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I. WHAT IS INFRASTRUCTURE 

 
     Infrastructure is the strength of all well-functioning economies in the world. Infrastructure in a wider sense 

can be defined as any condition or back-up function necessary for any productive process or attainment of a 

standard human wellbeing. It serves as a catalyst for public development in any country, be it health care 

delivery, transportation network setup, basic education fulfillment, energy consumption requirement etc. Public 

infrastructure which is the focus of this research is the stock of amenities and capital equipment, which are 

almost impossible to be financed solely by private capital. In this sense, the term refers to roads, bridges, 

airports, rail lines, energy supply chains and similar public works that are required for the proper functioning of 

a modern economy. Unfortunately, this backbone or catalyst for an economy is becoming increasingly weak or 

even nonexistence in a number of developing economies. In many developing economies today, the expansion 

of the necessary infrastructure has not kept pace with the advanced economies, and this is impeding the ability 

of these economies to grow at the expected rates.  

 

     In modern economic literature, infrastructure is defined as Social Overhead Capital (hereafter, SOC) “those 

services without which primary, secondary and tertiary productive activities cannot function”. In his unbalanced 

growth theory, he stated that, “Investment in Social Overhead Capital is advocated for not because of its direct 

effect on final product, but because it permits and invites directly other activities to come in……. Some SOCs 

investment is required as a prerequisite of direct productive activities” Albert O. Hirschman (1958).  

 

In the same vain, the Vent for Surplus Theory, established by Hla Myint, emphasizes that developing countries 

mostly produce less than full capacity. Under capacity utilization of resources, especially labour is a main 

characteristic of developing countries. Hence, the main objective of policy makers in developing countries is to 

mobilize unemployed resources to produce goods and services, to push the economy closer to, or on its 

production-possibility frontier. Within this context of Vent for Surplus; is the mobilization of surplus labour and 

the disguisedly unemployed, which necessitates expanding the stock of Social Overhead Capital (or 

infrastructure) to enhance productive activities in a transforming economy. 

 

     According to Walt W. Rostow (1964), the thrust for a takeoff into a self-sustaining growth is the provision of 

sufficient infrastructure (or Social Overhead Capital). Investment in SOC encourages potential entrepreneurs to 

invest in risk-bearing businesses. Those SOC prepare the base for expansion of economic activities by 

decreasing the cost and increasing profitability of productive activities. Nurkse (1955) expounded the concept of 

overhead capital. According to him “overhead investment aims at providing services such as transport, power, 

and water supply, which are basic for any productive activity. These overheads cannot be imported from abroad, 

they required large and costly installations and in the history of western economies, have usually called for 

public assistance or public enterprise.  
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     In the same vein, the services of overhead capital, according to Rosenstein Rodan (1943) constitute the 

framework and overhead costs of the economy as a whole. Its installations are characterized by a sizeable initial 

lump and low variable cost. 

 

     In general infrastructure investment is called Social Overhead Capital because of two main characteristics of 

it: huge sum of money and long payback period, make it unattractive to private capital. In the framework of the 

market economy these investments need an attention of government. Governments typically do pay for them 

either through loans (both external and domestic) or tax revenues. 

 

     From the above historical outline of the meaning of infrastructure and how it spurs mainstream economic 

activities, it can be argued therefore that, there is a direct relationship between the rate of growth of economies 

and infrastructure capacity growth.  Infrastructures do not create jobs (though it can be argued otherwise) but lay 

the solid foundation for sustainable growth. 

 

     However, there are diverse views by scholars as to the impact of public spending be it on infrastructure or not 

on economic growth. Babalola (2015) finds that government spending has a significant positive effect on 

economic growth and development in Nigeria. Connolly and Li(2016) find that increase in public expenditure 

has an adverse impact on economic growth. Iheanacho(2016) investigated the contribution of government 

expenditure in Nigeria and found a negative long-term relationship between economic growth and recurrent 

expenditure. Aigbokhan (1999) determines that “to promote investment-led growth, the type pronounced 

consistently in the government budget statements across the world, there would have to be adequate funding of 

infrastructure both to create new capacities as well as maintain existing capacities”. In fact as social 

infrastructure becomes stronger, economic growth is easily attainable and sustainable. On the contrary, Mitchell 

(2005) argues that government spending be it on infrastructure or not, by its nature is often economically 

destructive regardless of how it is financed. 

II. CONCEPTUAL FRAMEWORK OF INFRASTRUCTURE AND ECONOMIC GROWTH  

 
     To understand the impact of infrastructural investment on economic growth, there are five broad concepts to 

reference in explaining this relationship and they need to be fully explored. These theories include; Stakeholders 

Theory, New Public Management, Fiscal Illusion, Keynesian Theory and Public Expenditure. Assessing these 

benchmark ideas appropriately will help us know when there is a need for infrastructural investment and how it 

could be provided to create the desired outcome in an economy. 

 

A. Stakeholders Theory 

     This theory is used as a suggestive tool to identify the points at which stakeholder’s lose hope in the spending 

process by government investors in the absence of integrity. For instance, stakeholders such as taxpayers or 

citizens are interested in what the government offers from spending taxpayer’s monies. Their interest is more 

about value for money. They expect transparency and accountability for the use of public money. In most 

developing countries today, infrastructure investments have not impacted on economic growth adequately 

because of corrupt practices in the implementation of such projects.  

 

     Those who manage national resources should be accountable to spend wisely, change bad practices and 

restore public confidence. When imagination in infrastructure installations is joined with common purpose; this 

will bring the out the desired impact on economic and social transformation. 

 

B. New Public Management Theory 

     This theory involves the introduction of private sector management and incentive structures into government 

expenditure management systems. Advocates of this theory including Gruening (2001), argue for incorporation 

of the basis of private sector methods and incentive structures to improve efficiency in government activities. 

Government activities should be measured using standard yardsticks rather than basing it on subjectivity. The 

measurement of efficiency or effectiveness of government spending had been largely subjective across 

developing countries.  Therefore, assessing the impact of government spending on infrastructure for instance 

should move away from analyzing uncertainty to impact driving approach. 
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C. Fiscal Illusion Theory 

     In the assessment of Oates (1985), fiscal illusion infers persistent views and biases that public budgetary 

decision in any direction is based on imperfect knowledge. Afonso (2014) argues that the benefits of 

government activities appear to be unrecognized by citizens. But without doubt, citizens feel more directly the 

impact of sources of financing the budget, such as taxes. This theory is necessary to explore in order to expose 

the fact that sometimes the real programmes of government are concealed to accommodate unnecessary 

spending. This theory is crucial to comprehend because sometimes the real benefit of infrastructure spending 

may not automatically translate into economic growth. 

 

D. Keynesian Theory 

     Keynesian theory (John Maynard Keynes, 1936), assumes that government intervention into economic 

activities has stabilizing effect, especially during recession. The theory argues that with government 

infrastructural intervention, unproductive sectors will spur into activities (Jahan, Mahmud, and Papageorgiou, 

2014). Keynesian concept is still alive among economists who often advocate the need to raise public spending 

particularly infrastructure to enhance economic growth. However, some scholars including Aregbeyeni and 

Mahmud (2015) and Mitchel (2005) argue that Keynesian theory sometimes fail because lower tax rates as 

against higher tax rates to finance infrastructure spending, have been found to boost economic growth. 

 

E. Public Expenditure Theory 

The public sector has a role to play to ensure the smooth running of economic activities. But government has 

numerous goals and involves several stakeholders. Therefore, efficiency and equity should be the guiding 

principles for public expenditure (Hindriza & Myles, 2005; Samuelson, 1955). Efficiency has to do with the 

balanced understanding of government revenue and expenditure towards the provision of services to the 

stakeholders. Equity on the other hand, is about sharing of public gains among stakeholders. The theory behind 

public expenditure is the Wagner’s law of increasing public expenditure. This law was formulated by Adoph 

Wagner (1835-1917), which states that for any country public expenditure constantly rises as income growth 

rises. Therefore, there is a proportionate relationship between infrastructure spending and economic growth. 

 

F. Economic Growth 
     The ideology of growth dates far back to the eighteenth century, when Adam Smith published his Wealth of 

Nations, which centres on the pursuit of economic growth. Economic growth is an increase in the monetary 

value of goods and services of the country over a given period of time usually one year, and is indicated by 

GDP.  

 

     There are mainly two types of economic growth theory: classical and neo-classical which is typically the 

Solow-Swan modern of growth theory. This study focuses mainly on the Solow-Swan growth theory which 

focuses on three factors that affect growth, including labour, capital and technology, with particular focus on 

technology represented here as infrastructure advancement. Wells (2015), the Solow-Swan argues that it is 

technological advancement that grows an economy because labour and capital productivity depend on such 

technological advancement. It argues that when government spending on technology (or infrastructure) is low, 

there is little economic growth. Hence government spending on infrastructure is necessary for economic growth 

as supported by Keynesian theory, vent for surplus theory etc. 
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Illustration of the Framework Concept of Infrastructure and Economic Growth 

 

III. CONCLUSIONS 

 
     Infrastructure stock acts as a steering wheel of economic activity and is one of the main supports to economic 

growth. Infrastructure is the main vehicle for economic growth and hence development.  

 

The macroeconomic positive effect of public investment in a large number of countries is a strong case for 

increasing public infrastructure investment in countries where conditions are right or economic institutions are 

functioning well. 

 

     Public infrastructure investment can have robust effect(s) on the macro economy. It raises output in the short 

term by boosting aggregate demand and in the long run by raising the economy’s productive capacity. In 

addition, the boost to the Gross Domestic Product (hereafter, GDP) a country gets from increasing public 

infrastructure investment tends to offset the rise in debt, so that the public-debt-to GDP ratio does not rise. In 

other words, public infrastructure investment could pay for itself, if the investment is done correctly. 

 

     Infrastructure has a strong forward and backward linkage within the economy. It affects economic 

transformation process both at the production and consumption levels.  It contributes to economic growth in 

various ways such as reducing input costs, by increasing the productivity of other factors like capital and labour, 

providing more job opportunities and by attracting foreign and local investment.  

 

     At the consumption level, it contributes to the quality of life of households through providing clean water, 

sanitation, electricity, transport and communication facilities, which increase the real income level of 

households on the one hand, and help to reduce environmental pollution on the other. 

 

     The role of infrastructure sometimes varies with the stages of economic growth. The link between 

infrastructure and economic growth become more prominent when public investment in construction 

maintenance becomes a valuable policy tool to provide economic stimulus during recessions. As the World 

Development Report 1994, states that the demand for infrastructure services is itself sensitive to economic 

growth, which is difficult to predict.  

 

In the above contextual framework, there is no denying of the fact that infrastructure investment is an instrument 

of economic growth in modern economies. 
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