V2 Australian Government

* Department of Foreign Affairs and Trade

Strategy for Au
Investments in Economic
Infrastructure

July 2015




Creative Commons

With the exception of the Commonwealth Coat of Arms and where otherwis¢ed all material presented in this document is
provided under a Creative Commons Attribution 3.0 Australlattp://creativecommons.org/licenses/by/3.0/au/ ) licence.
The details of the relevanlicence conditions are available on the Creative Commons website (accessible using the links
provided) as is the full legal code for the CC BY 3.0 AU licertup(//creativecommons.org/licenses/by/3.0/au/legalcode ).

The document should be attributed as: Commonweal th of Austr al
economic infrastructure June2015.

ISBN978-1-74322-233-1 (online)

Contact
Enquiries about this documenshould be directed to:

Department of Foreign Affairs and Trade
RG Casey Building

John McEwen Crescent

Barton ACT 0221

Australia

Phone +61 2 6261 1111
Fax +61 2 6261 3111

Published by the Department of Foreign Affairs and Tradeine2015.

Cover imagedeft to right:
Member of a road works team repas a roadon the main island d Tongaptu, TongaPhoto: DFAT
Opening of theMy Thuan Bridge, VietnanPhoto: DFAT

Children walking alongaad in Guimaras ovince, the Philippines.Photo: Provincial Roadvlanagement Facility


http://creativecommons.org/licenses/by/3.0/au/
http://creativecommons.org/licenses/by/3.0/au/legalcode

Executive Summary 1
Purpose 2
Scope 2
Context 2
Strategy Priorities 4
Priority 1: Mobilise the Private Sector to Finance and Deliver Infrastructure 4
Priority 2: Improving Access to Infrastructure Services 6
Priority 3: Enhancing Trade and Connectivity 8
Infrastructure Delivery 10
Hard and Soft Infrastructure Support 10
Sustainable Infrastructure Delivery 10
Partner Government Engagement 11
Private Sector Engagement 11
Multilateral Development Banks (MDBSs) 11
Other Implementation Partners 11
Loans and Other Financial Instruments 12
Risk Management 12
Environmental Risks 12
Social Risks 12
Child Protection Risks 13
Safety Risks 13
Corruption Risks 14
Crossi cutting Issues 14
Gender Equality 14
Governance 15
Disaster and Climate Resilience and Risk Reduction 16
Disability Inclusiveness 16
Fragility and Conflict 16
Resources 17
Performance 17
APPENDIX A Theory of Change 19






Executi ve Summary

Infrastructure is critical to sustainable economic growth and poverty reductidhenables the
movement of people and goods and provides access to local and globwdrkets, as well ashealth,
education, water, energy and communications servicels underpins private sector and human
development.Without adequate infrastructure countries are unable to fulfil their economic potential
and the benefits of growth are nospread © poorer and more remote areadnfrastructure iscentral to
t he Go v etrademardrioreirspolicygoalk, as well as is domestic agenda

In Asia, rapid economic growth has placed severe pressure on infrastructurbe hadequacies of
Asi ads i nfr ast rnowatcanstraint to &ttheradevédopmeadndean obstacle to poverty
reduction. In the Pacificthe remotenessof island countries presentchallengesfor development many
of which canbe addressed by improing infrastructure.

An estimated US$50 billion per annum of infrastructure investment is required iAsia and the Pacific
over the nextdecadeto sustain growthat current levels Our contribution to infrastructure development
is modest by comparisa, amaounting to less than 0.3per cent of the annual infrastructureexpenditure
of developing countries in our region. We will need to be innovative and focus our resources on
transformational programs if we are to make a significant contribution to infrastructudevelopment in
the region.

This Strategy isaligned withthe aid policyd Australian Aid: Promoting Prosperity, Reducing Poverty,

Ensuring Stabilityd which prioritisesincreasinginvestmentin infrastructure as part of the strategic

target of the aid program to increasaid for trade expenditure to 20 per cent of ODA by 202@ covers

transport, energy, largéscale water and saniation, and ICT infrastructure investments angrovides
guidance to supportthe@ver nment 6s devel opment, economic dipl ol

The Strategy provides guidance to program areasaking investment decisions on infrastructure
development and identifiespriority investments that address the primary challenges of the remi and
align with theGo v e r n nobjectivéssThese priorites are ta

1) mobilise the private sector to finance and deliver infrastructure to meet the needs of the region

2) improve access to infrastructure services to facilitate private sector and human @sepmentand
promote womends particangati on and empower ment

3) promote infrastructure to enhance trade and connectivityroughout the region

The Strategy outlines a number of approaches to infrastructure delivery to assist program officers in
making investment decisions in the infrastructure sector.

The Strategyalso provides a brief outline of some of the risks inherent in infrastructure development
that program managers will need to effectively mitigate, such as environmental, soc@rruption,and
sovereign risks specific to developing countrieEinally, this Strategy outlines some of the mssdcutting
issuessuch as gender equality,governance disaster and climate resilienceand risk reduction
disability inclusiveness fragility and conflict, and safety which must be appropriatelgonsidered in the
planning, design and implementabn of infrastructure projects.



Purpose

The purpose othe Economic Infrastructure Development Stratedthe Strategy) is to provide guidance

to the Departmenton priorityi nvest ments in the infrastructure sect
development,as well asdiplomatic and trade priorities.The Strategyaligns withthe aid policyd

Australian Aid: Promoting Prosperity, Reducing Poverty, Ensuring Stalflityhich identifies

infrastructure along with trade facilitation and international competitiveness as one of the six priority

areas for the aid program. The aid policy prioritisésfrastructure investmentas part of the strategic

target of the aid program to increasaid for trade expenditure to 20 per cent of ODA by 2020

The Strategy briefly discussesthe context in which infrastructure development takes plade the Indo-
Pacific region and outlines pridties for the aid programin response In addition, this Strategy outlines
the approaches toinfrastructure deliverymost relevant tothe aid program anda number ofcross
cutting issuesthat needto be addressed by program managers

Scope

The Strategy co\ers transport, energy, largéscale water and sanitation, andnformation and
communicationstechnology [CT) infrastructurewhile excluding social infrastructure such as health and
education facilities Other DFAT sectoral strategies addresy infrastructure include: aid for trade;
private sector developmentagriculture, fisheries andwater; health; and education.

Context

Infrastructure is critical tosustainable economic growth and poverty reductiont underpins supply
chains, facilitates innovationgxpands markets, enhancesompetitiveness and improves the efficiency
and utility of social infrastructure Effective infrastructure attractscommercialinvestment by
streamlining prodiction processes, reducing costand improving access tdabour and materials.
Infrastructure reduces poverty by connecting poor peopledal services such as clean water,



sanitation, energy, health and educatiofacilities, marketsand employment opportunities.
Infrastructure also contributes to economic growttby increas ng womends edpnomic acti
integrating gender equality into economic infrastructurdevelopment, thecontribution to economic

growth is increased

InAsishome t o mor e t han h alifcluding mostweiitre watld poorpstoopgu | at i on
economic growth over recent decadelsas placed pressure orexistinginfrastructure, constraining

future growthand slowing progress in reducing povertyhe Pacifidsland Countries in contrast, cover

around 15 per centof the world surface witharound 0.1 per centof the population Small domestic

markets, limited resource bases, and great distances from major markgiese enduring challenges for
economicand humandevelopment throughout the regioninfrastructure development isa necessary
componentto meet all of these challenges

To meet growing demand for services and facilitate further rapid growth in the ABeific region, he
Asian Development Bank (ADB) estates thataround US$750 billion a year ininfrastructure
investment is requiredover the next deadel. Thus farthe emerging markets of theregion have been
unable to attract the privatefinance necessary to meet this need

Infrastructure plays a key role in furthering our foreign policy and trade goaléhere infrastructure

helps to create economic linkages between countries,helps to integrate countries in a way that

encourages aml rewards peace and cooperatiorAustrala 6 s i nt e r etsrm stabiltyandhe | ong
prosperity of our region requires broad access to economic opportunities and social services.

Infrastructure is a key part of facilitating this. Infrastructure is a key priority for many of our partners in

the region and many other forums such as the G2East Asia SummitAsiadPacific Economic

Cooperation (APECand Association of SoutBEast Asian Nations (ASEAN)here infrastructure is a

key stated priority of a partner country or forum, supporting infrastruge can also increase our

influence, and abilityto pursue our other interests.

DFATOs contribution to regi onar20L3dlf, DRAT invesiedt ur e dev
around $425 million in economicinfrastructure, whichis less than0.3 per cent of total infrastructure
expenditureper annum in developing countries in the Asia Pacific regfoiHowever, vhile modest,our

aid investmentscan and shouldbe innovative and transformationalmaking avaluable contribution to

infrastructure devdopment in the region

A u s t rragionabnfrestructure expenditurein 2013-14 was around 8 per cent of the total aid

budget. Of this69 per cent wasinvested in transport, 12 per cent in energy, Ber cent inlarge-scale
water and sanitation 9 per cert in urban development andl per cent incommunications
Approximately65 percentwas delivered bilaterallyand regionally with the remainder delivered through
global programs mostly administered by multilateral development bank§DBs) The bilateral and
regional supportwas provided in a range of ways including through managing contractors, MDBs, hon
government organisationsnd by our partner governments.

MeetingheGover nment 6 s t adfa teateexpenditureta20 peaceneof ODA by 2020
will require a modestsustainedincrease in annualinfrastructure investment (particularly if other
sectors are reduced)Aid for trade expenditure was 13.5 per cent of ODA in 20413l and is projected
to be 14.7 per cent in 201415.

1 BNBhattacharyayADB, O6Esti mating Demand for I nfrastructure in Energy, Tr
Asia and the Pacific: 20162 0206 ,. 2009

2 Oxford Economicestimatesthe annual spend in Infrastructure in Asia Pacific developing countrigsbe around USD 150 billion in
2013:PwC, o6 Capital Project and Infrastructure Spending: Outl ook to



Strategy Priorities

A u s t r adlpriograbnwiill prioritise infrastructure investmentsthat:

1) mobilise the private sector to finance and deliver infrastructur® meet the needs of the region

2) improve access to infrastructure service® facilitate private sector and human developmerand
promote womends particangati on and empower ment

3) promote infrastructure toenhance trade and connectivitghroughout the region

The following provide guidance to program areas on infrastructureavestment options to meet thee
priorities. Appropriate investment options will depend on theontext andcircumstancesof each country
and region.While 80 percent of our investments go to capital works) general, most of our activies
facilitate and support infrastructure development(which involves lower costs Thisincludes technical
assistance, capacity building, project preparatigmolicy andregulatory reform and promoting
innovativeapproaches to infrastructure development-or most DFAT investments, infrastructure
outcomes are a consequence of this support rather thasonstruction ofinfrastructure. When webuild
infrastructure it is often to strengthen our relationshp with partner governments to engage in policy
dialogue m key infrastructure issues, demonstrate good practice, or help snmaleconomies toaddress
key infrastructure gaps. We havesupported, and should continue to supporg broad range of
infrastructure (fromsmall-scale village level projects to major tradenabling infrastructurein multiple
sectors). The sectors and types of infrastructurese chooseshould bebased onlocal needs and the
contribution made to the above priorities.Our investment choices should also leverage support, for
example, from partne governments and the private sector, and contribute to addressing infrastructure
needs at scale.

In Asia due to its size and population densitythe priority may be to facilitate the construction of large
scaleinfrastructure by providing technical assistancor project preparation andregulatory reform
Lesspriority will be given tofinancing thebuilding ofinfrastructure. We may buildsome infrastructure
to strengthenpolicy dialogueand demonstrate good pactice. We may choose to work with other
implementing partners rather than working alondn the Pacifi¢ where populations are smaller and
more dispersal and where Australia is the largest bilateral donomve may need to providdoth policy
advice andoffer assistance with construction of key economiafrastructure and address key
institutional strengthening needs.

Investment choices will depend on issues such as partner government priorities and absorptive

capacity, our past and current investments, asfities of other donorsthe existing state of

infrastructure, geography, and structure of the economy. Analysis is required to determine which

investments address critical infrastructure gaps and represent best value for mon&areful analysis is
alsoneeded to ensure our investments can support women
avoid negative impacts from our work.

For more information on how these priorities and DFAT investments contribute to the aid program goals
of economic growth and poveytreduction see Appendix A Economic Infrastructure Development
Strategy Theory of Change.

Priority 1: Mobilise the Private Sector to Finance and Deliver Infrastructure

Financing theUS$750 billion per annum required to meet thénfrastructure needs ofdeveloping
countries in Asia and the Pacific ia formidable challenge Governments and donors cannot meet this
need on their ownInfrastructure investment opportunities are plentiful across the regiohpwever,
emerging economies have been unable to a#ct the private finance necessary to meet this need.



Attracting investors to infrastructure projects is difficult due to the inherent complexity and the risks

involved. The political, regulatory, judicial and institutional uncertainty that characterises many

developing countriesin our region can deter investors as can corruption For example collecting

revenue from the public for toll roads can be politically sensitiand investors can be concerned that
governmentswill not honour commitmentsto raise or increasetolls. Governments in the region often

do not have the capacity to prepare quality infrastructure projects leading tshortage of adequately

prepar eahl| e amrkoj ect s even where needs and potenti e

The private sector can contribute to improving the development and delivery of infrastructuviany
countriesin the regionlack capacity to deliveinfrastructure services. Private sector participationn
delivery can bringinnovation, new technologies, experience, and improved efficiency and management.

The aid prograncan focus more on investments that facilitate private sector participation in
infrastructure developmentPriority engagements for the Government such a&SSEANAPEGand the
G20 share infrastructure financing as a key objective and provide opportunities for investment or
collaboration

A key avenue for attracting private financing and participation in the deliy of infrastructure in the

region is the development of Public Private Partnerships (PPHAPP projectsnvolve contractual
agreements between governments and the private sector to design, build, operate, maintain and/or
finance infrastructure.If designed and implemented well, PPPs have the potential to improve
infrastructure delivery. PPPs, however, are highly complex and involve inherent risks which can impact
on the economic viability of a projecProgram areasshould seekto partner with organisatons withthe
expertise andexperienceto add value toPPP transactionssuch as MDBs.

Theaid programcanimprovethepi pel i ne of ©6ébankabled projects read
investment climate for private investorsActivities may include

U assisting with project preparationthrough financingfeasibility studies,developing tender
documents andsupportingopen and competitive procurement processet® generate a pipeline of
attractive projectsfor investment.

U improving the investment climate fomfrastructure development by regulatory, legal and
institutional reform. Examples of activities include projegrioritisation and selection;contract
management and competition policy and oversight; and helping tmitigate risk.

While private sector pdicipation in the financing and delivery of infrastructure can provide significant
benefits, it is important that due diligence is applied to ensure value for money. Engaging the private
sector is often complex (particularlyith PPPs), can have high transaction costs, and governments that
lack expertise can pay too much for the services provided. Proposals for private sector engagement
should be guided by rigorous assessment of the costs and benefits over thetiee project lifeg/cle. It is
important to ensure there is transparency and competition associated with procurement and
implementation.We can have a role in building capacity of partner government institutions and
providing assistance with complex transactions.



Promoting APPs in the Philippines

The Philippine PPP Centre is an example of successfollaboration between governmentdonors
and the private sector. Australidnas committed$22 million to the centre, which has already helped
develop over US$1 billion worth of PP®ad, school and lealth infrastructure projects.More
projects (up to around USS$7 billion) are in
investmert . Austr al i a 8s8§suppartrisccomplenterted byddigino Government
contributions of around US$44 million.

Australia works with the ADB, World Bank, International Finance Corporation and Canada to sup
project preparation and monitoring, capacity building, and institutional and regulatory reforms.
These reformsand the strang Filipino Government supporhave been instrumental to the success
of the program.

Construction of Ninoy Aquino International AirpdeixpresswayManila, the Philippines.
Photo: Philippines Public Private Partnership Centre.

Priority 2: Improving Access to Infrastructure Services

Developing and naintaining infrastructure to promoteeconomic development andnable access to life
improving servicess a key challenge for the regiarlt is estimated that 615 million people in the region
have no accesgo basic electricity serviced In Asia and the Pacific360 million people lack access to
adequate water while more than Z. billion people are living without basic sanitation facilitiés
Inadequate access tdransport networksin remote regionscan exacerbate poverty by denying the poor
social services.Reliable dectricity is needed to run factories, businesses and services. Widching
and dependable telecommunication networkenable therapid and free flow of information.

3 IEA &orld Energy Outlodk2013.
4UNESCAR) St ati stical Year bo@®l3.f or Asia and the Pacifico,



Infrastructure plays a sigificant role in promoting gender equality and empowering womas women

and girls tend to be disproportionately affected by distance to health and education services and

mar ket s. | mproved access to water, shudéntoamork on, and
and frees up their time for productive work, and enables girls as well as boys to spend more time at

school and studying.

Theunprecedentedspeed and scale of urban population growthrovides another challenge to the
region. It involves massive physical, economic and social change which is placing pressure on
governments at all levels to plan, manage and finance urban development. Stress points include
creating sustainable employment, securing food and water supplies, managincreasingly fragile
environments, attracting sufficient infrastructure investment, and delivering housing, education and
health services.

To date, Australiads bilateral i nf r madtransportt This e i nve
will continue to bea priority, however,the aid policyrequires us to explore opportunities in water,

energy, communications and nofiroad transport infrastructure. Examples of areas we could support

include maritime and aviationtransport; energy generation and idtribution (large scale as well as off

grid systems in rural areas); and improving competition and regulation in the communications sector as

we have in many countries in theegion.

Building a road between Auki and Malu'u, Solomon Island2hoto: DFA

In Asia, key sectors will be urban development, and improving transport connectivity, primarily through

technical assistance rather than capital investmentn the Pacific, we will continue to invest primarily in
maintenance of core economic transport links (mainly roads and urban infrastructure). Our focus here

will also include rehabilitation of, and resilience measures for, essential infrastructure damagdad

natural disasters. Australiads assistance to moder
Here the focus will be on ICT policy and regulatory reform necessary to support competitive market

structures, increase equitable access to serviceand enable private sectofed investment in

infrastructure and services such as new submarine cables to deliver faster internet connections. We will

also continue support to strengthening the regulatory environment that enables expansion of access to



cleanwater and energy services as are essential to underpin economic and social activity. Here the
focus will be on fostering increased private sector participation. This will be achieved by working with
our development partners such as the ADB and may inclugepport to privatise underperforming SOEs
or promote deregulation of the sector.

OutputBased Aid

Outputdbased aidis an innovative approach to facilitatehe delivery of infrastructure and social
services to the poor. Performanagbased subsidies bridgehe gap between the cost of providing the
service and the usero6s ability to pay. The
third party responsible for préfinancing the project Thesubsidy is provided after delivery and
independentverification of prédagreed outputs.

In Indonesia, Australia worked with the Government to develop an outfbased Water and
Sanitation Hibah program. The program facilitated 77,000 water connections and around 5,000
sewerage connections to lodincome housholds. Based on this success aecond phase
commencedin 2012 that will deliverand additional 330,000 water connections and 9,000
sewerage connetions to lowincome households by 2017.

The Hibah hagesulted in cheaper, better quality water, time saved in accessing clean water, and
improvements in the local environmenfThe Hibah also resulted in increased investment by local
government n the sector.

To ensure that improvements in access to infrésicture services equally benefit women and men,
gender issues need to be taken into account throughout all stages of infrastructure developméditiis
can be done by ensuring early analysis includes assessing the different impacts and uses of
infrastructure by men and women, to ensure investments maximise benefits, and minimise riskds
important that women are empowered and well represented in decision makjmanning, employment
and the economic and social benefits of infrastructure development. Moinformation is provided in
the section on gender equality below.

Given the significance of cities as drivers of economgrowth and the number of poor people that dwell
there, more investment is neededn urban areas.Options includeinvesting in services for business and
industry such asreliable electricity water supply treatment and drainage urban planning improving
resilience to natural disastersand basic services for thepoor. Transport systemscan be upgradedto
reduce congestiorand make trade and travelmore efficient

Priority 3: Enhancing Trade and Connectivity

Enhancing connectivity through infrastructure, i.e. facilitating the movement of people, goods, services,
knowledge and ideas within and across borders, is an important challenge floe Indo-Pacific region.
Effective infrastructure investments can broaden markets and lead to greater opportunities trade,
business, investment and employment. It can also lead to better and more efficient allocation of
resources,improving productivity and competitiveness. Tradmabling infrastructure (such as airports,
ports, and transboundary transport links)within the Asian and Pacific subregions poor.The ADB
estimates thatimproved tradeenabling transport infrastructurealong with harmonisation of regulations
to facilitate new tradewould generate $13 trillion in increased income for Asia over the next 10 years
Improving tradédenabling infrastructure willalso spread the benefits of growth and trade tpoorer

more renote areas

5 ADB, Sustainable Transport for Alittp://www.adb.org/sectors/transport/overview, Accessed: 1 December 2014
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The aid program can help to improve connectivity throughout the region by facilitating a range of
infrastructure development initiatives including improving supply chains between producers and
consumers (e.g. connecting farmers to national andternational markets); major transport
connections such as arterial roads, railways and ports; and ICT that improves the efficiency of
commerce, financial services and transport logistics. In the case of larggale investments our
approach will be to asst partner governments to develop infrastructure (e.g. project preparation and
technical assistance). For smallescale investments, we may directly finance or build infrastructure.

Connectivity in the Mekong

Australia is investing $160 million irthe design and construction othe Cao Lanh Bridgén Vietnam
as part of a major new road transport networia the Mekong This will improve road accesseduce
travel time,and remove the bottleneck caused by slow ferry operation& will alsoenhance
connedivity in the Greater Mekong Subregion from Ho Chi Minh City to the Southern Coastal Reg
and Vietnamb6s western provinces to the Camb
largelyrural and poorand this developmentwill bring economic opportuities to the region.

Australia is also providing support to help Cambodia, Laos, Burma and Vietham become more
integrated through improved cros®order management and transit procedures, and exchange of
traffic rights. These investments aim to unlock theoenomic benefits of transport projects such as
the Cao Lanh Bridge in Vietnam, through addressing policy and regulatory barriers to trade, as w
as improving pivate sector trading capacityThese initiatives includesafeguards activitiessuch as
incomerestoration, and HIV/AIDs anttuman trafficking awareness and prevention.

T PR T

Construction of Cao Lanh Bridge. Photo: DFAT




Infrastructure Delivery

The following outlines some of the key issues and approaches to infrastructure developmfenthe aid
program

Hard and Soft Infrastructure Support

Ourinfrastructure investmentsgenerally consist of botthard (building infrastructure) and soft (capacity
building and technical assistanceyupport. Building infrastructure is generally highlsegarded by both
partner and Australian governments as it provides a tangibbeitput which stands as a visibleeminder
of the investment.It is an entry point to strengtherour relationship with government counterpart$o
get a O6seat entagetinhpelicytdialdglemminfrastrutture issues.dan also demonstrate
good practicein infrastructure governance(e.g. appropriate maintenance, safeguardsnd road safety)

The flip side to this is thatin most casesthe scale of our infrastructureinvestmentis small compared to
the infrastructure needs of a country. In larger or more developed countries (e.g. Indonesia) our
infrastructure investments areminor compared to thelocal infrastructure budget. Soft infrastructure

can be transformationaland make a more significant and sustainable difference than we could have
gained through investing in construction. Examples includmprovinga part ner goy®r nment 0
attract private investmentor improving their capacity to maintain and delivenore cost effective
infrastructure services.Our best use of resources is not necessarily providing capital for major
infrastructure, such as ports or energy generation, rather supporting activities such as project
preparation, safegards, and leveraging pblic and private funding. A& example is using technical
assistance to promotecompetition inthe telecommunications sectothat can leverage private sector
investment in infrastructure and improve service delivery (see case study beloRrpgram areasshould
carefullyconsider the soft infrastructure needs of projectand the appropriate balance of soft and hard
investments.

Telecommunication Reform

A good example o$oft infrastructure investmenti s DF AT 0 s teleconpnumicationsreform.
The WorldBank estimates that a 10 per cent increase in access to broadband and mobile
communications in lower middle income countries results in an additional8-1.4 per cent increase
in GDP?

In Indonesia, specialist advice was provided on the most transparemtcieconomic way to award
radio spectrum for 3G mobile telephony and internet services. This resulted in an auction from wh
government secured over $700 million in revenue and one of the fastest ftluts of 3G services in
the world.

Similarly in Vanuaty Australia helped to introduce private sector competition and independent
regulation that expanded mobile coverage from 20 per cent to 85 per cent of the population from
2007 to 2009. The prices of handsets dropped from $100 to $25 and monthly internet @ess from
$200 to $60.

Sustainable Infrastructure Delivery

Infrastructure developmentgoes well beyondhe construction phase. A full lifecycle approach needs to
be taken. Infrastructure provides ongoing services (e.g. access to markets, provision of energy and
water) that need to be maintainedA commonfailure in the regionis the lack of allocation ofresources

6Ki m, Kelly, & Raja, WB, 60Building broadband: Strategies and polic



and systems for the operatiorand maintenance of infrastructwe. This can leado an inefficient and
unsustainable cycle of builéneglec®rebuild. A priority for our investments in infrastructure is to build
capacity and encourage resourcing for operation and maintenance systems. In additi@chinologies,
materials, systems and approaches that aresed should be withinpartnercounty 6 s abi | ity
and maintain

Partner Government Engagement

Engagement with partner governmenisuilding capacity and strengthening institutions, is critical to
infrastructure development. Effective public institutions are required to undertake proper planning,
financing, procurement, contracting, regulation, and maintenance of infrastructure. Partner government
engagement should also consider building capacity fask management(e.g.environmental, social,

and fiduciary risks)and addressing crossutting issues (e.ggender equality, disaster risk reduction

and safety). These processes are central to governments achieving value for money for their
infrastructure investments. Or approach to encourage systems strengthening is to channel funding for
infrastructure investments through partner government public financial management systems.
However, program managers considering this approach must undertake assessments of those syste
to ensure that any risks are identified and appropriate mitigation measures are incorporated into the
program design. This will inform program implementation arrangements to improve tbegerterm
sustainability of program outcomes.

While increasedvolume and efficiency of pubti sector investment is neededprivate investment to
address infrastructure financing gaps is also important. Assistipgrtner governmentsto developan
enabling environment that supports and regulates private sector investmigin infrastructure can help
to encourage his private sector investment.

Private Sector Engagement

The aid policy requires all new investments to explore innovative ways to engage the private sector in
achieving development outcomedn infrastructure development, he private sector should be engaged
at a number of levels Infrastructure investmentsupports private sector development, which in turn
supports growth in employment and income€ngagement with the private sector at the investment
concept and design stages will help identify major obstacles to private sector growth and prioritise
investments.As discussed earlier in this Bategy, private investmert as a means for planning,

financing, delivering, maintaining or operatingpfrastructure should be considered

Multilateral Development Banks (MDBs)

MDBs remain important for us in infrastructure development. MDBs use financial instruments and
expertise that we do noturrentlyhave. They have experience in major infrastructure investments and
have a comparative advantage and specialist expertise in areas such as private sector engagement,
tradedrelated infrastructure, regional connectivity, lnan development, energy and ICT, which che
utilised effectively in certain circumstancesThe MDBs operate and support global and regional
programs which work to address transnational issues and coordinate stakeholder engagement where
many parties are involved. Investments in these programs carovide financing instruments, expertise,
legitimacy and scale unachievable through a bilateral investment. Moreover, investments in these
programscan beat the forefront of innovaton in the infrastructure sector Finally, financing MDBs
allows us to mantain a more consistent expenditure profile given the variability of bilateral
infrastructure expenditure.

Other Implementation Partners

Many regional and global organisationthat we engage with(such as APEC, ASEAN and the GRave
regional and globakonnectivity agendas that Australia actively supporté/orkingwith these groups is



one way our aid program can contribute to our broader foreign policy and traalgectives These
forums prioritise private sector participation in infrastructurethat strongly aligns with priorities for the
aid program.Many of our aid program activities already contribute to these forunfsorexample,
Australia is supporting APEC to develop a network of RieRtres in the regionthrough our support for
the Philippines PPP entre andfunding we are providingor a new centre in Jakarta.

Program areascould also pursue opportunities to partner withtber likedminded donors for example

the United Kingdom, United States, Canada and European donors that are operating in our region.
These donors often share common agendas with us and prioritise infrastructure development that
fosters economic growth, trade and business development. In redgimes, the infrastructure sector

has also attracted nodtraditional donors to the region. Chingor examplg is strengthening its

presence as a donor in our region by establishing the Asian Infrastructure Investment Bank. Partnering
with nondtraditional donors can increase the pool of donor funds in the region and ensure that don
traditional donors adopt good donor practicest is critically important that program areas carefully
assess the risks involved, particularly wherere aredifferences in appoach.

Loans and Other Financial Instruments

Loans, guarantees and other financing instruments are commigrusedin infrastructure development.
They canprovide the magnitude of funds neededor large scale infrastructure investmentsand can
enhance partner governmentcommitment to infrastructure projects. The Department has provided one
loan in the past (Eastern Indonesian Road Improvement Projeat)d is activelyconsideringthe use of
further loans and other financial instrumentseflecting the aid poliy focus on innovation and working
with the private sector

Risk Management

Infrastructure development carries aaumber of risks that must be actively managedlhey can range
from cost overrunsand delaysto increasing the prevalence of HIV/AIDs and human traffickinthe
likelihood of risks occurring can be minimised with appropriate management throughout the project life
cycle. Upfront planning is criticabnd is about shaping the risk profile so that itan be managedduring
implementation.

Given that infrastructure programs take a long time prepare and are often delayegplanning and
design should commence as early as possible to avdltk risk of expenditure shortfalls in thefuture
aid program pipdine.

Environmental Risks

Infrastructure projects typically involve environmealtrisks. The environment is integral to economic

prosperity accounting for 30 per cent of the wealth of least developed countrieBetween 50 and 90

per cent of the needs ofhe poor are derived from natural resourcés DFATO6s Environment a
Policy outlines steps which must be taken in managing environmental impacts.aidl projects are

legally required to comply with local environmental regulations and the Australnvironment

Protection and Biodiversity Conservation Act (1999).

Social Risks

The risks of adverse social impacts from infrastructure development should not be underestimated.
Involuntary resettlement resulting from physical or economic displacement afqple to clear the site
for infrastructure development has proven to be a high risk in aid program activities. In developing
countries, projects that displace peoplean lead to longdterm hardship and impoverishment unless

7 World Bank dNatural Capital Accounting |, 2012.
8 T E E Bhe Ecdnomics of Ecosystems and Biodiver§ity 2 010 .



mitigating measures are effectivly implemented. Resettlement requires detailed early planning,

adequate resourcing and close supervision, including folléwp with displaced people. The Department

must remain actively involved with the resettlement process and ensure that partners, inchgiMDBS,

deliver against commitments and achieve appropriate outcomesfdlrepeopl e we di spl ace.
policy on involuntary resettlement outlines requirements for managing the resettlement process and

includes our requirements for partner governmentsral implementing partners

Child Protection Risks

Infrastructure projects have the potential to expose children to increasegks of child labour or

trafficking and sexual exploitation. &rge projects often attract a temporary, sizeable and mainly male

workforce. These projects, including trucking corridors in and out of a project, catract child

traffickers and sex offenders. While it is not possible to eliminate all risks of child exploitation and

abuse, careful management can reduce the risks to chileh that may be associated with aid activities.
DFATds Child Protection Policy outlines the key <co
requirements that apply to departmental staff and contractors.

Safety Risks

Safety should be at the forefront of all DFAT infrastructure investments. Of #pmproximatelyl.2 million
people killed in road traffic accidents in the world each yeasver 90 per cent occur in low and middi
income countries with 60 per cent being in#a®. Includingsafety at the design stage delivers better
outcomes than retrofitting safety measures. ADFATInfrastructure programs should undertake safety
assessments to minimise negative impacts for affected populations and to help manage the ristaf
our aid investments. Priority will be given to safer road design with all of our road programs
implementing road safety plans for all roads we support.

Safety signage out&le school in Indonesia. PhotdFAT

9 ADB &Road Safety Action Plah2012.





















