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Background: The Northern Border of Mexico contains some of the fastest

growing urban centers in the world. Driven by the development of export

processing zones (Maquiladora), rapid migration to these areas is contributing

to the phenomenal growth of peri-urban slums along the Mexico-US border.

Population growth in these areas averages 7t annually, and current efforts to

meet the basic housing, infrastructure and service needs of the slum dweller

have been woefully inadequate.

Housing is precarious, constructed of materials such as old tires, cardboard

boxes and wooden shipping pallets, sometimes situated on illegally squatted

public or private land, and often in environmentally fragile areas or areas of

high geological risk. The problem of housing is compounded by the lack of

basic services such as water and sanitation, vehicular and pedestrian

circulation and electricity and lighting. In addition, inhabitants of these

settlements do not have access to essential community services such as day

care centers, commerce for the purchase of basic provisions and open areas for

recreation. The lack of community infrastructure and the migratory nature of

the slum population has resulted in a lack of social cohesion and

corresponding high levels of crime and insecurity.

In the past, the Government of Mexico held a permissive attitude toward this

rapid urbanization, allowing the uncontrolled growth of the peri-urban areas

in order to meet the demand for employment generated by the maquiladoras.

However, it is now evident to the municipal governments that uncontrolled

growth in these areas is a liability and that it is imperative to establish

sustainable solutions to improve the quality of life in the slums of the

northern border, and control future growth. Municipal governments in the

northern border area have been taking the lead in developing coordinated

solutions to the slum problem with the federal government, and in developing

partnerships with the private sector. The aim of these local efforts is to

improve the physical, economic and social environment of the slums and fully

integrate the inhabitants of these settlements into the economic growth of

these areas.

Local Strategies
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Ciudad Juarez: The western sector of Ciudad Juarez, a principally residential

zone which houses approximately 55t of the city-s population, has the highest

percentage of families living in informal settlements. Studies done by the

Municipal Planning and research Institute of Ciudad Juarez (IMIP) indicate

that the highest percentages of marginal settlements are found in this region

with correspondingly high deficits in basic urban services (water, sanitation,

paving, drainage, etc), public goods (schools, public lighting, parks, etc),

transit access, commercial services and other economic activity. These

problems are combined with myriad social problems in street gang and violence

resulting in part form the migratory nature of the population and the strong

prevalence of drug trafficking and abuse.

IMIP has been working on a strategy to intervene in these areas, in an effort

to improve, in an integrated manner, the physical, environmental, social and

economic conditions of the area. Their integrated development plan, known as

the Plan Parcial de la Zona Poniente, would serve as the basis for the

development of the pilot project in Ciudad Juarez. The weakness of the Plan

is that it has been a top-down approach to identifying the priorities and

needs of the communities. IMIP has begun a program of community outreach and

participation, but has asked for Bank assistance in formulating and

institutionalizing a workable methodology for addressing the service

deficiencies in these areas. Under the pilot, IMIP would select several

communities in the western sector of the city to begin a process of financing

community-driven neighborhood improvement projects through a financially

sustainable community investment fund and through partnership with the private

sector, including micro-finance banks.

Tijuana: In 1994, the local government initiated the program Manos a la Obra

which seeks to actively involve the communities in: (a) identifying problems

and priorities; (b) designing solutions; and (c) project implementation. The

program has financed a wide array of projects, including paving of roads,

drainage, schools, pedestrian bridges and community centers. Since program

inception more than 6,000 projects have been proposed by the communities, with

approximately 2,700 having been approved, and 2,450 of those having been

executed. Total investment under the program over the last three years has

been $NP127.0 million, with approximately 40t funded via in-kind and cash

contributions from the communities themselves. The remaining 60t has been

split between contributions from the state and local governments and federal

transfers.

As of 1996 Manos a la Obra was formally incorporated within COPLADEM, a

planning arm of the local municipality. Among other functions, COPLADEM is

responsible for: (a) preparing the Municipal Development Plan; (b)

identifying the pipeline of investment projects and related funding

arrangements, and (c) facilitating coordination and cooperation between local

government, civil society and private-sector participants as it relates to the

above mentioned activities.

The operative structure of this program centers upon neighborhood associations

which are formed by representatives from the community and who are chosen

through open elections. These associations serve as the vehicle for

identifying and developing projects. Once developed, project proposals are

then submitted to a Municipal Development Board, which itself is comprised of

26 citizens and 26 local government officials (two representatives from each

of the 13 municipal districts). These 13 subcommittees are responsible for

-2 -



approving and prioritizing projects. It is important to note that the

municipal government is in the process of changing its bylaws to officially

recognize the legal personality and role of the neighborhood associations in

the project planning cycle.

Additionally, in 1993 the municipal government created a dedicated department

known as the Desarrollo Social Municipal (DESOM) which supports NGOs involved

in social service delivery, including health, education, youth, elderly and

physical rehabilitation programs. Over the last two years, this program has

supported 24 and 44 NGOs respectively. Though funding support has been

relatively small (US$110,000) in 1997, the State Congress is also reviewing

modifications to the State Budget Law which would mandate that a minimum

percentage, currently proposed at 0.5w of the State budget, be dedicated to

fund CBO/NGOs involved in community development work.

Given the extensive pipeline of projects and community involvement generated,

the municipal government recognizes the need to conduct a diagnostic of the

current and proposed institutional arrangements of the Manos a la Obra

program, as well as assess the impact of the program in an effort to refine it

so that it becomes a self-sustaining community investment fund, capable of

financing community projects and forming strategic alliances with the private

sector to leverage additional financial support, with an objective of becoming

fully autonomous.

Objective: Develop a financially sustainable mechanism at the federal

and municipal levels of government for the financing of community-driven

neighborhood improvement projects.

Project Description: The Northern Border Community Infrastructure Projects

consists of three primary interrelated institutions aimed at addressing the

problems which have been caused by the rapid urbanization of the Northern

Border Region of Mexico due to employment opportunities generated by the

Maquila Industrial Zones and the proximity of the region to the United States.

These institutions are:

- The Fondo de Inversi6n en Infraestructura (FINFRA)

- Community Development Investment Fund (CDIF)

- The Border Finance Institution (BFI)

Fondo de Inversi6n en Infraestructura: FINFRA is an infrastructure financing

facility of the Banco Nacional de Obras y Servicios Publicos (BANOBRAS)

created in 1995 as part of the Government of Mexico-s National Development

Plan which establishes that to promote economic growth, it is necessary to

develop adequate, modern and efficient basic infrastructure facilities while

promoting private, as well as public, investment in infrastructure. The goal

of FINFRA has been to promote private sector participation in the development

of basic infrastructure by providing financial resources sufficient to

leverage additional private sector support for infrastructure projects.

Under the project, FINFRA would be the executing agency acting as a second

tier financier of community-based, small-scale infrastructure projects in low-

income urban communities. FINFRA would utilize Bank funds to invest junior

equity in locally controlled, semi-autonomous Community Development Investment

Funds (CDIF) which would be developed as part of the project in the cities of
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Tijuana and Juarez. The initial capitalization of the CDIF by FINFRA is

expected to be fully or partially recouped after a 5-7 year period as the fund

becomes self-sustaining and leverages financial support from other sources.

FINFRA would also on-lend funds to local community Financial Institutions

(BFI) which would make loans to communities to assist in financing

neighborhood improvement projects, which would be co-financed by the CDIF and

community equity (sweat or financial).

CDIF: The CDIF would a semi-autonomous, locally-based financing conduit

whose purpose would be to provide financing for community development projects

and urban management technical assistance in the low-income settlements in

Tijuana and Ciudad Juarez. CDIFs would be established in both Tijuana and

Juarez. These would take the form of public or private trusts with a

governing board consisting of three members from the public sector (federal,

state and local reps), civil society and the private sector. Community groups

in pre-selected geographic areas would present projects to the CDIF for

funding based on a comprehensive neighborhood improvement strategy. The CDIF

would review and approve projects for funding and would fund up to a pre-

determined percentage of the total project costs. The communities would be

required to match the CDIF funding from their own or third party sources (such

as the BFI).

The CDIF is conceived as a pilot, which if successful could be scaled-up to

other localities. During the pilot phase, the cities of Tijuana and Ciudad

Juarez would be targeted with subsequent phases adding additional localities

to the eligibility list. Tijuana and Ciudad Juarez have been targeted for the

pilot phase of the project for several reasons: (a) the BFI component, which

is a critical link in the institutional arrangements, has initially been

developed for these two cities due to; (b) their advanced stage of

urbanization; (c) economic resiliency and strong private sector presence by

both commercial banks and the Maquila industries; (d) the CDIF is a natural

compliment to the BFI; (e) both cities are receptive to working directly with

communities, and the private sector (including NGOs and non-profits) in the

provision of basic urban services, and (f) in both cities, the municipal

governments have developed methodologies for strategic intervention in the

marginal settlements and have requested World Bank support for testing and

improving these strategies.

BFI: BFI would be a formal financial entity managed and funded by the private

sector which would specialize in micro-credit for home improvement, micro-

enterprise development and community infrastructure projects. FINFRA would

provide a line of credit to the BFI for the purpose of on-lending to community

groups to provide matching funds for community projects being supported by the

CDIF. Thus there is a critical link between FINFRA, BFI and the CDIF.

In addition to financing community infrastructure projects, the BFI would also

offer loans with market-based terms and conditions to both formal and informal

sector workers living in Ciudad Juarez and Tijuana earning between 2-5 minimum

wages (an income cohort currently unattended by both private and public sector

financial institutions) for housing improvements. In addition to home

improvement loans (typically not exceeding US$1,500), BFI would also engage in

other lending efforts such as providing working capital for

microentreprenuers, savings and non-financial services (money transfers, bill

paying).

-4-



A private sector investment group, consisting of both local and international

financial institutions and NGOs, has been formed to develop the business plan

for BFI. IFC and the Multilateral Investment Fund have also expressed

preliminary interest in a debt and/or equity investment in the project. In

addition, the National Association of Maquilas, which represents more than

2,000 companies, has agreed to disseminate the BFI proposal among its members

located in Ciudad Juarez and Tijuana to explore their member interest in BFI.

Such financing would be under market terms and could be in the form of

purchase of notes or debentures, or simply via placement of certificates of

deposit.

To date, the World Bank-s role in developing BFI has been one of funding and

participating in the development of feasibility studies, borrower willingness

and capacity to pay surveys, workshops and road shows with potential

investors. The World Bank has also been working with the municipalities in

developing strategic alliances with medium-sized cooperative savings bank

which has the capacity to fulfill the mission of the BFI. It should be noted

that BFI would be managed and controlled by the private sector. It would,

however, seek to develop and strengthen strategic alliances with local

municipalities, as would be the case with its relationship to the CDIFs.

Financing: The Project would utilize two Learning and Innovation Loans

of US$5.0 million each. Additional financing would be leverage from private

and public sources.

Implementation: The Borrower would be Banobras. The executing agency

would be FINFRA who would make investments in local infrastructure projects

using the CDIF and BFI local level conduits. The infrastructure sub-projects

would be demand driven and community based.

Sustainability: The key factors of sustainability are community

participation, decentralization, strategic alliances between the private and

public sectors, autonomy of the CDIF, and financial cost recovery.

Lessons Learned: The project takes into account lessons learned in the way

of community participation, decentralization, private sector participation and

micro-finance principals.

Project Category: Urban Management

Environmental Aspects: The project would have a positive impact on the

environment of the marginal settlements of these areas by improving the

overall built environment. An environmental evaluation manual is being

developed which will be used by the CDIFs for assessing and mitigating the

impacts of the sub-projects which would be financed under the project.

Program Objective Categories: Environmentally Sustainable Development (EN),

Poverty Reduction and Human Resource Development (PA) and Women in Development

(WD).

Contact Point: The InfoShop

The World Bank

1818 H Street, N.W.

Washington, D.C. 20433

Telephone No. (202)458 5454
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Fax No. (202) 522 1500

Note: This is information on an evolving project. Certain activities and/or

components may not be included in the final project.

Processed by the InfoShop week ending October 9, 1998.
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