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Understanding
Public Wealth
and Urban

Wealth Funds

Localgovernments are sittingon a
virtual “gold mine” withoutrealizing
it. Justasaprivateindividual ora
corporation monetizesits assets
(such asmachines or buildings),
governments can generate income
from their assets. UWFs collect
commercial assets under unified,
professional management and manage
them for the betterment of the local
community. Better management of
these assetsreducesreliance on taxes
forinfrastructure investment while
generating revenue to supportother
vitalinvestmentrequirements.

What is a UWF?

AUWF hasthree key features that
distinguish it from other methods
governments might use to manage
assets.

Transparency. All assets are clearly
identified and have a defined market
value. Many governments don't

know all the assets they own, and if
they do know, they maynothave a
clear picture of the assets’ value. For
example, assetvalueisrecorded at
the historical acquisition cost, which
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isnotagood indicator of current
worth. Knowing the market valueis
importantnot for selling assets but
for understanding their true worth—
and making sure they are maintained
inaneconomically sustainable
way. A “fair” market value also

helps governments understand
theirincome-generating potential
(inways other than sale, such as
renting space to others).

Political independence.
Consolidating the commercial
portfolio within a proper governance
structure will help reduce fiscal risk
and delegate financial responsibility
and accountability to anindependent
institution. The “infrastructure crisis”
and “revenue crises” that many local
governments find themselves in
demonstrate thatnew approaches
could be valuable. Anindependent
holding company that'satarm’slength
from short-term political influence
would delegate the management of the
commercial portfolio to a professional
management team, allowinga
government to focus on the wider
economicissues.

Clear objective of value
maximization. AUWF should have
acomprehensive business plan that
shows thelinkbetween the budget
and balance sheet—abalance sheet

that demonstrates to stakeholders inurbanareas, turning them into Hong Kong used a UWF to fund the
: : ; : construction of its expansive subway
the value of all assets (as well as attractiveresidential apd commercial system, which carries an average of
itsliabilities). A focus on net worth area?' H'f]ng I(ong and Singapore also 5.8 million passengers daily.
(assets minusliabilities) makes it provide interesting examples.
possible to show thatevery proposal
hasapositive impact on the net . .
worth. In other words, the decisions POte ntlal beneflts Of d UWF
; system has remarkably affordable
we makfa today will leave the next The benefits of a UWF depend on the f;,res withost an t<ax S\{lbsid Abi
generation better off, not worse. assetsin the fund. U.S. cities contain any . V- ADIg
; partof the train system’sincome
great potential, aslocal governments . . .
. . oy t portfolios of ts with is derived from the housing and
UWFS in aCtlon avevas .por ° 1.0?9 assetswi commercial activities that the UWF
commercial possibility. Hong hasbuiltup around the system’s
UWFs have been used by many cities Kongused its UWF to pay for the trans ortaltjion hubs 4
globally, butnotin the United States. construction of its subway system, P '
Examplesinclude Copenhagen, whichisequalindaily ridership and Singapore’s UWF played an essential
Denmark; Hamburg, Germany; length of trackto NYC's MTA (the rolein turning the city-state froma
and London, England. These cities most expensive subway systemin developing economy into a highly
used UWFs to create enough public the world)—withoutusing a single developed economy in one generation.
resources toredevelop derelict zones tax dollar. The Hong Kong train Atthetime ofitsindependencein
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1965, Singapore was an undeveloped
country with a per-capita GDP of less
than $320. With the money from the
UWFE,ithasnotonly developed its
economy but also supplied public
and affordable housing to 85 percent
of its population.

The Hamburg UWF isfocused on
redeveloping the city’sharbor
districtinto anew partof the city.
Largeinvestments have created
12,000 new residential units and
45,000 workspaces,aswellasa
state-of-the-artconcerthalland
12 new educational facilities, from
kindergartenstouniversities—
withoutusing taxes.

Copenhagen developed an even
larger area and created some 33,000
new homes and 100,000 new
workspaces, as well as a university
for some 20,000 students. The city
also generated a surplus that helped
fund the extension of its subway.

What Do UWFs Have in Common with the Green Bay Packers?

The Green Bay Packers are the only
publicly owned, nonprofit major
sports team in the United States.

The franchise is jointly owned by
thousands of fans, who vote to elect

a board of directors and executive
committee but aren’t directly involved
in football decisions. According to

one shareholder: “The benefit that we
get is that our team is run by board
members. Their only real goal is to
make money, so the franchise survives,
and that happens by the team winning.
So, we don't have to worry about an
owner falling in love with a playerin
the draft and overriding the general
manager.” The approach works, as the

Generating revenue

UWFs generate revenue by
employing techniques thatare
common in the private sector.
Theseinclude developing real estate
assets such as parkinglotsand
other vacantlots, former industrial
areas, or any building that could

be used for better and higher use.

By actinglike any private-sector
developer, a professional UWF could
develop such assets into residential
buildings, offices, schools, and
mixed-use communities. Through
amix of tenants, the UWF would
generate adiversified revenue
stream that could be used toinvest
inmaintaininga city’s water system
or airport, for example.

Such a comprehensive approach
would not only improve the quality
of services from publicly owned
utilities and transportation systems

Packers are one of the most successful
franchises in the NFL (including second-
most total wins over franchise history),
despite being located in a small city.

This is not so different from a UWF,
where the owners are the taxpayers
(represented by elected officials) who
appoint a professional board/non-
executive whose job is to find a
coach/CEO who will help them “win”
by maximizing the return on public
assets. An owner can't “override” the
general manager for the sake of a
favored player, and similarly, elected
officials can't override public managers
for short-term political goals.

butalso create a more sustainable
environment for the benefit of
society. Agovernmentis notsetup
tomanage commercialrisk, buta
UWF would be able to use the tools
thataren't normally available to
local governments and capture the
benefit to society instead of giving
ittothe private sector.

The difference between
UWFs and privatization

Ina UWF, the ownership of assets
isn'ttransferred to the private sector,
asitisinaprivatizationdeal,and
therevenue generated by the assets
inaUWFisreinvested backintothe
community. To illustrate,imagine
alocalgovernment that has excess
property. Privatization would mean
selling the property to a private
interestor agreeing toalong-term
lease that transfers control of the asset
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and revenue potential to the private
sector. Under this arrangement, there
have been cases where properties
havebeen sold at prices far below
market value because governments
don't account for the market value

of their properties—and because
property sales often take place under
desperate circumstances. There

are countless examples, such as
Chicago’s parking meters to toll roads
and the outright sale of real estate.

AUWF's professional managers
would have the skill to develop the
assettoabetter use withahigher
value and yield.

What about using
UWFs to support
general operations?

Alocalgovernmentcanusea UWF

to support general operations,
butthere are advantages to first
usingittoinvest UWF proceeds
ininfrastructure. Professionally
managed, the wealth ofa UWF

would grow to the benefit of future
generations and help solve the
much-publicized local government
“infrastructure crisis.” For example,
the yield from real estate can be used
to pay for the investments needed to
upgrade the water system or build
affordable housing and anew school.

Why U.S. cities don't
use UWFs—yet

There are severalreasons why UWFs
aren'tused in the United States, but
none of them poses an insurmountable
barrier. Following are some of the
mostimportantreasons.

A different perspective. UWFs
require a different perspective on
government assets from whatis
usually found in the United States,
where public officials have typically
considered either a traditional public
ownership model or privatization.

AUWFisadifferentapproach,
where the assets are owned

by the governmentbutwitha
professional management team
in place, using private-sector
techniques. Itis separated from
politics by a “holding company” at
anarm'’slength distance to ensure
acomprehensive commercial
mindset for all assets within the
portfolio.

Fragmented ownership.
Ownership of public assets, such as
transportation, utilities, buildings,
andland, is often spread across
many agencies. AUWF “holding
company” thathasacommon view
of all the city’s assets (including
their true value), along with all

the tools thathave been developed
in the private sector to manage
and develop these publicly owned
commercial assets, can benefit the
whole community.

Accounting rules. Government
accountingrulesdonotallow an
assettobevalued atafair market
value, which radically undervalues
assets, especially in urban areas
where spaceis ata premium. Most
government assets have been
acquired for a pittance, decades or
even centuries ago. Low values, or,
often,no value atall attached to
anassetdoesnot create incentives
forinvestments, maintenance, or
even professional management.
Whatisn'tmeasured doesn't
count, as they say. For example,
local governments sometimes
operated garages or vehicle yards
on valuable waterfront property
because the facilities were built
when theland was worth much
less (when urban cores were
unattractive to potential residents).
AUWTF proper accountingand a
professional management team
held accountable for developing
the assetswould recognize this
and would develop the waterfront
location to be more useful and
lucrative, to the benefit of all.

We have looked at cities all
over the country. When you
do the math, it is easy to see
that urban areas all over the
United States are sitting on

a “gold mine” of resources—
their real estate—that is not
used as efficiently as it could
be. If professionally managed,
these assets could be a great
supplement to tax revenues.
Every city in America has
much more value hidden

in the real estate portfolio
than what is visible on the
financial statement. There

is not a day when we are

not able to surprise the city
management with hidden
resources they have right in
front of their eyes.

VIEW FROM URBAN PLANNING
CONSULTANT JOE MINICOZZI
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The main opportunities
for U.S. cities

Inthe United States, the biggest
assetsegmentby farisreal estate,
the value of whichis several times
that of all other assets. Excluding
public parks and historical heritage
sites, these government-owned
commercial real estate assets
account for more than half the total
value of thereal estate marketin
most U.S. cities. Butgovernments
often have very little information
about these properties, most of
which are not visible on government
accounts. Independent valuations
of severallarge-and medium-sized
U.S. cities by Urban3 showed that the
market value of the public assetsis
many times the value stated in the
government financial accounts—the
so-called “book value.”

The market value was, in atleast
one case, as much as 70 times book
value, according to an evaluation by
Urban3.Each city alsomaintained
thatassets comprised a substantial
share of the total market value of
the entire city’s real estate market
(public and private property).

Operational assets, which are critical
for our society and our

well-being, offer opportunities as
well. If they were professionally
managed ina UWF, these assets
would prosper with proper

maintenance and investments, and
they would be used to benefit the
community. The bigadvantage ofa
UWF over the traditional model of
public managementis toinsulate
professional management from
short-term political expediencies.
Also, therevenues generated from
theland portion of the UWF portfolio
canbe used to pay for capital asset
maintenance and replacement for
public utilities—the approach taken by
the Copenhagen and Hamburg UWFs.

How cities manage UWFs

Cities create a separate “holding
company” thatisn't subject to
short-term political influence.
Thisisnotprivatization—itisa
separate organization that can apply
the proper commercial tools while
buffering the whims of short-term
politics. This organization can use
allthe tools available in the private
sector to professionally manage
commercial assets and apply them to
public assets. This approach hasits
beginningin the United States at the
end of the 19th century, but then the
U.S. stopped using it while European
and Asian countries developed it
further and expanded upon it.

A separate holding company, or
UWE, for public assets could achieve
three goals:increase funding of
infrastructure or other investments,
putinvestmentdecisionsona
sounder economic footing, and

UWFs recognize the potential value
of government-owned commercial
property, which is often much
higher than the “book value” stated
in government financial accounts.

reduce the government'’s politically
motivated access to those assets.

Staffisrecruited on merit, often from
the private sector. Thisiswhere the
expertise to manage commercial assets
is.One canthinkofitasrecruiting for
aprofessional sports team—the point
istohireawinningteam;itshould be
irrelevant thatthe team happensto
have agovernment owner.

Aswith any ownership structure,
the managementis held accountable
tothe board, and the board is
accountable to owners. The owners
of any government asset are the
taxpayers, and the board is appointed
by thelocal government. However,
board members should be appointed
to further the goal of maximizingthe
return on public assets, not based on
political considerations.

Shayne Kavanagh is the Senior
Manager of Research in GFOA’s
Research and Consulting Center.

Dag Detter specializes in public
commercial assets and works as

an advisor to local and national
governments, investors, and
international financial institutions such
as the IMF, World Bank to help unlock
public wealth. He has also worked as an
investment banker and advisor. Detter
is the former President of Stattum, the
Swedish government holding company
and Director at the Ministry of Industry.

The Next Step

Getaroughunderstanding of
the value of the assets that the
city owns, both operational and
real estate. This can be used to

evaluate the viability of a UWF
and how much itcould contribute
to the city budget. An example of
this type of analysisis available
in “Unlocking Public Wealth” in
the March 2018 issue of Finance
and Development magazine.
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