MUNICIPAL FINANCE ON INFRASTRUCTURES AND ITS CONSTRAINTS

(By Mary Jane C. Ortega, Mayor, City of San Fernando, La Union, Philippines at the Conference on FINANCING MUNICIPALITIES & SUB-NATIONAL GOVERNMENTS co-sponsored by USAID, WORLD BANK, INTER-AMERICAN DEVELOPMENT BANK, PPIF, IPWA  at Washington, D.C., September 30, 2004)

It is a privilege to be the voice of a local authority from the south, the developing cities in developing countries, and express the different constraints we have encountered on Municipal Finance on Infrastructures. For this opportunity, I thank USAID for sponsoring this trip. 

And now, let me tell you first about our city.  It is a small city with 120,000 population and transients of 80,000 in a small area of 10,526 hectares in the northern part of the country.
The northern part of the Philippines is called the Ilocos Region, and the people are known to be hardworking and frugal.  In fact, the Ilocanos, as the people in that part of the Philippines are called, were the ones who left their homes and worked in the fields of Hawaii, and they will mark the centennial of their arrival next year, 2005.  They value education of their children first and are known to save their money. While hardworking as a result of poor soil conditions, they are not entrepreneurial and are not good borrowers.  But when they borrow, they cannot sleep until they pay them, making them good credit risks.

But how do you sell to such constituents the need for Municipal Financing for development projects, especially for poverty alleviation?  Because of my exposure to the consultants of the World Bank through the program CITY DEVELOPMENT STRATEGIES, which is now a program of the CITIES ALLIANCE, I learned of the terminology, ‘INTER GENERATIONAL EQUITY’.  During my re-election for the second and third term, my opponents brought up the issue that I was incurring debts and would leave them as a legacy to the second generation. I then explained to them that while it is true we borrow money and the term of repayment is longer than our term of office, (our term of office is three years and the repayment is for fifteen years), whatever we are doing is for the SECOND GENERATION, FOR THEM and they should therefore contribute their share. 

The city borrowed P28M to put up ten school buildings with thirty four classrooms, equipped with furniture, 200 computers, science and reading laboratories. National government cannot supply adequate classrooms to keep up with the population explosion, and if we do not put up the needed classrooms, who will suffer but the succeeding generations.  It is therefore fair that they pay for an opportunity which otherwise would have been lost.

We borrowed P11M for 5-bed lying in clinics and brought health services to the villages, instead of centralizing these through a 30 bed hospital.  In both instances, we had a 50% grant being a newly created city and rated as a third class component city, put up the 15% equity, and 35% to be paid in 15 years.

We also borrowed from the Water, Drainage and Development Program or WDDP of the World Bank through our Land Bank  for P30M.  When they presented the program, the WB officials informed us that we could not borrow for drainage unless we tie it up with sewerage.  I countered I couldn’t borrow for something I do not have authority over since sewerage is under the national government and drainage is our responsibility.  For two years, nobody borrowed from the fund, even after four feasibility studies were done for four different cities for free.  When WB relaxed the rules and allowed loans for drainage alone, with mitigating measures for sanitation, several cities followed suit, borrowing as much as P300M and our loan was the lowest, but it was the ice breaker.  
LESSONS LEARNED: 
1. We have to convince our constituents that BORROWING IS NOT BAD as long as you borrow within the sustainable limit and that the benefits should be communicated and felt by the people.  You may leave a debt behind but the assets would far outweigh the liabilities and payment should not be the burden of this generation but should be spread out to the beneficiaries.
2.  One must understand the local situation to be able to sell an idea.  The culture in the Philippines is we usually do not speak up because we feel that if we do, our guest would be embarrassed.  When rules are given, they see if they can meet it and if they cannot, they just shy away.  They rarely would point it out, you have to be able to ferret it out.
3. Technical Assistance is needed to be able to meet the requirements but more especially, to be able to come up with a good project.  For instance, I formed a Drainage Committee composed of a representative from the national, provincial, and city governments to draw up the technical plans.  In one street that was always flooded because it had no drainage, they proposed a 1meter by 1 meter sized drainage on both sides of the street.  When the WB consultant came, he studied the volume of water, and suggested 1.8m by 1m on both sides.  This brought the price of the project up, but he said," if you do one that is undersized, and it will not solve the problem of flooding, people will then criticize the project and would say we spent for something that does not work."  It is better to spend more but to be sure that it will solve the problem. Transparency would be able to show that the increase in cost is not due to corruption but due to the upgrading of standards. While our local engineers were good, they were balancing the requirement with the financial capacity of the implementer, and they settle with an improvement of the situation but not on the elimination of the problem.
 The residents and the teachers who pass that street have thanked me, and one of them said, “Thank you.  Because flooding on that street was solved, I do not have to buy shoes often because I do not have to replace the ones that get wet.”
In the WDDP loan, there was no grant component because the policy is not to give any to “brown” projects.  And this is another reason why few local governments choose brown projects.
4. I always thought that World Bank officials are inflexible.  This is one experience, and there are many, where I have seen that if you present your case well, they will see the point and can be flexible, without sacrificing quality, of course.

Because of our City Development Strategies, we were able to prioritize our programs and we learned of the different loans available, not only from WB but from other multinationals JBIC, GTZ, ADB, etc.
The city borrowed for another “brown” project and that is for the Sanitary Landfill.  This project was started by USAID in 1986 but was not completed.  A building and the perimeter fence was put up and for 11 years, this facility was unused, in hiatus.We were lucky; we received a feasibility study grant from the Canadian International Development Agency facilitated by the SWEEP project of WB latter part of 1998.  It took one year for the completion of the FS  and another year to get the Environmental Compliance Certificate from our Department of Environment and Natural Resources.  On the third year, my loan application was approved by our Department of Finance through the LOGOFIND and we had the signing of the documents.  However, the conduit did not have any consultant that stayed long enough to evaluate our project.  I felt that they did not have the technical expertise because this was supposed to be one of the first in the country.  When I brought the matter up to the head of the agency, she said, “Be patient. After all, your projects are not run of the mill, and so it would have to take time.”

Because of the lack of knowledgeable consultants in the field, we had to hire a foreign consultant with rates that are the usual in the international market but considered a big sum in a developing city and the people say, “we could have built more classrooms with that money”.  

When Mr. Christian Delvoie visited the Philippines last February, I made an appointment to see him and told him how I was able to accomplish the other projects but not the sanitary landfill because of lack of local expertise.  He then assigned WB experts to help us, and like magic, the project that has been stalled since the signing in 2001 moved.  With our consultant and the focal person from the World Bank, with our local staff having been trained for the BIDS AND AWARDS COMMITTEE, we finished the pre qualification bid, we now have the Terms of Reference prepared and ready for bidding on the last week of October and we hope to have a successful bid so that construction can start in January, to be finished within my last term of office.

By the way, we had failure of bids for the school buildings and the reason is that at first, only local bidders participated.  I thought that it was wrong to invite bidders and that this should be done only through the newspapers.  Secondly, one school building was up in the mountains, and outside contractors hesitated to do all, including the far
flung village. 
What other projects will you start?”  With only a three year term in office, and the long time needed to finish a project, I am hesitant to start a new, long term project. However, if I do not start it, the future leaders will have a longer time to accomplish the project. I, therefore, advise all first term Mayors, to start with long term projects, so that if and when re-elected, they can see their projects finished. But, I add, “do not be discouraged because the ones who will follow with similar projects will no longer have a hard time. They already have a process to replicate.
They say that if there is a flock of geese, the lead goose has to flap his wings doubly hard to be able to break into the wind and the other geese following in a V SHAPE will have an easier time, I was the first to borrow on these types of projects in the Philippines, and I admit we had to be patient and had to flap our wings doubly hard.
The incentive?  We are able to deliver BASIC SERVICES TO ALL and the added icing, is to be able to add:
‘THIS IS A WORLD BANK FUNDED PROJECT” or a USAID PROJECT, or IADF, or IDB, or IPWA, which is synonymous to a stamp of good urban governance.
Another is being undertaken by the Province of La Union.  The City has very good relationships with the province, added to the fact that the Governor is my husband.  When the Asian Institute of Management came up with the results of competitive cities, CSF was adjudged second most competitive among small cities,  We were number 1 in Tertiary literacy, number 1 in quality of life, numbers 2, 3, 4, 5 on other criteria, but with 33 as the worst, we were number 31 in water.  The Province then asked IFC for a grant to come up with the terms of reference for the privatization of the water system in La Union, and $74,500 was given.  Even after a dialogue with the employees of the Metro La Union Water District, the employees filed a case in court to stop the take over of the MLUWD and the eventual take over of a private group.  The Province won the case.  They have now paid the existing loan of MLUWD to the national agency and soon, the bidding can be done.  But this has taken almost two years.  It is to be expected, whenever change is introduced, even if it is for the better, resistance will come in especially from those who have to defend why there is a 60% leakage in their output.
5. POLITICAL WILL  is needed to hurdle the challenges along the way.  COMMUNICATION and TEAM BUILDING are needed when clustering.
6. FAST TRACKING SHOULD BE DONE SO THAT PROJECTS CAN BE SEEN WITHIN THE TERM of office of the political leader.  We believe that with participation of the stakeholders and their commitment, even after the term of office of the Mayor, projects should continue to have the life it was planned to have.
7. MENTORS should teach, guide, inspire and not act as policemen, waiting for the applicant to make a mistake.  
8. COMMON DEFINITIONS OF TERMINOLOGIES must be agreed upon. An example happened with a consultant on our sanitary landfill.  She claimed that our RELOCATION ASSISTANCE PROGRAM was not satisfactory.  From our point of view, we believed, we were generous to the beneficiaries.  For two years, letters were exchanged, documents required, until finally, we were able to invite the one who did the sociological study five years ago, got them together, and with one sentence, solved the problem.  He said, “Please remember, this is not an involuntary resettlement.  The land owners offered their lots to be bought.”  The retort was, “Why did you not say that two years ago?”  On our part, we did not know there was a difference in requirements between VOLUNTARY AND INVOLUNTARY RESETTLEMENT.
In the recent WORLD URBAN FORUM, one delegate stood up and said that we should not give the responsibility to deliver basic services to local officials because they lack the capacity, and central government should play the lead.  Gov. Ortega replied, “I agree there are a hundred who lack the capacity, but we have 100,000 of men and women in local government who are qualified and have the capacity.” It is our challenge in the League of Cities to bring out the best in our membership. We believe in decentralization but it does not mean that national government will no longer play their role, as well as the private sector.  We all have our roles to play.  What we need is teamwork.
At the LCP, we observed that the background of the city mayors are in the field of law, medicine, education, business. Apparently, finance wizards have no penchant for politics or vice versa. We, therefore, have to bring our expertise together.

To end, I would like to quote the late President John F. Kennedy who said, “To whom much is given, much is required.”  He did not say to whom much is given, PERFECTION IS REQUIRED.  To you finance specialists; help the generalists, the politicians.  On our part, since we have been given the trust and confidence of the people, we should strive for PERFECTION, realizing that would be a utopian vision, but in so doing achieve EXCELLENCE.  We are not saints, but in choosing partners, deal with those with CHARACTER striving for EXCELLENCE.  
ALONE, WE CANNOT DO IT. TOGETHER, WE CAN ACHIEVE EXCELLENCE! 
