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Rapid pace
of urbanisation
By Kerry Dimmer
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The way we think about urbanisation has changed dramatically since
Habitat II, where it did not feature as strongly as it will at Habitat III.
Dr Frannie Léautier, Senior Vice-President of the African Development Bank
provides comment on the conference and the economic
sustainability of African cities.
For Africa this is going to be a conference
that will have much importance, and
couldn’t be better timed as the continent’s
cities face and tackle the challenges of
the rapid growth of urbanisation.
One of the most significant events will be
the adoption of the New Urban Agenda,
a document that in essence is an actionoriented blueprint, which ‘will set global
standards of achievement in sustainable
urban development, rethinking the way
we build, manage and live in cities
through drawing together cooperation with
committed partners, relevant stakeholders,
and urban actors at all levels of government
as well as the private sector.’
“The New Urban Agenda is,” says Dr
Frannie Léautier, Senior Vice-President
of the African Development Bank
(AfDB), “a commendable vision that
has so far set the scene in preparation
of the consultations for the Habitat
III discussions. It has several merits
including the efforts to take stock
and learn from the achievements of
the Millennium Development Goals,
and most importantly builds on Goal
11 of the Sustainable Development
Goals (SDG) to propose a new global
urban paradigm geared towards
achieving inclusive, sustainable urban
development, which puts African people
and the improvement of their livelihood
at the centre of the agenda.” (Goal 11
of the SDG is to ‘make cities and human
settlements inclusive, safe, resilient and
sustainable.’)
“The fact that the debates around
Habitat III will be focused on political and
substantial decentralisation, land policies
and effective planning systems, and
integrated human settlements strategies
that make housing and service rights work
for the poor, is most welcome as these
touch on the important building blocks
of sustainable urban development,”
continues Léautier.

“Nevertheless I do believe that the
Habitat III discussions could go beyond
these elements to really explore ways
to put urban development at the centre
of Africa’s economic transformation
process. This would include highlighting
and clearly setting priorities and
targets related to the materialisation
of urban development’s transformative
economic opportunities and positive
externalities such as creationing more,
and better, jobs (including for the youth),
industrialisation, productivity increase,
enhanced prosperity and quality of life.”
African Urban Agenda
Léautier also says that it is important to
clearly acknowledge the importance of
the financing implications of the African
Urban Agenda and make efforts to come
up with an estimate of the financing
needs to support the Agenda.

In being closely aligned to the Habitat III
conference, the AfDB is co-sponsoring
a joint publication on African cities with
UN Habitat, and is also planning a joint
AfDB/(UK) Department of International
Development/UN Habitat side event
around the findings of the publication. In
addition there was a proposal made by the
AfDB’s Development Research Department,
which was approved, to host a networking
presentation on State of African Cities
2017, and another on Housing Dynamics
in Africa as a side event.
“We are currently working with UN
Habitat in Nairobi for the presentation
of the side events. We have also been
approached by our colleagues from the
World Bank Global Practice on Urban
Development for consideration to speak
at their own side events, but this is yet to
be confirmed,” says Léautier.
Status quo

“It is equally expected that the Habitat
III discussions will tackle the crucial
question of how to secure adequate and
innovative financing to ensure that the
Urban Agenda truly works for African
people.
“I believe that it would add value
that the African Urban Agenda
specifically includes advocacy and
capacity enhancement aspects geared
towards pushing for collective efforts to
continuously support and bring countries
to realise the necessary transformative
changes and adequately insert urban
development
opportunities
and
challenges in their national development
plans and strategies.
“Without strong commitment and buyin at national level, gathered through
participative consultations and debates
culminating to national urban plans in
most of the countries, the implementation
of the African Urban Agenda may face
significant challenges.”

Considering the timing of Habitat III, it
is pertinent to visit the issues currently
facing African cities. Over the past 50
years, Africa’s centres of economic activity
have shifted markedly from the agrarian
countryside to urban areas. Urban areas
now account for the bulk of economic
activity given that more than a third of the
population now live in towns and cities.
For Léautier, there are many areas that
need to be investigated and considered as
potential drivers of economic and social
development. “Domestic demand in urban
areas is increasingly becoming important
in supporting rural production and
agricultural productivity. Linked to this is
that the urban sector currently accounts for
40 percent of the total population, including
home production, and 60 percent of the
food market. We need to feed this market,
through our own resources.”
Improvements to production value chains
are needed. As Léautier points out, the
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more densely populated an urban area
is, the more support should be given to
post-farm segments of food value chains
beyond primary production. “These
segments include wholesaling, processing,
logistics, distribution, retail and food stalls,
and the larger pool of urban customers
enables firms to avoid under-utilisation
and other seasonal effects.”
The informal economy of Africa has
worked remarkably well in producing
entrepreneurs in the food sector
particularly but this needs to be enhanced
so that productivity can be improved
through, suggests Léutier, increases in
clustering and networking. With more
productive informal and non-farm jobs
flourishing in close proximity to towns
and cities, farmers close to those areas
can provide employment opportunities.
Another aspect to consider is that
urbanisation creates demand for industrial
products and this contributes to structural
transformation and industrialisation.
“Rising
incomes
shift
household
demands towards industrial products,
while the middle-class preference for
diversity allows value-creation through
differentiation. Moreover, by mending
Africa’s infrastructure deficit and building
new cities, housing and commercial
properties generate significant demand
for construction materials and supporting
industries.”

Dr Frannie Léautier

The New Urban Agenda is a commendable vision
that has so far set the scene in preparation of the
consultations for the Habitat III discussions.
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Supporting
structural
transformation
requires inter-city and intra-city connectivity.
Léautier says that investment in connective
infrastructure, logistics and storage capacity
is required. “By reducing trade costs among
cities, and having such cities specialise
in niche functions and complementary
products, as well as improved transport and
communication, the market catchment can
be expanded for firms, which will further
reduce the transaction cost of sourcing
intermediate inputs from specialised cities
within a chain.”
One of the most important aspects
remains
that
by
encouraging
specialisation and shared services, cities
also generate external economics, which
can be classified into three functions:
matching, sharing and learning. Léautier
expands: “The concentrated pool of
workers and supply industries allow

firms to specialise in their comparative
advantage and outsource uncompetitive
activities. Subcontractors can take
advantage of the group of potential
customers inside the clusters to scale up
their operations.
“In addition, cities facilitate access
to a wider range of shared services
and infrastructure. The concentration
of users spreads the fixed cost of
indivisible goods and facilities such
as
public
mass
transportation,
skill
training
centers,
universities
and machineries.
“Investments in cities offer surrounding
regions better connectivity to national and
global markets,” continues Léautier. “and
enable knowledge sharing and the crossfertilisation of ideas. Proximity facilitates
communication and sharing complex
ideas among firms, research hubs and
related actors through a process of
comparing, competing and collaborating.
Close contact generates the trust and
formation of formal and informal networks
of innovation. The innovation-generated
productivity gains attract mobile capital
and talent to enforce a virtuous circle of
endogenous growth.”
None of these are going to transform cities
into engines of growth however, unless
there is investment into sustainable public
infrastructure and services, without which
will impose huge costs on third parties that
are not necessarily involved in economic
transactions. “Congestion, overcrowding,
overloaded infrastructure, pressure on
ecosystems, higher cost of living, and
higher labour and property burdens
can offset the benefits of concentrating
economic resources in one place. And
these negative externalities tend to
increase as cities grow,” says Léautier.
Fortunately, urbanisation does present
opportunities that can fast-track some of
the challenges, such as the use of modern
technology and innovation. The pooling
of financial resources, particularly from
the private sector, is something that
governments are beginning to use more
frequently to provide infrastructure.
Such PPP initiatives must be devoted to
tapping into the potential for structural
development.

Informal growth
While there may be steady economic growth in Africa, this has not been matched
by proportional formal employment creation. The proportion of the labour force in
vulnerable employment in Africa dropped by only two percent between 2000 and
2015, despite exceptionally robust GDP growth rates of over five percent a year
fuelled by a long commodity boom. “Most workers thus stayed in the informal services
sector, for instance as street vendors, with no prospect of moving to more productive
activities and durably improving their livelihoods,” says Léautier.
The informal economy is estimated at 61 percent of urban employment and 93 percent
of all new jobs created. Most people are trapped in vulnerable employment or are
forced out of the labour force altogether. Léautier says that to be able to meaningfully
support, particularly youth progression, and create the right jobs, skills development
is key to match youth skills with the available urban job opportunities. Employment
creation in a world shrinking through mechanisation is going to remain a problem
but the adoption of new technologies enables diversification into new industries and
high-tech manufacturing, especially now with more foreign investors linking to local
firms. Combined to this, the clustering of firms into inter-related groups is helping to
reduce the cost of doing business and enabling the transfer of skills.
“Urban authorities should be looking at providing more incentives, including tax
breaks, for firms that invest in local companies or providing skills transfer by training
locals. Léauter says: “If urban cities provide seed capital and funds for research
and innovation, firms are enabled to attempt new ideas and fulfill ‘nursery’ roles by
developing new products and experimenting with business processes borrowed from
different activities. This process of trial and error through deductive tinkering adds to
the country’s know-how and complexity.”
More also needs to be done to protect street traders from being seen as undertaking
illegal activities. Léautier remarks that supporting local traders in urban cities starts
with recognising the role they play in the urban economy and the potential for them
to graduate into formal entities that can contribute to the revenues of the urban
authority. “A comprehensive reform package is necessary to bring these workers
under some legal protection, ensure minimum wages and non-wage safeguards,
train them, and match them with jobs for a gradual progression into higher-value,
formal work. Participatory approaches can also help integrate informal firms into
the urban fabric and facilitate the development of an organised formal urban sector.
Appropriate regulations and targeted incentives enable informal employers to move
beyond merely subsisting to saving for and investing in productivity growth.”
As will be seen from the outcomes at Habitat III, the solutions and creativity in solving
not just Africa’s but the world’s urbanisation issues, will advance change. For now
though massive urban growth is a challenge and opportunity for Africa. Léautier says:
“Africa must anticipate that rapid urbanisation will come with significant challenges
if proper planning doesn’t exist. Unplanned urbanisation will result in environmental
degradation, rural urban migration leading to unemployment and crime, overloading
of physical and social infrastructure as well as widening skills mismatch and inequality.
“To take advantage of the dividends of urbanisation, policy makers must ensure
that urbanisation policies address issues like human capital, entrepreneurship and
industrialisation, as well as the core urban concerns of infrastructure and urban
form. The emergence of sprawling, car-dependent cities for the next two- or threebillion urbanites will require policies that favor transit-oriented development, green
building design and sustainable land use and could help make the current wave of
urbanisation part of the solution to the world’s environmental challenges, rather than
part of the problem.” •
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The Bond issue
By Kerry Dimmer
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Africa is lagging behind in terms of the five-six percent of GDP that is
recommended as the ideal spend on infrastructure development.
David Jackson and Vito Intini, from the United Nations Capital Development
Fund (UNCDF) explain why enhancing the range of fiscal and
financial tools available for local governments, such as
municipal bonds and public private partnerships (PPPs)
may provide a workable solution for transforming local economies.
“Infrastructure investment is crucial if African economies are to
break out of the low-to-middle income trap,” says David Jackson,
director of Local Development Finance of the United Nations
Capital Development Fund (UNCDF). “Without it, economies
are unable to transform. While economies may be able to
experience some growth in terms of GDP through commodity
exports, tourism etc, there will still be a point where they become
structurally stuck and unable to build a large middle class.”
This is especially true in the case of growing urban and periurban settlements that have the populations of cities but don’t
have comparable infrastructure. Such areas are trapped in not
being able to secure the investment per capita required.
Jackson’s colleague, Vito Intini, the UNCDF’s manager
responsible for its Municipal Investment Programme relates
a study of the discrepancies between low-income countries in
sub-Saharan Africa with counterparts in the rest of the world.
“There are significant differences in many areas,
for instance power generation capacity, electricity
coverage, access to water and sanitation. When one
understands that some of these southern African
low-income countries are not even contributing one
percent of their GDP into infrastructure, it is clear that
a catch-up scenario prevails and they need external
support, be that public or private.”
Intini also points out that for the poorest countries
on the continent, using local revenue resources
may still not be enough to recover. This is one of the
motivations behind a conference the UNCDF hosted
in Tanzania during March, which explored how to
bridge the gap between the infrastructural needs at
local level with what is actually allocated to cater for
those requirements.
One of the most heated topics, and one that is
regularly debated, relates to decentralisation, which
in turn enables municipalities to issue bonds. Jackson
explains that it is not possible to provide infrastructural
investment in cities and rural areas without significant

David Jackson

Vito Intini

contributions from local government given that it is the delivery,
planning, and procurement agent in building infrastructure.
“Only when a municipality is autonomous can it borrow and then
issue a bond or participate fully in a PPP. The Addis Ababa Action
Agenda outlines a blended finance approach with the inclusion
of public and private sector participation.
“The only way to achieve blended finance at local level is by
creating autonomous local governments that can issue bonds
and also co-finance in public-private partnerships. This requires
fiscal decentralisation.”
One of the success stories is that of Jozibonds, issued by the
city of Johannesburg in South Africa. These are essentially
savings products for investors, including individuals, allowing
them to invest in municipal-issued securities at market-related
interest rates. A low-risk investment, Jozibonds is listed on the
continent’s largest bourse, the Johannesburg
Stock Exchange, which regulates the conduct of
the city as an issuer.
Risks and Potentials
There is of course always a risk when entering
capital market space so it crucial to mitigate,
understand and manage risk. For municipalities
there are two elements that Jackson warns of:
“There is an element for municipalities to get
ahead of themselves and should not fall into
the trap of thinking that borrowing is a panacea
… it is part of blended finance package that
should include tax revenue, transfers from
central government, PPP funding, and leasing
income from assets like land. By pooling income
resources, the borrowing component can remain
small so that risk is mitigated and the potential
for default is minimised.
“The second element lies in the phenomena
of
population
growth
which
means
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revenue generation capacity grows
commensurately and therefore the
potential to pay returns is increased.
Conversely if a city faces a declining
population, revenue falls and bonds
risk default, such as recently happened
in Detroit, USA. Yet in African cities,
population growth is the trend..”
Intini concurs and refers to the interest
that a large number of mayors are
showing in PPP and the pre-requirements
needed to tap into these types of schemes
and instruments. “Such tools imply
good municipality financial reporting,
management efficiency and modern
organisational setups. “
One cannot however separate the
concept of municipal decentralisation
from intergovernmental transfers as Intini
explains. “Fiscal decentalisation in Africa
shows a patchy history given the diverse
budget resource allocation. In South
Africa, for example, some 60 percent of
the budget is decentralised, whereas in
Kenya just five percent or less. We have
a range of fiscal decentralisation on
the continent that is not homogenous,
each country basically following its
own individual path. We agreed at the
conference that there is a need for a
clear consistent framework that provides
guidance on the division of the functions
and responsibilities between the tiers of
central and local governments.
Intini says that during the two-day
conference many accounts were relayed
of heavily formalised procedures that are
complicated by a plethora of grants from
central governments, up to 40 in some
cases, which further burdens the process.
“In
terms
of
fiscal
transfers,
smaller municipalities tend to rely
disproportionately on transfers from
central government. This means transfers
need to happen in a timely manner and
consistently over a medium-term period
while being simple and transparent
in allocation. There must also be
accountability between the central and
local governments and it was also made
clear that central governments cannot
give local governments responsibility
without giving them the related fiscal
resources.”
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Small infrastructure
projects may have
a small impact at
a national level
but on a local level
their multiplier
effects can make a
huge difference to
communities and
their growth

The conference also discussed the
many other instruments related to
intergovernmental fiscal transfers, such
as performance-based grants, which
have expanded “dramatically” says Intini,
over the past 15 years. “Another policy
instrument we investigated is that of
credit ratings and how they benefit both
primary and secondary city municipalities
and enable those to better access debit
markets. Credit ratings also attract and
facilitate partnerships, and again the
conference highlighted some of the
African municipalities, such as Kampala,
that, on receiving a good credit ratingsome of them as high as a ‘A’- have been
approached by banking and private
sector investors.”
Risks and Potentials
Answering the question whether such
future investors are likely to be local or
international, Jackson was adamant that

both are welcome but local investors are preferred for a number of reasons. “Firstly
local investors provide funding in local currency so there is no currency exchange
risk. Secondly if those investors are domestic banks or pension funds, it is a way of
recycling capital within the domestic economy, which in itself is transformative and
helps to build resilient economies. It is also a way of tapping into excess liquidity that
some of the funds have, instead of them investing in real estate or taking the money
offshore. This has such a powerful knock-on effect for local economic development.
“Thirdly it is likely that the type of infrastructure and investment requirements, be that
equity or lending, is more appealing to domestic investors because projects of this
nature have long-term payback periods of up to 15 years. The international sector,
on the other hand, in terms of equity and venture capital, usually demand a payback
of between three to four years, with higher returns, and is therefore more suitable for
other types of commercial ventures.
It is worth mentioning that in terms of foreign direct investment, although it is likely
to be directed towards infrastructure development, it doesn’t always have a multiplier
effect within local economies. The MOZAL plant in Mozambique is a case in point.
It contributes some five percent towards the country’s GDP but only a small amount
to fiscal revenue and employs a relatively small number of Mozambicans. There are
few backward linkages therefore for the local economy.
There have been numerous worldwide studies that prove that infrastructure projects
at the local level have a multiplier effect that is difficult to match. Intini says that
although not all local projects are implemented given risks in capacity, institutional
and political instability, in terms of labour generation and fiscal returns the literature
is increasingly convergent.
“Small infrastructure projects may may have a small impact at a national level but
on a local level their multiplier effects can make a huge difference to communities
and their growth,” says Intini.
One of the conference outcomes is that in unlocking the resources for municipalities
– big and small – to pave their way towards obtaining long-term finance and the
creation of municipal bonds, there is a need to take a holistic approach. Jackson
explains that this means an all-inclusive model that includes performance-based
grants from central government, concessionary financing as seed capital, improving
revenue, financial management and procurement systems and “getting your house
in order.
“Once a municipality has followed proven procedures the result is improvement in
procurement, better value for money in terms of infrastructure build and maintenance,
and this moves local government further down the road towards credit worthiness,”
he says. “Before being credit worthy in terms of borrowing, such entities will also
become more attractive for public private partnerships for infrastructure.”
An example of which Jackson cites small Tanzanian towns which the UNDCF has
been aiding with the building of bus stations, modern markets, abattoirs and waste
disposal plants. These are the types of infrastructure projects in which the private
sector can play a meaningful role and help to substantiate the credit worthiness of
the towns even without borrowing. “Thereafter local governments can pull together
to issue and service a bond. Dakar in Senegal has achieved this and is seeking
access to regional capital markets.”
This type of formula is holistic in the sense that as a municipality moves along a
maturity path, it increases its access to further financial resources. In effect it is what
Jackson refers to as ‘resilient development’, “in other words ways in which African
cities can leapfrog stages of infrastructure development and get ahead of the curve
in terms of climate-proofing and preparing for a viable future. •

Conclusion
“As Africa begins to experience the
effects of climate change it has a need
for relisient water supply and drainage,
food security and so on. These are
technologies that local government need
to enable them to get ahead of the curve,
and that doesn’t necessarily mean laying
pipes under every street, there are other
ways to deliver and accommodate such
services,” says Jackson. “Sustainable
financing for state-of-the-art green,
low-carbon technologies is not just for
European cities.”
Sustainability isn’t just a green issue, it
also means finding solutions for central
and local governments to work effectively
together. Jackson and Intini remind
us that power relationships may be a
struggle but there are times when those
are healthy. “It is important to recognise
that a strong plural economy benefits
from multiple centers of power and
decision-making. This expands the fiscal
space of the economy. Local governments
provide this function and this is part of
pluralism. The important part is a clear
policy framework and division of labour.”
Intini expands on this. “The balance
of power between local and central
governments is different from one
nation to the next. There is no one
recipe that works for all. In any region
the difference between low-income and
medium-income countries presents vastly
different challenges and similarly varying
opportunities to enter capital markets.
Overall Jackson and Intini agree that
Africa and many – but not all – of its
cities, despite being in a permanent state
of flux, works relatively well despite the
challenges. There have been significant
improvements in capacity over the
past 15 years that are not always
acknowledged. The key that links central
and local governments lies with having
a clear division of responsibility, the
establishment of credible frameworks,
and ensuring that mandates for funding
are progressed so that towns are enabled
to generate, and concentrate, on sourcing
finance elsewhere be that through the
issue of municipal bonds, PPP’s or taxes.
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