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[bookmark: _Toc427843259][bookmark: _Toc426405865]Executive Summary
Every year, the world spends approximately $9 trillion on infrastructure, some $2.6 trillion of which goes into economic infrastructure – transportation, power and water, and telecommunications. Over the next 15 years, the gap in economic infrastructure is forecast to reach $15 trillion to $20 trillion. This gap can be bridged in several complementary ways:
· Improve the effectiveness and efficiency of spending. This can reduce investment needs by 40 percent according to the McKinsey Global Institute’s (MGI) projections. This includes optimizing the use of existing assets, where possible, rather than building new capacity, improving project selection and planning, and improving delivery.
· Ensure that regulatory conditions enable private investment. Notably for power utilities and telecoms operators, companies will increase their levels of investment, as long as they can make returns equal to their cost of capital.
· Build a bridge between institutional investors and infrastructure assets. The long-term predictable cash flows of debt and equity investments in infrastructure assets and concession contracts are a natural match for institutional investors with long-term liabilities. This could open up a large additional channel for unlocking investment and enable banks to diversify their portfolios via syndication processes and lending, particularly during the earlier phases of infrastructure investment. 
· Increase the level of public investment. While fiscal budgets are tight and governments are rightly concerned about consolidating spending, low interest rates in most G20 economies suggest there is room for further productive public investment and for unlocking the value of existing public assets.
The taskforce focused on identifying ways to increase private sector investment in infrastructure. It developed three recommendations for actions that G20 nations can take – individually and collectively – to promote infrastructure investment. These focus on building a bridge between private investors and infrastructure assets, as this is a newer channel and requires significant shaping. Investment has also suffered tremendously from changes to the financial system in the aftermath of the recent global financial crisis. The recommendations also touch on the other three points above, as action is required across all four elements to close the infrastructure financing gap. The taskforce offers the following three recommendations to the leaders of the G20:

1. Improve the infrastructure investment ecosystem to facilitate the development of infrastructure as an asset class. The private sector may play a bigger role in financing infrastructure projects, but market inefficiencies and legislative and regulatory disincentives constrain private capital that could fund infrastructure projects. Unlocking fund of institutional investors, such as insurers and private pensions, to infrastructure requires initiatives that target improving various elements of the infrastructure investment ecosystem. The G20 should:

i. Improve the enabling environment to increase the number of bankable infrastructure projects and the level of private sector funds invested.
ii. Implement infrastructure project development, procurement, and approval processes consistent with leading practices.
iii. Support the development of new and existing forms of funding and market places for trading infrastructure assets.
iv. Increase the number of projects developed through public-private partnerships (PPP) and, where necessary, build the capabilities of governments to deliver PPPs.
Develop country-specific infrastructure investment strategies linked to G20 growth aspirations. Since the infrastructure gap can be filled only by a combination of private and public-sector involvement, governments need to build a credible national vision of planned projects to attract more investors. Each country should identify and set up country-specific targets on infrastructure spend and publish credible, evaluated infrastructure pipelines.

Commit to international investment principles related to foreign direct investment (FDI). Despite a growing consensus in developed countries on international investment rules and the increasing convergence of interests between developed and developing countries, significant barriers remain to negotiating a single, globally consistent set of investment principles. The G20 should strengthen the international investment framework enabling an open flow of investment for more-efficient allocation of resources around the world and increased prosperity in both developed and developing economies.  

Collectively, these actions could generate $15 trillion to $20 trillion-worth of additional infrastructure capacity by 2030, closing the infrastructure investment gap. Some infrastructure recommendations can be piloted as part of actual cross-border projects, such as the New Silk Road project, which aims to connect Asian, European, and African countries more closely. 

[bookmark: _Toc427843260]Taskforce constitution and process
B20 Turkey Leadership
The Deputy Prime Minister of Turkey Ali Babacan appointed an executive committee that included the representatives of Turkey’s six leading business organizations to guide the work of the B20 Turkey in 2015 under the leadership of Rifat Hisarciklioglu, B20 Turkey Chair and President of the Union of Chambers and Commodity Exchanges of Turkey: Mehmet Buyukeksi, Haluk Dincer, Nail Olpak, Erol Kiresepi, Erdal Bahcivan, and Tuncay Ozilhan. The executive committee appointed Sarp Kalkan as B20 Sherpa.
[bookmark: _Toc426405868]B20 Taskforce Policy Development
The B20 organized itself around six taskforces: five of them – Trade, Infrastructure and Investment, Financing Growth, Employment, and Anti-Corruption – built on the work of the previous cycles’ taskforces, and given the G20’s priority of implementation, focused on advocacy and refinement of the existing set of B20 recommendations. Given G20’s inclusiveness priority, a new taskforce on SMEs and Entrepreneurship developed recommendations to better integrate SMEs into the global economy. 
The policy development process began with a scoping exercise to develop themes for investigation. Each theme was then deeply researched and debated within the taskforce to generate draft recommendations. The draft recommendations were then refined in an iterative process and a series of actions developed to test the practicality of each recommendation. The draft recommendations were also discussed in nine regional consultation meetings. The contributions of the taskforce members were coordinated and turned into policy papers by taskforce working groups that include chairmen’s deputies and representatives of the knowledge and international business network partners. See section ‘Taskforce schedule and composition’ for the list of the members of the working group of the Infrastructure and Investment Taskforce.
The Economic Policy Research Foundation of Turkey (TEPAV) provided content for taskforce recommendation development, with a team led by Ussal Sahbaz, B20 Content Lead. Directly reporting to B20 Turkey Chair, the B20 Steering Committee supervised the B20 content. The members of the steering committee were Tunc Uyanik (chairman), Janamitra Devan, Robert Milliner, and Guven Sak.
[bookmark: _Toc426405866]Infrastructure and Investment Taskforce 
The Infrastructure and Investment taskforce was established under the coordinating chairs 
Ferit F. Şahenk – chairman of Doğuş Holding, and Fu Chengyu – former chairman of Sinopec. The co-chairs were David Thodey – CEO of Telstra Corporation, Francesco Starace – CEO and General Manager of Enel Group, Krill Dmitriev – CEO of Russian Direct Investment Fund, Marcus Wallenberg – Chairman of Skandinaviska Enskilda Banken, Nabil Habayeb – President and CEO of Middle East, North Africa & Turkey at General Electric, and Zhi Ying – Vice President and Chief Brand Officer at Tsinghua Tongfang Co., Ltd. The deputies for the coordinating chairs were Koray Arıkan – Advisor to the chairman of Doğuş Holding, and Oğuzhan Dedeoğlu – External Affairs Manager at Doğuş Holding. 
The taskforce received in-depth content and process support from McKinsey & Company as its knowledge partner, and the World Economic Forum (WEF) as its international business network partner. 
The Infrastructure and Investment taskforce had 188 members, most of whom were senior executives in business, business associations, and professional services firms. The membership broadly represented countries of the G20. The taskforce members met in person three times before the B20 Conference organized in September 2015 and exchanged ideas and material between meetings. See section ‘Taskforce schedule and composition’ for details.


[bookmark: _Toc427843261][bookmark: _Toc420514495]INTRODUCTION
A large amount of private funds available for investment could be directed towards infrastructure assets. According to taskforce estimates, there is potential to increase private investments in infrastructure by up to $15 trillion to $20 trillion by 2030. However, in most cases, infrastructure investments are an illiquid asset and this often discourages private investment.
In general, institutional investors (such as insurance companies and pension funds) have the ability and willingness to hold long-term illiquid infrastructure assets to match their liabilities of a similar nature. However, many potential infrastructure investors face challenges: the variety of project structures, the lack of standardization in commercial arrangements and uniformity in financial instruments, and the scarcity of readily available data, create high due diligence costs that discourage private investors; uncertain taxation and the current regulatory environment put public and private investors off long-term projects (including infrastructure). Poor project preparation and lengthy approval periods usually lead to budget over-runs and delayed project launch and delivery time. Finally, the illiquid infrastructure market leads to higher requirements for anticipated returns from investments. While some investors can overcome these challenges, they keep many out of the market and likely reduce total overall investment in infrastructure.
As the world invests to meet its infrastructure needs, the G20 must encourage private investment in modern, clean, and efficient infrastructure. Directing as much investment as possible toward sustainable infrastructure will help the world move to a low-carbon trajectory through 2030 – and this investment can also lead to as much prosperity as a high-carbon pathway. Growth through sustainable infrastructure is likely to be more inclusive, build resilience, and strengthen local communities.[footnoteRef:1] [1:  Amar Bhattacharya, Jeremy Oppenheim, Nicholas Stern, “Driving Sustainable Development Through Better Infrastructure”, Global Economy & Development Working Paper number 91, July 2015.] 

[bookmark: _Toc427843262]

RECOMMENDATION 1: Improve The Infrastructure Investment Ecosystem To Facilitate The Development Of Infrastructure As An Asset Class
The B20 Infrastructure and Investment taskforce believes that the following initiatives should be prioritized to improve the investment ecosystem and solve some of the issues limiting private investment:
	Reference	
	Initiative

	I&I 1.1
	Improve the enabling environment to increase the number of bankable infrastructure projects and the level of private-sector funds invested.

	I&I 1.2
	Implement infrastructure project development, procurement, and approval processes consistent with leading practices. 

	I&I 1.3
	Support the development of new and existing marketplaces for trading infrastructure assets.

	I&I 1.4
	Increase the number of projects developed through PPPs and, where necessary, build the capabilities of governments to deliver PPPs.



The following pages provide detail on each of these initiatives.
[bookmark: _Toc427843263][bookmark: _Toc420514496]INITIATIVE 1.1: Improve The Enabling Environment To Increase The Number Of Bankable Infrastructure Projects And The Level Of Private-Sector Funds Invested

	Initiative
	Improve the enabling environment to increase the number of bankable infrastructure projects and the level of private sector funds invested.

	Reference
	I&I 1.1

	Timing
	By China G20 Summit, 2016.

	Value
	$300-500 billion of additional investment per annum.


Context 
The current allocation to infrastructure from institutional investors and the private sector is some $1.5 trillion to $2 trillion. However, given the estimated gap of $15 trillion to $20 trillion by 2030, increasing the level of investment from institutional investors and the private sector is critical to closing the infrastructure gap. 
Private investors seek attractive, long-term infrastructure investment opportunities but they face a shortage of well-prepared, bankable projects. Investor requirements for project preparation vary, but the typical understanding of a well-prepared, bankable project includes a well-developed business model (with robust revenue and cost projections), manageable risk levels (typically investment grade), and an attractive risk-adjusted return.
Often, prospective infrastructure projects lack elements such as robust demand, engineering studies, or fair risk allocation. Poor project preparation is not attractive to private investors. To promote private sector investment, G20 governments should take the following actions. 
Actions
I&I 1.1.1: Develop a standard project structuring approach to help investors evaluate and finance projects.
Across countries – and even within a single country – infrastructure projects often have completely different contractual terms, making it difficult to develop expertise and assess a larger number of infrastructure projects efficiently. Greater standardization would help to attract funds into smaller infrastructure projects, where high due-diligence costs relative to the total investment frequently make such projects unviable for investors. When possible, governments, multilateral development banks (MDBs), and other key institutions should promote the standardization of project preparation and evaluation, for instance by using common-risk assessment frameworks and documentation. 
Accordingly, the G20 should mandate a group convened by the Global Infrastructure Hub (GIH) to develop a standard project-structuring approach to help investors evaluate and finance projects by coordinating with multilateral development banks, development financial institutions, international agencies, and the private sector to develop a common framework, including processes, procedures, and regulations for contracting and financing infrastructure initiatives. The G20 should ensure that this group takes into account work already developed, such as the G20/OECD (Organisation for Economic Co-operation and Development) effective approaches to the financing of long-term investment by institutional investors, and the G20/OECD taxonomy of instruments and incentives for infrastructure financing. Actions should be proposed by the G20 2016 summit.

I&I 1.1.2: Create an enabling regulatory environment for infrastructure investment.
To make long-term investments in infrastructure, investors need financial regulation that encourages long-term financing. To create an enabling regulatory environment, the G20 should:
· Assess current financial regulations (such as Basel III and Solvency II) and pension fund allocation rules, and review terms that may dis-incentivize long-term investment in infrastructure.
Both Basel III and Solvency II treat long-term investments in infrastructure as similar in risk to long-term corporate debt or investments, requiring higher capital ratios. For example, compared with Basel II, Basel III capital charges for long-term corporate and specialized loans increased by 30bp and 60bp respectively. However, infrastructure investments often have lower risk, with lower defaults, higher recoveries, and counter-cyclical features. 
Basel III regulation of bank capital, leverage, and liquidity intentionally discourages matches in the maturity of assets and liabilities; this makes it harder and more expensive for banks to issue long-term debt, such as project finance loans. Solvency II similarly penalizes equity infrastructure investments.
More specifically, governments should further evaluate the impact on long-term infrastructure investments of new regulations designed to promote stability. These regulations may have unintended consequences that constrain the ability of investors to make long-term investments, regardless of the term of their liabilities, and make it more expensive to provide long-term capital.
The implications of these international regulatory standards should be assessed (including a cost-benefit analysis) to evaluate their full impact not only on long-term investors and their beneficiaries, but also on the costs over time to the broader economy, employment, and other G20 objectives. 
Other international regulatory standards under way (such as the international capital standards for insurers) could raise similar concerns over disincentives due to solvency treatment. To prevent this, the B20 should make a broader recommendation to the G20, mandating that international regulatory standards under development must include a cost-benefit assessment of the impact on the provision of long-term investment and other G20 objectives by the financial players that are within the scope of the regulation.
· Support the OECD review and analysis of investment regulations governing pension funds and insurers to better understand the constraints with regard to long-term investment financing and alternative investments. 
· Ensure that new standards under development (for example, the International Capital Standards for Insurers) include a cost-benefit assessment of impact on the provision of long-term investment and other G20 objectives.
· Commission a review by the International Integrated Reporting Council and International Accounting Standards Board of accounting rules that may hinder investment in infrastructure and a report that recommends what G20 governments should do to promote widespread adoption of integrated reporting.
For example, it has been suggested that the use of fair-value accounting principles has led to short-termism in investor behavior. Long-term investors argue that short-term volatility resulting from fluctuations in the market value of their investments does not provide information on real performance, as the fluctuations are not indicative of the prospects for future net cash inflows. 
· Promote stable and fair regulatory pricing frameworks and enable regulatory relief for equity and debt investors in infrastructure assets. The frameworks should match the life of the underlying assets to boost confidence in better-matched capital through long time horizons and reduce risk.
I&I 1.1.3: Improve the general conditions around project preparation, including supporting and funding multilateral initiatives to provide technical support and skills during project preparation.
In many cases, infrastructure projects lack robust business plans, appropriate guarantees, and credit ratings, while suboptimal preparation can lead to delays, cost over-runs, or renegotiations. Well-prepared projects would eliminate the issues affecting projects under way and increase the number of new projects being launched.
G20 governments should build project-preparation capabilities by drawing on expertise from multilateral initiatives. For example, the Global Infrastructure Facility brings together investors, technical experts, and advisory partners to address the infrastructure-financing gap and build a global pipeline of investments. G20 governments should support such initiatives and obtain technical support from them. G20 governments can also improve project preparation by engaging with the private sector as early as possible in project development, as well as creating effectiveness and efficiency benchmarks for infrastructure through data collection and analysis, best practice guidelines for project selection and delivery, and developing a common approach to cost-benefit analysis including base economics and societal benefit. The work should be supported by the GIH, which should work alongside the OECD and the World Bank to develop a project preparation checklist.
Better project preparation will increase the number of bankable projects and decrease delays and budget over-runs. In particular, governments should promote public-private sector engagement in project development. With better technical and business awareness, governments can define projects that will deliver the best long-term value supported by available technologies and an integrated approach to infrastructure investment. This model creates a comprehensive approach to project development including building in necessary planning for future growth.
Clear project-selection guidelines (including life-cycle cost-benefit analysis) will bring additional socio-economic benefit by prioritizing high-value projects and eliminating those that are politically motivated. Project benchmarking and targeting best practices will improve spending efficiency and cost and improve business models, making infrastructure projects more attractive.
I&I 1.1.4: Increase the role that the private sector can play in project development by, among other things, developing infrastructure project preparation facilities which provide venture funding for project preparation and development.
Attempts to address the early-stage financing gap include the efforts by development banks and donors to create Infrastructure Project Preparation Facilities (IPPFs), which provide venture funding for project preparation and development. While these initiatives have made progress possible, some of them have not survived or have proved inefficient, and very few have achieved the scale to make the necessary impact. In partnership with industry experts, the World Economic Forum identified five key principles of success for IPPFs, based on best practices observed globally.[footnoteRef:2] The principles are: (1) Clear objectives and a focused strategy; (2) A self-sustainable financing model; (3) Excellence in portfolio management; (4) Cost-efficient and value-adding advisory services; and (5) Stringent governance and accountability.  [2:  A Principled Approach to Infrastructure Project Preparation Facilities, World Economic Forum, June 2015.] 

The WEF report mentions that incorporating these five principles into the IPPF design should produce positive results, including a higher project success rate, improved efficiency and sustainability of IPPFs and, ideally, greater scale. IPPFs should aim to increase private-sector financing in project preparation, but also to call on private-sector expertise to improve project preparation. When these private-sector resources are combined with public-sector support, the chances of successful project preparation are greatly enhanced. 
G20 governments should help private investors play a more active role in project development: they are more efficient in delivery and price negotiation, and can provide insights on potential structuring of bids with available technology and performance criteria. Also, the private sector can provide valuable insights on appropriate performance-based standards to develop sustainable projects and increase the long-term value of projects. Governments should also have the capabilities and resources to evaluate bids.
I&I 1.1.5: Support the development of innovative financing mechanisms to promote additional investment.
To increase private investment, G20 governments should attract a broad set of potential investors. Developing innovative financing structures and instruments, as well as promoting existing ones, can unlock funds that are tied up due to regulatory or other constraints. It can also facilitate access to additional pools of capital with specific commercial and structural requirements. Some examples of these innovative mechanisms are asset-based financing and mechanisms that capture and reward reduced risk from resilient infrastructure and capture total-cost-of-ownership savings.

	Reference
	Action
	Owner

	I&I 1.1.1 
	Develop a standard project structuring approach to help investors evaluate and finance projects.
	G20 governments collectively

	I&I 1.1.2
	Create an enabling regulatory environment for infrastructure investment.
	G20 governments collectively

	I&I 1.1.3
	Improve the general conditions around project preparation, including supporting and funding multilateral initiatives to provide technical support and skills during project preparation.
	G20 governments individually

	I&I 1.1.4
	Increase the role that the private sector can play in project development by, among other things, developing infrastructure project preparation facilities which provide venture funding for project preparation and development. 
	G20 governments collectively

	I&I 1.1.5
	Support the development of innovative financing mechanisms to promote additional investment. 
	G20 governments collectively
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	Initiative
	Implement infrastructure procurement and approval processes consistent with leading practices.

	Reference
	I&I 1.2

	Timing
	By China G20 Summit, 2016.

	Value
	Cost saving on annual infrastructure spending: $400 billion to $600 billion.


Context 
Securing regulatory approval is time-consuming – it is one of the top-three causes of project delays – and uncertainty about obtaining approval is a large contributor to project risk premiums. Many projects do not address clearly defined needs or cannot deliver hoped-for benefits because of technical deficiencies (capabilities, forecasting, data), psychological reasons (new investment bias, subconscious asset preference), and political bias. To promote best practices in procurement and approval processes, G20 governments should take the following actions.
Actions 
I&I 1.2.1: Develop through the Global Infrastructure Hub and adopt: 1) common standards for infrastructure procurement, including best-value tendering approaches instead of lowest cost; and 2) an open digital platform to create consistency and transparency in the procurement process.
G20 governments can streamline delivery and reduce costs by adopting policies and procedures used successfully in other countries. For example, the cost of developing infrastructure on similar projects can vary by a factor of two to three across countries. Governments need to ensure efficient decision-making processes, establish priorities, and clearly define work-process timelines. 
B20 Infrastructure and Investment taskforce fully endorses the Global Infrastructure Hub that was established last year to drive the G20’s infrastructure agenda. Under its mandate to collect, develop and promote the adoption of best practices, GIH should collect efficiency and effectiveness benchmarks across projects in G20 countries so that policy makers can more accurately evaluate projects’ system-wide costs and benefits.
I&I 1.2.2: Define through the Global Infrastructure Hub a model approval path with clear criteria that each country can adapt to its own context.
To encourage infrastructure investment and increase business confidence, G20 governments need to alleviate delays and approval uncertainty. They should follow best practices in issuing permits, involving rigorous project prioritization; define clear roles and responsibilities; be transparent on performance; and follow time-bound process steps (including time limits on public review). In addition, governments should review internal approval processes and set clear time limits for major approvals, and consider making a single agency accountable for deadlines. See Leading practice box 1 for details on process streamlining in Australia. 
	Leading practice 1: Process streamlining in New South Wales

	
The state of New South Wales in Australia cut the time required to secure a construction permit for infrastructure projects by 11 percent in one year by streamlining processes. It did so by defining decision rights more clearly, prioritizing projects, standardizing processes, and focusing on performance.
As the first step, the national government shifted the final decision-making power on permits to the state, rather than cities, and gave all agencies involved clear roles and guidelines to avoid duplication. The federal government played a role only in special cases. Elevating decisions from the city to the state level helped clarify the prioritization process. A dedicated state government unit staffed by experts helped speed up decision-making and identify projects to fast-track.
New South Wales also standardized processes across agencies and tiers of government by adopting an integrated planning and permitting system. To account for the cross-jurisdictional nature of infrastructure projects, it negotiated bilateral agreements with other state governments. Finally, the government specified metrics, benchmarks, and performance monitoring to track approval times. This created accountability, ensured reliable service, and reduced uncertainty for applicants. To increase accountability and transparency, data on the status of projects were published.
After a year, more than 70 percent of approvals were being processed within three months. 
Source: MGI report Infrastructure productivity: How to save $1 trillion a year, 2013



I&I 1.2.3: Encourage government support of public-private procurement models that permit within a predictable framework the reimbursement of early-stage development and feasibility costs for projects that are successfully procured.
To improve the number of well-prepared bankable projects, G20 governments should seek more private-sector expertise. The private sector has more efficient budgeting and planning processes, so projects with private-sector involvement will have faster delivery time and lower budget over-runs. To do this, G20 governments need to create a framework that reimburses the private sector if project preparation is successful. The framework and associated processes should be transparent to prevent corruption. This will improve the early-stage project pipeline and support early-stage project development. The effort should be coordinated with action item I&I 1.1.4 on the development of infrastructure project preparation facilities.

	Reference
	Action
	Owner

	I&I 1.2.1
	Develop through the Global Infrastructure Hub and adopt common standards for infrastructure procurement and an open digital platform to create consistency and transparency in the procurement process.
	G20 governments  collectively

	I&I 1.2.2
	Define through the Global Infrastructure Hub a model approval path with clear criteria that each country can adapt to its own context. 
	G20 governments  individually

	I&I 1.2.3
	Encourage government support of public-private procurement models that permit the reimbursement of early-stage development and feasibility costs for projects that are successfully procured.
	G20 governments  individually
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	Initiative
	Support the development of new and existing forms of funding and marketplaces for trading infrastructure assets.

	Reference
	I&I 1.3

	Timing
	By the end of 2018.

	Value
	Captured in 1.1 (up to $300 billion to $500 billion).


Context 
Boosting financial participation in infrastructure to facilitate the development of infrastructure as an asset class means increasing its liquidity. In some ways, infrastructure is already treated as an asset class; for example, investments in unlisted funds alone amounted to more than $40 billion in 2014 and some countries, such as Australia and Canada, have a more-developed market for trading infrastructure assets. At the same time, the infrastructure marketplace is quite limited and has great potential for development. To do this, G20 governments should collectively implement the following actions.
Actions 
I&I 1.3.1: Support the development of new and existing marketplaces for trading infrastructure assets and add liquidity to securities exchanges with governments playing the role of market-maker.
G20 governments should support the development of new and existing marketplaces for trading infrastructure assets to increase securitization and asset-based financing and bring in early-stage equity, and should also promote standardized and harmonized regulations for security exchanges. They should integrate existing market places to increase the volume of issuances, and develop new capital markets for infrastructure securities exchange. 
Governments can significantly increase the amount of private investment in infrastructure assets by adding liquidity to securities exchanges. For example, they can issue equity and debt of government-owned infrastructure projects and infrastructure operators to encourage private investment. Governments should play the role of market-maker and encourage MDBs to sell their investments as individual or bundled assets to increase liquidity. 
The benefits would be to:
· Increase transaction size and diversify risk, attracting more private-sector institutional investment.
· Unlock funds for MDBs to initiate a new project cycle and advance their portfolios to the next frontier – funding riskier project development and construction stages.
· Facilitate the development of infrastructure as an asset class for institutional investors willing to invest in operational stages but wanting to outsource due diligence for project quality to MDBs and development finance institutions (DFIs).
Funds from sale of assets may be used for financing other infrastructure investments (see Initiative 2.2).
I&I 1.3.2: Promote the development of infrastructure capital market instruments and hedging products, such as political risk insurance, issuance of capital market instruments, development of bond markets, and refinancing risk hedge.
To encourage more risk-averse investors to finance infrastructure projects, a risk-mitigating mechanism is required. For example, G20 governments can encourage financial institutions to offer political-risk insurance to help reduce the potential for political actions to negatively impact infrastructure investments. In addition, G20 governments can encourage existing providers of political-risk insurance to make these products more available to potential investors, as better coordination across the existing providers of political-risk insurance will facilitate increased usage amongst investors. Given the long-term nature of infrastructure assets, this type of insurance can be critical to reducing risk to an acceptable level. 
According to a paper published by the World Economic Forum in February 2015[footnoteRef:3], investors can use political-risk insurance issued by multilateral organizations, national providers, and the private market for “hard” risks such as expropriation or currency inconvertibility. According to the paper, this political-risk insurance reached $83 billion in 2012, and additional support from the G20 can help this market develop even further. The Multilateral Investment Guarantee Agency (MIGA) is one of the key organizations that provide political-risk insurance, generally offering it through a developing country’s government. As G20 economies are not perceived to be equally stable, political-risk insurance will be attractive for investors who are struggling to finance infrastructure projects in certain countries. By reducing significant sources of risk in infrastructure investment, political-risk insurance will encourage investors and funds to diversify their infrastructure portfolio and increase the amount they invest in infrastructure assets. [3:  Strategic Infrastructure: Mitigation of Political and Regulatory Risk in Infrastructure Projects, World Economic Forum, February 2015.] 


	Reference
	Action
	Owner

	I&I 1.3.1
	Support the development of new and existing marketplaces for trading infrastructure assets and add liquidity to securities exchanges with governments playing the role of market-maker.
	G20 governments collectively

	I&I 1.3.2
	Promote the development of infrastructure capital market instruments and hedging products.
	G20 governments collectively


[bookmark: _Toc427843266]INITIATIVE 1.4: Increase The Number Of Projects Developed Through PPPs And, Where Necessary, Build The Capabilities Of Governments To Deliver PPPs

	Initiative
	Increase the number of projects developed through PPPs and, where necessary, build the capabilities of governments to deliver PPPs.

	Reference
	I&I 1.4

	Timing
	By the end of 2017.

	Value
	Captured in 1.1 (up to $300 billion to $500 billion).


Another way to increase private-sector involvement is to promote and develop more public-private partnerships (PPPs). These have a number of benefits; their whole-life costing approach optimizes construction, operation, and maintenance costs, and they offer better risk management and efficient project delivery. PPP frameworks, in particular contracted cash flows, provide more visibility and ensure predictability of cash flows. This makes PPP projects attractive to institutional investors seeking assets that match their long-term goals. To fund PPPs, governments can promote co-financing between multilateral development banks and the private sector to share risk and generate more investment. 
As shown in figure 1, the share of PPPs can vary significantly between developed and developing countries. Developing countries tend to be less successful in delivering PPPs, so G20 governments in these countries should make increasing the share of PPPs a priority. 
Delivering successful PPPs requires governments to carefully prepare and develop projects. The lack of effective PPP project preparation is one of the key challenges that governments face. First, the public sector should be organized appropriately to manage the rigorous process. It should assemble a team of experienced professionals and have a steady leadership, clear governance and project management structure in place.  
Second, a full project assessment (technical, financial and legal assessments) should be completed to ensure that the project is developed on a sound basis and meets strategic objectives. In addition, a clear and transparent process map should be established setting out criteria for evaluating bids and project selection, timeline and key decision points. The public sector should secure adequate funding to pay for such a thorough preparation, ideally through project preparation facilities. See more on project preparation under action item I&I 1.1.3 and details on project preparation facilities under action item I&I 1.1.4. 
Overall, PPPs should be based on a long-term political and budgetary commitment, and the public sector needs to build the capabilities to execute and monitor PPPs. These factors are among the most critical ones that affect the private sector’s decision whether or not to bid for a project.

Figure 1
[image: ]


[bookmark: _Toc427843267][bookmark: _Toc420514500]RECOMMENDATION 2: Develop Country-Specific Infrastructure Investment Strategies Linked To G20 Growth Aspirations
	Initiative
	Develop infrastructure strategies at the country level linked to G20 growth aspirations.

	Reference
	I&I 2

	Timing
	Targets to be set by individual G20 nations by November 2015 for 2016–20 and to be reviewed at G20 Summit in China.
Establish greenfield and brownfield project pipelines by the next G20 summit in 2016.

	Value
	Additional infrastructure investments of $6.6 trillion by 2030. 


Context
Every year, the world spends approximately $9 trillion on infrastructure and real estate, $2.6 trillion of which is spent on economic infrastructure – transportation, power and water, and telecommunications. Globally, projected infrastructure investments and needs indicate an infrastructure gap of $15 trillion to $20 trillion in the next 15 years.
While on average a country spends 3.8 percent of GDP on economic infrastructure, spending varies significantly across G20 countries and the world; some governments under-invest and spend only up to 2 percent of GDP, according to MGI estimates.  The infrastructure gap is also linked to short-term political cycles, bureaucratic issues, lack of construction labor force, and legislative and contractual barriers, among other factors. Governments must identify and prioritize their infrastructure investment needs.
Each country should develop its own spending plan according to its context: each has a different infrastructure stock starting point and a different level of need for investment. However, common guidelines can be drawn up. Any plan to close the infrastructure gap should be led by government and have public and private-sector involvement. Governments should identify and set up national targets on infrastructure spend as a percentage of GDP and implement actions to achieve these goals. 
A big obstacle for private investors is the lack of data and clear understanding of project costs and benefits. In addition to the uncertainty and risks related to long-term financing, almost 50 percent of projects do not have a clear pipeline. This makes it difficult for private investors to make decisions and discourages them from investing in potentially attractive projects. Governments need to develop expertise and publish credible, evaluated infrastructure pipelines by the next G20 summit in 2016.
Taking into account that the global economy is rapidly becoming digital, G20 countries should put more emphasis on future investments in digital infrastructures to ensure connectivity to prepare for the change to the digital economy and benefit from digitalization.
To set up national targets and ensure credible pipelines, governments need to implement the following actions.
Actions 
I&I 2.1: Identify, on an individual-country level, the infrastructure investment required to meet socio-economic needs, including sustainable growth and job creation.
To encourage infrastructure investment, G20 governments need to create a vision for future development. Infrastructure targets should be closely aligned and based on each country’s socio-economic, sustainability targets, and fiscal/monetary strategies. They should be set for each country as a percentage of GDP. Commitment to an infrastructure target relative to GDP will allow countries to be more explicit on the real gap and the amount of infrastructure investment required. Government will also need to track performance against targets to ensure that the infrastructure develops steadily in line with national goals.
Since the infrastructure gap can be filled only by a combination of private and public-sector involvement, governments need to build a credible national vision of planned projects to attract more investors. Strong political commitment to a credible vision would alleviate investor uncertainty and enable productive collaboration between governments and investors. This will increase the amount of funds put into new infrastructure investments and deploy private expertise to the best advantage. Finally, all G20 governments should commit to assessing actual investment against targets on an annual basis. 
See Leading practice box 2 for examples of setting up socio-economic priorities as a basis for infrastructure development from Singapore, Australia and Switzerland. 
	Leading practice 2: Setting up socio-economic priorities as a basis for infrastructure development

	
Infrastructure planning should be rooted in a country’s broader socio-economic objectives set through a political process, and selected projects should directly address those objectives. Some countries are closer to achieving this than others.
For example, Singapore’s national goal for dense urban living has led to a target of 70 percent usage for public transit. This in turn has guided the selection of transport projects by the country’s Land Transport Authority. 
Similarly, Australia has set a goal to deliver high-speed Internet connectivity to 93 percent of its population and identified the establishment of a national broadband network as the best way to achieve this. 
Switzerland’s Federal Council has established overarching objectives for economic, ecological, and social sustainability. The Department of the Environment, Transport, Energy and Communications publishes an infrastructure strategy for the Federal Council based on these objectives and individual authorities develop specific strategies that focus on the most important objectives established by the department and the Federal Council.
Source: MGI report Infrastructure productivity: How to save $1 trillion a year, 2013


I&I 2.2: Define aspirations, investment strategies, and action plans at the relevant level (international, national, state, regional) for public infrastructure investment, aligned with fiscal policy, with a clear role for the private sector.
These strategies should be strongly aligned with fiscal policy. G20 members should develop a coherent, evidence-based strategic vision that incorporates job creation and sustainability targets and takes into account climate change adaptation requirements to close the gap between investment required and public-investment targets. G20 members should clarify the role of the private sector in achieving national/regional infrastructure objectives – financing versus a broader role including financing – and ensure more effective and efficient delivery and operation. This should be based on analysis of G20 investment strategies.
[bookmark: _GoBack]Building on action I&I 2.1, this will outline the strategy and plan necessary to actually meet the identified need. Further, it will help outline the role that the private sector can play in achieving these plans. Often, governments are not fully transparent about their expectations of the private sector in terms of both the project pipelines and business models, including cost-benefit analysis, and private-sector involvement in infrastructure projects. Governments should be explicit about the target financing structure, including the share and type of financing in each project, and about the level of participation in the project preparation and delivery (for example, is government open to private sector expertise? What will the joint effort look like?). This will make the public sector more disciplined about target setting and decrease ambiguity around the role of the private sector – thus attracting more funds.
I&I 2.3: Involve existing infrastructure institutions and/or establish these where they do not exist to deliver infrastructure projects on time by monitoring progress, supporting implementing agencies when they encounter challenges, and rapidly escalating issues when relevant to senior decision makers.
Governments need to develop the capabilities to solve the problems they typically face in delivering infrastructure projects, such as late delivery and budget over-runs. Many G20 countries have institutions (for example, Infrastructure UK, Infrastructure Australia) that support infrastructure development, but their responsibilities could be expanded. 
Existing institutions should monitor infrastructure projects, support implementing agencies, and escalate issues to senior decision makers. An independent, transparent review of existing projects will increase credibility and help to address issues early.
G20 countries that do not have such institutions should establish them. These institutions should have appropriate governance structures that encourage transparency, accountability, and effective decision-making process. This will facilitate long-term planning and reduce policy instability in the planning, delivery, and financing of infrastructure projects. 
I&I 2.4: Review key future infrastructure interventions and investments, prioritizing the optimization of existing assets through demand management, operational improvements, and intelligent-usage management techniques, before resorting to building new capacity.
A big opportunity exists to use existing assets more efficiently. For example, while demand-management techniques can significantly enhance the productivity of water and electricity infrastructure projects, public officials often prefer to build new capacity; the maintenance and improvement of existing brownfield assets is often not taken into account for political reasons. To make infrastructure less expensive and more sustainable, governments need to understand the potential of improving existing infrastructure. G20 governments can evaluate how digital tools can improve the efficiency of existing infrastructure assets (for instance, by increasing throughput at port and border crossings and reducing shipment time). Leading practice box 3 provides an example of using existing power stations in India more efficiently. 

	Leading practice 3: India – getting more out of existing power plants

	
For decades, power demand in India has grown faster than supply, leaving the nation with negative reserve margins. To narrow the gap, the government has drawn up consecutive five-year National Action Plans for Renovation and Modernization (R&M). These plans focus on older, inefficient units, particularly coal-fired power stations that have deteriorated over time.
The decision to renovate and modernize an existing plant rather than build a new-generation unit is based on a standard process involving detailed cost-benefit analysis. First, potential target plants are evaluated in terms of their remaining life via a residual life assessment study. Plants whose economic life could be extended by 15 to 20 years are candidates for upgrades, but the R&M costs cannot exceed 50 percent of the cost of building a new plant with comparable capacity. The detailed cost-benefit analysis informing the investment decision encompasses technical and economic considerations and sensitivity analysis.
Source: MGI report Infrastructure productivity: How to save $1 trillion a year, 2013



Greater project review transparency and building the required skills should address the issues around incentives (including political bias), accountability, and lack of capabilities. In-depth cost-benefit analysis will enable usually risk-averse infrastructure owners to understand the methods of gauging the advantages of construction improvement, such as the use of design-to-cost and design-to-value principles, advanced construction techniques, and lean processes. 
In addition, G20 governments need to evaluate and assess the full spectrum of opportunities available for brownfield assets optimization, including:
· Operational improvement opportunities that can be implemented under current ownership and business models to maximize the potential value from assets through cost savings or revenue enhancements.
· Changes to the business model, for example, using outsourcing to maximize cost savings.
· Financial engineering opportunities to optimize capital structure and increase risk-adjusted value (such as add or reduce debt, replace deemed equity with debt in regulated businesses).

I&I 2.5: Publish an integrated pipeline of major greenfield infrastructure projects both publicly and privately financed, including cost-benefit analysis, business-model evaluation and total cost of ownership, and sustainability evaluation, with a clearly defined time horizon.
[bookmark: ExhibitNum]Successful infrastructure project and program delivery offer early visibility into and commitment to the pipeline of opportunities. Given the enormous due-diligence costs of infrastructure transactions, investors would be willing to incur the cost of building capabilities and local expertise only if they are assured a stable, predictable pipeline of investment opportunities. 
An initial analysis shows that only 50 percent of G20 countries have published a clear pipeline of infrastructure projects, while 90 percent have a clear infrastructure plan in place and available. Published documentation should include enough detail to create confidence that the appropriate due diligence has been conducted and that projects have been prioritized according to a country’s long-term vision.  
About 80 percent of the global pipeline available to equity investors consists of greenfield projects. Greenfield pipelines should select the most productive, sustainable, and socially beneficial investments and determine the best way to involve the private sector in their delivery. 
I&I 2.6: Conduct a systematic review of existing assets and publish a transparent list of brownfield infrastructure assets that require ownership changes with evidence supporting the expected economic and social benefits, including evaluation of capital recycling initiatives, through the sale of brownfield assets to increase private investment in infrastructure.
Apart from the operational improvement of existing assets, G20 governments should analyze the potential for ownership model changes, including: concession, license auctioning, PPP, and asset privatization.

	Leading practice 4: Asset sales in Australia 

	The Australian government has announced plans to raise up to AU$130 billion ($120 billion) from asset sales. More specifically, the government of New South Wales, Australia, announced that it would sell the leased electricity network business to release capital to finance a $20 billion investment in infrastructure. When combined with AU$2 billion from Australia’s asset recycling incentive scheme, this approach will enable the government of New South Wales to maintain a Triple A credit rating.


Brownfield asset pipelines should include projects that are selected only after government evaluation of existing assets (see I&I 2.4). Governments should ensure that they are following the right strategy for each asset. Sale of brownfield assets can unlock public funds for greenfield projects. This strategy, known as capital recycling, is also attractive to insurers and pension funds that view brownfield projects with demonstrated returns as less risky than greenfield projects. See Leading practice box 4 for details on asset sales in Australia. 

	Reference
	Action
	Owner

	I&I 2.1
	Identify, on an individual country level, the overall infrastructure investment required to meet socio-economic needs.
	G20 governments individually

	I&I 2.2
	Define aspirations, investment strategies, and action plans at the relevant level (international, national, state, regional) for public infrastructure investment.
	G20 governments individually

	I&I 2.3
	Involve existing infrastructure institutions and establish these where they do not exist to deliver infrastructure projects on time.
	G20 governments individually

	I&I 2.4
	Conduct a review of key future infrastructure interventions and investments, and a detailed review of existing assets.
	G20 governments individually

	I&I 2.5
	Publish an integrated pipeline of major greenfield infrastructure projects.
	G20 governments individually

	I&I 2.6
	Conduct a systematic review of existing assets and publish a transparent list of brownfield infrastructure assets that require ownership change.
	G20 governments individually



[bookmark: _Toc427843268]
RECOMMENDATION 3: Commit To International Investment Principles Related To FDI
	Initiative
	Work towards greater promotion and protection of private investment and FDI.

	Reference
	I&I 3

	Timing
	Investment principles to be drafted and adopted by the China G20 Summit, 2016.

	Value
	Provide additional infrastructure investments of about $400 billion by 2030.


Context
Open flow of foreign direct investment (FDI) would enable more-efficient allocation of resources (capital, knowledge, and people) around the world to increase prosperity in both developed and developing economies.
Despite a growing consensus in developed countries on international investment rules and the increasing convergence of interests between developed and developing countries, significant barriers remain to negotiating a single, globally consistent set of investment principles. Different political, regulatory, and legal frameworks and policies lead to inconsistent regulatory decisions that increase investor uncertainty. To overcome this, G20 governments should collectively implement the following actions.
Actions
I&I 3.1: Strengthen the international investment framework by mandating the OECD and UNCTAD, in consultation with the WTO, to prepare a common set of “international investment principles” to promote broad adoption of existing international standards.
With over 3,200 fragmented international investment agreements, G20 governments need to develop a non-binding international investment rule model (International Investment Principles or IIPs) to reduce complexity. These IIPs would improve regulatory predictability and investor protection, while maintaining governments’ ability to pursue legitimate public-policy objectives. Governments should collaborate on modernizing, simplifying, and achieving some coherence in this area, starting with broad agreement on core principles.
Such a set of principles and associated commitments should include:
· Establishing and enforcing a body of laws and regulations that provides for fair and equitable treatment, national treatment, and most-favored-nation treatment of foreign investments.
· Setting clear limits on expropriating investments and providing for payment of prompt, adequate, and effective compensation when it occurs.
· Providing for resolution of disputes between business and government through binding dispute-resolution mechanisms, in particular: 
· Access for foreign investors to adjudication before an independent judiciary in accordance with the rule of law (for example, investor-state dispute settlement).
· The right for foreign investors to pursue international arbitration or other recognized investor-state dispute settlement mechanisms.
I&I 3.2: Adopt the OECD Code of Liberalisation of Capital Movements and subscribe to the OECD Declaration on International Investment and Multinational Enterprises.
Existing international principles – such as the OECD Code of Liberalisation of Capital Movements and the OECD Declaration on International Investment and Multinational Enterprises – are very helpful for international investors. Most G20 countries have signed these documents, but some have not and should do so.
G20 governments should also promote the implementation of the OECD Policy Framework for Investment and the G20/OECD Principles of Corporate Governance.
Commitment to international principles will enable easier and cheaper flow of capital and will result in more investments into infrastructure thanks to the elimination of taxation and capital-control restrictions. 
I&I 3.3: Promote greater transparency and harmony in taxation and incentives related to FDI.
The complexity of cross-border taxation treatment hampers private investment by external investors. The multitude of withholding tax regimes, national rules on interest deductibility, tax incentive regimes, bilateral national agreements, and “opportunities” to seek exemption can become problematic and frustrate investment decisions. Sometimes, tax rates are negotiated among the involved parties.
To encourage FDI, G20 governments need to align on transparent principles of taxation and incentives.

	Reference
	Action
	Owner

	I&I 3.1
	Mandate the OECD and UNCTAD, in consultation with the WTO, to prepare a common set of “international investment principles” to promote broad adoption of existing international standards. 
	G20 governments collectively

	I&I 3.2
	All G20 countries that have not yet done so should adopt the OECD Code of Liberalisation of Capital Movements and subscribe to the OECD Declaration on International Investment and Multinational Enterprises by the next G20 Summit. The G20 should also encourage other non-member countries to do likewise.
	G20 governments collectively

	I&I 3.3
	The G20 should promote greater transparency and harmony in taxation and incentives related to FDI and give due attention in the discussions on Base Erosion and Profit Shifting (BEPS) to the impact of rules on debt and interest deductibility on cross-border infrastructure investment. 
	G20 governments collectively




[bookmark: _Toc420514504][bookmark: _Toc427843269]Value calculation methodology
The potential impact of the recommendations made in this document has been evaluated via a two-step process.
Step 1 was to estimate the potential gap in infrastructure capacity that G20 countries may expect by 2030. The analysis was performed for each country by evaluating the historical level of infrastructure investment (as a percentage of GDP) and comparing this to the anticipated level of investment necessary to maintain the global average stock of infrastructure capacity (as a percentage of GDP). The analysis focused on those countries that are currently under-investing in infrastructure and revealed a potential capacity gap of some $15 trillion by 2030.
Step 2 was to evaluate the potential impact of each recommendation along three themes: delivering cost savings on infrastructure spending, mainly by optimizing the project procurement and delivery process; providing additional resources to the infrastructure market, by improving the regulatory environment and investment framework; and enabling better flow of infrastructure investment. For each recommendation, it was assumed that the associated actions were fully implemented to achieve the full potential impact. 


[bookmark: _Toc420514505][bookmark: _Toc427843270]APPENDIX: Taskforce Schedule And Composition
[bookmark: _Toc420514507]Distribution of members
	Country
	No.
	Country
	No.
	Country
	No.

	Argentina
	1
	India
	6
	Saudi Arabia
	4

	Australia
	7
	Indonesia
	0
	South Africa
	6

	Brazil
	2
	Italy
	8
	Turkey
	42

	Canada
	3
	Japan
	3
	UK
	15

	China
	19
	Korea
	2
	USA
	17

	France
	9
	Mexico
	1
	Other EU countries
	6

	Germany
	1
	Russia
	8
	Other
	28



Insert the map here


Schedule of meetings
	No.
	Date
	Location
	Theme

	1
	9 February
	Istanbul, Turkey
	Kick-off meeting. Align on scope, review B20 Australia recommendations and propose new recommendations.

	2
	9 March 
	Teleconference
	Refine emerging recommendations, and launch advocacy efforts in each country.

	3
	16-17 April 
	Washington DC, United States
	Joint taskforce/IMF meeting. Receive feedback on advocacy efforts to date and refine first draft of policy paper.

	4
	2 June
	Paris, France
	Joint taskforce/OECD meeting. Receive feedback on advocacy efforts to date and refine second draft of policy paper.



Draft recommendations of the taskforce were discussed in nine regional consultation meetings held in India, Saudi Arabia, Singapore, Azerbaijan, Brazil, Russia, Mozambique, Italy and Ethiopia. 
The taskforce will launch the policy paper at the B20 Conference to be held in Ankara, Turkey on September 3rd to 5th, 2015. The recommendations will be presented to the G20 leaders during the G20 Summit in Antalya in November 2015. 
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