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Financing Infrastructure

MEXICO CITY DECLARATION FOR HABITAT Il
FINANCING URBAN DEVELOPMENE:MILLENNIUM CHALLENC

A Financingurban development

Is not only about urban services the challengeaims to
contribute substantiallyto the eradicationof poverty and
the reductionof the dramaticinequalitiesand gaps

A Cities, small or big, are reliable partners:

Vulnerable or impoverished cities are defined as such, not
because they have no wealth to build on, but because loca
savings are not invested locally, oo credit is providediue

to lack of confidence and track record of successful
transactions as well dack of adequate financial
mechanisms




General Overview of

Municipal Infrastructure Finance Vehicles




1. Municipal Development Funds (MDFs)

C Growing decentralization and urbanization /
Underdeveloped credit market

C Intermediation of funding to local
governments

C Can have public, private or mixed ownership

C Transitional instruments to pave the way for
seltsustaining municipal finance systems that
allow tapping capital markets



1. Municipal Development Funds (MDFSs)

C 1stand 29 Generations of MDF: Government
Financial Intermediaries to channel state budgets or
|Fl loange.g., Tunisia, Georgia and Macedoriia)

A Supply funds at belownarket rates, often combining

A

oans (ideally at market terms) with grants.

ntroduced in environments where there is no private
ending to local governments and where private
markets cannot be developed in the shoerm.

Can evolve into institutions that compete freely with
private-sector lenders

Performance grants tie municipal reforms to capital
grants or free transfers.



1. Municipal Development Funds (MDFs)

C 3 Generation of MDF: Bridge to the private credit
market(e.g., India TN, Colombia, Czech Republic, South Africa)

A Prepare municipal and financial sectors for private
ending to municipalities.

A Lend at market rates, allocate capital through arm's
ength decisions of commercial banks or other private

enders.

A Require that private lenders assume credit risk and
seek to establish a track record of municipal
creditworthiness




A Advanced Fiscal
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2. Pooled Financing for Small Projects and LGs

Several projects /municipalities are pooled together in a single
debt issuance, thereby reducing transaction and borrowing cos

Pooled financing is suitable for smaller municipalities, with [ow
debt requirements and lower creditworthiness.

Credit enhancements (Debt Service Reserve Funds / guarante
are used to facilitate market access.
Examples:

C Tamil Nadu Urban Development and Water and Sanitation Pooled Fund (WSPI
C Bangalore Water Supply and Sewerage

Used in the United States for the funding of small infrastructure
projects in the water and sanitation sector: State Revolving Fur
(SRFs) for Water and Sanitation



3. Credit Enhancement Entities

Innovative local credit enhancement entities and techniques
(Guarantee Agencies / Funds) to mobilize domestic commerci:
debt for subnational infrastructure finance:
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In subnational lending.

Can be of public or mixed nature.

Widely used in the United States gii@ancial crisis (Monoline
Insurance Companies).

Do not have to be seen as a transitional mechanism, but rathe
as a permanent fixture in a robust capital market.



4. Landbased Financing

C Techniques include:
Longterm lease of land in exchange for anHupnt payment (China)
Land sales (Vietham)

Sale of land development rights (Brazil)

W N e

Bank borrowing collateralized by the land that will benefit from the
Infrastructure

C Expedited urban sprawling and lack of competition among
private land developers are often associated issues.

C Alternative Mechanisms for Land Value capture:

A Some other countries capture revenue from increased land values arisil
from government actions that change land uses.



Do you want to live here?

+ The exlstenoe of distrassed wrban areas and wozant
frisrcels of laeed can negutivsly impact o city % invesiment
fiatieens and aconnmis acthity.
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Or here?

Washington DC. Anacostia



Shanghai, Xintiandiarea




Here ?




Here? Or here?

Puerto Madero Regeneration Project in
Buenos Aires



