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Innovative financing approaches for the water sector

1. Expansion of joint financings with special regard for waste water disposal
In the future the existing instrument of joint financing should be utilized more strongly through administration by a lead donor. This means that the donors interested in a co-financing undertake to make their funds available through a lead donor (principle of "caisse unique"). This lead donor is contractually authorized to administer the overall programme in coordination with the participating donors in accordance with its set of rules. The advantage is that the donor community speaks in a single voice and creates synergy effects, for instance by agreeing on a single tendering procedure. In cases where funding of bilateral projects is found to be inadequate there would also be the guarantee of swift implementation for additional donors and, thus, a faster outflow of funds.
2. Micro financing for tertiary Systems
Poor population groups in particular often have great difficulty raising the funds for their domestic connections. These costs could be financed with credit from local micro finance institutions, the operator or other suitable intermediaries. The donors would be able to make available a guarantee fund or a credit line.
3. Improving the Preconditions for PSP Approaches
For private investors the risk of taking over a system is often too high. It requires a great amount of effort to estimate the condition of existing infrastructure (and the associated operational risks). This dissuades potential investors. In order to reduce such risks it is conceivable (and is already being practised) to finance investments in a system to be rehabilitated or modernized from the ODA funds to improve the preconditions for private involvement.

4. Fund to Promote Greater Poverty Orientation (Pro-Poor Growth)

In some countries the selling price at public standpipes is higher than the lowest tariff for a domestic connection because a commercial leaseholder is interposed at the expense of the ultimate consumers (water kiosk). The system operator could be provided with a fund for spare parts endowed with ODA funds. This fund, however, would be approved only on the condition that the standpipe prices be subsidised to the lowest tariff level of a domestic connection, coupled, if appropriate, with the requirement that the standpipe locations be extended into the poor settlement areas in the peripheries. It would be important in this regard to agree on a practicable exit strategy already at the beginning of the measure.

5. Complementary advisory Fund
a)
Many public operators are facing far-reaching changes on the way towards decentralization, in involving the private sector or, for example, in setting up regional associations. For this purpose they require external advice ("transaction adviser"). 

b)
In PSP approaches the relevance of poverty reduction often drifts out of view. We consider it necessary to implement complementary advisory measures to ensure that the needs of the poor are met. A fund should be established for this purpose; if appropriate on a central basis for the entire region of sub-Saharan Africa.
c)
The FC complementary measures should be applied more intensively with the objective of durable poverty reduction. Experience shows that the lasting success of projects in SSA decisively depends on them. Models to be followed could be the so-called IEC measures (Information, Education, Communication), as they are being conducted in the fight against AIDS in Social Marketing of condoms. In parallel we recommend an intensified "Social Marketing for Water" which should be carried out by specialized consulting firms and go far beyond classic hygiene education, particularly with a view to the marketing of the product of drinking water... It should also be considered whether a component of this sort could not also be financed with funds provided through a regional fund, an objective being pursued in the marketing of condoms. 

6. Regional water funds

Increasing use should be made of regional executing agencies to implement an integrated management of water as a natural resource (no commitments to individual countries but support to cross-border water catchment areas). Examples of this include SADC, the Nile Basin Initiative, and the Lake Victoria Protection Initiative.
7. Risk insurance facility for PSP

Private investment capital (equity for investors and borrowed capital from private and public banks) for infrastructure projects in developing countries can be obtained only if political risks can be covered adequately. In order to mobilize borrowed capital a risk guarantee fund endowed with ODA funds could be established and made available to the banks; it would intervene as soon as the first instance of non-performance of debt service occurs. Thus a fund of this sort would serve as a cash reserve to settle losses so that secured loans would not have to be called in to enable losses to be settled. This would give sponsors and lenders more time to work out a viable solution to problems that arise. For details see Annex 1.
8. Co-financing facility for PSP

This instrument could serve to mobilize borrowed capital as well. The objective is to set up a co-financing fund endowed with ODA funds for the provision of subordinate loans. In the event of default the lender would be satisfied first and the subordinate loan only thereafter in a second step. This would substantially improve the risk position of the provider of borrowed capital. For details see Annex 2.
Please note: The two proposals mentioned last (para 7 and 8) are likely to be applicable only in a few individual cases given the overall conditions prevailing in sub-Saharan Africa.


