Briefing note on phase ii of the finance component of the euwi

1.1 Introduction

The purpose of this note is to 

· Provide some reflections on the discussions that took place in the EUWI FWG meeting on 9th July 2004 at DFID.

· Suggest a draft framework for moving the FWG Phase II programme forward both through the upcoming EUWI meeting at the Stockholm World Water Week in August and toward the production of report material in October/ November.

1.2 Attendees

The following people attended the meeting (the second of the Phase 2 FWG meetings):

· Jeff Delmon (DFID)

· Jack Moss (Suez)

· David Redhouse (WaterAid)

· Sara Browning (EBRD)

· Joanne Greene (Tearfund)

· Pierre-Louis Petrique (Saur)

· Dominic Waughray (ERM)

· Courtenay Venton (ERM)

· Niraj Shah (ERM)

1.3 Context of the Discussion

Phase 1 of the EUWI Finance Component identified the need for increased flows of public and private finance, and increased efficiency in the use of existing sources of finance, to be leveraged to meet the MDGs in the water and sanitation sector. 

It also highlighted a number of constraints to leveraging more finance into the WATSAN sector, and provided suggestions of how these constraints could be alleviated. The report presented a desk-based, supply-side point of view. It was suggested that this second phase of the FWG could help, on the one hand, to validate these Phase I findings by analysing country level, demand side evidence as to the existence and nature of the constraints identified; and on the other hand, to draw upon the field experiences of the Phase 2 FWG members, to help identify practical ways in which the EUWI could remove some key blockages to finance flows into the WATSAN sector. 

The group agreed that Phase 2 of the Finance Component should focus on the delivery of practical, targeted and demand-led guidance on how to “bust” some key blockages to finance flows. In particular, this focus will respond to the needs of the EUWI regional components, particularly the Africa and EECCA regional components.  

1.4  The Process

The work of the FWG will be process based. Many FWG stakeholders have specific experiences and points of view to share, that need to be carefully moulded into an overall whole, as the first FWG meeting in May indicated. It is suggested that, to be successful, the following process-based approach for the Phase 2 work of the FWG could be adopted. 

Step 1: Delivery of all country studies from those FWG members who offered to produce them. ERM will identify any key gaps where further information needs to be solicited (for example from the poorest countries, which may not have been adequately represented thus far). Using some limited research time, and with the help of some of the FWG members, ERM will seek to fill these gaps prior to Stockholm.

Step 2: ERM will draw out key findings from these studies relating to common constraints to finance; compare these with the findings of the supply-side orientated Phase I report; and subsequently identify a set of common problems and blockages with regards to WATSAN financing from a user (demand side) perspective. This will help considerably to strengthen the findings from Phase I.

Step 3: Based on this analysis, ERM will develop a framework for the Phase 2 EUWI Finance Component, which will be presented to the FWG at Stockholm. Building on the 9th July discussions, this could take the following approach:
1. Develop a sustainable demand-led project pipeline. It is necessary but not sufficient to suggest how to stimulate or leverage more user or domestic finance for WATSAN projects, if there is not an adequate pipeline of viable, demand-led and sustainable WATSAN projects to be financed. 

Drawing on the experiences of the FWG members, key blockages to robust project pipeline development will be identified and recommendations for practical “blockage busting” made. It will be important to draw on the thoughts of all types of stakeholders involved – from the (I) NGOs, private sector operators and bankers (through a potential meeting with the City), through to IFI and donor agency representatives, AMCOW/EECCA etc., as they have different experiences and views on this issue.

2. How to stimulate and leverage more user finance. A key source of finance for this project pipeline should come from domestic sources and be focused on smaller scale projects. 

Drawing on key lessons from the FWG country studies and the research on user finance initiatives. (i.e., what has worked, what are the obstacles, etc?), and using the FWG members to help discuss and identify innovative ways of leveraging domestic finance, a set of general recommendations/ guidance points will be developed. The FWG will work with AMCOW/EECCA representatives to identify other region specific initiatives and constraints, which relate to stimulating more user and domestic finance for the WATSAN sector.  

3. Streamline existing mechanisms. Despite the plethora of infrastructure or WATSAN-specific aid financing initiatives, mechanisms and instruments which are currently available or being designed, a demand-led market for WATSAN projects, that helps to meet the objectives of the EUWI is not being – or is unlikely to be - stimulated. Phase 2 of the finance component will provide practical recommendations on how to rationalise existing financing-mechanisms. 

The FWG will critically review the range of financing mechanisms for WATSAN project development and, with the input from the experience and opinions of the FWG, identify what’s working; what’s not; and what could be changed/adapted. 

The FWG proposes a stepwise approach that will enable a strong demand-side perspective to be built into the EUWI:





Explore how best to stimulate domestic finance; 


Identify the barriers to sustainable, demand-led WATSAN projects; and 


Provide a critical analysis of existing financing mechanisms. The FWG will also offer practical support to the regional components and to the Commission Task Force on the ACP-EU Water Facility.





A successful output from a well structured discussion in Stockholm, will be to achieve consensus amongst the FWG members as to the process Phase 2 will follow, its aims and its objectives, and the scope and probable content of its eventual recommendations.









