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         Foreword

         Development partners carry out development co-operation so that developing countries can eventually drive them out of business. In other words, the objective of development co-operation is to help these countries achieve sustainable development that will no longer require aid. For this to happen though, developing countries need a thriving private sector that invests, trades, creates jobs, produces outputs, generates income, pays taxes, reduces poverty, and enhances the well-being of their citizens.

         The 2030 Agenda for Sustainable Development recognises this. It also recognises the role of development partners in mobilising the private sector. In this respect, one of the key contributions that development partners can make is to help connect developing countries to boost investment and trade, particularly by taking advantage of global value chains. Here, transport infrastructure becomes important. This is because sufficient and adequate cross-border or long-distance roads and railways as well as international ports and airports are needed to move products and people around. In addition to the hardware, the accompanying software such as harmonised and efficient regulations, common safety standards, and consideration for climate change is also necessary.

         This report therefore tries to capture what bilateral and multilateral development partners are doing to help enhance connectivity of developing countries through transport infrastructure. It also elaborates on the specific challenges - due to the wide geographical coverage that involves multiple countries, many stakeholders and high costs - and what collective action can be taken to address them. As a background, the report takes stock of regional transport plans in Africa, Asia, Latin America and developing countries in Europe to place development co-operation in context. Furthermore, it analyses the allocation of official development finance for transport connectivity, particularly in relation to the distribution of private investment for the same types of infrastructure. Finally, the question of how large the financing gap is for transport connectivity to meet the Sustainable Development Goals and what development partners can do to fill this gap is also discussed.

         The world is changing as we speak. Tectonic shifts in technological innovation, patterns of production, modalities of finance, as well as the political agenda of nations and regions that affect investment and trade of developing countries continue to surprise us. But one thing is certain - these countries need to be better connected. As such, we hope that this report provides a comprehensive picture of the current state of play as well as food for thought on what can be done to help enhance connectivity through transport infrastructure so that no one will be left behind.
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         Executive summary

         Transport infrastructure that connects developing countries is crucial for reducing trade costs, boosting economic growth, promoting regional integration, and achieving the Sustainable Development Goals (SDGs). Therefore, this report focuses on “transport connectivity” which includes international airports and ports, as well as railways and roads that are cross-border, part of corridors and networks, or link major cities within a country.

         More specifically, Chapter 1 provides an overview, particularly in elaborating the rationale for improving transport connectivity and the inherent challenges. Chapter 2 presents the current state and action plans of transport connectivity in Africa, Asia, Latin America and developing countries of Europe. Chapter 3 summarises the relevant strategies and activities of development partners that are supporting transport connectivity. Chapter 4 analyses the distributions of Official Development Finance (ODF) committed by development partners and the private sector for transport connectivity and discusses the financing gap to meet the SDGs. Chapter 5 consists of profiles of 16 bilateral and multilateral development partners, which include their respective strategies, programmes, and projects for transport connectivity. Finally, Annex A provides the Technical Notes for the report.

         
            Key findings
            

            There are various deficiencies and challenges in transport connectivity of developing country regions, such as: missing highway links in Africa; under-developed inland waterways in Latin America; poor quality roads in Asia; and low transport safety standards in Europe. As these challenges often have a negative impact on trade and economic growth, numerous regional or sub-regional plans and initiatives for transport connectivity have been developed. Examples include the Programme for Infrastructure Development in Africa, the Portfolio of Integration Infrastructure Projects in South America, Master Plan on Association of Southeast Asian Nations Connectivity, and the Trans-European Transport Networks.
            

            Development partners therefore help enhance transport connectivity with the aim of increasing jobs, reducing poverty, stimulating economic growth, fostering regional co-operation, and facilitating countries’ integration in the global value chain. Some development partners have a geographical focus such as the Greater Mekong Sub-Region or specific considerations such as landlocked developing countries, climate issues or transport safety. In general, the strategies and activities of development partners are aligned to the regional and sub-regional plans for transport connectivity. In addition, there are pooled funding facilities for projects that allow them to ensure coherence and co-ordination among themselves and with partner countries. Bilateral development partners beyond the Development Assistance Committee (DAC) - Brazil and People’s Republic of China—as well as the newly established Asian Infrastructure Investment Bank also play a significant role in this area.
            

            At the same time, there are various issues inherent to transport connectivity projects, which generally have wide geographical coverage that involves multiple countries, many stakeholders and high costs. For example, trade-offs between transport modalities, environmental and social concerns, and geopolitical tensions need to be incorporated into project selection and planning. There are also challenges in co-ordination and harmonisation, i.e. synchronisation of project timing, the free-rider issue, standardisation of both hard and soft aspects, and the capacity of supra-national organisations. Debt sustainability often becomes a concern, given the large size of loans for the projects. In addition, there are broader trade and investment issues that need to be addressed, such as tariff and non-tariff barriers, as well as the productive capacity of developing countries. Moreover, it is also important to bear in mind the potential impact of technological innovation on transport connectivity, such as the development of 3D printing, autonomous cars and drones.
            

            While transport connectivity is mostly financed by developing country governments, the 33 bilateral and multilateral development partners that report to the DAC committed on average USD 15 billion of ODF per year to transport connectivity projects in 2014-2015. In comparison, the private sector committed on average USD 52 billion per year. Here, development partners and the private sector appear to have different focus in financing transport connectivity - the former mainly in Asia and Africa or low-income countries (LICs) and lower middle-income countries (LMICs) while the latter in Latin America and Europe or upper middle-income countries (UMICs).
            

            Yet, there is a significant financing gap. Estimates show that current spending on transport connectivity in developing countries need to be more than doubled in order to meet the SDGs. As ODF accounts for a small share of the total spending, development partners are trying to leverage private investment using ODF interventions. However, the amounts mobilised from the private sector are very small. Furthermore, they are generally in UMICs where the private sector is likely to continue financing transport connectivity even without these interventions.
            

         

         
            Policy recommendations
            

            Development partners could further enhance co-ordination amongst themselves - including bilateral development partners beyond the DAC and new multilateral development banks - to address issues around transport connectivity. These issues involve trade-offs between transport modality, harmonisation, standardisation, capacity building, debt sustainability, broader trade and investment policies, and technological innovation. In practice, they could enhance co-ordination at the partner country level and through collective mechanisms such as the G20, Global Infrastructure Connectivity Alliance, International Transport Forum, and other international organisations for specific transport modes.
            

            To help fill the financing gap for transport connectivity by attracting the private sector, development partners could explore further how to improve the enabling environment, especially in LMICs and LICs. Support includes building infrastructure beyond transport, enhancing the investment climate, and boosting the productive capacity. These areas are particularly important since mobilisation using ODF is very small and is carried out mostly in UMICs where the private sector tends to invest by themselves, which raises the question of development additionality.
            

         

      

   
      
         Overview: Supporting transport connectivity in developing countries
         

         
            Improving transport connectivity in developing countries is crucial to reduce trade costs, boost economic growth, and promote regional integration. Therefore, to address various deficiencies in transport connectivity, numerous regional or sub-regional plans have been established. These are supported and financed by many development partners, particularly to fill the large financing gap. At the same time, due to the wide geographical coverage, there are specific issues in transport connectivity that need to be addressed, such as environmental and social concerns, co-ordination and harmonisation, debt sustainability, trade and investment policies, and technological innovation. Development partners - including those beyond the Development Assistance Committee - could further enhance co-ordination at the partner country level as well as through collective mechanisms. They could also address ways to help improve the enabling environment in order mobilise private investment for transport connectivity, particularly for the poorer countries.

         

          

         
            Introduction
            

            This report focuses on transport connectivity infrastructure in developing countries, which is defined as international airports and ports, as well as railways and roads that are cross-border, part of corridors and networks, or link major cities within a country.1 Transport connectivity is crucial for reducing trade costs, boosting economic growth and promoting regional integration. In particular, it can help these countries achieve the Sustainable Development Goals (SDGs) - notably Goal 9 on resilient infrastructure and industrialisation, Goal 1 on poverty reduction, and Goal 8 on inclusive growth
            

            In this context, developing countries need to significantly increase investments for transport connectivity. While governments have the leading role in financing their own development trajectory, bilateral and multilateral development partners also provide official development finance (ODF) to transport connectivity projects. In addition, they try to leverage private investment and help improve the enabling environment, as emphasised in the Addis Ababa Action Agenda (AAAA) (UN, 2015). Therefore, the report discusses how development partners can strengthen their support for transport connectivity by analysing their strategies and activities, summarising challenges, as well as presenting the distribution of current financing and the gap.

            Accordingly, this overview chapter introduces the rationale and the investment needs for transport connectivity in developing countries. It then summarises the current state and action plans of transport connectivity in Africa, Latin America, Asia, and Europe, as well as the support provided by development partners. The chapter also elaborates specific issues related to transport connectivity due to its wide geographical coverage. Finally, the chapter provides a summary and conclusion of the whole report.

         

         
            Background
            

            Rationale for improving transport connectivity
            

            The international community has been increasingly emphasising the need for transport connectivity, owing to its pivotal role in enabling people and firms to reach regional and international markets (WBG, 2017). In other words, better connectivity can increase trade volume and competitiveness of major cities and countries as well as reduce transport costs, thereby promoting economic growth, social integration, and development. Even more so in today’s globalised economy, where value chains are spread out all over the world. Concurrently, transport connectivity could also enhance human development within and between countries by allowing people to have better access to jobs, education, and health services (OECD, 2016; UN, 2016).

            With respect to boosting trade volume, upgrading the road network to strengthen connectivity between cities in sub-Saharan Africa can catalyse USD 250 billion in trade over 15 years (Buys et al, 2010). In terms of lowering trade costs, transport connectivity in Latin American countries would help reduce their high logistic expenses, which on average take up more than half the price of delivered goods and account for 18% to 40% of gross domestic product (GDP) (WBG/ECLAC/IADB, 2010). This is also the case of least developed countries (LDCs), whose average freight and insurance costs amounted to approximately 14% of their value of imports in 2016, while that of developed countries was approximately 7%2 (OECD/WTO, 2017) - although this could be due to the relatively lower import value of LDCs
            

            More specifically, improving transport connectivity infrastructure could increase the productivity of companies, thereby accelerating their integration in global value chains (GVCs). A study based on firm-level panel data in four African countries shows that firms operating across countries have higher productivity and growth with adequate cross-border infrastructure. In fact, inadequate infrastructure is often cited as the most significant trade-related challenge to global value chain participation for firms in developing economies (ODI, 2016). In particular, transport connectivity has been found to have a greater effect on global value chains than on overall trade flows, owing to the higher elasticity in intermediate goods than in final goods (Saslavsky and Shepherd, 2012; OECD, 2016). This is particularly pertinent as developing countries increasingly import raw materials and intermediate goods to produce manufactured products for export.

            Moreover, enhancing transport connectivity is crucial in view of the rising freight demand in developing countries, which is forecast to continue growing (ITF, 2017). This is also the case for passenger transportation with increasing population and demand for mobility. Thus, it is important to enhance both quantity and quality of these infrastructure, especially in major corridors and networks to make border-crossing and international transport easier, cheaper and faster. Furthermore, to increase the competitiveness of firms, cities and countries, it is paramount to strengthen the reliability of trans-shipments and predictability of supply chain operations in transport connectivity (OECD, 2016).

            In this respect, apart from improvements in the hard aspects, soft transport connectivity projects can also reduce transit costs, increase cross-border trade and enhance productivity of firms. Soft projects include supporting harmonisation of transport procedures and regulations, better management of cross-border infrastructure such as customs clearance, and capacity building of authorities in specific transport sectors. In fact, deficiencies in soft aspects often force firms to adopt inefficient trade routes (ODI, 2016).

            For instance, goods between Lagos and Accra are frequently transported by sea - despite the land proximity between the two cities. This is due to the high transit costs for crossing Benin and Togo, which is a result of the complex transit regulations and extensive delays in obtaining documentation at borders (Hoppe and Aidoo, 2012; ODI, 2016). These impediments especially limit trade activities of landlocked developing countries (LLDCs) that depend heavily on transport links with their neighbouring countries, such as Bhutan and Nepal, whose exports and imports mostly transit through Kolkata and Haldia ports in India (ODI, 2015).

            Addressing soft aspects becomes all the more important since enhanced movement of goods and people through transport connectivity could potentially increase the levels of CO2 and greenhouse gas emissions. Therefore, incorporating climate mitigation measures in projects can help countries reduce these negative externalities and meet their targets of the Paris Agreement on climate change. In particular, enhancing soft aspects such as operational efficiency, route optimisation, and technological innovation can curb the trend of growing greenhouse gas emissions from freight transportation
            

            For example, emissions in ports can be curtailed by improving: transition within maritime logistics; slot booking and ship-tracking technology to reduce vessel queues at anchorage; and shore-side electrical power systems for ships at berth to save fuel consumption. In addition, the adoption of differentiated port fees according to environmental impact can provide incentives for ports to limit greenhouse gas emissions (ICTSD, 2010; OECD/IMO, 2017). Moreover, freight transport companies can minimise road emissions by optimising the design of delivery routes to reduce traffic time and vehicle fuel consumption, as well as by sharing assets such as warehouses, trucks, and information technology systems among themselves (ITF, 2017).

            Enhancing transport connectivity should also incorporate climate adaptation measures to reduce the vulnerability of a region in the event of climate hazards. In other words, better design and maintenance of hard transport connectivity infrastructure could lower the risks posed by the consequences of climate change. For example, incorporating shore protection facilities can help minimise the erosion and other damages in ports caused by sea-level rise. Likewise, increasing the capacity of culverts and compaction as well as building up weirs and spillways can improve the resilience of roads to floods and storms (Transport & ICT, 2015).

            Transport connectivity in regions: Current state and action plans
            

            In Africa, deficiencies in transport connectivity infrastructure - both in hard and soft aspects - partly lead to its low level of international and intra-regional trade, economic integration, and industrialisation. In 2015, African exports only accounted for 2% of total worldwide merchandise exports, with its intra-regional trade being low at 18% compared to 52% in Asia (UNCTAD, 2017). To address this situation, the Programme for Infrastructure Development in Africa (PIDA) was developed in 2012 by the African Union Commission (AUC) and others in order to promote Africa’s regional economic integration by building infrastructure and strengthening trade. Specifically, 24 transport connectivity projects are identified in PIDA’s Priority Action Plan for 2012-2020, requiring a total investment of approximately USD 25 billion (PIDA, n.d.a; n.d.b). In this context, the African Development Bank (AfDB), as the executing agency for the management of PIDA, established an infrastructure fund, Africa 50, to leverage private investments for high-impact infrastructure projects (Africa 50, 2018).
            

            In Latin America, under-developed transport connectivity infrastructure - especially water transport - is estimated to be the cause of high logistic expenses which amount to more than half the price of delivered goods or 18% to 40% of its GDP (WBG/ECLAC/IADB, 2010). For intra-regional transport, many rivers with navigation potential in Latin America have not been transformed into efficient inland waterways. Moreover, insufficient depth and poor maintenance of seaports hinder the upgrade of port capacity and logistic efficiency. In this context, the Union of the South American Nations (UNASUR) established a Portfolio of Integration Infrastructure Projects (COSIPLAN) in 2013 to increase economic, social and cultural integration. Likewise, the Initiative for the Integration of the Regional Infrastructure of South America (IIRSA) was launched with the aim of linking Latin American economies by...
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