DESCRIPTION OF PROPOSED ACTIVITY:

1. Overview of proposed activity:

· Background and issues to be addressed:

In order for cities to be able to scale up their slum upgrading programs or implement their city development strategies, a significant amount of long term capital investment will need to be mobilized.  Capital will be needed to extend basic services such as water and sanitation into under-served slum communities.  Capital will be needed to pave streets and pathways in slum communities, as well as provide street lights and solid waste collection equipment.  City development strategies will require capital to create affordable serviced land in high priority growth areas.  Capital will also be needed to construct facilities such as schools, clinics, markets, and transport stations so that cities can develop their economic potential.  This capital investment is needed in not only a few major cities of the developing world, but in virtually all developing cities.  In most countries, the most rapid growth is taking place in secondary and tertiary cities and towns, while the most daunting current deficits in affordable housing, basic infrastructure and facilities are found in the major cities and mega-cities.  To achieve cities without slums on a national scale, virtually all urban areas will need to be able to mobilize capital to pursue their development.

It is clear that the multilateral development banks and other donor organizations will never have enough resources to directly address the long term capital requirements of all developing cities for slum upgrading.  This will be true even if their resources were doubled or tripled.  Development banks and donors have to use their resources strategically to derive maximum impact.  At the same time, national governments in developing countries do not have the resources to provide their cities with all of the capital they need to scale up slum upgrading to the level required.  The Ministries of Finance are also trying to be more strategic in the way they provide loans, grants and subsidies to city governments.  

So, where can more long term investment capital be found?  If the international development banks, donors, and national governments have insufficient funds, then the only alternative is to seek private capital.  In particular, the mobilization of local long term private capital will be essential (because international long term capital is very constrained by foreign exchange risk).  Mobilizing local long term private capital will be no easy task, but cities in a number of countries are currently demonstrating that it is entirely possible; if local and national governments adopt appropriate policies and methods.  Private long term capital from local sources is currently the least exploited avenue of financing for cities’ investment needs.  

Given the magnitude of the huge infrastructure backlog in basic urban infrastructure such as water and sanitation, the need for debt financing of these long term assets is evident.  Since cities across the world have been given increased responsibilities and powers, the possibility of linking city financing with domestic capital is also emerging. However municipal; debt needs to be serviced, and this requires adequate taxes and user charges.  Investors of private capital require demonstration of a satisfactory revenue stream over time before they will lend their funds to a city or one of its projects.

In some economies, cities have yet to absorb the economics and the culture of debt.  This may be due to internal issues, but more often it is due to a lack of catalytic support from higher levels of government. Successful debt financing of basic infrastructure requires actions by cities and higher levels of government.  Framework agreements between national governments and their cities specifying duties and responsibilities have proven to facilitate a greater flow of private capital (e.g. the Master Indenture in Mexico, the pooled financing structure in the Indian state of Tamil Nadu, etc) The framework agreements may vary in details across countries but they usually contain basic generic elements such as appropriate delegation of fiscal authority, measures to assure credit worthiness of borrowers, and the strategic use of scarce national grants to leverage private capital so as to achieve scale and sustainability.
The Cities Alliance is in a position to be a crucial catalyst to the process of bringing local long term private capital to developing cities.  The membership of the Cities Alliance could use their collective and individual influence and resources to help cities and national governments to take the steps that will make long term private capital flow to investments in slum upgrading and implementation of city development strategies.  There is also scope to identify how multilateral development banks and donor agencies can more strategically leverage their resources to mobilize local private long term capital.  The Cities Alliance can also enlist the help of local government associations to help city governments to understand what they must do to become credit worthy from a private investor’s perspective, and to advocate for the appropriate strategic use of national government resources to stimulate the process of investment.  Working through its members, the Cities Alliance can provide the leadership needed to tap into largely unutilized local long term private capital for slum upgrading and city development. 

· Objective:
The objective of the Municipal Finance Task Force proposed in this application is to identify ways to increase the flow of long term private capital to developing cities in support of their slum upgrading and city development strategies.  The Task Force will operate in an advisory capacity to the Cities Alliance members and others who wish to make use of their ideas and guidance.  The Task Force will serve as a focal point for collecting the experience and views of international experts on municipal finance and private capital mobilization for use in formulating practical guidance to multilateral and bilateral donors, international local government associations, national and city governments.

· Methodology, and sequencing of activities:
The first step in making the Municipal Finance Task Force operational is to assemble a group of highly qualified experts who are willing to donate their time to the work of the Task Force.  Already a number of individuals have been identified as willing to participate on the Task Force.  These include experts from Cities Alliance members, the three international credit rating agencies, a municipal bond insurance firm, a private bank specializing in international sub-sovereign lending, and the head of a financial advisory firm that specializes in sub-sovereign governments.  The Task Force will be directed by the Senior Municipal Finance Advisor (SMFA) in the Cities Alliance secretariat.  The “task manager” identified in this proposal will provide the technology support and day-to-day management needed to enable the Task Force to operate successfully as a “virtual team” and achieve the work program established by the Task Force members.

The second step for the Municipal Finance Task Force is to establish its work agenda and mode of operations.  The work agenda will focus on the production of three principal products: 1) Discussion papers which will be finalized as “Guidance Papers” once a Task Force consensus has been reached on the content of the paper; 2) Case studies of cities, countries, or transactions that have successfully mobilized long term private capital for their city development program; and 3) Technical “tools” that provide generic scopes of work that can be used/adapted by city/national governments, donors, and multilateral development banks to procure services to promote long term private capital investment.  Once the members of the Task Force have been assembled, they will need to define the topics of the discussion/guidance papers, case studies, and tool kits.  The Task Force will also need to determine how frequently they will hold teleconferences, and how they will collaborate using the “virtual team room” to be established by the Task Manager on their internet site as part of this step in the activity. Note: the Task Force draft work products will be placed on a members only web site managed by the task manager.  All members will be expected to comment on the draft materials through “threaded conversations” within set time limits.  Disagreements will be further debated and consensus made explicit through teleconferences led by the SMFA.  The SMFA will also provide the necessary technical support for the Task Force.  In this fashion, the work products will go through an iterative process to arrive at a final document to be published by the Cities Alliance.  

The third step for the Municipal Finance Task Force is to prepare the first Discussion/Guidance papers by drawing on the expertise of the members.  The SMFA will put an outline of each paper’s structure on the Task Force web site so that members can volunteer to draft sections of the papers for discussion.  Draft material will be sent to the task manager for posting on the web site along with a deadline for comments and a location for joining the threaded conversation on the draft material.  The task manager will moderate the threaded conversation to encourage participation by Task Force members.  Issues will be debated and worked through using scheduled teleconferences open to all Task Force members, but led by the SMFA.  When the SMFA is satisfied that a paper is ready for publication, final comments will be invited and the paper (with comments appended) will be produced as a Cities Alliance document.  Production of the discussion/guidance papers will help identify successful cases of long term private capital mobilization for use in the next step of the activity.

The fourth step for the Municipal Finance Task Force is to prepare case studies of developing cities, countries, or transactions where long term private capital has been successfully mobilized in support of a city’s development.  The SMFA will prepare a generic case study outline for comment/approval of the Task Force.  The task manager will then commission the preparation of the case studies (according to the outline) by consultants or task force members on a fee basis.  The draft material will go through the same process as with the discussion/guidance papers to reach the publication stage.  The case study preparer will be paid only after a case study is accepted for publication.

The fifth step for the Municipal Finance Task Force is to prepare the Municipal Finance Tool Kit, based on the ideas developed in the guidance papers and case studies.  The SMFA and Task Force members will draft scopes of work for technical assistance related to important aspects of the work needed to mobilize long term private capital for developing cities.  Draft tool kit material will go through the same process as the discussion/guidance papers and case studies to reach publication as a Cities Alliance document.

· Outputs:
The Municipal Finance Task Force could be an on-going activity generating guidance papers, case studies and tools of interest to the Cities Alliance members, but this proposal covers work to be performed over the first two years.

DISCUSSION / GUIDANCE PAPERS: From four to six guidance papers (or more as determined by the Task Force members) will be the vehicle for presenting the Task Forces views on the best ways to scale up financing for slum upgrading and development strategy implementation in developing cities.  The guidance papers will serve to define the framework agreements between cities and higher levels of government that are necessary to achieve successful private financing from local sources.  Guidance papers are intended to not only identify best practices, but to provide practical guidance to members of the Cities Alliance on how they can best help to promote increases in long term private capital investment in developing cities.  Guidance papers will be presented to the annual meeting of the Cities Alliance Consultative Group.

CASE STUDIES: Four case studies funded by the Cities Alliance will be used to highlight the application of municipal finance models used by specific cities, countries, or transactions.  Additional case studies may be submitted to the Task Force for review and publication by members of the Cities Alliance.  The case studies will draw out the institutional / regulatory / policy considerations that contributed to the success or failure of the model.  Case studies will be presented to the Annual meeting of the Cities Alliance Consultative Group and/or the Public Policy Forum.  

MUNICIPAL FINANCE TOOL KIT:  The Municipal Finance Tool Kit will be a collection of at least four generic Terms of Reference for consultants to prepare analyses and provide technical assistance related to strengthening municipal finance systems and enabling developing cities to access long term private capital for their investment programs.  Each “tool” will be designed to apply the best practices identified in the guidance papers and case studies.  The Tool Kit will be a permanent feature on the Cities Alliance web site and individual tools will be posted as they are approved by the Task Force.

2. Expected impact, and related monitoring indicators and plans (describe how the success and impact of the activity in reaching the objectives listed above will be measured, as well as the indicators to be used and the mechanisms for monitoring and quality review):

At the most mundane level, success in meeting the Task Force’s objective can be measured by their production of guidance papers, case studies and tools.  However, the more important measure of success is the degree to which developing cities are made better able to mobilize long term private capital for their slum upgrading programs and implementation of their city development strategies.  The first measure is easy to monitor, but the second is much more difficult.  

To address the second measure, the members of the Cities Alliance that are co-sponsoring this proposal will agree to report annually on 1) the names of the cities/countries which they know to be using the Cities Alliance guidance and/or tools to mobilize long term private capital, 2) the amount of capital that was mobilized by these cities, and 3) (if possible) the number of slum dwellers whose conditions improved as a result of the city’s investment of private capital.  

3. Consistency with Cities Alliance mission (describe how the activity will contribute to achieving the goals outlined in the Alliance vision statement and in particular to the  reduction of urban poverty):
To the extent that the Task Force’s work leads to an increase in investment in slum upgrading and equitable city development, it will have made a significant contribution to the goals of the Alliance.  As explained at the beginning of this proposal, scaling up slum upgrading to a level commensurate with the global problems of urban poverty will require resources far beyond the means available through multi-laterals, bi-laterals, or national governments.  This point has been reiterated by the independent evaluation of the Cities alliance and several CG meetings which have stressed the need for a financial underpinning to the work of the Cities Alliance.  The municipal finance task force can provide greater coherence to Cities Alliance members’ activities outside of the Alliance as well.  Finally, since the Cities Alliance provides a unique venue for structured engagement between cities and lenders on a global scale, this activity could be interest to non-member multilateral backed financiers such as Gaurantco and the IFC fund.  

After the requirement for political will, the most difficult obstacle to scaling up slum upgrading is the capital investment required.  To the degree that the Task Force is able to positively affect the debate on how best to mobilize more capital for slum upgrading, it will help break a major bottleneck in the scaling up process.

4. Commitment of the government and/or local authorities (describe actions already initiated and other specific commitments by government and/or local authorities - attach supporting documentation):

Since this is a global activity rather than a city/country specific activity, the question is really to what degree is the work of the Task Force in demand by the governments of developing cities and countries?  In India, South Africa, and Mexico, cities are already beginning to tap long term private capital for their investment programs.  There is significant interest in replicating this approach in Morocco, the Philippines, Columbia, and possibly Bulgaria.  Other countries where the conditions may be conducive to the work of the Task Force include Chile, Brazil, Turkey, Tunisia, Jordan, Senegal, Uganda, Pakistan, Thailand, and China.
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