the informal sector
is to reduce the red tape for firms, and make
it easier (and less time-consuming) for them
to comply with the regulations in the formal
sector. This approach has been successful
in Africa, notably in Burkina Faso, Mali and
Rwanda (ECA, 2015). Morocco has been fol-
lowing a similar approach, and has success-
fully reduced the size of the country’s infor-
mal sector by reducing the tax burden, and
encouraging more firms to enter the formal
sector (Bank Al-Maghrib, interview, 19 May
2017). The opportunity or challenge in this
regard is that the informal sector in Morocco
remains large and there is some way to go to
bring the vast majority of economic activity
from the informal into the formal sector (U.S.
Department of State, 2017).

In addition to these taxes, the African Union
and ECA (2015) note that African countries
can consider raising additional taxes from roy-
alties, income tax, land tax and leases. Mo-
rocco has recognized the regressive nature
of indirect taxes and has introduced special
tax brackets for basic commodities to protect
those on low incomes from paying high rates
of tax (ECA, 2016a). Ethiopia has pursued a
number of tax reforms in recent years (see ta-
ble below), but these do not appear to have
increased tax revenues (Daba, 2014).

In addition to increasing revenue through tax-
es, it is also important for African countries
to increase the efficiency of public spending.
To begin with, in many African countries, pub-
lic financial management processes, budget-
ing and development planning are not done
jointly; this makes it difficult to allocate pub-
lic financial resources to priorities in national
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Box 8
Tax reforms in Ethiopia

Rate schedules rationalized and a significant reduction in rate classifications.

Value added tax introduced to replace conventional sales tax in 2003.

Maximum foreign trade tariffs reduced from 230 per cent to 35 per cent.

In 2001, the Ministry of Revenues replaced the Revenues Board to lead the tax system reform.
A tax reform taskforce was established to deepen tax policy and administrative reforms.

Interministerial steering committee established to lead the national reform programme to refine and support

the tax system reform programme.

In 2009, the Ethiopian Revenues and Customs Authority was established as a centralized tax unit through
the merger of the Federal Inland Tax Authority, the Ethiopian Customs Authority and the Ministry of Reve-

nues, which dealt with regulatory affairs.

Source: Daba, 2014.

development plans. Using official develop-
ment assistance to support public services
worsens the culture of poor public financial
management (ECA, 20164, p.8). In this regard,
Ethiopia has had great success that has been
recognized internationally as a best practice
in public financial management. The country’s
approach included devolution, accountability
and separation of politics from administra-
tion, but with some innovative approaches
that helped it to be successful in the Ethio-
pian context. As a start, the government took
the view that reform would only be successful
if it was led by officials that understood the
reforms. As such, financial institutions led the
public financial reforms, and there was an ef-
fort to make sure that senior government offi-
cials understood the reforms (Kararach, Kedir,
Ajambo and Suominen, 2017).

The Government of Ethiopia then took the
view that in order to be effective there must
be capacity at local level and accountability
of local authorities. As a result, the govern-
ment devolved financial management to the
district level, while at the same time ensuring
that district authorities had the capacity to
deliver frontline public services, training rel-
evant staff in budget and accounts and put-
ting in place performance agreements linked

to the transfer of funds. In keeping with this
idea that when changing the responsibilities
of public officials, it must be ensured that
they have the capacity to deliver, Ethiopia
also introduced IT reforms in public financial
management, adapted to local circumstances.
New financial information systems were es-
tablished but operating online at low band-
width in line with the state of the country’s
internet infrastructure at that time; and also,
the systems operated in five local languages.
At the same time, the country brought the fi-
nancial management system up to date, re-
quiring current reporting, and advance sub-
mission of budgets to parliament for review
one month in advance (ibid.).

Morocco has also pursued fiscal decentraliza-
tion (Vaillancourt, cited from Bird and Vaillan-
court, 1998; Ebel, Fox and Melhem, Vaillan-
court, both cited from Ebel and Yilmaz, not
dated; the World Bank, cited from Ebel and
Yilmaz, not dated). This has meant that the
country has abandoned the previous practice
of giving grants to local governments to bal-
ance the local government budgets, to grants
to local governments that do not take account
of borrowing (Vaillancourt, cited from Bird
and Vaillancourt, 1998). In addition, “lenders
were explicitly told not to count on financial
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bail-outs”. In Morocco, local government
grants have also been used to shape local in-
vestments in roads, water, sewerage and elec-
tricity (Bird and Vaillancourt, 1998).

Beyond reforms such as those pursued by
the Governments of Ethiopia and Morocco
in improving the efficiency of public spend-
ing, African Governments can improve public
expenditure management through “[Better
selection, design, and management of public
investment projects...[and] Reforming regres-
sive and harmful subsidy and procurement re-
gimes” (AU and ECA, 2015). African countries
also need to strengthen their anti-corruption
measures (ECA, 2018). This includes creating
anti-corruption agencies with sufficient po-
litical backing, funding and capacity to tackle
corruption (High-level Panel on lllicit Financial
Flows from Africa, 2015). One criticism of this
approach is that officials of these agencies
can themselves be corrupted, which, so the
criticism goes, may render the anti-corruption
efforts pointless. Empirical research, however,
shows that even in contexts where anti-cor-
ruption efforts themselves risk becoming cor-
rupt, these efforts still reduce the incidence of
corruption (Banerjee and Duflo, 2011).

5.2.2 lllicit financial flows

In addition to tackling the loss of tax reve-
nues (both to tax evasion or avoidance and
to poor management of public spending), Af-
rican countries also need to tackle other as-
pects of illicit financial flows. As highlighted in
Chapter 2 of the present report, according to
ECA latest estimates, Africa is losing $73 bil-
lion net through illicit financial flows through
trade re-invoicing alone.® In addition, as noted
in ECA (2018), the latest estimates of Global
Financial Integrity imply that Africa is losing at

least $27 billion annually through other chan-
nels, which means that the total amount is
estimated at around $100 billion annually, or
around 4 per cent of the continent’s gross do-
mestic product. Notwithstanding, the losses
due to tax evasion and avoidance and corrup-
tion may represent less than half of this total,
and it is therefore important to tackle losses
through other sources of illicit financial flows,
such as organized crime and money-launder-

ing.

In order to tackle this problem, ECA (2018)
makes a number of policy recommendations.
The first is for African countries to ensure that
relevant agencies are established and have the
training, finances and staff needed to address
the problem. The second is to ensure that Af-
rican countries implement relevant interna-
tional standards on preventing money-laun-
dering and financing terrorism, particularly the
financial action task force recommendations.
Furthermore, African countries should ensure
that trade mis-invoicing is considered illegal
and that they have the capacity to check in-
voices for evidence as to whether they have
been falsified. African countries should also
ensure coordination and information sharing
between relevant law enforcement agencies.

At the global level, the report also recom-
mends a comprehensive international agree-
ment on tackling illicit financial flows as well
as a global mechanism to coordinate efforts
against such flows. In addition, it recommends
greater action to pressure financial secrecy ju-
risdictions to cease offering financial secrecy,
further action to promote the return of stolen
assets and funds to their countries of origin
and for development partners to support de-
velopment of African countries’ capacities to
tackle illicit financial flows.

3 Trade re-invoicing refers to the illicit practice of changing the value stated on an invoice for an international shipment so that
the difference between the value stated at export and the value stated at import differs from the cost of insurance and freight.
Another way to describe it is trade mis-invoicing (falsifying values or quantities stated in invoices presented to customs at import
or export) where the perpetrators do not take the pains to ensure that the invoices at import and export match (that is, differ

only by the cost of insurance and freight).
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In terms of individual country experiences
in this area, Ethiopia is estimated to lose on
average $2.5 billion per year through illicit fi-
nancial outflows, of which an average of $2
billion per year is through trade mis-invoicing.
In particular, import trade mis-invoicing has
remained the main driver of illicit financial
outflows, while export under-invoicing is less
of a concern.

Morocco has taken a number of steps to tack-
le illicit financial flows from the country. These
include exemplary efforts to tackle traffick-
ing in cannabis, passing a new law outlawing
human trafficking in 2016, implementing the
recommendations of the Financial Action Task
Force on tackling money-laundering and fi-
nancing terrorism, and implementing most of
the provisions in the United Nations Conven-
tion Against Corruption (International Narcot-
ics Control Board, 2013; United Nations Office
on Drugs and Crime, 2012, 2016 and inter-
view, 17 May 2017; Middle East and North
Africa Financial Action Task Force, 2014). The
country also follows a risk-based approach to
auditing businesses for violation of tax laws
and foreign exchange regulations. All interna-
tional transactions involving the exchange of
currency must have real firms on both sides
of the transaction (Ministére de I'Economie et
des Finances, interview,17 May 2017, Office
des Changes, interview, 19 May 2017). De-
spite this, the country is estimated to still ex-
perience high levels of illicit financial flows.

5.2.3 Equity markets

As noted above and in chapter 2 of this report,
capital markets are an important means to
mobilize additional finance for development in
Africa. Equity markets in particular have great
potential to mobilize additional funds for de-
velopment. In particular, foreign investment
in equities could seemingly provide much
of Africa’s financing needs. According to the
latest available data for each country, world-
wide international holdings of equities total

$54 trillion, which is over 20 times greater
than Africa’s current gross domestic product
(authors’ calculations based on International
Monetary Fund, 2017; Economic Commission
for Africa, African Development Bank Group
and African Union Commission, 2017). Some
African countries have taken steps to seize
this opportunity to mobilize additional do-
mestic finance for the private sector, which
is also key for economic transformation (see
for example, Rousseau and Wachtel, 1998,
Rousseau, 1998, and World Bank, cited from
Demetriades and Luintel, 1997). Yet in many
African countries, capital market development
remains limited, and is frustrated by the lack
of capacity, poor regulations, lack of techno-
logical infrastructure and legal frameworks
that provide insufficient protection to inves-
tors (ECA, 2016a, pp. 8-9).

African countries may be able to learn im-
portant lessons on developing capital mar-
kets for economic transformation from the
Egyptian Exchange, which has had great suc-
cesses in mobilizing capital for Egyptian firms.
The Egyptian Exchange is one of the leading
stock exchanges in Africa and was awarded
for being the Most Innovative African Stock
Exchange in 2014. In particular, the intro-
duction of block trading and cancellation of
precautionary measures adopted after the
2011 Revolution helped to boost confidence
in the Egyptian investment market, helping
the stock market to grow by 108 per cent be-
tween June 2013 and June 2014. It also in-
creased liquidity levels, which provided fund-
ing of more than 10 billion Egyptian Pounds
($1.4 billion) for Egyptian companies enabling
them to grow, expand and provide job oppor-
tunities (The Cairo Post, 2014). Block trad-
ing was implemented to protect the market
and its participants from the influence of the
change in prices as a result of the huge trad-
ing at different prices in the market.

Listing on the Egyptian Exchange provides
the shareholders of the listed companies
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with certain tax exemptions relating to the
distribution of dividends and capital gain tax-
es. The exemptions were recently subject to
limitations, including imposing taxes on cap-
ital gain taxes achieved by trading in securi-
ties (a 10 per cent capital gain tax applicable
to mergers and acquisitions was imposed in
2013), and on dividend distributions (charged
at 10 per cent, although this can be reduced
to 5 per cent).

In 2015, the Egyptian Exchange began trad-
ing in the nation’s first exchange-traded fund,
creating a deeper market and offering new in-
vestment options. The exchange-traded fund
is an open-ended fund that issues certificates
in exchange for investing its money in a port-
folio that tracks one of the exchange indices,
and therefore follows the EGX 30 index and
at the same time its certificates are allowed
to be traded as any other securities through
brokerage firms. The Egyptian Exchange also
announced the launch of the second phase of
the OTC (over-the- counter) market in 2015.
OTC helps investors in non-listed companies
to trade their shares within a simple automat-
ed mechanism without the problem of find-
ing another party to perform the transaction
(Egyptian Exchange, 2015). Between 2015
and 2016, over $600 million worth of foreign
investment in equities and investment fund
shares flowed into Egypt (compared to a flow
of only $13 million the previous year), which
could suggest that the reforms, which took
place in 2015, helped to significantly boost
investment.

However, the equity market in Africa remains
thin as only four stock exchanges have ac-
tive trading. These are in South Africa, Egypt,
Nigeria and Morocco. There is the need for
countries to learn from each other and to har-
monize the trading processes and procedures
as this may help those with less-developed
exchanges to emulate the more successful
capital markets on the continent. That be-
ing said, African countries should be careful

to ensure that the relevant institutions are in
place for the success of such exchanges, in-
cluding consumer protection measures, finan-
cial stability measures and adequately staffed
financial regulatory and supervisory authori-
ties. Otherwise, they face a number of risks:

If there is inadequate financial regulation
and/or supervision, there is the risk of fi-
nancial fraud leading to the misallocation of
resources into non-viable businesses that
attract investment by misstating their re-
sults or running Ponzi schemes. There will
also be the risk of financial losses due to
businesses pursuing excessively risky strat-
egies; the 2008 financial crisis underlined
this risk. There is also the risk of insider
trading (ECA, 2016a, p.27);

If there is inadequate contract enforce-
ment, there is the risk that investors will
be defrauded by firms. This is currently the
case in a number of African countries (ECA,
2016a, pp.8-9). In addition, if there are in-
sufficient consumer protection regulations,
small investors may be exploited by unscru-
pulous firms or financial advisors, for exam-
ple, those who use their advice to manipu-
late investors into buying a stock that they
hold simply so that they may profit from the
increase in price.

5.2.4 Export earnings

As outlined in chapter 2, export earnings
from international trade remain an essential
source of foreign exchange for African coun-
tries. Analysis of the balance of payments
identity tells us that this remains critical for
Africa to finance its investment needs. Other
methods that could be pursued include mea-
sures to connect previously isolated commu-
nities to the global trading system. Morocco
has had one such experience, albeit on a
small scale. In particular, a non-profit organi-
zation in Morocco has allowed relatively iso-
lated rural producers to export their wares by
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providing pro-bono online marketing services
for producers who would otherwise not have
access to the Internet. The organization takes
pictures of the relevant products and posts
them online, receiving payments on their be-
half, thus reducing the cost and time to make
the payments, and subsequently remitting
them.

In addition, five per cent of the asking price
for the products is donated to the village as-
sociation to finance village improvements
(Davis, 2008). The success of this kind of in-
tervention shows that interventions from the
government or a third party to connect iso-
lated producers to markets can help them to
export, which will, as a consequence, mobilize
additional foreign exchange.

Most African countries produce few agricul-
tural products whose prices fluctuate inter-
nationally and there is the need to study this
pricing method with a view to adapting it into
the present circumstance. Marketing strate-
gies will also need to be improved upon, com-
pared to those used in this case. That being
said, according to Acemoglu and Robinson
(2012), marketing boards have also been used
to extract rents from producers in Africa, with
proceeds accruing to officials rather than go-
ing into financing for development. As a result,
before implementing such an approach, Afri-
can countries should ensure that adequate
governance arrangements are in place to pre-
vent marketing boards from simply extracting
rents from producers and diverting the funds
into the pockets of officials.

Beyond this, where Free Trade Zones exist in
Africa as a means of mobilizing additional ex-
port earnings, they are not always being used
to their full potential. In Nigeria, for example,
consistent, practical and integrated govern-
ment policies are needed to improve their
efficiency, particularly regarding fiscal poli-
cy. This could include strengthening ex-ante
analysis of free trade zone fiscal policies. In

addition, laws and procedures could be sim-
plified (ECA, 2016a).

5.2.5 Official development assistance
(ODA)

Information analysed from OECD (2017)
sources indicates that official development
assistance disbursed to Africa totalled $51
billion in 2015. While much less important
than tax revenues (see chapter 2 of the pres-
ent report), this source of finance is neverthe-
less significant for Africa. The experience of
African countries in this regard highlights the
challenges that need to be addressed to make
the most of official development assistance. In
Ethiopia, net official development assistance
to the country totalled $3.2 billion in 2015
(OECD, 2017); but 33 per cent of committed
official development assistance was not dis-
bursed in 2015/16, due mainly to bottlenecks
in the implementation of large infrastructure
projects. Consultations with stakeholders
indicate that there is the need to ensure ef-
fective utilization of external resources and
improve project planning and management
capacity to execute projects on time and with
the required quality (Government of Ethiopia
and UNDP, 2017).

The experience of Morocco highlights the
fact that African countries can attract great-
er funds through pursuing policies favoured
by donor countries, though in many cases,
the cost of such an approach may be consid-
ered too great. Morocco, which has historical-
ly pursued policies that are favoured by key
donor countries, though there is no sugges-
tion that this was the reason for these poli-
cies, continues to attract high levels of official
development assistance. Moreover, Harrigan,
Wang and El Said (2006) find that this effect
holds for countries across Western Asia and
North Africa. South Africa has made use of a
different innovative technique to mobilize of-
ficial development assistance: that of General
Budget Support Funding. This type of official
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development assistance involves a transfer
of funds to the partner country for allocation
within the country, using the country’s alloca-
tion processes, with the aim of supporting a
national development policy and strategy of
the partner country. It ensures that the as-
sistance provided is aligned to the country’s
development priorities (as outlined in chapter
3 of the present report) and improves public
financial management at the same time, com-
pared to aid provided outside the country’s
public spending systems. In South Africa, gen-
eral budget support funds allocation for the
2018/19 medium-term budget is R600 mil-
lion (approximately $44 million). South African
government systems are used for allocation,
planning, implementation, procurement, ac-
counting, reporting, monitoring and evalua-
tion.

5.2.6 Multilateral and plurilateral
organizations and development finance
institutions

Similar to the points made regarding Morocco
in the section in the present chapter on offi-
cial development assistance, pursuing partic-
ular policies appears to have helped certain
countries to receive more favourable terms in
loans from international financial institutions
and development finance institutions. As not-
ed earlier, these institutions can play import-
ant roles in providing development finance. In
particular, Harrigan, Wang and EI-Said (2006)
reviewed a number of studies that find that
countries that move their international polit-
ical stance closer to that of key donor coun-
tries are more likely to receive loans from the
International Monetary Fund (Barro and Lee;
Bird and Rowlands; Rowlands, all cited from
Harrigan, Wang and El-Said, 2006). They
also found that Morocco has benefitted from
this in terms of loans received from both the
World Bank and the International Monetary
Fund. Pfeifer (1999) also finds that politi-
cal motives explain why some countries re-
ceived more favourable terms for structural

adjustment programmes than others. Pursu-
ing good relations with donor countries may
therefore continue to help African countries
to receive favourable treatment from multilat-
eral and plurilateral organizations in terms of
concessional lending and official development
assistance.

As noted in the section on official develop-
ment assistance in the present chapter, mul-
tilateral and plurilateral organizations are also
important partners for blended finance proj-
ects.

Beyond the use of finance from multilateral
and plurilateral organizations, the establish-
ment of development banks (whether region-
al or national) has been used by developing
countries desirous of promoting sectorial de-
velopment in their economies. They are spe-
cialized banks publicly established to cater or
provide long-term funds for specific sectors
of the economy like agriculture, and industry
(small, medium and large-scale industries).
The establishment is premised on the Gap
Thesis, Exigency Thesis and Catalyst Thesis.
The involvement of the development bank
specifically targets the issue of the growth in
long-term liquidity in the economy since the
government provides the funds for the opera-
tions of the banks. Commercial and merchant
banks hardly provide funds in the long term,
so the development banks fill this gap (Gap
Thesis).

The success of the state-owned Develop-
ment Bank of Ethiopia in increasing liquidity
in the Ethiopian financial system mirrors the
success of development banks elsewhere in
Africa. In South Africa, in June 2017, Stan-
dard Chartered Bank signed a $200 million
loan to the Development Bank of South Af-
rica for its infrastructure development proj-
ects in Africa (Development Bank of Southern
Africa, 2017). Despite the success of the use
of the development bank to finance sectorial
development, the funding is often tied to the
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health of each economy. When the economy
is booming, the government’s ability to fund
the banks is enhanced, while a downturn in
the economy equally affects funding nega-
tively.

The major challenge facing development
banks is that these institutions are often run
inefficiently. There is therefore the need for
innovative ways of operating the develop-
ment banks in Africa to achieve the global
objectives for which they are established. In
this context, the banks should be run like pri-
vate outfits established not only to bridge the
gap in loan availability (Gap Thesis) but also
to serve as guarantors for private concerns
seeking funding from international capital
markets and institutions within the context
of the catalyst and exigency theses. In this
context, they prepare feasibility reports for
small and medium-sized enterprises and use
these to seek for long-term credits from in-
ternational financial institutions like the Inter-
national Finance Corporation and the Africa
Finance Corporation. This will improve their
financial base and increase patronage by small
and medium-sized enterprises.

5.2.7 Public-private partnerships

In order to attract finance through public-pri-
vate partnerships, African countries would do
well to look at the Ethiopian reforms (tax re-
liefs, guaranteed loans, training support and
facilitation of access to markets) which should
encourage public-private partnership funds
on a sustainable basis in the country (ECA,
2016a). Ethiopia has been successful in rais-
ing finance through a number of public-pri-
vate partnerships. For instance, about $4
billion capital was raised in three public-pri-
vate partnership arrangements alone, namely,
Lehulu, Addis Ababa Exhibition Centre, and
geothermal energy projects. Yet, the use of
public-private partnerships is limited in the
country, despite the existence of some good
practices in this regard. This may be due to

the fact that the country has not had a spe-
cific policy and legal framework governing
public-private partnerships (though a draft
of such a framework has been prepared). In
addition, the country has weak technical and
managerial capacities for negotiating and car-
rying out public-private partnership contracts,
lacks a standard operating procedure and has
financial constraints.

In response to these challenges, the Ministry
of Finance and Economic Cooperation is at-
tempting to make reforms to support great-
er use of public-private partnerships in the
country (including the draft legal framework).
The draft legal framework includes the estab-
lishment of a dedicated institution to support
public-private partnerships and to mobilize
resources from the private sector. However,
this needs to be followed by capacity-build-
ing programmes for public and private sectors
to successfully implement the public-private
partnership framework (Government of Ethi-
opia and UNDP 2017; UNDP Ethiopia, cited
from ECA, 2016a). In addition, the country
needs to build relevant domestic expertise
and establish a point of contact to facilitate
the coordination of public-private partnership
projects, as well as mechanisms to address
obstacles and constraints to public-private
partnership opportunities (UNDP Ethiopia,
cited from ECA, 2016a).

As noted in chapter 2, public-private part-
nerships have been successful across Africa
for funding strategic projects. In South Africa,
public-private partnerships have raised signif-
icant amounts of finance. Table 3 below out-
lines the value of public-private partnership
projects in infrastructure that is forecast over
the next few years.

One example of such a public-private part-
nership project in South Africa was the In-
dependent Power Producers Procurement
Programme. Established in 2010, the pro-
gramme was designed to enhance the power
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Table 3

South African public-private partnerships: forecast value over next five years

‘ 2016/17 2017/18 ‘ 2018/19 ‘ 2019/20
Sector Millions of rand
Transport 1,903 2,001 2,120 2,129
Health 992 1,003 1,016 1,016
Correctional services facilities 1,008 1,015 1,028 1,100
Accommodation 938 1,115 1,308 1,624
Total 4,840 5,134 5,471 5,869

Source: National Treasury Republic of South Africa, 2017c¢).

generation capacity of South Africa. The pro-
gramme is a collaboration between the De-
partment of Energy, National Treasury and
the Development Bank of Southern Africa.
In addition, the South Africa Critical Infra-
structure Programme provides a cost-sharing
grant to projects designed to improve criti-
cal infrastructure by leveraging investment
by lowering the cost of doing business. The
programme covers 10-30 per cent of the de-
velopment cost of the Infrastructure project
at a maximum of 30 million rand. The Critical
Infrastructure Programme also requires proj-
ects to be at least a level four broad-based
black economic empowerment contributor

in terms of the Codes of Good Practice for
broad-based black economic empowerment
(Trade and Industry Department, 2015). As
such, South Africa has managed to innova-
tively refocus public-private partnerships for
greater social impact.

Yet due to challenges in public financial man-
agement, African countries may face different
challenges (loss of funds due to embezzle-
ment and difficulty in attracting investors) if
they attempt to forego public-private partner-
ships and fund public projects through tradi-
tional government contracting. The solution
therefore may be to attempt to learn from

Box 9
Public-private partnerships in Morocco

Morocco uses public-private partnerships to finance infrastructure projects. Since the current King of Morocco
ascended to the throne in 1999, the country has signed 16 projects with private participation in infrastructure,
with a total value of around $27 billion (expressed at 2015 prices). These have included a number of different
models for the involvement of the private sector contributor, such as “build, own, operate”, “build, operate and
transfer”, “merchant” and “rehabilitate, operate and transfer”. They have covered sectors including electricity
distribution, electricity generation plus water utilities and sewage, information and communications technolo-
gy and a port. Financing has involved the use of multiple banks (Maroc.ma, 2017; World Bank, 2017b; authors’

analysis of World Bank, 2017b; Arab Maghreb Union, interview, 19 May 2017).

In addition, there are several other projects that are financed through a mix of public-private partnerships and
international financing (Ministére de I'Economie et des Finances, interview, 17 May 2017). Bilateral develop-
ment banks and aid agencies have also been involved in some cases (such as the Agence Frangaise de Dévelop-
pement, Japan Bank for International Cooperation, KfW of Germany) (World Bank, 2017b; authors’ analysis of
World Bank, 2017b; Arab Maghreb Union, interview, 19 May 2017).
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the mistakes of the past and do public-private
partnerships better, instead of abandoning
this funding source. In this regard, a recent
report by the World Bank Group and Global
Infrastructure Facility (2017) makes recom-
mendations on how best to structure con-
tracts for public-private partnerships, while
OECD (2007) provides twenty-four principles
intended to help governments attract private
sector participation in infrastructural devel-
opment. African countries can take good note
of these recommendations, but should ensure
that they have the appropriate institutions,
policies and laws in place to enforce the con-
tractual provisions, rather than simply relying
on the guidance provided. In this regard, pub-
lic-private partnerships present a potential
additional source of funding for public proj-
ects, but also carry significant risks. It will be
important for African countries to ensure that
they get the details right for their approaches
to public-private partnerships.

Indeed, for successful use of public-private
partnerships, countries need the institution-
al capacity to create, manage and evaluate
them, which includes project selection, trans-
parent fiscal accounting and reporting, and
legal and regulatory frameworks. Blended
finance and public-private partnerships are
fairly controversial in debates on implementa-
tion of the SDGs, with views ranging from the
essential need for public-private partnerships
in meeting large financing needs, to concerns
that public-private partnerships will be used
to privatize public services, subsidize the prof-
its of the private sector, and keep investment
and contingent liabilities “off balance sheet”.
Nonetheless, such mechanisms have become
increasingly looked to as a method of using
official resources to leverage private financ-
ing. The Addis Ababa Action Agenda calls for
sharing risk and returns fairly, to avoid undue
subsidies to the private sector and undue risk
for the public sector. Valuing risks and re-
wards in complex projects is notably difficult,
even for governments with strong capacities,

and climate risk makes this task more difficult
(United Nations, 2017).

Therefore, more in-depth analysis and guid-
ance is required on the conditions under
which public-private partnerships can best
bring benefits, avoid adverse societal and
environmental impacts and advance sustain-
able development. The Addis Ababa Action
Agenda on Financing for Development rec-
ognizes both the potential and the challenges
associated with public-private partnerships.
It notes that “careful consideration should be
given to the appropriate structure and use of
... blended finance, including public-private
partnerships, [and that projects] should share
risks and reward fairly, and include clear ac-
countability mechanisms (United Nations,
2017). ECA (2016b) provides advice for Af-
rican countries on how to make a success of
public-private partnerships in renewable en-
ergy, building on several case studies from the
continent.

5.2.8 Remittances

Remittances are an important source of de-
velopment finance. Indeed, the amount of
remittances in 2015 into developing econo-
mies was about three times that of the offi-
cial aid flows (World Bank, 2016). In Egypt,
liberalization of the local currency in 2016
helped increase inflows from Egyptians work-
ing abroad. Approximately $4.6 billion was
sent from expatriate workers in the fourth
quarter of 2016, up 12 per cent from a year
earlier (Bloomberg, 2017). According to the
Migration and Remittances Factbook 2016
by the World Bank, Egypt became the top
remittance receiver in the North Africa and
Western Asia regions and among the top ten
countries in the world with $20.4 billion each
year (World Bank, 2016). Morocco has had
similar successes in mobilizing additional re-
mittances through liberalizing exchange con-
trols for members of the Moroccan diaspora.
This is reflected in the fact that deposits held
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in Morocco by Moroccans resident abroad Morocco or abroad. However, the country still
roughly doubled during the period 2002 to struggles to encourage the diaspora to invest
2013. The accounts come with payment or the funds remitted (Abdourahman, O. |. inter-
credit cards that can be used for payments in view, 19 May 2017; Ismaili Idrissi, 2015).4

Box 10
Mobilizing additional remittances in Morocco

In addition to liberalizing access to foreign exchange for members of the diaspora (as mentioned earlier in the
present chapter), Morocco has undertaken a number of initiatives that have increased, or would be expected to
increase, the level of funds being remitted to the country. The first of these is the measures taken to improve the
business environment, as shown earlier in the present case study. Many studies have demonstrated the impor-
tance of the business environment for attracting remittances (cited from Ismaili Idrissi, 2015).

Second, the costs of cash-to-cash remittances have fallen in Morocco and the share by value of remittances be-
ing transferred via this method has increased. The third has been to convert the Barid Al-Maghrib into a postal
bank, now known as Al Barid Bank, which is likely to have made it more attractive to send remittances via bank
transfer. Fourth, Morocco has improved the regulatory environment governing remittances, making it easier for
Moroccans living abroad to remit through formal channels (Ismaili Idrissi, 2015).

In addition to the above efforts to make it easier to remit funds, Morocco has also made efforts to encourage
diaspora Moroccans to actually invest in the country (funds remitted to Morocco are usually not invested). As
regards access to foreign exchange, diaspora Moroccans can freely convert foreign exchange as needed for the
conduct of their investments, repatriation of profits or the proceeds of liquidating an investment. They are al-
lowed to borrow dirhams for the purpose of acquiring or constructing buildings in Morocco. They are also al-
lowed to import or export foreign exchange unrestricted, without any limits on the amount being transferred
(though cash amounts of 100,000 dirhams or more need to be declared to customs). Diaspora Moroccans may
also buy back and export up to 50 per cent of the foreign exchange that they brought into the country and ex-
changed for dirhams in the previous twelve months, up to a maximum of 100,000 dirhams; amounts kept in
convertible dirhams in their bank accounts are excluded from this amount of 100,000 dirhams (ibid.).

The “regional investment centres” described in the earlier section on private sector investment also offer spe-
cial services for diaspora Moroccans. In addition to the services that are available to all Moroccans, be they from
the diaspora or not (as detailed above), the regional investment centres offer particular services to encourage
diaspora Moroccans to invest in the country. These include prioritizing responses to requests for information
by diaspora Moroccans and efforts to actively inform diaspora Moroccans about investment opportunities, in-
cluding sending business delegations to their host countries, and producing reports on investment opportuni-
ties, alongside other measures. Certain “regional investment centres” have been particularly successful in this
regard. The Conseil déontologique des valeurs mobilieres (see above) also treats diaspora Moroccans as other
Moroccans and gives the same access to information and financial products as is given to other Moroccans.
In addition, Loffice des changes (the Exchange office) extends to Moroccans in the diaspora the same rights
accorded to other Moroccan citizens, including access to credit in dirhams from institutions based in Morocco,
as well as the freedom to invest and acquire any kind of equity in Morocco, access to foreign currency for either
tourism, religious trips abroad, educational expenses or medical treatment. Loffice des changes also provides
remittance services (ibid.).

4

In total, Moroccans in the diaspora invested 500 million dirhams in Morocco during the period 2005 to 2011. According to the
latest available data on investments by Moroccans in the diaspora (for 2005), 38 per cent of Moroccans in the diaspora invest in
their host country (when they could, presumably, be investing the same funds in Morocco) (Fondation Hassan Il pour les MRE,
cited from Ismaili Idrissi, 2015; Ismaili Idrissi, 2015). What investment there is has been concentrated in the real estate sector,
and in smaller projects (only 14 per cent of invested funds are in projects of 5 million dirhams or more) (Ismaili Idrissi, 2015).
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Box 10
Mobilizing additional remittances in Morocco, cont.

In addition, the Ministére Chargé de la Communauté Marocaine Résidant a I'Etranger et des Affaires de la Mi-
gration (Ministry Responsible for the Moroccan Diaspora Community and Migration) has a section dedicated to
assisting investors from the Moroccan diaspora. This section also provides information on the Moroccan econ-
omy to potential investors from the Moroccan diaspora, and supports investors from conception to realization
of their investment projects and to identify and help to establish partnerships between actors based in Morocco
and the diaspora (ibid.). In 2007, Morocco created Le Conseil de la communauté marocaine a I‘étranger (the
Council of the Moroccan community abroad) which is responsible for monitoring and evaluating Moroccan pub-
lic policy regarding the Moroccan diaspora.

In 2009, the Government of Morocco and the Caisse Centrale de Garantie (Central Guarantee Fund) created
“MDM invest”, a fund designed to co-finance (and therefore incentivize) investments by Moroccans in the dias-
pora. The fund was reserved for projects promoted solely by Moroccan investors. Through the fund, for invest-
ments of at least 1 million dirhams where the Moroccan diaspora investor would invest at least 25 per cent (in
foreign exchange) of the value of the project, the government would provide a 10 per cent subsidy (capped at 5
million dirhams maximum), with the financing of the remaining balance flexible. However, by 2015 the fund had
not achieved the expected level of interest from Moroccans in the diaspora, financing only 21 projects with a
total contribution from the fund of 140 million dirhams plus an additional 14 million dirhams in subsidies (ibid.;
Ministére Chargé de la Communauté Marocaine Résidant a I'Etranger et des Affaires de la Migration, 2017).

The reasons for the lack of success of this fund include the obligation for investors to use their own funds and the
general challenges of investing in Morocco, including bureaucracy. Inresponse, the fund was closed at the end of
2011, but re-launched in April 2013 with new rules. In particular, the rule that investment projects would be eli-
gible only if promoted solely by diaspora Moroccans, was relaxed, and in its current form the fund allows invest-
ments by diaspora Moroccans even if they are joint projects with non-Moroccan investors (though there must
be at least one diaspora Moroccan promoting the project). The financing proportions allotted to the diaspora
Moroccan investor and the fund itself (as detailed above) remain the same as in the fund’s first iteration (ibid.;
Ministere Chargé de la Communauté Marocaine Résidant a I'Etranger et des Affaires de la Migration, 2017).

La fondation Hassan Il pour les MRE (Hassan |l Foundation for the Moroccan diaspora) also aims to maintain
links between Morocco and its diaspora. Since 2002, the foundation has been planning to sign an agreement
with the International Organization for Migration to develop an observatory of the Moroccan diaspora com-
munity. The observatory provides information and analysis that support better decision-making with regard to
the Moroccan diaspora (and could potentially help Morocco to mobilize additional funds from members of the
diaspora) (Ismaili Idrissi, 2015; Groupe Banque Populaire, cited from Ismaili Idrissi, 2015).

Aside from investment per se, Morocco has also been successful in facilitating philanthropy on the part of Mo-
roccans in the diaspora. For example, in the health sector, government guidelines for medical equipment and
nursing staff shaped the design and construction of a medical centre funded by Moroccan diaspora philan-
thropy. The government also “collaborated with migrants and their communities of origin to design better and
cheaper systems to deliver basic infrastructure, such as roads and electricity, to rural areas; once supplied with
services that linked them to the rest of Morocco, formerly isolated villages were brought into the national econ-
omy” (Iskander, 2010).

International remittances form the major National Bank of Ethiopia since informal re-

share of development financing in Ethiopia,
surpassing merchandise exports in recent
years. In 2015, with $0.6 billion inflows, Ethi-
opia was among the top ten largest recipients
of remittances in Africa (World Bank, 2017).
The actual remittance inflows to Ethiopia
could be higher than that reported by the

mittances are known to be used (Government
of Ethiopia and UNDP, 2017). The country
has been able to significantly boost incoming
remittances by allowing the diaspora to open
foreign currency accounts that they can use
as collateral for loans in domestic currency
(ECA, 20164, p.51).
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In Ghana, remittances have become a signifi-
cant and important source of external finance.
In 2015, with $2.0 billion inflows, Ghana was
the second largest recipient of remittances in
Africa. Remittances, together with gold, cocoa
and the tourism, are the country’s top forex
earners.

In South Africa, the domestic remittances
market has over 24 million people who send
and/or receive money locally, which translates
to two-thirds of the adult population. Mainly
driven by the high number of domestic mi-
grants within the country, the total volume is
estimated to be between $11 billion and $13
billion, equivalent to 4 per cent of GDP and
six times as large as the flows of international
remittances out of South Africa (TechnoServe,
2016). Since 2006, there has been an explo-
sion of diverse products by retailers, banks and
mobile operators targeted at remittance users
which the recipient can retrieve from an ATM
with an access code and PIN or partner retail
outlets. In contrast to international remittanc-
es, regulatory issues have not emerged as a
major barrier to the introduction of low cost
offerings for domestic remittances.

In addition, the authorities of the member
States of the Southern African Development
Community recently made regulatory chang-
es that have allowed new remittance pro-
viders to enter the market, with promising
results. In particular, at the level of the South-
ern African Development Community, in the
2013-14 regulatory change cycle, financial
regulatory authorities created a new licensing
category for money transfer operators. This
enabled facilitation of cross-border transac-
tions independent of a bank. This change has
enabled non-bank formal providers to enter
the market with an explicit focus on provid-
ing cross-border remittance services to serve
Southern African Development Community
member countries. According to Eighty20
(2016), four institutions had been registered
under this new regulatory category at the

time of writing, facilitated by the growing con-
sumer adoption of mobile platforms that are
leveraged to provide efficient money transfer
services (Eighty20, 2016).

The cost of money transfer is a major con-
straint to remittances and tends to entice the
use of informal channels. An international
agreement to reduce remittance transfer cost
to 3 - 5 per cent by 2030 is expected to pro-
mote faster and safer transfer of remittances.
It will also enhance accuracy of statistics on
remittances. The inflow of remittances could
be enhanced through, among others, allow-
ing additional operators to play a larger role
in money transfers (for example, microfinance
institutions) and opening bank branches or
setting up money transfer agents in areas
where there is a large diaspora concentration.
Promoting offshore banking for local banks
will ease money transfer, even at a reduced
cost.

In addition, the countries reviewed in these
case studies have had difficulties in encourag-
ing individuals to invest remittances, despite
explicit efforts to do so (this is evident for
Morocco, see Ismaili Idrissi, 2015). In the Afri-
can context, this may be because of the con-
tinent’s low income level. In general, countries
with low incomes have low saving rates (which
is true in Africa), presumably because earnings
need to be used for consumption, which may
also be frustrating efforts to encourage saving
remittances. Nonetheless, African countries
may be able to mobilize more remittances for
investment, by using the banking sector. If Af-
rican countries can encourage remittances to
be sent through formal channels (as Egypt and
Morocco have successfully done) and stored
in bank accounts while they are gradually
used up by the recipients of the remittanc-
es, the banking system should in principle be
able to channel a portion of these funds into
investments. However, doing so will require
African countries to address the continued
challenge of excess liquidity in their banking
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sectors. Another approach to better mobilize
remittances is to launch innovative financial
products such as diaspora bonds, as detailed
in the previous chapter (and as noted in AU
and ECA, 2015). There is also the approach of
Ethiopia of allowing remittances to be used as
collateral for loans in domestic currency.

5.2.9 South-South cooperation

South-South cooperation can be an import-
ant source of development finance for Afri-
can countries. Indeed, the role of emerging
economies as trading partners, investors and
providers of development cooperation has
substantially increased over the past decades.
South-South cooperation follows a broader
approach than cooperation from traditional
donors. It usually goes beyond the provision
of aid and is framed as part of a larger set of
initiatives that can include trade and invest-
ment agreements. This has the potential to
capitalize on economic strengths of recipi-
ent countries by supporting the reduction of
transaction costs (Lin and Wang, 2017). Oth-
er developing regions, including Latin Ameri-
ca, already benefit from South-South cooper-
ation. Indeed, recent evidence shows that all
Latin American countries benefit from funds
or other assistance through South-South
cooperation. This has included both bilater-
al South-South cooperation and triangular
South-South cooperation (ECLAC, 2015).

A number of African countries like Ethiopia,
Ghana and Nigeria have some project rela-
tionships with China. Indeed, Ethiopia main-
tains strong development cooperation with
many non-traditional donors such as Brazil,
China, India, Kuwait, Saudi Arabia, Turkey and
the United Arab Emirates. It has also devel-
oped strong relations from traditional donors,
namely Japan and the Republic of Korea.
Since 2011/12, Ethiopia has mobilized $1.75
billion through official assistance from China,
India, Kuwait and Saudi Arabia. The financial
assistance from these countries is mainly in

the form of loans ($1.74 billion) with a small
grant element ($8.2 million). China is the main
source of financial assistance to Ethiopia (with
$1.3 billion in loans and $8.2 million in grants
between 2011/12 and 2016/17). Ethiopia
also receives concessional loans and grants
from Southern multilateral institutions, mainly
from the African Development Bank (AfDB),
the Arab Bank for Economic Development in
Africa and others. The African Development
Bank has remained the main source of finan-
cial support, both in the form of grants and
loans (Government of Ethiopia and UNDP,
2017).

Official development flows from donors that
are not members of the OECD Development
Assistance Committee to Ghana have gener-
ally been on the rise, although they remain
small compared to traditional official devel-
opment assistance flows. The most important
non-traditional donors to Ghana are Brazil,
China and India. The presence of China in
Ghana has been growing over time, with a
diversified set of instruments including inter-
est free loans, resource-backed loans, export
buyer’s credit, grants, debt relief, and cultural
and education exchanges, and they have re-
cently been shifting from interest-free to con-
cessional and non-concessional loans. Ghana
has also had major access to Chinese cred-
it lines for some time, but take-up has been
slow. On the other hand, the presence of
Brazil in Ghana is modest, with agriculture as
the main area of collaboration (both financial
and technical assistance) between the two
countries. Although official development as-
sistance flows from other non-traditional de-
velopment partners have been increasing, the
volume remains low (ibid.). As South-South
cooperation is an increasingly important
source of advanced technology and skills, it
can contribute towards building a strong local
manufacturing sector for Ghana or in areas
that will contribute to reducing unacceptable
high import bills (Addo, 2016).
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However, in order for such cooperation to be
mutually beneficial, African countries must
rely on their experts to provide the appro-
priate framework for the relationships. It is
necessary to set goals and strategies for the
cooperation but many African countries lack
the required expertise. In this case, African re-
gional or continental institutions like the Afri-
can Union, ECA and the African Development
Bank can combine efforts to produce a blue
print for such economic cooperation.

5.3 Conclusion

This chapter has underscored examples from
the case study countries (and elsewhere) as
to how traditional sources of finance can be
innovatively developed and applied. The ma-
jor ingredient to achieve this was from the
preceding chapters that contain existing liter-
ature and the experiences of the case study
countries. Thus, the content of this chapter
underlines a range of strategies that could
enable African countries to innovatively mo-
bilize additional finance for development from
traditional sources and emerging innovative
sources within and outside Africa.

In terms of mobilizing additional private fi-
nance, we can note the importance of several
strategies: the use of state-owned develop-
ment banks to provide additional liquidity; im-
proving mechanisms for channelling liquidity
from savers to borrowers; connecting isolat-
ed producers to international markets; and
improving the ease of doing business to at-
tract foreign investors, whether through bet-
ter logistics services, reforming regulations
or providing assistance to foreign investors
through information centres to support their
investment.

In addition, there are a number of techniques
that this section has shown can be used to
mobilize additional public finances. These
include steps to improve tax administration;
steps to eliminate non-strategic tax incen-
tives, and to monitor, evaluate and remove
those that have already been granted; steps
to coordinate blended financing packages
among multiple lenders; steps to encourage
additional official development finance and
loans from development finance institutions
by strategically positioning the country as
one to which donors will wish to send funds.
Yet most of these approaches also come with
challenges. In order to make the most of them,
African countries will have to make sure that
the appropriate institutions (with appropriate
capacities), laws and policies are in place. Fur-
thermore, for public-private partnerships and
blended finance, for example, countries must
not only try to mobilize additional finance for
development projects, but ensure that the
terms of this financing are favourable and
that the project is really in the interest of the
public.

It is clear that a number of the innovative fi-
nancing models have neither been adopted
nor adapted by many African countries. This is
not unexpected in view of factors such as the
level of development of the financial system,
level of sophistication of the economy, avail-
ability of required expertise, database and re-
quirement, general information about the ex-
istence of some of these innovative financing
models and the modus operandi, among other
factors. On this note, the conclusion and pol-
icy recommendations presented in the next
chapter will address some of these issues.
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Chapter 6: Conclusion and policy
recommendations

6.1 Summary and conclusion

In line with the positions held consistently by
ECA, the present report makes a strong case
that the mobilization of domestic resources
efficiently, effectively and innovatively should
be of paramount importance to African coun-
tries, in order to meet the transformation ob-
jectives of Agenda 2063 and the goals of the
2030 Agenda.

In fact, the financing needs relating to the im-
plementation of the SDGs and Agenda 2063
are enormous. For instance, new frameworks
for development finance are required as a re-
sult of Africa’s investment gap to achieve the
SDGs which is between an incremental outlay
of $200 billion and $1.2 trillion per annum.
Thus, innovative financing is presented as a
new or alternative way of raising funds to ful-
fil the objectives of the two Agendas. Innova-
tive financing encapsulates new approaches
which consist in the redesigning of old mech-
anisms or the designing of entirely new mech-
anisms, with the appearance and contribution
of a new set of stakeholders, such as the pri-
vate sector.

Since then, the global development finance
landscape has evolved with a shift from a
model centered on official development as-
sistance, foreign direct investment and ex-
ternal debt, among others, to a framework
with greater emphasis on the mobilization of
domestic resources. Nevertheless, the mech-
anisms for innovative financing are meant to
compliment these traditional international
flows in order to annex additional resources
for development and address specific market
failures and institutional barriers.

These mechanisms englobe the innovative
market-based financial instruments that tend
to leverage on remittances and the wealth of
the diaspora; the results-based financing op-
portunities that allow private companies and
non-governmental organisations to provide
social goods; and the voluntary and compul-
sory contributions mechanism of financing
with the voluntary carbon market as the larg-
est mechanism within this category.

The report shows how a combination of initia-
tives and innovative financing are now being
employed to leverage and supplement exist-
ing sources of development financing. More
specifically, with the private sector and pub-
lic financing and investments moving beyond
their traditional sectors, and leading to private
sector development financing, donor funding,
a mix of public and private financing, and debt
and equity instruments.

The report reviews new innovative ap-
proaches to funding, as well as innovative
approaches to mobilizing traditional sources
of finance adopted in the developed econ-
omies, the leading emerging economies and
the developing economies, and assesses
their relevancy in the African context. The
case studies address the innovative funding
mechanisms in five African countries, name-
ly, Egypt, Ethiopia, Ghana, Morocco and
South Africa.

Some of the innovative financing methods
used in the developing economies include:
impact financing, diaspora bonds, pension
funds and infrastructure bonds. In addition,
Africa has also been experiencing the use of
online alternative finance, microfinance, as
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well as co-financing with development banks
and blended finance, which are meant to
share lending risks among credit participants.
Lessons learned from the case study coun-
tries show that public-private partnership,
issue of Eurobonds, financial inclusion and in-
frastructure financing have been widely used
for financing long-term projects. While some
African countries are exploring the option
of innovatively tapping into the wealth and
savings of the diasporas to bridge financing
gaps, Ethiopia launched its second attempt to
use this method in 2011, and Egypt is in the
preliminary stage of employing the diaspo-
ra funding approach. Regarding the pension
fund scheme as a means of funding long-term
projects, South Africa is in the lead, while Mo-
rocco and Ghana follow but Ethiopia needs
to do much more to raise long-term funds
through the pension scheme.

The report also underlines a range of mecha-
nisms that could enable African countries to
innovatively mobilize additional finance for
development from traditional and emerging
innovative sources. A number of the innova-
tive financing models have neither been ad-
opted nor adapted by many African countries.
This is not unexpected in view of the different
levels of development of the money and cap-
ital markets, the cultural differences, the lim-
ited array of financial instruments available to
African countries, the availability of required
expertise, among other aspects. Furthermore,
the use of some of the innovative financing
mechanisms adopted by the developed and
emerging economies are yet to be fully stan-
dardized for sustainable use in the developing
economies.

The following recommendations are present-
ed to generate creative thinking among Afri-
can policymakers, governments, donors and
supporters that will enrich existing knowledge
of innovative financing sources.

6.2 Recommendations

Meeting the financing needs to achieve the
2030 Agenda for Sustainable Development
and the Agenda 2063 will require African
countries to take a more strategic and holistic
approach to mobilizing and fostering financ-
ing. Public and private investment would be
sufficient - but only if financial resources are
invested in and aligned with national priori-
ties. This requires a comprehensive approach,
which mobilizes public finance, sets appropri-
ate public policies and regulatory frameworks,
unlocks the transformative potential of cit-
izens and the private sector, and incentiviz-
es changes in consumption, production and
investment patterns in support of sustainable
development.

This report supports the call for comprehen-
sive tax reforms that promote investment and
diversify the economy in order to achieve eco-
nomic transformation and inclusive growth
(ECA, 2017). African countries should widen
their tax income through effectiveness in tax
collection and efficiency in widening the scope
of tax generation. Financial transaction tax on
domestic financial transactions should be put
in place to represent an additional source of
raising finance for sustainable development in
Africa. More tax revenue would not only help
the governments of African countries func-
tion and pay for goods and services, but would
also open the way for other market and state
reforms that would promote economic, social
and environmental development. Accordingly,
the issues of accountability and transparency
in the use of taxes collected are important for
voluntary tax payment by citizens.

African countries should look to mobilize ad-
ditional private finance for public projects and
also consider using public finance in private
investment (for example through national
development banks, subsidizing semi-social
projects). In this way, they can go beyond the
historical blind spots of development finance
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and mobilize additional finance for key na-
tional projects, whether they are in the public
or private sectors. They can also benefit from
this wider range of financing methods for dif-
ferent projects to select the method that is
most appropriate.

Yet at the same time, as this report shows,
there are challenges to bridging the gap be-
tween the public and private sectors in de-
velopment finance, notably when it comes to
getting the private sector to finance public
projects. This is because the long-term du-
ration of many public investment projects, as
well as limited revenues that can be used to
compensate the private sector for its invest-
ment, can make it challenging to offer attrac-
tive terms to private investors investing in
public projects.

Since remittances have become a major seg-
ment of financial flows and second to major
raw material exports as sources of foreign
exchange for many of the African countries,
there must be major policies in place towards
proper channelling and coordinating of their
flows and uses. Towards this, efforts should
be made to encourage the direct investment
of the remittances in the real sectors to jump-
start massive economic growth in Africa. Also,
issues of diaspora bonds should be encour-
aged as a means of innovative finance in Af-
rica because this avenue has not been widely

employed being a veritable means of funding
public and private investment and business
concerns.

Despite the potentials to raise a large amount
of funds, the report reveals that many African
countries have not benefitted from diaspora
bonds for example. African countries need
robust analytics on their diaspora members,
credit enhancements to entice overseas na-
tionals to invest and trustworthy government
institutions which protect the interest of the
bondholders. There is a particular need for
relevant instruments to help African countries
to improve the financial literacy and regulato-
ry environment through technical assistance,
reform programmes and institutional support.
The main Pan-African institutions could help
by providing the expertise to: provide reli-
able demographic data; customize regulatory
framework by lowering the cost of compliance
across multiple jurisdictions and speed up the
regulatory approval process as suggested by
many studies.

There is the need to provide regional mod-
els or programmes to support national ef-
forts aiming at mobilizing domestic resources
creatively and attracting foreign investment.
These efforts should be well coordinated and
supported by effective institutional frame-
works.
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