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Presenter
Presentation Notes
There is widespread recognition by the international donor community that a greater role for the private sector is essential for tackling many of the development challenges outlined in the ambitious Millennium Development Goals. Direct assistance from donor governments will not be sufficient to meet these challenges, and innovative ways to leverage private sector resources are needed. In recent years several multilateral development banks and bilateral development agencies have introduced partial loan guarantees as part of their assistance efforts. These loan guarantees are largely designed to stimulate private sector lending that will advance the Millennium Development Goals. The guarantees are often provided to lenders in developing countries for loans denominated in the domestic currency. 
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WSH Is a good Investment

Operation
Construction| . .. Amortized and
Lifetime :
cost (years) annual maintenance

(US$ per y cost (US$  (USS$ per
capita) per capita) capita)
Basic sanitation 60 5 12.0 n.a.
Water supply (house) 150 20 7.5 10
Water supply (shared) 40 20 1.0 1
Hygiene 1.6 5 0.3 n.a.

Source: Disease Control Priorities in Developing Countries, 2nd Edition;
Water, Sanitation and Hygiene Chapter; Cairncross and Valdamanis, 2006
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Presentation Notes
Even “basic” WSH services are relatively expensive
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Cost-Benefit is high

Water Sanitation

Cost:Benefit ratio of meeting MDG targets 1:4 1:9

Source: Hutton, Bartram & Haller, WHO 2007

Seek ways to invest
resources strategically and effectively


Presenter
Presentation Notes
The main contributor to economic benefits is time savings associated with better access to water and sanitation services, contributing at least 80% to overall economic benefits. 



Note that the results are highly sensitive to changes in assumptions, but in the greater proportion of scenarios the interventions are still cost-beneficial.





Who will pay?

The global funding gap for water will not be met by external donors alone!

Current Investment Sources:

 Domestic public sector [64%]

 Domestic private sources [19%] 

 International private sources [5% of total expenditures] 

 International donors (multilateral and bilateral) [12%]

Given the “gloomy arithmetic” of WSH --- 

USAID must seek ways to invest  its resources strategically and effectively
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e Grants
e Loans
e Global Development Alliances

 Development Credit Authority - allows
USAID to utilize the full-faith backing of the
United States Government to provide a partial
guarantee on loans made by private sector
banks or microfinance institutions


Presenter
Presentation Notes
Credit to the private sector plays a crucial role in economic growth. 

Why is this important in WASH?  Because the markets are not well developed in the WASH sector, and we need to build confidence on both sides – for banks, that this is a sector with latent demand, and financing is often the limiting factor for household and community investments, and for communities, to build capacity to manage finances.

Partial loan guarantees have the potential to increase the amount of credit through 1) increasing banks’ understanding of the WASH sector to reduce risk perception; 2) lowering collateral requirements; and 3) extending the period of repayment, which is a barrier for financing businesses even when credit is available.  Note that partial loan guarantees typically do NOT reduce the interest rate for loans. 

DCA guarantees are generally offered through four different products – loan guarantees, bond guarantees, loan portfolio guarantees and portable commitment guarantees. 
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ronmeameanreore  Slakeholder mapping

e Level of resources available

* Type of resources (financial, technical
assistance)

o Strategic priorities (geography, sectoral)
 Analysis of banking system
— Loan repayment time

— Collateral requirements
— Financial information (quantity and quality)

Where can DCASs help?
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Partial loan guarantees can have significant impact on several types of businesses and sectors that are important for the water/sanitation/hygiene sector, including micro, small and medium enterprises (SMEs), and housing. 

Banks lack reliable information and data about borrowers that can demonstrate cash flow and profitability, and may lack skills in analyzing credit risk in new sectors. 

In cases where the household solutions are proven to be cost recovering, financing may have a larger impact and greater scale than grant assistance. Where USAID can collaborate with other donors working in this sector, to bring in commercial financing by lowering the risk in entering this new sector, the DCA is a useful tool.

Given the different comparative advantages of donors, its important to utilize the strength of each. At USAID, we do not have the same level of funding for grant assistance as some other donors for low-cost water treatment solutions. However, our Development Credit Authority (DCA) allows us to utilize the full-faith backing of the USG to provide a partial guarantee on loans made by private sector banks or MFIs. The cost of the guarantee is subsidized by USAID, but also requires the partner financial institution to pay an initial and utilization fee during the course of the guarantee.  DCA can be used to lower the risk for commercial bankers to enter the sector. Technical assistance, for example from a partner like WSP, can work with the private sector partners to build capacity in managing transparent accounts that increases the confidence of banks that this is a low risk, profitable sector.




Example of Finance Value Chain

Loan repayment note and
deposit to savings account

. Credit Unions -

Identify value chains
Evaluate value chains

Participant workshop and
determination of business
opportunities

Credit analysis
Contracts and agreements
Loan contract

Loan disbursement
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http://www.microlinks.org/file_download.php/Value+Chain+Finance+Methodology+WOCCU+Peru.pdf?URL_ID=24894&filename=12305760521Value_Chain_Finance_Methodology_WOCCU_Peru.pdf&filetype=application%2Fpdf&filesize=115924&name=Value+Chain+Finance+Methodology+WOCCU+Peru.pdf&location=user-S/



POU and other household level products and services are largely sold at cost recovery

For these products, enabling financing may have a larger impact and greater scale than direct grant assistance 





Innovations in Financing Value Chains

a. Activity, Product or Model Name

Value Chain Finance Methodology

b. Contact Information

Stephanie Grell Azar

World Council of Credit Unions (WOCCU)

601 Pennsylvania Avenue, NW

South Building, Suite 600

Washington, DC 20004

(202) 508-6756, sgrell@woccu.org

Luis Jimenez, WOCCU Peru Project

Director ljimenez@woccu.org

c. Donor

United States Agency for International Development (USAID)

Office of Microenterprise Development

d. Name of Implementer

World Council of Credit Unions (WOCCU) with the support of Peru’s National Credit Union

Federation (Federación Nacional de Cooperativas de Ahorro y Crédito del Perú [FENACREP])

e. Total Cost and Length of Program

Three-year, $1.3 million program, including three components 1) value chain finance, 2) product

development and institutional strengthening, and 3) the creation of a national shared branching

credit union network.
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Global Partnership for Output-based Aid L

USAID DCA

To reduce risk
of loans in a new
\_ sector

Enterprises
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USAID partnered with WSP AND GPOBA to entice K-REP Bank, a commercial bank with a pro-poor focus, to offer community-managed water enterprises loans to increase water connections and collect revenues from clients. �The usual collateral requirements for K-REP to enter such a new and risky sector were too high without the support of the guarantee. At the same time, the co-funding and technical assistance from WSP and other donor entities was essential in organizing the groups into bankable clients. 

 ALSO ESSENTIAL WAS THE “BUY DOWN” OF THE CAPITAL COST THROUGH THE GPOBA, WHICH WILL PAY KREP 40% OF THE CAPITAL INVESTMENT ONCE CERTAIN HURDLES HAVE BEEN MET. 

 THIS IS CRITICAL TO MAKING THE CAPITAL MORE AFFORDABLE TO THE END USER BUT REMAINS A RISK TO THE LENDER – WHAT IF THE “OUTPUT” IS NOT ACHIEVED? 

 SO THE DCA WAS USED TO PROVIDE COLLATERAL ENHANCEMENT PRE – AND POST THE RECEIPT OF OUTPUT-BASED AID.   

  

WHY POST? BECAUSE BANKS REMAIN WARY OF CASH FLOW BASED LENDING, PARTICULARY FOR ESSENTIAL SERVICES LIKE WATER. SO DCA IS ABLE TO PROVIDE A RISK MITIGATION FOR 50% OF OUTSTANDING TOTAL PRINICIPAL FOR THE LIFE OF THE DEAL TO ENCOURAGE PRIVATE CAPITAL TO TAKE ON THE RISK. 

 IT IS IMPORTANT TO STRESS THAT THIS DEAL HIGHLIGHTS THE CRITICAL ROLE OF MULTIPLE PARTIES – WSP IN ITS FOCUSED AND EXTENSIVE TA; GPOBA IN ITS ABILITY TO MAKE THE INVESTMENT MORE AFFORDABLE TO THE END USER AND REDUCE THE TERM RISK TO THE LENDER; AND USAID’S DCA TO PROVIDE AN IMPORTANT ENHANCEMENT THROUGH THE LIFE OF THE DEAL. 

 

Such projects as the example provided above can take years to develop, but when donors plan and organize from the start – utilizing the strength of each – it will be possible to build a more viable product that will have a longer-term impact. 

  

Anthony is working with GPOBA on a similar scheme in Tanzania, although I don’t know if WSP is involved (I think it isn’t). So the Tanzania deal would be us providing a 50% gtee to commercial lenders, who make loans to SMEs, for smaller scale water infrastructure improvements. GPOBA buys down the loan at a certain point. 
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USAID DCA

To guarantee
affordable
financing from a
commercial bank
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building the capital of a financial institution. �For example, if a microfinance institution is interested in piloting a POU-model for clients, but does not want to use their own capital. A MFI can use the partial guarantee to find affordable financing from a commercial bank at a lower interest rate than might normally be charged to an institution targeting the poor with a loan for water treatment technology. This is something that is currently being explored in India and Cambodia. �
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{g When NOT to use a DCA!
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Financial

Technological/Behavioral

Key to any type of successful merger or partnership between a financial institution and a water treatment innovation will be the capacity of each institution to understand the market (financial sustainability) and the viability (technological/behavioral sustainability) of the proposed product or service. Not all innovations are necessarily viable if clients fail to use the technology correctly (such as replacing filters periodically). 

Since MFIs are in the business of lending and not water access, the responsibility of the effective use of the technology will lay with the producer of the product. Financing is simply a conduit for scaling up a proven, sustainable innovation and should not be viewed as the solution in itself.



Governance

Loans to communities to improve service delivery often need technical assistance to build capacity to manage funds and report on funds in a transparent manner



Environmental

Water and sanitation have the potential to impact both water quantity and quality. Pay attention to unintended consequences of developing water resources and managing sanitation and sewerage!



DCAs should be used if:

A market imperfection exists, where creditworthy borrowers cannot access credit

The loans would not be made without the guarantee (reduces market-entry risk for lenders contemplating new products/markets)

The loan guarantee does not create incentives for “moral hazard” (reckless conduct) on the part of lender or borrower
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Questions?

Thank you for your time

John Wasielewski, Director
USAID Office of Development Credit
jwasielewski@usaid.gov
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