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In order to
finance the needs
of their cities, local

authorities must demonstrate
unprecedented capacities for
managing and diversifying
o o their sources
t of funding.
g Cl leS The daily living
conditions of
city dwellers are dependent
on the way in which this
highly technical
issue is
managed.

oday cities have substantial
Tfinancial requirements that

are supported by their
growth. Access to basic services,
housing, transport, waste collec-
tion and disposal, environmental
protection and providing the
urban population with decent liv-
ing conditions all demand consid-
erable investment and sizeable
operating funds. In the waste-
water treatment sector alone, an
estimated 14 billion euros of in-
vestment will be needed every
year until 2025.

Traditionally, cities’ needs have
been financed by States and local
taxes. Today, State transfers have
not entirely disappeared, but they
are now part of a move towards
decentralization, which tends to
increase local responsibilities

ects: developing local taxation;
resorting to borrowing; and im-
plementing public-private part-
nerships. None of these options
rules out the others; on the con-
trary, good local management im-
plies combining all three and of-
fering them in as many different
forms as possible.

Developing own resources

Cities are in a paradoxical econom-
ic situation. Today, everywhere in
the world, they are the engines of
economic development, hosting
the majority of industrial and com-
mercial activities. Their contribu-
tion to national wealth fluctuates
from country to country, standing

A change of approach

Access to basic
services, housing,

.. transport, waste
The Senegal Municipal collection and

development agency (MDA) disposal,

was created in 1997 to environmental

provide all municipalities in protection: providing

Senegal with financial the urban population
. - . with decent living

services: automatic financing .

" . ) conditions demands

is established on the basis of considerable

simple criteria (population investment.

size and creditworthiness).

A subsidy covers 70% of the

amount, supplemented by

a loan for 20% and the

remaining 10% are self-

financed. Investment is put

into operation by a

delegated project manager,

in close cooperation with the

MDA. Finally, this financing is

set down in a city contract

with the State to which is

added a financing agreement

between the municipality

and the MDA and especially

Achieving autonomy

at between 50% and 80% of GNP.
The major cities of South Africa -
Johannesburg, Durban and Cape
Town - produce 50% of the coun-
try’s GNP. But this important role
does not provide them with their
own resources. In most cases, the
State collects revenue from eco-
nomic activities without any redis-
tribution.

Furthermore, local taxation is not
always equal to needs. In African
economies, taxation does not ex-
ceed 1% of local GDP, when it
should be closer to 5%; the infor-
mal sector and households do not
pay taxes deemed illegitimate.
Increasing tax coverage first im-
plies defining an urban policy
project capable of mobilizing
local resources.

Another stumbling block is the

Any talk of “financing local authorities” implies moving
away from selective initiatives linked to the decision

to finance a specific project and towards financing
mechanisms that meet medium- and long-term financial
requirements, in line with the model of action carried
out within specialized financial institutions in North
Africa (CPSCL, FEC) and South Africa (DBSA, INCA). Risk more and to become less
assessment is different and stresses borrower risk, dependent on State
without underestimating project risk. subsidies.

without always transferring the
corresponding means of action.
Furthermore, local taxation is
often too low to provide the miss-
ing resources needed.

a capacity building program.
The main objective is to
improve the municipality’s
creditworthiness in order to
allow it to gradually borrow

definition of land ownership, the
basis of the main local taxes.
Setting up an urban register —
identifying parcels and their own-
ers — makes it possible to expand
the tax base. In Benin, the cre-
ation of an addressing system has
resulted in tax resources being

This situation is observed in all
cities and opens up three broad
possibilities for funding city proj-
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Financing cities

mechanisms, generally directed
at the private sector. For exam-
ple, the Development Credit
Authority of the US develop-
ment agency USAID guarantees
50% of municipal bond issues
and provides technical assis-
tance.

These mechanisms do not rule out
the possibility of simultaneously
developing public-private part-
nership systems for local public
services, which falls outside the
scope of municipal credit in the
strict sense.

Becoming partners

Another source of funding for
services is the formation of public-
private partnerships.

Suitable financial support

Recognition of the new requirements of cities is leading
certain financial backers, including the French
Development Agency (AFD), to adapt their financial tools.
In addition to financing provided to States (“sovereign”),
they offer financing to authorities (“sub-sovereign”)
either directly or through specialized institutions. Another
option is to make it easier for them to gain access to the
financial market. These new tools are in the development
process and require new and specific techniques. The
Municipal Finance Task Force centralizes many of these
experiments and thereby offers a forum for reflection on

current practices.
www.afd.fr — www.mftf.org

The city of Stockholm
in Sweden has a
budget of 5450 US$

compared to only
0.09 USS$ in Kinshasa,
in the Democratic
Republic of Congo.

Rating the Indian way

In India, the Credit Rating
Information Service of India
Ltd., the leading national rating
agency, launched a credit rating
service in 1997 for authorities
based on six factors: (1) the
legal and regulatory framework,
(2) the region’s economic base,
(3) the current financial
situation, (4) the municipality’s
existing operations, (5) the
municipality’s managerial
capacities, and (6) the project

in question. Special importance
is given to the availability of a
stable and assessable resource
for repayment of the debt
service.

The idea is to link the pursuit of a
common interest — generally the
development of basic services —
with a private means of manage-
ment reputed to be more effi-
cient. Private co-financing for
services eases municipal budget
constraints. In Buenos Aires, only
6 million of the total 11 million in-
habitants are connected to the
water mains. Meeting these re-
quirements means extending the
existing mains and building
wastewater treatment plants;
huge costs that the municipal au-
thorities are unable to bear alone.
However, since these services rep-
resent important futures markets,
it is possible to associate private
operators with their running.

Two kinds of partnership exist: full
privatization or the conditional
delegation of the management of
infrastructure of common interest,
such as a water supply network or
a transport network.

Service privatization has been im-
plemented in certain Anglo-
Saxon countries, especially the
United Kingdom where it is sys-
tematic. While it limits the work
of local authorities, it means large
amounts of own funds must be
immobilized on a long-term basis
in private infrastructure.

Public service delegation differs
from public contracts by stipulat-
ing a fixed term for contracts (15
to 50 years) and basing the pay-
ment of contracting parties on
operational results. Delegation
can take different shapes, but al-
ways involves a contract between
a public authority and an opera-
tor (private, semi-public or public)
for a fixed term.

Two broad traditions can be seen
at the heart of this model. The
Anglo-Saxon approach to project
financing — Build Operate Transfer
(BOT) - tasks the concessionaire
with the construction and opera-
tion of the service. It only becomes
the effective owner at the end of
the contract. The interest lies in
financing the initial investment
through users rather than through
taxpayers.

In the French experience of dele-
gated management, public au-
thorities retain responsibility for
works and ownership of infra-
structure. The concession is made
with specifications highlighting
the general interest duties that
the private manager must re-
spect.

These partnerships are aimed at
making service management
more efficient — personnel man-
agement, the devolution of con-
tracts and invoice recovery. Thus,
the first initiatives implemented

by the SODECI in Céte d'lvoire or
Aguas Argentinas involved ra-
tionalizing marketing manage-
ment for the service and the inter-
nal management of the company.
It is also hoped that greater atten-
tion will be paid to service quality
and customer management.

In the late 1990s, these partner-
ships received considerable inter-
est with the signing of high-pro-
file contracts between different
cities of the world and interna-
tional groups, such as Suez in
Buenos Aires. However, given the
start-up investment needed, the
profitability of these contracts re-
quires high stability. Exchange
rate fluctuations and economic
crises have shown that delegated
management does not always
provide sufficient guarantees for
major operators. Turning to pub-
lic or private operators at the na-
tional level, whose requirements
are more modest, may in many
cases prove more functional. This
option is supported by the French
Development Agency (AFD) in
sub-Saharan Africa and in all over
the world.

Whatever the technical methods
chosen, the guarantees needed to
secure external funding remain
inaccessible to many cities of the
world and the field for coopera-
tion in this domain remains exten-
sive. B

When the Bank becomes municipal

Obliged by its statutes to restrict access to its credit
lines for States, the World Bank created the
Municipal Fund in 2003 with the International
Financial Corporation. This institution offers sub-
sovereign credits across a broad range of sectors
(drinking water, sanitation, transport, electricity,
solid waste, district heating, education and health,
and other basic public services), which can benefit a
broad range of bodies from the municipal or
regional public sector (local or provincial
government, public service companies, semi-public
companies, public-private partnerships and financial

intermediaries).

Financing cities

Webography

French Development
Agency — AFD
www.afd.org

Organisation for Economic
Co-operation and
Development — OECD
www.oecd.org
www.oecd.org/dac*
* The Development Co-
operation Directorate
(DAC) is the principal
body through which the
OECD deals with issues
related to co-operation
with developing
countries.
Agence de coopération
technique internationale
du MINEFI — ADETEF
www.adetef.minefi.
gouv.fr

Website of the French
Economic Missions.
www.missioneco.org/me

Dexia
Local development bank.
www.dexia.com

World Bank
www.worldbank.org

International Monetary
Fund - IMF
www.imf.org

European Investment Bank
- EIB
www.eib.org

African Development Bank
www.afdb.org

West African Development
Bank
www.boad.org

Inter-American
Development Bank
www.iadb.org

Asian Development Bank
www.adb.org

Online webography:
www.villesendevenir.org




