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Executive summary
Financing sustainable urbanisation
Urbanisation is one of the most important
potential drivers of productivity and growth in
the global economy. Changes in the global urban
population suggest that, by 2050, cities will be home
to two-thirds of the world’s inhabitants. China’s urban
population alone is expected to be nearly 1 billion by
2030. Large, fast-growing economies, such as India,
Nigeria, and Indonesia, will also experience rapid
urban population growth. The urban infrastructure
that countries and cities construct today will lock in
HFRQRPLFDQGFOLPDWHEHQH¿WV±RUFRVWV±IRUGHFDGHV
to come. Well-managed urban growth can enhance
productivity and innovation, and reduce the carbon
intensity of economic and social activity. However,
poorly managed urban growth (and particularly urban
sprawl) can increase infrastructure costs, congestion,
air pollution, and social exclusion.
If countries and cities are to capture the
SURGXFWLYLW\EHQH¿WVRIXUEDQJURZWKZKLOH
minimising the costs, cities will need to shift
to a more economically and environmentally
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sustainable growth pattern. In particular, the
PDQDJHPHQWRIXUEDQJURZWKZLOOQHHGHI¿FLHQWXUEDQ
form and infrastructures, effective governance and
LQVWLWXWLRQVDQGVXI¿FLHQW¿QDQFLQJ$YRLGLQJWKH
market failures that result from poorly managed urban
growth will require a new urban development model
for many cities. For this, three pillars are crucial:
compact urban growth, connected infrastructure,
DQGFRRUGLQDWHGJRYHUQDQFH±WKH&PRGHORIXUEDQ
development. These 3C pillars can drive cost and
UHVRXUFHHI¿FLHQFLHVWKURXJKWKHEHQH¿WVRIVFDOH
HFRQRPLHVDQGDJJORPHUDWLRQHQHUJ\HI¿FLHQF\
environmental protection, resilience, productivity,
and sustainable urban economic growth.
The three pillars of the 3C model are
overlapping and mutually reinforcing:
•

Compact urban growth: through managed
JURZWKDQGRUXUEDQUHWUR¿WWLQJWKDWHQFRXUDJHV
higher densities, contiguous development,
functionally and socially mixed neighbourhoods,
walkable and human-scale local urban
HQYLURQPHQWVEURZQ¿HOGVLWHUHGHYHORSPHQW
and green space provision.
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•

•

Connected infrastructure: through
investment in innovative urban infrastructure
and technology such as bus rapid transit (BRT),
cycle superhighways, electric vehicles, smart
JULGVHQHUJ\HI¿FLHQWEXLOGLQJVDQGHVVHQWLDO
water, sanitation, and waste services.
Coordinated governance: through effective
and accountable institutions to support the
coordinated planning and implementation of
activities and investment across the public and
private sectors.

Delivering the 3C model of urbanisation will
require substantial investments in sustainable
urban infrastructure. While sustainable
infrastructure options and more compact urban forms
might entail higher upfront costs, they could generate
long-term savings. The Paris Climate Change Accord,
the UN Sustainable Development Goals, the Habitat
III New Urban Agenda, and the Sendai Framework
for Disaster Risk Reduction have all accordingly
underscored the need for a more strategic approach to
investing in public infrastructure that leverages private
and institutional capital more effectively.
However, under current projections, many
FLWLHVZLOOQRWEHDEOHWRUDLVHWKH¿QDQFH
required to meet the demand for infrastructure.
$FFRUGLQJWRDUDQJHRIHVWLPDWHVWKHGH¿FLWLQ
investment for global infrastructure is growing by
more than US$1 trillion annually. This investment
gap is particularly acute in developing countries and
HPHUJLQJHFRQRPLHVGXHWRWKHLU¿VFDOFRQVWUDLQWV
Recent estimates for a step change in infrastructure
expansion to support growth acceleration and
GHYHORSPHQWSXWWKHJDSLQ¿QDQFLQJQHHGVRI
developing countries between US$1.2 trillion and
US$2.3 trillion per year, an increase of around
±RIGHYHORSLQJFRXQWU\*'3,IRSHUDWLRQDQG
maintenance costs are included, then these estimates
could be doubled.
There is considerable interest and demand
from national and city governments, donors,
DQGWKHSULYDWHVHFWRUWRXQORFN¿QDQFH
for 3C urban development. At the same time,
major governance and market barriers exist that
currently prevent access to a wide range of private
DQGSXEOLF¿QDQFH8UEDQ¿QDQFHLVQRWZHOO
XQGHUVWRRGDQGWKHVLJQL¿FDQWSRWHQWLDORIDQXPEHU
RIXUEDQ¿QDQFHPHFKDQLVPVUHPDLQVXQIXO¿OOHG
8UEDQ¿QDQFHGHVHUYHVJUHDWHUUHFRJQLWLRQIRULWV
transformative potential as a key enabler of inclusive
urban economic development at the national level.

Delivering sustainable models of urban growth will
require substantial additional investment in compact,
connected, and coordinated urban infrastructure.
This paper focuses on the role of national
governments in mobilising and directing
XUEDQ¿QDQFHZLWKWKHDLPRIVXSSRUWLQJ
policymakers and practitioners to think
V\VWHPDWLFDOO\DERXW¿QDQFLQJ&XUEDQ
development.,WUHYLHZVWKHVRXUFHVRI¿QDQFHWKDW
DUHSRWHQWLDOO\DYDLODEOHLGHQWL¿HVWKHEDUULHUVWR
investing in sustainable urban infrastructure faced by
different investors, and examines the most promising
¿QDQFHSROLF\LQVWUXPHQWVPHFKDQLVPVDQG
institutional structures. This informs a preliminary
¿QDQFLDOPDWXULW\DVVHVVPHQWWKDWFHQWUDODQGFLW\
governments can use to chart customised policies,
practices, and instruments that could enhance their
¿QDQFLDOFDSDELOLWLHV7KHUHVHDUFKGUDZVRQHYLGHQFH
from four main sources: grey literature, expert
interviews, databases, and workshops in India, Mexico,
and Uganda. This Policymakers’ Summary presents the
KLJKOHYHO¿QGLQJVIURPWKLVZRUNZKLFKDUHDYDLODEOH
in more detail in the Global Review of Finance for
Sustainable Urban Infrastructure.1 The Global Review
is further supported by the three standalone country
case studies and three detailed instrument inventories.

+LJKSRWHQWLDOXUEDQĆQDQFH
mechanisms
:HLGHQWL¿HGWKUHHEURDGDUHDVRIDFWLRQIRU
national and international policymakers –
UDLVLQJVWHHULQJDQGEOHQGLQJ¿QDQFH
5DLVLQJ¿QDQFHFunds can be provided by national
¿QDQFHPLQLVWULHVLQWKHIRUPRI¿VFDOWUDQVIHUVRU
IURPLQWHUQDWLRQDO¿QDQFLDOLQVWLWXWLRQVVXFKDV
multilateral development banks. National governments
can also support municipal governments to raise
¿QDQFHIRULQYHVWLQJLQXUEDQLQIUDVWUXFWXUH([DPSOHV
include increased local revenue-raising powers, such
as property taxation, and leveraging private capital
WKURXJKPXQLFLSDOGHEW¿QDQFLQJ
6WHHULQJ¿QDQFHNational governments can create
enabling conditions to steer private investment into
more sustainable urban infrastructure. This can be
by shaping the market, for example through tax and
other pricing mechanisms. It may also be by regulating
investment, for example through zoning ordinances
RUSHUIRUPDQFHVWDQGDUGVRUHGXFDWLQJLQYHVWRUV
about sustainable alternatives, for example through
awareness campaigns and labelling systems.
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Figure A
Areas of national and international action: raising, steering, and blending finance
Barriers

Areas of action

Finance mechanisms

Lack of upfront
public capital

Raising ﬁnance

Institutional inertia
Institutional capacity
Steering ﬁnance
MARKET
Return proﬁles
Risk proﬁles
Blending ﬁnance
Imperfect information

Finance instruments,
economic policy
instruments, ﬁnance
delivery mechanisms,
funding models, ﬁnance
vehicles, governance
structures.
E.g. ﬁscal
decentralisation, debt
ﬁnancing, land value
capture, pricing,
regulation, standards,
national investment
vehicles, public–private
partnerships.

COORDINATING GOVERNANCE

INSTITUTIONAL

International engagement and national ﬁnance strategies

%OHQGLQJ¿QDQFHNational governments can attract
SULYDWHFDSLWDO¿QDQFHE\XVLQJSXEOLF¿QDQFHVWR
FKDQJHULVNUHWXUQUDWLRVIRUH[DPSOHWKURXJK¿UVW
loss capital, credit guarantees, and other instruments.
3XEOLF±SULYDWHSDUWQHUVKLSVDQGQDWLRQDOLQYHVWPHQW
vehicles can play an important role in establishing the
evidence of, or conditions for, commercial returns.
6HYHQNH\¿QDQFHPHFKDQLVPVFRXOGKDYH
VLJQL¿FDQWSRWHQWLDOIRUUDLVLQJVWHHULQJ
DQGEOHQGLQJ¿QDQFHIRUXUEDQVXVWDLQDEOH
infrastructure. 7KHVH¿QDQFHPHFKDQLVPVVXSSRUW
investment in 3C urban infrastructure, have potential
IRU¿QDQFLQJDWVFDOHOLHXQGHUQDWLRQDOJRYHUQPHQW
FRQWURORULQÀXHQFHDQGKDYHVXSSRUWLQJHYLGHQFH
RISUHYLRXVHIIHFWLYHQHVV:KLOHWKHVHVHYHQ¿QDQFH
PHFKDQLVPVFRXOGMXVWL¿DEO\EHSULRULWLVHGE\
FHQWUDOJRYHUQPHQWVZHLGHQWL¿HGRWKHU¿QDQFH
instruments and models, many of which may also
EHHIIHFWLYHLQRYHUFRPLQJ¿QDQFHEDUULHUVWRD
3C urban transition. The relative effectiveness of
GLIIHUHQWPHFKDQLVPVZLOOGHSHQGRQFRXQWU\VSHFL¿F
circumstances and, for this reason, any country-level
pilots should be open to exploring the full range of
SRWHQWLDO¿QDQFHPHFKDQLVPV

8

'HOLYHULQJDEHWWHUXUEDQĆQDQFHV\VWHP
Coordinated national governance is critical to
delivering investments in urban infrastructure,
and will depend on the levels of economic
GHYHORSPHQWDQG¿QDQFLDOPDWXULW\RID
country and its cities. Low national income levels
can limit the pace at which countries can mobilise
urban investment, due to both smaller public budgets
and the constrained capacity of the national and local
institutions tasked with raising, steering, and blending
XUEDQ¿QDQFH1DWLRQDO¿QDQFLDOPDWXULW\FRQVWUDLQV
the ability of both national and local governments to
GHSOR\VSHFL¿F¿QDQFLQJPHFKDQLVPVRUWRFUHDWH
WKH¿VFDODQGSROLF\HQYLURQPHQWWKDWDIIHFWVXUEDQ
investment. It follows that poorer countries with
ORZHUOHYHOVRI¿QDQFLDOPDWXULW\DUHOHVVOLNHO\WRKDYH
DFFHVVWRWKHVDPHUDQJHRI¿QDQFLQJLQVWUXPHQWVDQG
mechanisms that are available to wealthy nations.
1DWLRQDO¿QDQFLDOPDWXULW\DFWVDVDQ
important determinant of a country’s ability
to invest in urban infrastructure development
at scale. Credit ratings are a useful proxy for
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Figure B
Finance mechanisms with potential to raise, steer, and blend finance.

National and local
capacity development

Fiscal
decentralisation
Public–private partnerships (PPPs)
Public–private partnerships (PPPs) can
play a role in delivering urban
infrastructure projects where governments face technical and ﬁnancial
constraints, particularly in middle- and
high-income countries with mature
ﬁnancial systems.

International ﬁnance
The potential of International ﬁnance
Institutions to drive sustainable urban
infrastructure is substantial.

PPPs

Debt ﬁnance

High potential
urban ﬁnance
mechanisms
International
ﬁnance

National investment vehicles
National development banks, green investment
banks, and other national-level investment vehicles
with a speciﬁc mandate for ﬁnancing sustainable
urban infrastructure have substantial potential for
blending public and private ﬁnance.

Land value
capture

National
investment
vehicles

¿QDQFLDOPDWXULW\DVWKH\DUHEDVHGRQGLYHUVH
factors, including revenue sources, debt levels, and
PDQDJHPHQWRISXEOLF¿QDQFHV7KLVSDSHUSURYLGHV
evidence of the positive relationship between economic
development and national creditworthiness, and on
WKLVEDVLVVHWVRXWWKHSRWHQWLDOIRUDQDWLRQDO¿QDQFLDO
maturity framework.
7RHQKDQFHQDWLRQDO¿QDQFLDOPDWXULW\FHQWUDO
governments will need to employ different sets of
SROLFLHVLQVWLWXWLRQDOUHIRUPVDQG¿QDQFLQJPHFKDQLVPV
DWHDFKRIWKHVHWKUHHEURDGVWDJHVRI¿QDQFLDOPDWXULW\
•

Fiscal decentralisation
Where capacity exists, and it is institutionally appropriate,
decentralisation of property and other forms of taxation
can increase the efficiency of public ﬁnances and provide
municipalities and regions with greater sources of revenue
over which they retain control.

Foundation: The most appropriate and relevant
actions for governments at the foundation stage
are those that build institutional and legal capacity,
WUXVWDQGH[SHULHQFHLQXUEDQ¿QDQFH$WWKLVVWDJH
important strategies include building sovereign
creditworthiness and public revenue-generation
capacity, reforming national planning, legal,
and regulatory frameworks, and improving the
documentation and governance of land markets.

Pricing,
regulation,
standards

Debt ﬁnance
Municipal and sovereign bonds, and bank
loans in the form of project and permanent
ﬁnance, are important tools for raising
upfront capital to ﬁnance sustainable
urban infrastructure.
Land value capture (LVC)
Land value capture is a powerful tool for
ﬁnancing large urban transport and
development projects. National
governments can provide strong regulatory
frameworks and guarantees that enable
municipalities to use land value capture for
shaping compact urban development.

Pricing, regulation and standards
Carbon pricing, land regulation, tax incentives, urban
pollution regulation, and performance standards are critical
for steering investments into sustainable urban
infrastructure, buildings and planning systems.

•

Transition: Countries navigating the transition
phase must start to introduce more sophisticated
LQVWUXPHQWVWRUDLVHVWHHUDQGEOHQG¿QDQFHIRU
sustainable urban infrastructure. They should
HYDOXDWHWKHEHQH¿WVRIODQGYDOXHFDSWXUHWRVWHHU
investment towards compact and connected urban
IRUPVZKLOHH[SDQGLQJWKHXVHRIGHEW¿QDQFHRQ
the basis of the increased sovereign and municipal
creditworthiness and the regulatory and legal
certainty built during the foundation stage.

•

Established: Higher-income countries have
well-developed institutional capacities and
substantial domestic resources, and can therefore
GHSOR\DZLGHUDQJHRI¿QDQFLDOPHFKDQLVPV$V
a result, investment can be more complex and
diverse, allowing a range of actors to contribute
to sustainable urban development, and where
SXEOLF±SULYDWHSDUWQHUVKLSV 333V UHDOHVWDWH
investment, and advanced forms of value capture
KROGVLJQL¿FDQWSRWHQWLDO
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Figure C illustrates where countries might be situated
LQWHUPVRIWKHLUUHODWLYH¿QDQFLDOPDWXULW\

7RLPSOHPHQWWKH¿QDQFLDOPHFKDQLVPV
DQGLQVWUXPHQWVLGHQWL¿HGDUDQJHRI
accompanying reform measures are required
WRSURJUHVVQDWLRQVIURPRQH¿QDQFLDO
maturity level to the next. The indicative
framework presented below brings together the three
SKDVHVRIPDWXULW\ZLWKWKHVSHFL¿FDFWLRQVWKDWDUH
QHHGHGWRUDLVHVWHHUDQGEOHQG¿QDQFHIRU&XUEDQ
development. Initial testing of these ideas suggests
that this form of diagnostic tool could serve as a useful
guide and navigation for national governments to plan
DQGLPSOHPHQWXUEDQ¿QDQFLDOUHIRUP7DEOH$VKRZV
DQLQGLFDWLYHSURJUHVVLRQIRU¿QDQFLDOPDWXULW\DQG
how it could be linked to key areas of action.

An assessment and planning framework for
XUEDQ¿QDQFLDOPDWXULW\FRXOGSURYLGHD
valuable guide for national urban investment
reform. Country governments have expressed
demand for a framework that they can use with
development partners to chart activities and reforms
that increase their ability to harness sustainable
infrastructure investment. This framework can
be an effective strategic planning tool for national
policymakers, aiding the navigation of contextually
appropriate development of national urban policies,
LQVWLWXWLRQVDQG¿QDQFLDOPHFKDQLVPVIRUVXVWDLQDEOH
urban development and infrastructure provision.

Figure C
National-level financial maturity

Lower-/upper-middle
income threshold>>>

18

Transition

16
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Australia
Korea
Finland

United States

Chile
United Kingdom
China

Taiwan
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Malaysia

Sovereign credit rating
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Mexico
Thailand
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Established

Philippines

Creditworthiness threshold >>>

Hungary
South Africa

India

8

Indonesia

Brazil
Turkey

Vietnam

6

Bangladesh
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Rwanda
Ethiopia

4
Uganda
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Foundation

Transition
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Source: Standard & Poor’s global ratings.
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Table A
The key characteristics of national government urban finance systems at different levels of
financial maturity
FOUNDATION
Raising

• Improve reliability of
budgetary planning and
processes
• Increase own-source
revenue generation at the
local level
• Demonstrate reliable debt
servicing
• Identify steps to achieving
a formal credit rating
• Secure and improve
sovereign credit rating(s)
• Secure accreditation with
multilateral climate funds

Steering

• Set clear planning guidelines
and regulations such as
spatial plans and building
codes, coordinated across
different scales
• Build capacity for more
HIĆFLHQWSURSHUW\PDUNHWV
for example by systematising
valuation practices,
registration and titling, and
introducing transparent
transaction registries
• Require national investment
vehicles to adopt green
investment and lending
criteria

Blending

TRANSITION
• Develop municipal
borrowing regulatory
framework outlining
whether cities can borrow
and how much, what
currencies they can borrow
in, the type of collateral that
they may pledge to secure
borrowing, and events in
cases of default
• Secure and improve
municipal credit rating(s)
• Increase and retain larger
local revenue share

• Improve land regulation and
emerging land market
• Develop national land value
capture (LVC) regulatory
frameworks that outline
whether cities can sell and
trade development rights,
land leasing system and
the rules governing rights
exchanges
• Demonstrate simple LVC
instruments in major city
transport projects
• &UHDWHĆVFDORUUHJXODWRU\
frameworks to promote
sustainable investment,
such as carbon pricing
and mandatory energy
performance standards

• Engage private sector to
understand needs and risk
appetite

• Set up national PPP function
supporting local government
projects

• Implement simple, short-term
and low-value demonstration
projects with private partners

• Support national investment
vehicles to tap private
ĆQDQFHIRUSLORWRU
exemplar sustainable urban
infrastructure projects

• Establish national legal
and regulatory framework
outlining the ability of cities to
enter into PPP transactions,
and detailing the appropriate
corporate frameworks and
oversight processes

• Access credit enhancement,
currency, or project risk
guarantees

ESTABLISHED
• Support cities to experiment
with diverse debt and equity
ĆQDQFLQJPHFKDQLVPV
• Cities can access diverse
VRXUFHVRIĆQDQFHWKDWDUH
HIĆFLHQWDQGDIIRUGDEOH
• Implement environmental
taxes on polluting activities
• Commit to issuing green or
climate municipal bonds to
UDLVHĆQDQFHIRUVXVWDLQDEOH
options

• LVC standard urban
development mechanism,
with advanced forms of LVC
implemented
• &UHDWHDGYDQFHGĆVFDO
or regulatory municipal
frameworks to promote
sustainable investment, such
as congestion pricing and
feed-in tariffs
• Work with commercial
banks, banking regulators,
and capital market
authorities on voluntary
and mandatory practices to
JUHHQĆQDQFHV\VWHPV

• Develop municipal line
ministry PPP capability
• Municipal access to capital
markets is commonplace
• Municipal projects attract
competition among lenders to
ĆQDQFHSURMHFW
• Support cities to standardise
and aggregate small
investments (such as energy
HIĆFLHQF\DQGGHFHQWUDOLVHG
renewables) through pooled
ĆQDQFHPHFKDQLVPV
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1. Objectives and methods
This Policymakers’ Summary focuses on the role of
national governments in mobilising and directing urban
¿QDQFHZLWKWKHDLPRIVXSSRUWLQJSROLF\PDNHUVDQG
SUDFWLWLRQHUVWRWKLQNV\VWHPDWLFDOO\DERXW¿QDQFLQJ
3C urban development. It builds on a growing body
of research that highlights the critical role of central
JRYHUQPHQWVLQHVWDEOLVKLQJPRUHHIIHFWLYHDQGHI¿FLHQW
PHFKDQLVPVWR¿QDQFHVXVWDLQDEOHXUEDQLQIUDVWUXFWXUH
This will be essential to meet the United Nations
Sustainable Development Goals.
The main focus of the report is on low- and middleincome countries, where rates of urban population
JURZWKDQGFDSDFLW\JDSVDUHSDUWLFXODUO\VLJQL¿FDQW
High-income countries are included to highlight the
SRWHQWLDORIVSHFL¿FPHFKDQLVPVDQGWKHVFRSHIRU
GHYHORSLQJFRXQWULHVWRLPSURYHWKHLU¿QDQFLDOPDWXULW\
This research draws on evidence from four main
sources: grey literature, expert interviews, databases,
and workshops in India, Mexico, and Uganda. The
process was overseen by a Finance Working Group,
created between September and December 2016, which
included experts from a wide range of organisations
from the public and private sectors. We completed a
literature review of over 50 reports, papers, and articles,
using key word searches, references in bibliographies
of other key works, and publications recommended by
the Coalition for Urban Transitions and the Finance
Working Group. This was supplemented with evidence
from LSE’s databases, including information on credit
ratings at national and city levels, urban populations
and urban carbon emissions.
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This Policymakers’ Summary presents the high-level
¿QGLQJVIURPthree sets of supporting papers:
1.

Global Review of Finance for Sustainable
Urban Infrastructure: The review builds on a
growing body of research that highlights both the
importance of national sustainable infrastructure
DQGWKHQHHGWRGHYHORSPRUHHIIHFWLYHDQGHI¿FLHQW
¿QDQFLQJPHFKDQLVPVIRUGHOLYHULQJFRPSDFW
FRQQHFWHGFLWLHV,WIRFXVHVVSHFL¿FDOO\RQWKHUROH
of national governments and the international
community in unlocking, directing, and facilitating
¿QDQFHÀRZVWKDWFDQGHOLYHUVXVWDLQDEOHXUEDQ
infrastructure.

2. Detailed instrument inventories on debt
¿QDQFLQJODQGYDOXHFDSWXUHDQGSXEOLF±
SULYDWHSDUWQHUVKLSVThese inventories include
GHWDLOVRI¿QDQFLQJVRXUFHVIRUWKHVHLQVWUXPHQWVWKH
role of national and city governments, and how the
inventories can be designed and deployed to provide
EHWWHUXUEDQ¿QDQFH
3. &DVHVWXGLHVLQ0H[LFR,QGLDDQG8JDQGD
These provided the opportunity to engage directly
ZLWKQDWLRQDO¿QDQFHPLQLVWU\RI¿FLDOVRWKHU
JRYHUQPHQWRI¿FLDOVDQGDUDQJHRIRWKHUSXEOLF
and private stakeholders. This enabled us to test
our evidence against experience in low- and middleincome countries, and provide rich examples of the
challenges faced by countries with different levels of
LQFRPHDQG¿QDQFLDOPDWXULW\7KHVHFDVHVWXGLHV
are separately available. Each one outlines the urban
governance landscape, with a particular focus on
¿QDQFLDODQG¿VFDOSRZHUVDQGKLJKOLJKWVVSHFL¿F
RSSRUWXQLWLHVWRLQFUHDVHWKH¿QDQFLDOPDWXULW\RIWKH
central and city governments.
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7KHFKDOOHQJHRIĆQDQFLQJ
the urban transition
2.1 The 3C model of urbanisation
Urbanisation is one of the most important
potential drivers of productivity and growth in
the global economy. Changes in the global urban
population suggest that, by 2050, cities will be home
to two-thirds of the world’s inhabitants. China’s urban
population alone is expected to be nearly 1 billion by
2030. Large, fast-growing economies, such as India,
Nigeria, and Indonesia, will also experience rapid
urban population growth.2 Well-managed urban
growth can potentially bring substantial economic and
KXPDQGHYHORSPHQWEHQH¿WV7KHHFRQRPLFSRWHQWLDO
of cities is a result of the productivity gains realised
through the concentration of people and economic
activities. This in turn creates deep and vibrant
markets and a fertile environment for innovation in
ideas, technologies, and processes.
However, evidence suggests that governance
and market failures limit these potential
HFRQRPLFEHQH¿WVDQGLPSDFWQHJDWLYHO\RQ
the environment and on the quality of life
of urban citizens. Poorly managed urban growth
and associated infrastructure deployment leads
to a number of market failures, which can hinder
productivity and overall economic growth. Among
these market failures are urban sprawl, congestion

and longer travel times, negative externalities of
pollution and carbon emissions, inadequate housing
and overcrowding, and sub-optimal agglomeration
effects on innovation and skills matching.3 Without
LQWHUYHQWLRQWKHVHPDUNHWIDLOXUHVLPSRVHVLJQL¿FDQW
health and productivity costs on urban citizens.
The urban infrastructure that countries and
cities construct today will lock in economic
DQGFOLPDWHEHQH¿WV±RUFRVWV±IRUGHFDGHVWR
come. Urban infrastructure encompasses the physical
and organisational structures or facilities that fall within
the boundaries of an urban area, or are designed to meet
the needs of city dwellers and industry. This includes
buildings, electricity grids, sewers, telecommunications,
transport networks, waste disposal, and water
supply. The service life of these urban infrastructure
systems typically ranges from 30 to 100 years. These
long-life assets create urban form and function path
dependencies sustained over centuries. Many of the
variances in energy consumption and greenhouse gas
(GHG) emission rates of cities with similar levels of
wealth and climate conditions can be attributed to past
policy decisions that have shaped their urban form,
WUDQVSRUWV\VWHPVDQGEXLOGLQJHQHUJ\HI¿FLHQFLHV
Over the next decades, avoiding negative
lock-in will be particularly important for
fast-growing cities in emerging economies,
which are making the largest investments in
urban infrastructure. )RUH[DPSOH±RI
the urban infrastructure that will exist in India in
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2050 has yet to be built.4 If left unmanaged, trends
in fast-growing cities that favour urban sprawl will
lock in long-term economic, climate, and social costs.
$JOREDOVWXG\RIFLWLHVHVWLPDWHGWKDWDOPRVW
of growth in expected energy consumption is directly
UHODWHGWRXUEDQVSUDZO±D¿JXUHWKDWH[FHHGVHQHUJ\
use increases related to higher GDP and demographic
changes. 5 Globally, cumulative welfare losses attributed
to exposure to ambient and household air pollution
resulting from building, energy, transport, and landuse factors reached US$5.1 trillion in 2013. The impact
of this is felt most acutely in emerging economies:
ORVVHVLQ6RXWK$VLDDQG(DVW$VLDDQGWKH3DFL¿FZHUH
HTXLYDOHQWWRDQGRIUHJLRQDO*'36
,QRUGHUWRFDSWXUHWKHSURGXFWLYLW\EHQH¿WVRI
urban growth while minimising the costs, cities
will need to shift to a more economically and
environmentally sustainable growth pattern.
In particular, the management of urban population
DQGHFRQRPLFJURZWKZLOOQHHGWRDYRLGLQHI¿FLHQFLHV
in urban form and infrastructures, and favour systems
that use critical natural resources (such as water) in a
sustainable way, produce minimal GHG emissions, and
conserve or enhance ecosystem function.
Addressing the market failures that result from
poorly managed urban growth will require a
new urban development model for many cities.
For this, three pillars are crucial: compact urban
growth, connected infrastructure, and coordinated
JRYHUQDQFH±WKH&PRGHORIXUEDQGHYHORSPHQW
These 3C pillars can drive cost and resource
HI¿FLHQFLHVWKURXJKWKHEHQH¿WVRIVFDOHHFRQRPLHV
DQGDJJORPHUDWLRQHQHUJ\HI¿FLHQF\HQYLURQPHQWDO
protection, resilience, productivity, and sustainable
urban economic growth. 7
The three pillars of the 3C model of urban
development are overlapping and mutually
reinforcing:
•

Compact urban growth: through managed
JURZWKDQGRUXUEDQUHWUR¿WWLQJWKDWHQFRXUDJHV
higher densities, contiguous development,
functionally and socially mixed neighbourhoods,
walkable and human-scale local urban
HQYLURQPHQWVEURZQ¿HOGVLWHUHGHYHORSPHQWDQG
green space provision.

•

Connected infrastructure: through
investment in innovative urban infrastructure
and technology such as bus rapid transit (BRT),
cycle superhighways, electric vehicles, smart grids,
HQHUJ\HI¿FLHQWEXLOGLQJVDQGHVVHQWLDOZDWHU
sanitation, and waste services.
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•

Coordinated governance: through effective and
accountable institutions to support the coordinated
planning and implementation of activities and
investment across the public and private sectors.

A range of investments in 3C urban
development across multiple sectors is
required, much of which will need to be
implemented with new business models and
XUEDQ¿QDQFLQJPHFKDQLVPV

,QIUDVWUXFWXUHDZLGHQLQJGHĆFLWLQ
global investment
Delivering the 3C model of urbanisation will
require substantial additional investments in
sustainable urban infrastructure. The Paris Climate
Change Accord, the UN Sustainable Development
Goals, the Habitat III New Urban Agenda, and the
Sendai Framework for Disaster Risk Reduction have all
underscored the need for a more strategic approach to
investing in public infrastructure that leverages private
and institutional capital more effectively.
+RZHYHUHYHQ¿QDQFLQJEXVLQHVVDVXVXDO
urban infrastructure is a huge global challenge.
In an early study, the OECD suggested that around
US$50 trillion would be required for investment
in global infrastructure over a 15-year period. This
included investments in road, rail, and basic energy
and water infrastructure, much of this in cities.8 In
another study, the annual investment required has been
estimated at US$4 trillion a year in 2015 rising to US$9
trillion a year by 2025, with total demand reaching
US$78 trillion over the 10-year period.9
Under current projections, many cities will
QRWEHDEOHWRUDLVHWKH¿QDQFHUHTXLUHGWR
meet this demand for infrastructure. According
WRDUDQJHRIHVWLPDWHVWKHGH¿FLWLQLQYHVWPHQWIRU
global infrastructure is growing by more than US$1
trillion annually. This investment gap is particularly
acute in low- and middle-income countries due to
WKHLU¿VFDOFRQVWUDLQWVDQGKLJKHUUDWHVRISRSXODWLRQ
and economic growth.10 Recent estimates put the gap
LQ¿QDQFLQJQHHGVRIGHYHORSLQJFRXQWULHVEHWZHHQ
86WULOOLRQDQG86WULOOLRQSHU\HDU±DURXQG
RIGHYHORSLQJFRXQWU\*'311 If operation and
maintenance costs are included, then these estimates
could be doubled.
If this infrastructure gap is not closed, up
to 2 billion urban dwellers will face living in
informal settlements by 2030. Without basic
sanitation, clean drinking water, energy provision,
waste collection, shelter, public transport systems,
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and job opportunities, their living standards and
quality of life will be inhibited.
Some research suggests that delivering
sustainable infrastructure would require
additional investment. The World Economic
Forum projects that an additional US$0.7 trillion
per year would be needed to move from the businessas-usual economy to green growth.127KLVUHÀHFWV
the higher capital costs, technological substitution,
and technical risks associated with many sustainable
infrastructure options.13
However, moving to a 3C urban infrastructure
model could result in higher savings and
lower long-term costs. One analysis estimated that
low-carbon cities could generate a stream of savings
equivalent to US$16.6 trillion by 2050.14 Compact urban
development tends to require less construction material
DQGOHDGVWRPRUHHI¿FLHQWRSHUDWLRQVWKDQVSUDZOLQJ
development. If pursued in the United States, compact
development could yield more than US$100 billion
in avoided public costs for infrastructure and service
delivery.15 Estimates show that China could save up to
86WULOOLRQLQLQIUDVWUXFWXUHVSHQGLQJ±HTXLYDOHQW
WRRI&KLQD¶V*'3LQ±LILWSXUVXHGDPRUH
compact, transit-oriented urban model.16 Potential
changes in technology and infrastructure service
delivery models (e.g. shared mobility and autonomous
vehicles and distributed energy generation) may result
in decentralised infrastructure investments that can be
privately funded.

2.3 Major barriers to urban
infrastructure investment
7KHJOREDOGH¿FLWRILQYHVWPHQWLQWRVXVWDLQDEOH
urban infrastructure is the result of direct
market failures, institutional failures, and price
distortions in the wider economy. Addressing
wider price distortions is not within the scope of
this study, but it represents an area of necessary
policy intervention for shifting investment into more
sustainable infrastructure. Putting a price on carbon
and implementing regulatory programmes to incentivise
the transition to a low-carbon economy provides the
impetus for direct responses to market and institutional
failures that relate to urban infrastructure.
In addition to market failures in the wider
economy, six broad barriers are contributing
directly to the investment gap in sustainable
urban infrastructure. Some of these barriers are
commonly faced by all investors and funders, while
RWKHUEDUULHUVDUHPRUHVSHFL¿F VHHDOVR7DEOH 
7KHEDUULHUVLGHQWL¿HGLQFOXGH

1. Lack of upfront public capital. Government
lacks the upfront capital to fund its investment
priorities.
2. Institutional inertia. 7KHGLI¿FXOW\RIFKDQJLQJ
investment patterns due to institutional,
JRYHUQDQFHDQGFRQWUDFWXDO¿QDQFLDOIHDWXUHV
present in the market.
3. Institutional capacity. National, regional, and
municipal governments cannot initiate projects
or act as bankable counterparties due to legal,
regulatory, technical, and skills limitations.
4. Risk. ,QYHVWRUVSHUFHLYHDVLJQL¿FDQWULVNRIORVLQJ
their investment due to a variety of risk factors.
5. Low returns. Investors forecast that an
LQYHVWPHQWZLOOJHQHUDWHLQVXI¿FLHQWUHWXUQV
for example through debt repayments, asset
appreciation, or other income streams, relative to
other sectors and asset classes.
6. Imperfect information. Investors possess
LQVXI¿FLHQWLQIRUPDWLRQRQWKHRSSRUWXQLWLHVWKDW
exist, and how worthwhile an opportunity may be.
$ODUJHSURSRUWLRQRI¿QDQFHIRU&XUEDQ
development will require public funds, as the
GLUHFWUHWXUQVRQLQYHVWPHQWDUHLQVXI¿FLHQW
to offset capital costs. This is particularly the case
for low- and middle-income countries where consumer
incomes may be too low to recover operational costs,
let alone capital investments. Furthermore, in many
countries where there is a lack of clarity and stability in
the legal and regulatory environment for infrastructure
investment, the threshold returns for private investors
are raised even higher.
However, political and economic uncertainty,
DORQJZLWKLQFUHDVHGIUDJLOLW\DQGFRQÀLFW
continue to have a major impact on government
revenues, infrastructure spending, and investor
risk perceptions. For example, in many high-income
countries, low economic growth, austerity policies,
and ageing populations have contributed to national
government spending constraints across all sectors.
In many low- to middle-income countries, political
unrest, party differences between levels of government,
FRQÀLFWVWUDGHVDQFWLRQVDQGHQGHPLFFRUUXSWLRQ
have all been factors in ineffective intergovernmental
WUDQVIHUVWKDWUHGXFHLQYHVWRUFRQ¿GHQFH:KLOH
addressing these barriers is not within this report’s
scope, infrastructure investment needs to be
understood within this context.
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3. Areas of national and
international action
3RWHQWLDOVRXUFHVRIXUEDQĆQDQFH
$UDQJHRIVRXUFHVRISXEOLFDQGSULYDWH¿QDQFH
will be required to deliver sustainable urban
infrastructure. The scale of the global infrastructure
investment gap over the next two decades will challenge
JRYHUQPHQWVWR¿QGZD\VWRDFFHVVDGGLWLRQDO¿QDQFH
needed to deliver the required level of sustainable urban
infrastructure. Some municipal governments can draw
RQIXQGVWR¿QDQFHODUJHLQIUDVWUXFWXUHSURMHFWVEXW
even cities with relatively large own-sources of funding
ZLOOJHQHUDOO\UHTXLUHDGGLWLRQDO¿QDQFH
The average level of government infrastructure
investment is about 3% of global GDP.17
*RYHUQPHQWVKDYHWUDGLWLRQDOO\¿QDQFHGDVLJQL¿FDQW
proportion of infrastructure investments through their
revenue-raising and budgetary powers. Where revenue
and budget powers remain largely centralised (i.e. at
the national rather than local level), intergovernmental
WUDQVIHUVPD\EHWKHSULPHVRXUFHRI¿QDQFHIRUORFDO
infrastructure.
Many municipal governments are well placed
to lead and manage urban infrastructure
programmes, though they often have limited
powers and institutional capacity to raise
¿QDQFH2QO\RIFRXQWULHVDUHUHFRUGHGDV
GHYROYLQJ¿VFDORUOHJLVODWLYHSRZHUVWRVXEQDWLRQDO

16

governments, and of these the depth of revenueraising powers is highly variable.182QO\RI
FRXQWULHVVDPSOHGZHUHIRXQGWRJUDQWVLJQL¿FDQW
taxation autonomy to their local governments, and
RIFRXQWULHVIRUELGDQ\NLQGRIERUURZLQJE\
local governments. Just 22 countries allow borrowing
without any restrictions.19:KLOHLQVSHFL¿FFDVHVWKHVH
UHVWULFWLRQVPD\EHDQHIIHFWLYH±HYHQQHFHVVDU\±
means of maintaining budget discipline, it highlights
the challenge that municipal and regional governments
IDFHZKHQ¿QDQFLQJXUEDQLQIUDVWUXFWXUHSURJUDPPHV
Even in high-income countries, municipal
GHEW¿QDQFLQJKDVQRWEHHQDSDQDFHDWR
infrastructure investment needs. Many cities have
accumulated substantial debts through bond issuances
and private loans with the result that ongoing debt
repayments prevent investments in future projects. In
some extreme cases, cities in the United States, such
as Detroit (Michigan), San Bernardino (California),
Hillview (Kentucky), and Central Falls (Rhode Island),
KDYH¿OHGIRUEDQNUXSWF\6LPLODUO\VRPHH[SHUWV
interviewed have argued that many of China’s cities
may become over-leveraged as state banks are obliged
WRSXUFKDVHPXQLFLSDOERQGVZLWKRXWVXI¿FLHQWRZQ
UHVRXUFHVIRUSD\EDFN)RUWKHVHUHDVRQVGHEW¿QDQFLQJ
should only be considered as one part of a sound
¿QDQFLDOPDQDJHPHQWDSSURDFK
National ministries can play a role by providing
PRUHHIIHFWLYH¿VFDOWUDQVIHUVDQGVHWWLQJXS
national development banks (NDBs). NDBs
are government-backed, government-sponsored, or
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JRYHUQPHQWVXSSRUWHG¿QDQFLDOLQVWLWXWLRQV7KH\KDYH
VSHFL¿FSXEOLFSROLF\PDQGDWHVZKLFKWKH\VXSSRUW
through their capacity to, for example, extend credit on
favourable terms or take long-term equity stakes. They
tend to be early-stage investors, tolerating more risk
WKDQSULYDWH¿QDQFLHUVDQGDUHSDUWLFXODUO\HIIHFWLYHLQ
SURYLGLQJORQJWHUP¿QDQFLQJLQORFDOFXUUHQF\LQWKHLU
local credit markets. In this way, they can play a key
role in developing domestic experience and capacities in
¿QDQFLQJDQGGHOLYHULQJVXVWDLQDEOHLQIUDVWUXFWXUH
,QPDQ\FDVHVGRPHVWLFSXEOLF¿QDQFHZLOO
UHPDLQLQVXI¿FLHQWWRZKROO\¿QDQFHWKH
infrastructure needed across a country’s
cities. This is particularly the case in low- to middleincome countries. Consequently, the involvement of
LQWHUQDWLRQDOSXEOLFIXQGVDQGSULYDWH¿QDQFHZLOOEH
required to close the global investment gap.
Multilateral development banks (MDBs) and
bilateral donor funds are important sources of
infrastructure capital but tend to have small or
narrowly focused urban portfolios. MDBs can
provide a unique range of project preparation technical
assistance, direct investments, wholesale capital,
and credit guarantees. However, most MDBs do not
IRFXVRQXUEDQDUHDVRUVXEQDWLRQDOJRYHUQPHQWV
instead, they typically lend to national governments
for trunk infrastructure, which may not be aligned
with local urban plans. Finance commitments for
sustainable urban infrastructure can also be hindered
by risk aversion, low leverage ratios, a lack of eligible

FRXQWHUSDUWLHVWR¿QDQFHDJUHHPHQWDQGLQWHUQDO
capacity limitation.
&OLPDWH¿QDQFHVXFKDVWKH*UHHQ&OLPDWH
Fund (GCF) and Clean Development
Mechanism (CDM), does not strongly target 3C
urban infrastructure, and the transaction costs
of accessing the sources can be high. Challenges
such as the effective structuring of carbon markets and
GLI¿FXOWLHVWUDQVODWLQJGRQRUSOHGJHVWRZHOOFDSLWDOLVHG
funds has resulted in limited impact from these sources.
The Programme of Activities structure for CDM projects,
designed to reduce transaction costs for small projects,
has had limited success due to information barriers.
The multilateral Climate Investment Funds struggled
to attract private capital and, although the GCF is still
in its early stages, some studies suggest that funding
DSSURYDOVWRGDWHKDYHQRWIXO¿OOHGWKHIXQG¶VREMHFWLYHV
for transformational impact and leveraging private sector
participation at scale.
Substantial sources of private and institutional
¿QDQFHH[LVWWKDWFRXOGEHGLUHFWHGLQWR
¿QDQFLQJVXVWDLQDEOHLQIUDVWUXFWXUHLQFLWLHV
Nearly US$120 trillion of assets are currently under
management by a range of commercial and institutional
investors (Figure 1). The majority of assets are managed
by commercial banks and investment companies
UHSUHVHQWLQJ ZLWKSHQVLRQIXQGVLQVXUDQFHDQG
sovereign wealth funds (which often tend to have a longerWHUPLQYHVWPHQWKRUL]RQ UHSUHVHQWLQJDIXUWKHU21

Figure 1
Comparison of assets under management of private and institutional investors in 2015
(US$ trillions).
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Bankability and creditworthiness are
SUHUHTXLVLWHVWRDWWUDFWLQJSULYDWH¿QDQFH
into sustainable urban infrastructure. Private
investors will be drawn to public infrastructure
LQYHVWPHQWVZKHUHDVXI¿FLHQWUHWXUQRQLQYHVWPHQW
LVIRUHFDVWEDVHGRQSURMHFWLQFRPHÀRZVRUORZ
risk government debt repayments based on other
¿VFDOUHYHQXHV$UDQJHRI¿QDQFHLQVWUXPHQWVDQG
mechanisms are available to suit either case, with
different instruments being attractive to different types
of investor. Unpacking the constituent elements within
these pools of public, private and institutional capital
is important, given the differing factors such as riskreturn expectations and investment horizons of
various investor groups.
Public capital sources and private investor
SUR¿OHVZLOOVXLWGLIIHUHQWW\SHVDQGOLIHF\FOH
stages of public infrastructure projects, and
the largest capital pool in terms of assets
under management may not necessarily be the
PRVWSURPLVLQJVRXUFHRI¿QDQFHFor example,
private equity and infrastructure funds seek the
greatest return and will make equity investments in
projects with strong growth potential. These funds are
often willing to invest in relatively new or unproven
markets and technologies. In contrast, pension funds
and insurance companies search for investments
that provide predictable income streams to meet
long-term obligations such as pensions or insurance
claims. A deeper understanding of how the available
¿QDQFHVRXUFHVFDQVXLWYDULRXVSURMHFWVWDJHVPDUNHW
and governance conditions and investor appetites
can create better targeting between investment need
and capital resource. Impact investors have diverse
¿QDQFLDOUHWXUQH[SHFWDWLRQVEXWFRXOGUHSUHVHQW
XQWDSSHGVRXUFHVRI¿QDQFHZLWKPRUHÀH[LEOHULVN
appetites and at a lower cost of capital.
Commercial banks operating in tightening
regulatory environments (e.g. Basel III) are
GLVLQFHQWLYLVHGIURPORQJWHUP¿QDQFLQJLQ
urban infrastructure due to increasing capital
reserve requirements. In the wake of the global
¿QDQFLDOFULVLVLQFRPPHUFLDOEDQNVDUHUHTXLUHG
to maintain increased liquidity in order to meet shortterm customer obligations, whereas investments
are long term and relatively illiquid. This mismatch
is especially pronounced in countries with shallow
capital raising and / or secondary markets. In addition,
FRPPHUFLDOEDQNVZLWKSURMHFW¿QDQFHH[SHUWLVHDUH
often more heavily vested than other institutional
LQYHVWRUVLQWKHKLJKHUULVNSURMHFWVWDJHV±
construction and early operations.22 This may explain
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lending caps in countries such as India which limit
H[SRVXUHWRDQ\RQHVHFWRUDWRIWRWDOQHWZRUWK
LQVSLWHRIWKHKXJHLQIUDVWUXFWXUH¿QDQFLQJJDSLQ
the country.23
Developers and infrastructure operators
are increasingly taking revenue growth
opportunities in low-risk asset operation
services, rather than investing in new
infrastructure projects. Companies expand into
services that span the whole infrastructure cycle
to take advantages of synergies between different
activities. The slowdown in OECD economies
generally and public infrastructure spending
VSHFL¿FDOO\KDVQHFHVVLWDWHGDVKLIWWRVHHNLQJSURMHFWV
in emerging markets. With limited projects that meet
investor risk-return criteria, infrastructure developers
are generating increasing revenue shares from
existing business.
:KLOHSULYDWHHTXLW\¿UPVDUHPRUHULVN
tolerant than many institutional investors,
the returns on typical public infrastructure
projects are often too low. Private equity
investment return target rates are relatively high to
offset the higher risk that investors are willing to take.
Lack of local familiarity is also a major barrier for
private equity investors who tend to prefer projects
that they can thoroughly assess for risk.
Pension funds, sovereign wealth funds
(SWFs) and insurance funds share longterm investment horizons, but have different
risk appetites and liquidity requirements.
While pension funds favour lower-risk investments,
liquidity mandates reduce the incentive to invest
in infrastructure projects. The transaction costs of
investing in fragmented projects are also a major
barrier. Asset allocation to infrastructure generally is
very low within these institutions’ overall portfolios,
and some funds lack the mandate to invest in the class
altogether, or are only permitted to invest in listed
infrastructure funds (e.g. Norway’s Pension Fund
Global). Most have limited expertise and capacity for
infrastructure project acquisition, deal structuring, and
investment management. SWFs are not constrained
by liquidity requirements and are well capitalised, but
may be prohibited from investing in infrastructure.
Many can apply an investment focus in support of
policy objectives, similar to national development
banks. Their focus on large-scale investments can limit
their interest in certain fragmented markets, such as
GLVWULEXWHGXWLOLWLHVDQGHQHUJ\HI¿FLHQF\

FINANCING THE URBAN TRANSITION: POLICYMAKERS’ SUMMARY

Table 1
Potential sources of sustainable urban finance, and barriers faced by public, private, and
institutional investors
KEY BARRIERS

3ULYDWHĆQDQFH

,QWHUQDWLRQDOSXEOLFĆQDQFH

1DWLRQDOSXEOLFĆQDQFH

Finance source

Lack of
upfront
public
capital

Institutional
inertia

Institutional
capacity

National
government

For example,
low growth,
reduced tax
receipts

For example,
regulations
block new
service
delivery
models

For example,
lack of
ĆQDQFLDO
management
expertise

National
development
banks

For example,
limited
capital-raising
ability

For example,
existing
NDBs favour
investments
in Businessas-usual
sectors

For example,
specialised
institutions
(e.g. Green
Banks)
require new
skills

For example,
internal
rules on low
leverage
ratios, low risk
tolerances

For example,
limited host
government
capacity to
structure
investment

Multilateral
development
banks

Climate
ĆQDQFH
(e.g. Green
Climate Fund)

Risk

Low returns

For example,
GLIĆFXOWWR
measure
additionality,
performance
requirements

For example,
lack of
technical
expertise in
low-carbon
technologies

For example,
mismatch
between
donor pledges
and funding
committed

Imperfect
information

For example,
political risks
and regulatory
changes that
impact income
ćRZVOHDGLQJWR
non-performing
loans

For example,
high capital
requirements
constrain
long-term
investments
(e.g. Basel III)

For example,
lack of
commercial
knowledge
in emerging
markets for loan
syndication

For example,
EHWWHUSURĆW
making
opportunities
in servicing
existing assets
than new asset
development

For example,
local currency
variability in
project income
against foreign
currency
denominated
debt

For example,
high local
market interest
rates make
projects
unattractive

For example,
lack of
familiarity
with operating
partners in
emerging
markets

For example,
investors
lack trusted
relationships
with
partners and
counterparties
in 3C
infrastructure

For example,
risk that
government
guarantees
could be
reversed

For example,
private equity
hurdle rates
unsuited to
infrastructure
investments

For example,
lack of
information
on value
potential of new
technologies

Commercial
banks and
investment
companies

For example,
national
lending caps
on banks for
infrastructure
ĆQDQFLQJ
(e.g. in India)

Developers and
infrastructure
operators

Private
equity and
infrastructure
funds

For example,
lack of
experience with
SURMHFWĆQDQFH
and municipal
bond issues
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KEY BARRIERS

,QVWLWXWLRQDOĆQDQFH

Finance source

Lack of
upfront
public
capital

Institutional
inertia

Pension funds
and insurance

For example,
appetite for
very large
investments
may miss
smaller
urban-scale
opportunities

Sovereign
wealth funds

For example,
fund
prohibitions
from
investing in
infrastructure

3.2 Raising, steering, and blending
XUEDQĆQDQFH
7RDGGUHVVWKHPDMRUEDUULHUVWRXUEDQ¿QDQFHZH
KDYHLGHQWL¿HGWKUHHEURDGDUHDVRIDFWLRQ
1.

5DLVLQJ¿QDQFHFunds can be provided by
QDWLRQDO¿QDQFHPLQLVWULHVLQWKHIRUPRI¿VFDO
WUDQVIHUVRUIURPLQWHUQDWLRQDO¿QDQFLDO
institutions such as multilateral development
banks. National governments can also raise
¿QDQFHIURPGHYHORSPHQWDJHQFLHVRUWKHSULYDWH
sector for investing in urban infrastructure, or
support municipal authorities to do so. Possible
mechanisms include property taxation and debt
¿QDQFLQJ

2. 6WHHULQJ¿QDQFHNational governments
can create enabling conditions to steer private
investment into more sustainable urban
infrastructure. This can be by shaping the
market, for example through tax and other
pricing mechanisms. It may also be by
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Institutional
capacity

Risk

For example,
uncertainty
with asset
performance
in new
technology

Low returns

Imperfect
information

For example,
liquidity
requirements
limit longterm
investments
(e.g. Solvency
II)

For example,
lack of
knowledge in
infrastructure

For example,
numerous
small projects
mismatched
with large
capex
strategy

For example,
no clear
partner
strategy in
unfamiliar
emerging
markets

regulating investment, for example through
]RQLQJRUGLQDQFHVRUSHUIRUPDQFHVWDQGDUGV
or educating investors about sustainable
alternatives, for example through awareness
campaigns and labelling systems.
3. %OHQGLQJ¿QDQFHNational governments and
relevant international bodies can attract private
FDSLWDO¿QDQFHE\XVLQJSXEOLF¿QDQFHVWRFKDQJH
ULVNUHWXUQUDWLRVIRUH[DPSOHWKURXJK¿UVWORVV
capital, credit guarantees, and other instruments.
Delivering on these three areas of action will require
national strategies that support urban infrastructure
investment, as well as deployment of a range of
QDWLRQDO¿QDQFHLQVWUXPHQWVDQGPHFKDQLVPVWR
deliver 3C infrastructure both directly and through
support to municipalities (see Figure 2). The following
sections explore these strategies and mechanisms in
more detail.
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Figure 2
Areas of national and international action: raising, steering, and blending finance
Barriers

Areas of action

Finance mechanisms

Lack of upfront
public capital

Raising ﬁnance

Institutional inertia
Institutional capacity
Steering ﬁnance
MARKET
Return proﬁles
Risk proﬁles
Blending ﬁnance
Imperfect information

Finance instruments,
economic policy
instruments, ﬁnance
delivery mechanisms,
funding models, ﬁnance
vehicles, governance
structures.
E.g. ﬁscal
decentralisation, debt
ﬁnancing, land value
capture, pricing,
regulation, standards,
national investment
vehicles, public–private
partnerships.

COORDINATING GOVERNANCE

INSTITUTIONAL

International engagement and national ﬁnance strategies

3.3 National strategies: frameworks for
supporting the urban transition
,QYHVWPHQWÀRZVFDQEHJUHDWO\HQKDQFHG
where national authorities clearly articulate
their development strategies for sustainable
urban infrastructure. Yet very few governments,
developed and developing, have well-articulated
VWUDWHJLHVDQGLQYHVWPHQWSODQVIRU¿QDQFLQJ
sustainable infrastructure in urban development,
transport, and energy. Such strategies include better
energy pricing, the phasing out of fossil fuel subsidies,
and greater regulatory stability.24 The mechanism
for producing Nationally Determined Contributions
(NDCs) agreed at COP21 in Paris should give more
emphasis and weight to national and regional lowcarbon infrastructure policy and planning, and may
prove central to understanding investment needs and
structuring the opportunity for investors.
National governments play a strong enabling
role in setting market conditions that draw
in private sector capital to sustainable
infrastructure programmes. Direct government
investment can provide a foundation that

demonstrates long-term commitment, builds skills,
and provides performance and viability evidence
needed to steer towards green growth. But facilitating
entry of the far-greater private capital sources
UHTXLUHVDPL[RIQRQ¿QDQFLDODFWLRQVEH\RQGGLUHFW
investment, such as enacting supportive policies,
standards, and regulations, providing pricing signals,
DQGLPSURYLQJLQIRUPDWLRQÀRZV([DPSOHVLQFOXGH
OLPLWDWLRQVRQÀRRUVSDFHDQGEXLOGLQJKHLJKWVJUHHQ
procurement policies and contracts, congestion
FKDUJLQJHQHUJ\HI¿FLHQF\VWDQGDUGVDQGLQFHQWLYHV
for low-carbon vehicles. With an effective mix of
¿QDQFLDODQGQRQ¿QDQFLDOSROLF\LQVWUXPHQWV
investment in 3C infrastructure becomes more
credible in the long term.
&HQWUDOEDQNVDQG¿QDQFLDOUHJXODWRUVFDQ
make information more accessible and
relevant for investors, and use national
banking regulations and guidelines to drive
VXVWDLQDEOH¿QDQFHBanks and other lenders/
investors could also be advised or compelled to
PDWFKHQYLURQPHQWDOVWDQGDUGVRUFHUWL¿FDWLRQVWR
loans originated and/or held in portfolio. Proponents
suggest that this would: create better market
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Figure 3
Urban finance mechanisms with high potential to raise, steer, and blend finance

National and local
capacity development

Fiscal
decentralisation
Public–private partnerships (PPPs)
Public–private partnerships (PPPs) can
play a role in delivering urban
infrastructure projects where governments face technical and ﬁnancial
constraints, particularly in middle- and
high-income countries with mature
ﬁnancial systems.

International ﬁnance
The potential of International ﬁnance
Institutions to drive sustainable urban
infrastructure is substantial.

PPPs

Debt ﬁnance

High potential
urban ﬁnance
mechanisms
International
ﬁnance

National investment vehicles
National development banks, green investment
banks, and other national-level investment vehicles
with a speciﬁc mandate for ﬁnancing sustainable
urban infrastructure have substantial potential for
blending public and private ﬁnance.

Land value
capture

National
investment
vehicles

WUDQVSDUHQF\RQWKHÀRZVRI¿QDQFHWRHQHUJ\HI¿FLHQW
DVVHWVDQGSURGXFWVSURYLGHYDOXDEOHLQIRUPDWLRQRQ
WKHSRUWIROLRVRIHQHUJ\HI¿FLHQWORDQVWKDWFRXOGEH
SDFNDJHGDVDVVHWEDFNHGVHFXULWLHVLQWRJUHHQERQGV
DQGSURYLGHWKHEDVLVIRUHYDOXDWLQJWKH¿QDQFLDO
SHUIRUPDQFHRIHQHUJ\HI¿FLHQWORDQVUHODWLYHWRWKHLU
LQHI¿FLHQWDOWHUQDWLYHV6HYHUDOQDWLRQDORUVXEQDWLRQDO
governments have mandated building-level energy
performance reporting. For example, a regulatory
requirement obliges Bangladesh commercial banks
to invest a proportion of their lending to “greener
SURMHFWV´ZKLFKLVVXSSRUWHGE\¿QDQFLDOLQFHQWLYHV
such as low-cost wholesale loans to help move banks
towards new markets. The China Banking Regulatory
Commission and the Ministry of Environment and
Pollution are implementing a Green Credit Policy and
*XLGHOLQHVWRLQFHQWLYLVHEDQNVWRSURYLGH¿QDQFHIRU
green-related projects, as well as creating disincentives
for investment in environmentally polluting projects.25
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Fiscal decentralisation
Where capacity exists, and it is institutionally appropriate,
decentralisation of property and other forms of taxation
can increase the efficiency of public ﬁnances and provide
municipalities and regions with greater sources of revenue
over which they retain control.

Pricing,
regulation,
standards

Debt ﬁnance
Municipal and sovereign bonds, and bank
loans in the form of project and permanent
ﬁnance, are important tools for raising
upfront capital to ﬁnance sustainable
urban infrastructure.
Land value capture (LVC)
Land value capture is a powerful tool for
ﬁnancing large urban transport and
development projects. National
governments can provide strong regulatory
frameworks and guarantees that enable
municipalities to use land value capture for
shaping compact urban development.

Pricing, regulation and standards
Carbon pricing, land regulation, tax incentives, urban
pollution regulation, and performance standards are critical
for steering investments into sustainable urban
infrastructure, buildings and planning systems.

3ULRULWLVLQJĆQDQFHPHFKDQLVPV
with high potential
Alongside national strategies for a
comprehensive transition to a green economy,
our analysis of the literature highlighted
PDMRU¿QDQFHLQVWUXPHQWVDQGIXQGLQJ
models that have been used or could potentially be
used for investing in urban infrastructure projects
and programmes. Of these instruments and models,
  ZHUHIRXQGWREHSXEOLF¿QDQFHRUSROLF\
LQVWUXPHQWVZKLOH  ZHUHSULYDWH¿QDQFH
LQVWUXPHQWV7KLVUHÀHFWVWKHFRQWLQXHGLPSRUWDQFHRI
SXEOLF¿QDQFHVDQGJRYHUQPHQWSROLF\IUDPHZRUNVIRU
delivering urban sustainable infrastructure.
6HYHQNH\¿QDQFHPHFKDQLVPVFRXOGKDYH
VLJQL¿FDQWSRWHQWLDOIRUUDLVLQJVWHHULQJ
DQGEOHQGLQJ¿QDQFHIRUXUEDQVXVWDLQDEOH
infrastructure. These are presented in Figure 3.
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7KHVH¿QDQFHPHFKDQLVPVFDQVXSSRUW
investment in 3C urban infrastructure, have
SRWHQWLDOIRU¿QDQFLQJDWVFDOHOLHXQGHU
QDWLRQDOJRYHUQPHQWFRQWURORULQÀXHQFH
and have supporting evidence of previous
effectiveness. :KLOHWKHVHVHYHQ¿QDQFHPHFKDQLVPV
could be a priority for central and city governments,
PDQ\RIWKHRWKHU¿QDQFHLQVWUXPHQWVDQG
models are also likely to be effective in overcoming
¿QDQFHEDUULHUVWRD&XUEDQWUDQVLWLRQ7KHUHODWLYH
effectiveness of different mechanisms will depend on
FRXQWU\VSHFL¿FFLUFXPVWDQFHVDQGIRUWKLVUHDVRQ
any country-level pilots should be open to exploring
WKHIXOOUDQJHRISRWHQWLDO¿QDQFHPHFKDQLVPV
7KHSRWHQWLDORIWKHVHYHQSURPLVLQJ¿QDQFH
mechanisms is explored in the following three sections.
'HWDLOHGDQDO\VHVRIWKUHHRIWKHVHPHFKDQLVPV±
GHEW¿QDQFLQJODQGYDOXHFDSXUHDQGSXEOLFSULYDWH
SDUWQHUVKLSV±DUHDYDLODEOHDVVHSDUDWHUHVRXUFHV26
Fiscal decentralisation of property taxation
and other forms of revenue generation provides
municipalities and regions with greater sources of
revenue over which they retain control. By linking local
revenue generation and allocation, decentralisation
HQKDQFHVDFFRXQWDELOLW\DQGHI¿FLHQF\$WWKHVDPH
time, decentralisation requires substantial capacity
at the local level and political will at the national
level.27,QWKHDEVHQFHRI¿VFDOGHFHQWUDOLVDWLRQDQG
during transitional periods of devolution, national
JRYHUQPHQWVFRXOGXVHHDUPDUNHG¿VFDOWUDQVIHUVWR
target the provision of sustainable urban infrastructure
in primary and secondary urban centres.
'HEW¿QDQFLQJ via municipal bonds and bank
loans is an important tool for raising upfront capital
WR¿QDQFHVXVWDLQDEOHXUEDQLQIUDVWUXFWXUH,Q
most countries, bank lending tends to predominate
HDUO\LQDFLW\¶V¿QDQFLDOGHYHORSPHQWZLWKERQG
transactions emerging later (although bank lending
will likely persist to cater to different elements of the
market). This trend is explained by the generally lower
transaction costs and complexity associated with bank
lending compared with bonds. As a prerequisite to debt
¿QDQFLQJFLWLHVQHHGVXI¿FLHQWVRXUFHVRI¿QDQFHIRU
making repayments along with capacity for budgetary,
DFFRXQWLQJDQG¿QDQFLDOPDQDJHPHQW,QWKH
DEVHQFHRI¿VFDOGHFHQWUDOLVDWLRQRUDVDFRPSOHPHQW
WRPXQLFLSDOGHEW¿QDQFLQJFUHGLWZRUWK\QDWLRQDO
governments can collaborate with cities to identify
investment priorities and structure national bond
issues to support them, or to support and guarantee
WKHFUHDWLRQRIPXQLFLSDO¿QDQFLQJSRROV/DEHOOLQJ
DQGVWDQGDUGVFDQHQVXUHWKDWGHEW¿QDQFHLVXVHGIRU

green investments, which are typically cost-effective
for the issuer.28
Land value capture (LVC) is a powerful tool for
funding large urban transport and development
projects. Improvements in transport infrastructure
lead to increased land and property values nearby. This
uplift in value can be used as a source of revenue. At
the same time, LVC can be used to drive more compact
urban development.29 National governments can
provide strong regulatory frameworks and guarantees
that enable municipalities to capture land value uplifts
for shaping compact urban development, especially
around transit-oriented developments. National
governments can also incentivise municipalities
to assess and implement LVC under best practice
guidance as a condition of allocating national funds to
SDUW¿QDQFHLQIUDVWUXFWXUHSURMHFWV)XUWKHUPRUHWKH\
can be active participants in urban infrastructure and
property development in cases where land is controlled
by national entities.
Pricing, regulation, and standards on negative
externalities, such as pollution, congestion, and
overcrowding, is critical for steering investments
into sustainable urban infrastructure. Pricing of
GHG emissions and other pollutants is most often
used as a national-level instrument, although the use
of carbon pricing is increasing at city and regional
state levels.30 Regulation, such as building codes and
mandatory performance standards, may be deployed
at any level. At the same time, leakage and unintended
behaviours from poorly planned price signals need
to be minimised. The delivery of sustainable urban
infrastructure at scale also requires regulations and
VWDQGDUGVWKDWVWHHUSULYDWH¿QDQFHLQWRQHZPDUNHWV
and infrastructure programmes. National regulation is
particularly important for incentivising investments in
UHVRXUFHHI¿FLHQWEXLOGLQJVVRODUDQGRWKHUIRUPVRI
distributed utilities.
National investment vehicles, such as NDBs,
green investment banks and other national-level
investment vehicles, have substantial potential for
EOHQGLQJGRPHVWLFSXEOLF¿QDQFHZLWKLQWHUQDWLRQDO
GHYHORSPHQWDVVLVWDQFHDQGSULYDWH¿QDQFH1DWLRQDO
vehicles can reduce policy risk for investors, leverage
SULYDWH¿QDQFHDQGSURYLGHORQJHUWHUPLQYHVWPHQW
horizons. National investment vehicles can provide
leadership for developing and deepening national
equity and debt markets while setting strong, longterm market signals for attracting and allocating
capital for sustainable infrastructure. They can also
KDYHDVSHFL¿FPDQGDWHIRU¿QDQFLQJVXVWDLQDEOH
urban infrastructure, providing early-stage market
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support to technologies or local evidence related to
DVVHWSHUIRUPDQFHDQGFRVWV±EHQH¿WV7KLVFDQFURZG
LQSULYDWH¿QDQFH
,QWHUQDWLRQDO¿QDQFHIDFLOLWLHValso have
substantial potential to drive sustainable urban
infrastructure development, blending different sources
RI¿QDQFHSDUWLFXODUO\ZKHQQDWLRQDOLQYHVWPHQW
vehicles do not exist or have limited capacity.
Established MDBs and bilateral overseas development
assistance already play a critical investment role in
low- and middle-income countries, while the Asia
Infrastructure Investment Bank (AIIB), the BRICS New
Development Bank, and multilateral climate funds
DUHLQFUHDVLQJO\DVRXUFHRILQIUDVWUXFWXUH¿QDQFHLQ
emerging economies. Many of these institutions have
committed to mainstream sustainability considerations
into their investment portfolios. On the other hand,
many have small urban portfolios: one study suggests
WKDWMXVWRYHULQHYHU\86RIFOLPDWH¿QDQFH
is spent on explicitly urban projects.31 The annual
infrastructure lending of MDBs may need to increase
¿YHIROGRYHUWKHQH[WGHFDGHIURPDURXQG86±
billion to over US$200 billion.32

Public–private partnerships (PPPs) are contracts
that allocate risks between public and private entities,
and often play a role where governments face technical
DQG¿QDQFLDOFRQVWUDLQWV33 PPPs are particularly
important in middle- and high-income countries with
PDWXUH¿QDQFLDOV\VWHPVDVWKHHIIHFWLYHQHVVRI333V
GHSHQGVKHDYLO\RQDSSURSULDWHSURMHFWLGHQWL¿FDWLRQ
structuring, contractual arrangements, and
government capacity. There are many forms of PPP,
but their potential is typically limited to projects that
involve commercial returns on revenue-generating
assets. Energy and road infrastructure projects have
DWWUDFWHGWKHYDVWPDMRULW\RIJOREDO333¿QDQFH
given energy market rules (allowance for private/
merchant generators) and income streams (tolling)
of these assets.34
All of these seven mechanisms have the potential
IRUUDLVLQJ¿QDQFHZKLOHWZRFRXOGVXSSRUWVWHHULQJ
¿QDQFHDQG¿YHFRXOGEHXVHGIRUEOHQGLQJ¿QDQFH
(Figure 4). In all cases, central and local governments
could introduce additional criteria or regulation
to ensure that additional resources are effectively
directed into more sustainable urbans forms and
infrastructure options.

Figure 4
High potential urban finance mechanisms 72 financing instruments and funding models

High Potential Urban Finance Mechanisms

72 Financing Instruments and
Funding Models

Fiscal decentralisation
'HEWĆQDQFLQJ
Land value capture
Pricing, regulation and standards
National investment vehicles
,QWHUQDWLRQDOĆQDQFHYHKLFOHV
Public–private partnerships
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4. Coordinating governance:
DĆQDQFLDOPDWXULW\
framework
7KHLPSRUWDQFHRIĆQDQFLDOPDWXULW\
1DWLRQDO¿QDQFLDOPDWXULW\LVDQLPSRUWDQW
determinant of a country’s readiness to invest in urban
infrastructure development at scale. Countries at
GLIIHUHQWOHYHOVRIGHYHORSPHQWDQG¿QDQFLDOPDWXULW\
IDFHGLIIHUHQW¿QDQFLQJFKDOOHQJHV
High-income countries are likely to have access to a
UDQJHRI¿QDQFLQJLQVWUXPHQWVDQGPHFKDQLVPVDQG
to have an enabling regulatory and legal environment
for private investors. Given high levels of income
per capita, infrastructure such as renewable energy
production and distribution, water networks, and
building developments can generate consumer revenue
streams that incentivise private investors to purchase
equity as a long-term investment. High-income
countries and even many cities within them will have
investment-grade credit ratings, enabling them to issue

ERQGVDQGUDLVHGHEW¿QDQFHLQWKH¿QDQFLDOPDUNHWV
In contrast, many low- and middle-income countries
IDFHVHYHUHFRQVWUDLQWVWRDFFHVVLQJ¿QDQFH/RZ
national income levels can limit the pace at which
government can mobilise urban investment, due
to both smaller public budgets and the constrained
capacity of the national and local institutions tasked
ZLWKUDLVLQJVWHHULQJDQGEOHQGLQJ¿QDQFHIRUXUEDQ
GHYHORSPHQW,QWHUPVRIGHEW¿QDQFLQJRXUDQDO\VLV
VKRZVWKDWRIORZLQFRPHDQGORZHUPLGGOH
income countries have sovereign credit ratings that
are below international investment grade. The risk of
infrastructure projects is often perceived to be too high
for commercial and institutional investors in terms
RIHTXLW\¿QDQFLQJZKLOHWKHUHWXUQVIURPXVHUIHHV
and revenue-generating assets are too low to provide a
VXI¿FLHQWSUR¿WPDUJLQIURPDQLQYHVWPHQW,WIROORZV
that poorer countries are therefore less likely to have
DFFHVVWRWKHVDPHUDQJHRI¿QDQFLQJLQVWUXPHQWVDQG
mechanisms that are available to wealthy nations.
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Figure 5
National-level financial maturity

Lower-/upper-middle
income threshold>>>
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1RWH7KHIRXQGDWLRQWUDQVLWLRQDQGHVWDEOLVKHGVWDJHVDUHGHĆQHGE\WKUHHWKUHVKROGVWKHFXWRIIEHWZHHQLQYHVWPHQWJUDGHDQGêMXQNë
FUHGLWUDWLQJV %%% DQGWKHORZHUDQGXSSHUERXQGVRIWKH:RUOG%DQNPLGGOHLQFRPHEDQG 86WR86SHUFDSLWD 

7KHPDWXULW\RIQDWLRQDOXUEDQ¿QDQFLDO
systems is closely associated with overall
economic development status, but policymakers
also need to take account of local government
readiness. Interventions to overcome infrastructure
investment barriers will need to be tailored not only to
GLIIHUHQWOHYHOVRIQDWLRQDOGHYHORSPHQWDQG¿QDQFLDO
PDWXULW\EXWDOVRWRWKHVSHFL¿FFLUFXPVWDQFHVRI
individual cities. This is evident from considering city
creditworthiness. City credit ratings exhibit a positive
correlation with sovereign credit ratings (see Figure 6).
7KLVUHÀHFWVWKHFULWLFDOUROHWKDWQDWLRQDOJRYHUQPHQWV
W\SLFDOO\SOD\LQ¿QDQFLQJPXQLFLSDODGPLQLVWUDWLRQV
In particular, national creditworthiness can act
as a “credit ceiling” for cities, even constraining
those that have taken active steps to progress their
creditworthiness beyond national benchmarks. The
experience of both Dakar, Senegal, and Kampala,
Uganda, has been that securing a municipal credit
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UDWLQJPD\QRWLQLWVHOIEHVXI¿FLHQWWRDOORZFLWLHVWR
UDLVHXUEDQ¿QDQFHZKHUHQDWLRQDOIDFWRUVVXFKDV
currency risks and high domestic interest rates prevail
as deterrents of local and international investment.
Despite this clear overall trend, there is a
large variance in the creditworthiness of
individual cities with similar sovereign ratings.
Some cities, and particularly capital cities such as
Kampala and Dakar, have realised their potential to
VXEVWDQWLDOO\LQFUHDVHWKHLU¿QDQFLDOPDWXULW\DQG
achieve investment-grade credit ratings in local debt
markets. Although this has not allowed these cities to
issue municipal bonds, it has improved local revenue
generation and scope for bank lending. This indicates
that there is a wide range of either autonomous or
centrally enabled actions that municipal governments
can take to improve their readiness for scaling urban
¿QDQFLQJDSSURDFKHVDQGLQVWUXPHQWV
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Figure 6
Relationship between city- and national-level credit ratings.
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1RWH)RUQDWLRQDOFUHGLWUDWLQJVLQGLFHVRIWRUHSUHVHQWLQGH[HGUDWLQJVIURPWKHPDMRULQWHUQDWLRQDOUDWLQJVDJHQFLHVZLWKEHLQJWKH
ORZHVWUDWLQJDQGEHLQJWKHHTXLYDOHQWRI$$$$FUHGLWUDWLQJRIRUDERYH GRWWHGOLQH LQGLFDWHVDQLQYHVWPHQWJUDGHUDWLQJ)RUFLW\
FUHGLWUDWLQJVLQGLFHVRIWRUHSUHVHQWORFDOUDWLQJVVRPHRIZKLFKFRUUHVSRQGWRLQWHUQDWLRQDOUDWLQJV

&LWLHVZLOOEHQH¿WIURPGLIIHUHQWVWUDWHJLHV
IRULQFUHDVLQJDQGOHYHUDJLQJWKHLU¿QDQFLDO
maturity, depending on their starting position.
The credit ratings in Figure 6 can be used as proxies
IRU¿QDQFLDOPDWXULW\DVWKHVHUDWLQJVDUHEDVHG
on various factors including debt levels and sound
PDQDJHPHQWRISXEOLF¿QDQFHVE\PXQLFLSDOLWLHV
•

Cities in the upper-right quadrant (e.g. Stockholm,
0H[LFR&LW\0XPEDL DUHUHODWLYHO\¿QDQFLDOO\
PDWXUHZLWKVRXQGPXQLFLSDO¿QDQFHVFRPELQHG
with highly rated sovereign debt of their respective
countries. These cities can use their high ratings to
OHYHUDJHVXEVWDQWLDOGHEW¿QDQFHZKHUHDSSURSULDWH

•

Cities in the bottom-right quadrant (e.g. Denver)
have the advantage of being in a highly rated

country but are themselves underperforming
LQWKHLUUHSXWDWLRQIRUPXQLFLSDO¿QDQFLDO
management. These cities have the greatest
SRWHQWLDOWRVKLIWWKHLU¿QDQFLDOPDWXULW\XSZDUGV±
HYHQRQLQWHUQDWLRQDOVFDOHV±WKURXJKPDQDJHPHQW
capacity-building at the municipal level.
•

Cities in the top-left quadrant (e.g. Dakar,
.DPSDOD KDYHLQFUHDVHGWKHLU¿QDQFLDOPDWXULW\
despite being located in countries that are
below investment grade internationally. These
cities will need to coordinate with their national
governments to ensure that the municipality can
access local debt markets where appropriate, and
to increase the creditworthiness of the sovereign.
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•

Cities in the bottom-left quadrant (e.g. Buenos
$LUHV KDYHORZ¿QDQFLDOPDWXULW\DQGDUHORFDWHG
in countries that are below investment grade.
These cities may need to look to international and
national public funding for investments rather
WKDQVHHNLQJGHEW¿QDQFH$WWKHVDPHWLPHWKHVH
cities can follow the lead of Dakar and Kampala by
increasing their own creditworthiness over time.

In all cases, national governments will need
to play a critical role in enhancing sovereign
¿QDQFLDOPDWXULW\DVZHOODVVXSSRUWLQJ
FLWLHVWRUDLVHEOHQGDQGVWHHUWKH¿QDQFH
required to deliver their development
strategies. Financing and delivering sustainable
urban infrastructure at scale will require central
governments to establish an enabling regulatory and
legal environment that clearly outlines the scope and
FRQGLWLRQVIRUFLWLHVWRGHSOR\GLIIHUHQW¿QDQFLQJ
mechanisms and that safeguards the rights of diverse
private investors. National governments will need
to employ different sets of policies, institutional
UHIRUPVDQG¿QDQFLQJPHFKDQLVPVDWGLIIHUHQWVWDJHV
RI¿QDQFLDOPDWXULW\$FFRPSDQ\LQJSODQQLQJDQG
capacity improvements are also required to progress
from one maturity level to the next.
:HSUHVHQWDSUHOLPLQDU\¿QDQFLDOPDWXULW\
assessment that could guide national urban
investment reforms. This can be used by central
governments, in conjunction with development
SDUWQHUVWRFKDUWVSHFL¿FDFWLRQVWKDWLQFUHDVHWKHLU
DELOLW\WRKDUQHVV¿QDQFHIRU&XUEDQGHYHORSPHQW
This assessment and planning framework is structured
DFFRUGLQJWRWKUHHLQGLFDWLYHOHYHOVRI¿QDQFLDOPDWXULW\
foundation, transition, and established states.

4.2 Stage 1: Foundation
Characteristics of foundation states
Countries at the foundation stage lack many of
the fundamental building blocks of an urban
¿QDQFHV\VWHP Countries at the foundation stage
DUHW\SLFDOO\SUHXUEDQLVHG OHVVWKDQRIWKH
population living in cities), low-income countries with
sovereign credit ratings below investment grades.
7KH\W\SLFDOO\DOVRIDFHWKHJUHDWHVWGH¿FLWVLQXUEDQ
infrastructure service levels. Examples of foundation
states include Ethiopia, Uganda, and Nepal.
These countries often lack public and private
VHFWRULPSOHPHQWDWLRQFDSDELOLW\¿QDQFLDO
depth, effective formal land markets,
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HIIHFWLYHSXEOLFUHYHQXHUDLVLQJDQG¿QDQFLDO
management systems, and experience
attracting private investment into cities.
At this stage, countries are often facing rapid
urbanisation and economic growth from low bases,
with increasing needs for urban infrastructure
services for their growing urban populations. While
WKHKLVWRULFDOLQIUDVWUXFWXUHGH¿FLWVFDUU\VLJQL¿FDQW
human costs, the low levels of path dependency also
create a window of opportunity to shape a 3C urban
development pattern.
The constrained capacity, authority, and
resource levels of local urban institutions limit
municipal government effectiveness and place
a greater burden on central government and
development partners to assess and allocate
resources into urban development. These
centralised arrangements are frequently encoded in
WKHFRQVWLWXWLRQEDUULQJRUVLJQL¿FDQWO\OLPLWLQJWKH
autonomy of local governments to undertake economic
development planning and revenue collection. As a
result, own-source revenue generation at the local
government level is usually a very small proportion
RIPXQLFLSDOEXGJHWVZLWKFLWLHVUHO\LQJRQ¿VFDO
transfers. For example, in Uganda, municipalities
UHFHLYHDURXQGRIWKHLUEXGJHWVIURPFHQWUDO
government, while own-source revenue accounts for
OHVVWKDQRIORFDOJRYHUQPHQWIXQGV35 The recent
experience of the Kampala Capital City Authority in
doubling own-source revenue collection shows how
cities in foundation states can reduce their dependence
on transfers, and improve their access to debt
¿QDQFLQJLQWKHSURFHVV
7KHODFNRIIXQFWLRQLQJDQGHI¿FLHQWODQG
markets and registration systems is also a key
constraint to urban development in foundation
states. Land and urban infrastructure development
are inextricably linked, both in terms of planning for
land use and corridor reservation, and as a source of
funding for urban infrastructure projects via the land
value uplifts created from economic agglomerations.
Yet foundation states often lack the comprehensive
land records that enable markets to operate smoothly,
and the status of ownership can be unclear due to
overlapping forms of tenure. For example, Uganda’s
local governments are unable to effectively administer
property taxation to the complex nature of land
UHJLVWUDWLRQDQGLWLVHVWLPDWHGWKDWRQO\DURXQG
of Ugandan land is registered.
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Finally, foundation countries often lack
developed capital markets for urban
LQIUDVWUXFWXUH¿QDQFLQJDQGSRRUQDWLRQDO
and municipal creditworthiness inhibits access
to global capital markets. In many low-income
countries, the private sector is thin and less developed,
and as a result very few domestic companies have
the capacity to provide capital for urban investment.
+LJKGRPHVWLFERUURZLQJUDWHVZKLFKUHÀHFWQDWLRQDO
macroeconomic conditions, are also a disincentive for
project developers.

Strategies for progress: foundation to
transition
Building institutional capabilities in urban
SODQQLQJ¿QDQFLQJDQGUHJXODWLRQLV
fundamental to managing urban development.
Foundation countries are seeking pathways to
reduce or graduate from a heavy reliance on their
FRQVWUDLQHGSXEOLF¿QDQFLDOUHVRXUFHVDQGGRQRU
support. Capability gaps in foundation stage countries
DUHLQKHUHQWO\FRQWH[WVSHFL¿F,WLVLQFUHDVLQJO\
widely recognised that transplanting “best practice”
approaches from established contexts is not always
an effective approach to building state capability in
FRPSOH[DUHDVVXFKDVXUEDQ¿QDQFHZKLFKLQYROYH
many individuals and institutions, with specialised
expertise and experience. In these contexts, it is
important to take a problem-driven and politically
sensitive approach that builds capability iteratively
through pilots, and scales successful approaches with
local political ownership.
Developing systems of land registration
and titling is key to setting the foundation
for 3C urban planning and harnessing the
value of land to fund urban infrastructure
development. For example, it was clear in the case
of Uganda that overlapping land tenures and low rates
of registration serve as major barriers to investment.
Empowering the relevant government ministries to
tackle this challenge, while establishing processes that
safeguard the rights of vulnerable urban residents,
will enable the use of land-based urban infrastructure
¿QDQFLQJLQVWUXPHQWVLQWKHIXWXUH,WZDVKLJKOLJKWHG
in the Uganda country workshop that strong regulation
and well-trained planners at the local level would play
a key part in supporting sustainable growth.
,PSURYLQJWKH¿QDQFLDOPDQDJHPHQWV\VWHPV
of national and city governments can establish
the building blocks needed to access new forms

Box 1
Rwanda: Land titling programme
Rwanda’s programme to regulate land tenure in
2010 – following a two-year pilot study – shows how
foundation states can move towards the transition
stage. The programme took a community-based
participatory approach, employing locally trained
para-surveyors and satellite imagery. By 2015, virtually
all land in Rwanda had been demarcated – at a cost
of US$60 million (75% of the programme was donor
funded). By charging land owners to collect land titles,
the programme recouped US$7 million – although 36%
of titles were not collected (in part due to the cost for
owners). Overall, the programme rapidly achieved land
tenure security for owners – increasing land market
activities, and making land and/or property taxation a
viable option in Rwanda.

RI¿QDQFHLQIXWXUH Central government transfers
can often act as a constraint to municipalities, as the
IXQGVDUHQRWVXI¿FLHQWIRUXUEDQGHYHORSPHQWRU
are earmarked for centrally determined activities.
Reforms to reduce the conditionality attached to
transfers can empower local government to allocate
¿QDQFLQJPRUHHI¿FLHQWO\WRWKHDUHDVZLWKWKHJUHDWHVW
need for investment. The collection of local taxes and
basic user fees such as parking charges should be
PDGHPRUHFRPSUHKHQVLYHDQGHI¿FLHQWLQRUGHUWR
maximise the potential of existing revenue sources.
In the longer term, once the right governance and
institutional structures are in place, municipalities
and national governments can then explore additional
and more complex revenue-raising options to capture
economic growth and land value. Perhaps the most
appropriate and relevant instrument for governments
at foundation level are those that build capacity, trust,
DQGH[SHULHQFHLQXUEDQ¿QDQFHVXFKDVPXQLFLSDO
development funds and national development banks.
Finally, it is important to ensure that government
borrowing and domestic transfers are not crowding
out the private sector. There is some evidence that
government activity is already hindering economic
development in Uganda by crowding out private sector
companies seeking investment for growth.
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4.3 Stage 2: Transition
Characteristics of transition states
Transition countries have built on their
foundations to develop broader capacity for
PRELOLVLQJXUEDQ¿QDQFHBut these countries
DOVR¿QGWKHPVHOYHVIDFLQJJUHDWHUGHPDQGVIRU
infrastructure to service their urban populations
(transition countries typically have a higher proportion
of their population living in urban areas, in the range
RI± 36) and to keep their economies growing.
Transition countries are typically middle-income level,
such as Vietnam, India, Mexico, and Ghana, where
DGLYHUVL¿HGUDQJHRIVHFWRUVDUHGULYLQJHFRQRPLF
growth and public sector incomes.
Some of these countries have made progress
improving their national and local taxation
recoveries and with supportive planning,
UHJXODWRU\¿QDQFLDOUHJLPHVGHYHORSHGCities
at transition stage can look to increase their tax base
and coverage by diversifying the mandatory revenue
base to include land, property, and business taxes. This
means that transition countries are able to diversify
XUEDQ¿QDQFHVRXUFHVIURPQDWLRQDOJRYHUQPHQW
transfers and MDB and donor support. In the case of
Mexico, for example, decentralised tax collection is
relatively well established at the state level providing
a stable revenue base. Mexico City metropolitan area
(which has the constitutional status of a state) raises
DURXQGRILWVRZQUHYHQXHV,QDGGLWLRQWRWKLV
commercial banks and pension funds play an active

Box 2
South Africa: National PPP units support
urban infrastructure
The South Africa PPP unit within the Ministry of
Finance was established as both a regulatory and
consulting body to ensure that PPPs were transparent,
equitable, and fair. Between 2000 and 2007, the South
Africa PPP Unit brought more than 20 PPP deals to
ĆQDQFLDOFORVHZRUWKPRUHWKDQ86ELOOLRQ7KLV
includes the Gautrain rapid rail link connecting central
Johannesburg to the airport.

role in investing in urban development, and these
countries also receive increased international interest
in investing in green infrastructure.
Many transition states have established
VXI¿FLHQWFUHGLWZRUWKLQHVVWREHJLQWR
experiment with other options for subnational
government borrowing, broadening out from
central government grants and loans, including
loans from commercial banks, bonds on local and
international securities exchanges, and trust funds.
For example, while the loans from Banobras (the
national development bank) still make up the majority
of Mexican subnational government borrowing, there
is an increasing amount of private investment in
infrastructure, as well as direct borrowing by states
and cities from the capital markets. Transition nations
are therefore well placed to experiment, replicate, and
build trust with investors based upon a track record
built from the foundation stage.
The improved administrative and regulatory
capability of transition countries also
HQDEOHVWKHH[SDQGHGXVHRISULYDWH¿QDQFLQJ
instruments, such as subnational debt
instruments and PPPs. Blending public funds with
private investment is key for transition states to meet
WKHGHPDQGIRUXUEDQLQIUDVWUXFWXUH¿QDQFH333VFDQ
play a key role in leveraging private sector investment
±SDUWLFXODUO\DWWKHQDWLRQDOOHYHO+RZHYHUZKHUH
PPPs are not suitable (for example, at more local levels
RIJRYHUQPHQW RWKHUPRGHOVVXFKDVSRROHG¿QDQFH
mechanisms can play a role. For example, Mexico has
an established PPP landscape with 247 PPP projects
KDYLQJUHDFKHG¿QDQFLDOFORVXUHVLQFH2YHU
US$8.2 billion is currently actively invested in PPPs,
and US$67.6 billion has been mobilised in the past 25
years. PPPs are likely to continue playing an important
UROHLQ¿QDQFLQJ0H[LFR¶VIXWXUHLQIUDVWUXFWXUH±LWV
current national infrastructure plan emphasises the
role of private investment in rail, road, port, airport,
and logistic corridor projects. Mexico has also been
able to increasingly leverage international private
sector sponsors for their PPPs, including major
investors from commercial banks in Europe, the
United States, Japan, and South Korea.

Strategies for progress: transition to
established
Transition states can deploy an expanded
UDQJHRIXUEDQ¿QDQFLQJPHFKDQLVPV
These include:
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•

•

Service charges: Levied user charges where
payment is made at the point of use or where
DGGLWLRQDOEHQH¿WLVDFFHVVHGLQFOXGLQJSDUNLQJ
waste collection fees, road tolls, congestion
charging. These charges can be used to raise funds,
EXWDOVRWRFUHDWHLQFHQWLYHVWKDWVWHHU¿QDQFHLQWR
3C urban development. While foundation states
may try to employ these, transition states are likely
to be more effective at providing the services to,
and collecting the fees from, a larger proportion
of the urban population. It is noted, however, that
some forms of user charging can be regressive
and could have negative distributional effects for
the poor, particularly if applied to basic services
such as health, security, or water, sanitation, and
hygiene services.
Municipal bonds: A debt instrument issued
by a city government or one of its agencies,
W\SLFDOO\WR¿QDQFHVSHFL¿FFDSLWDOH[SHQGLWXUHV
such as transport or energy generation systems.
Repayment of the loans may be either tied to
VSHFL¿FVWUHDPVRIUHYHQXHRUDJHQHUDOREOLJDWLRQ
of the issuer. A number of transition-stage
countries have already launched regional and
municipal bond programmes. For example,
Belize City, Mumbai, Pune, and Cape Town are
all active in the bond market. Cities in the Global
North are increasingly issuing green bonds
WR¿QDQFHFOLPDWHFRPSDWLEOHLQIUDVWUXFWXUH
,Q-RKDQQHVEXUJEHFDPHWKH¿UVWVXE
Saharan African city to issue a green bond. The
\HDUQRWHUDLVHGPRUHWKDQ86
million for investments in renewable energy
SKRWRYROWDLFSDQHOVDQGVRODUZDWHU ODQG¿OO
methane capture, and hybrid-fuel buses.37 In
0H[LFR&LW\EHFDPHWKH¿UVW/DWLQ$PHULFDQ
FLW\WRLVVXHDJUHHQERQG7KH¿YH\HDUQRWHZDV
oversubscribed 2.5 times, and raised MXP2 billion
(US$50 million) for investments in potable water,
ZDVWHZDWHUHQHUJ\HI¿FLHQWSXEOLFOLJKWLQJDQG
metro transport.38

3RROLQJ¿QDQFHDFURVVVPDOOHUPXQLFLSDOLWLHV
can create a larger debt offering with reduced
individual risk, improving the creditworthiness
of urban infrastructure investments. Where
creditworthiness remains an issue, pooling may offer
a pragmatic approach to diversifying risk. Many
of India’s larger municipalities have historically
EHQH¿WHGIURPIXQGLQJLQIUDVWUXFWXUHSURMHFWVWKURXJK
borrowing from domestic banks and capital markets.

Box 3
Hyderabad metro system in India
The Hyderabad (India) metro was developed through
a public–private partnership based on land value
capture. The state government and the municipality
provided the contractor (L&T) with the right-of-way for
metro construction and land for property development
(109 hectares) close to the metro stations. L&T will
ĆQDQFHPRVWRIWKHPHWURFRQVWUXFWLRQFRVWV 86
billion) and expects to recover them over a 35-year
concession, extendable for 25 years. Main revenue
sources include fare revenues (50% of the total),
property development (45% of total revenues from
leasing the 109 hectares). A viability gap fund (VGF)
ZDVFUHDWHGE\WKHQDWLRQDOJRYHUQPHQWWRĆOOĆQDQFH
gaps if needed (Suzuki et al., 2015).

However, smaller municipalities have not had the
credit ratings required to access these markets.
Building on the United States’ history of “bond banks”
ZKLFKKDYHUDLVHGRYHU86ELOOLRQLQ¿QDQFLQJIRU
American municipalities), USAID supported the Water
and Sanitation Pooled Fund (WSPF) to develop a
SRROHGIXQGLQJPHFKDQLVPDQGLVVXHDERQGWR¿QDQFH
water and sanitation projects in 14 small and mediumsized towns. The WSPF structured a US$6.4 million
bond, which received a rating of AA (SO) by Fitch, with
subscription largely coming from domestic commercial
banks. The WSPF enabled smaller municipalities to
¿QDQFHZDWHUDQGVDQLWDWLRQSURMHFWVDVZHOODVWRUH
¿QDQFHH[LVWLQJPRUHH[SHQVLYHGHEWV$NH\DVSHFW
of the success of the pooled fund was the opportunity
it gave municipalities to demonstrate the collection of
user charges, and therefore a method of repayment.
USAID and state government guarantees were
important in ensuring the attractiveness of the bonds.
Where the opportunities exist through
rapid urban expansion and transit-oriented
development, transition countries should
harness land value capture (LVC) approaches.
LVC uses taxes, improvement fees, construction
density options, and regulations to capitalise on the
value of land appreciation in fast-growing, urbanising
cities. It aims to recover the increase in property value
generated by public infrastructure investment to the
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state, to cover the costs of that public infrastructure
investment. Countries and cities with sound
macroeconomic conditions, and high urbanisation
rates and/or rising property values are best suited to
/9&6LJQL¿FDQWXUEDQJURZWKLVSDUWLFXODUO\UHOHYDQW
for creating demand for transportation infrastructure
and a resulting increase in value of land proximate to
transport nodes and facilities. In this way, LVC can
KHOSQRWRQO\WR¿QDQFHODUJHVFDOHLQIUDVWUXFWXUH
needs, but also through its introduction, to encourage
more compact and connected patterns of urban
growth. LVC has been used to a limited extent in
Mexico, with betterment contributions covering
RIDOOSXEOLFZRUNV+RZHYHULWVXVHKDVEHHQ
OLPLWHGWRIRXUVWDWHVZKLFKDFFRXQWIRURIWRWDO
national revenues from land value capture.39 A pilot
project in one or two cities can demonstrate to other
municipalities within a country the potential and
EHQH¿WVRILQWURGXFLQJODQGYDOXHFDSWXUH
Transition countries should also consider
introducing more sophisticated instruments
WRVWHHU¿QDQFHLQWRVXVWDLQDEOHXUEDQ
infrastructure. A range of low- and middleincome countries are already starting to use national
UHJXODWLRQVDQGJXLGHOLQHVWRVWHHUVXVWDLQDEOH¿QDQFH
at national and local levels. For example, a regulatory
requirement obliges Bangladesh’s commercial banks
to invest a proportion of their lending to “greener
SURMHFWV´ZKLFKLVVXSSRUWHGE\¿QDQFLDOLQFHQWLYHV
such as low-cost wholesale loans to help move banks
towards new markets.40 This can help to deter private
vehicle use in built-up areas while encouraging
demand for sustainable public transport and nonmotorised transport options. In addition, parking
charges to reduce congestion could provide funding for
sustainable urban development. Introduction of any
such new revenue-generating instruments will require
appropriate political economy analysis to assess the
feasibility in implementing such measures.
Unlocking the potential of private sector
¿QDQFHLVQHFHVVDU\LIDFRXQWU\LVWRPRYH
beyond transition to an established urban
¿QDQFHV\VWHP The role of the private sector
EHFRPHVLQFUHDVLQJO\LPSRUWDQWIRU¿QDQFLQJ
sustainable urban development as countries progress
from the transition stage. As the regulatory and
investment environment improves and the country
FRQWLQXHVWREXLOGLQYHVWRUFRQ¿GHQFHLPSURYHG
bankability and creditworthiness is essential for local
JRYHUQPHQWVRIDOOVL]HVVHHNLQJGHEW¿QDQFLQJEH\RQG
the traditional public sector loans. An important
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marker of progress will be the large-scale mobilisation
RISULYDWH¿QDQFHIRUVXVWDLQDEOHXUEDQLQIUDVWUXFWXUH
OHYHUDJLQJVFDUFHSXEOLF¿QDQFHRQO\ZKHUHLWLVPRVW
needed to improve the returns or reduce the risks of
greener options.

4.4 Stage 3: Established
Characteristics of established states
Established states are mostly high-income
countries, which typically have strong
institutional capacity at multiple levels of
government, which enables them to deploy a
ZLGHUDQJHRI¿QDQFLDOPHFKDQLVPVIn these
countries, cities and national governments have a
UDQJHRIGHEWDQGHTXLW\¿QDQFLQJRSWLRQVDYDLODEOH
Many have strong balance sheets with robust credit
histories and investment-grade credit ratings, which
HQDEOHVWKHPWRUDLVHORZFRVWGHEWLQWKH¿QDQFLDO
markets. At the same time, high per capita incomes
mean that revenue-generating infrastructure such as
renewable energy production and distribution, water
networks and building development is more attractive,
incentivising private investors to purchase equity as
a long-term investment or invest in new construction
projects.
As a result, urban infrastructure investment
can be more complex and diverse, allowing a
range of actors to bring and extract value from
projects – but rich countries face challenges
too.7KHLPSHUDWLYHWROHYHUDJHSULYDWH¿QDQFHYLD
PPPs means that the governance, procurement,
regulatory, and oversight roles of institutions
become more important. This is key to ensuring
that the private sector’s interests are met while also
safeguarding access to, and the quality and value
of, public service infrastructure. Many governments
have set up PPP units as a means to rationalise
regulatory, project assessment and preparation, and
LPSOHPHQWDWLRQPDQGDWHVDQGSURFHVVHVIRUSXEOLF±
private partnerships. International investment also
EHFRPHVPRUHLPSRUWDQWDVDVRXUFHRI¿QDQFHIRU
continued development with projects increasingly
focused on real estate, technology, and cultural
facilities.

Evidence of leadership in established nations
Financially mature countries have to tackle
VXEVWDQWLDOLQHUWLDLQWKHLUXUEDQ¿QDQFLDO
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systems.7KHVHHQWUHQFKHGV\VWHPVIRU¿QDQFLQJ
local government and urban infrastructure projects
have emerged from highly contextual development
pathways resulting in completely different solutions.
For example, cities in the US are highly decentralised
in terms of their revenue- and debt-raising capabilities,
while cities in the UK are historically highly centralised
but with new powers to generate and manage local
revenues. Historical planning approaches and core
utility business models also shape what is possible in
terms of the city’s ability to act autonomously and the
partnerships required for success.
Central governments can establish enabling
UHJXODWRU\DQG¿VFDOHQYLURQPHQWVWKDW
HPSRZHUFLWLHVWRGHSOR\VSHFL¿F¿QDQFLQJ
instruments at scale. This is illustrated by the
enormous scale of municipal bond issuances in the
United States, where municipal bonds have been
used to fund economic and social infrastructure
since c.1850. There are more than 1 million bonds in
the domestic market, valued at over US$3.5 trillion,
and issued by more than 50,000 individual units of
government.41 One of the key drivers of the market is
the “safe haven” nature of the instrument. Defaults
IRUUDWHGPXQLFLSDOLVVXHUVDYHUDJHGSHU\HDU
GXULQJ±42 They are attractive and have
grown to such scale because the interest income
from municipal bonds is exempt from both federal
and many state income taxes. In other countries
with different tax conditions, bank lending remains
more economically attractive. Increasingly, cities and
towns in the United States are issuing green bonds
(cumulatively valued at around US$160 billion in
2015),43ZKLFKHQVXUHWKDWGHEW¿QDQFHLVVWHHUHG
towards sustainable urban infrastructure. This trend
could be accelerated if national or state governments
were to add additional environmental requirements
around municipal bond issuance.
Cities within established states can have
GLIIHUHQWOHYHOVRI¿QDQFLDOPDWXULW\ZKLFK
in turn affect their capacity to deploy
¿QDQFLQJLQVWUXPHQWV7KLVLVH[HPSOL¿HGE\
the different capabilities of UK cities. London is a
SLRQHHULQXVLQJ¿QDQFLDOLQVWUXPHQWVWRSURPRWH
GHQVL¿FDWLRQDQGUHJHQHUDWLRQRIWHQLQSDUWQHUVKLS

Box 4
The UK Green Investment Bank
The UK government’s Green Investment Bank (GIB)
ZDVVHWXSWRĆQDQFHDJUHHQHFRQRPLFWUDQVLWLRQRQ
commercial terms and to mobilise private investment.
The GIB has backed nearly 100 green infrastructure
projects in transactions worth roughly £12 billion. The
bank made a major contribution in a range of novel
and additional projects, such as producing knowledge
products (e.g. the District Heating Finance guide),
facilitating low-carbon urban development via the
HQHUJ\HIĆFLHQF\UHQHZDEOHVDQGZDVWHVHFWRUV
,QLWLDOO\FDSLWDOLVHGZLWKSXEOLFĆQDQFHLWVSULYDWLVDWLRQ
completed in April 2017 when it was sold to Australian
bank Macquarie in a deal worth £2.3 billion

with central governments. This is evident from
the advanced LVC approach being adopted by the
£30 billion Crossrail projects, which seek to tap
WKHSURGXFWLYLW\DQGFRQQHFWLYLW\EHQH¿WVWKDWWKH
transport infrastructure brings to the city through a
%XVLQHVV5DWH6XSSOHPHQW±DQDWLRQDOO\HQWUXVWHG
local variance in the application of business rates. This
complements individual user fares, which are only
DEOHWRPLWLJDWHDERXWRIWKHWRWDOLQIUDVWUXFWXUH
cost.44/RQGRQZDVDOVRRQHRIWKH¿UVWFLWLHVWR
adopt the congestion charging system introduced by
Singapore in 1975. Few other cities in the UK have
HLWKHUWKHHFRQRPLFVL]HRUWKH¿QDQFLDOFDSDELOLWLHVWR
deploy such sophisticated instruments. This highlights
the opportunities for established states to support
knowledge transfer among cities within countries,
DQGWREXLOGWKH¿QDQFLDOPDQDJHPHQWFDSDFLWLHVRI
smaller urban areas so that they can effectively raise,
VWHHUDQGEOHQG¿QDQFHIRU&XUEDQGHYHORSPHQW
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5. Recommendations
7UDQVIRUPLQJQDWLRQDOXUEDQ¿QDQFLDOV\VWHPV
is an essential reform opportunity that can
enable economic growth and sustainable
development. To address the global US$90 trillion
LQIUDVWUXFWXUH¿QDQFLQJGH¿FLWQDWLRQDOJRYHUQPHQW
SROLF\PDNHUVPXVWRYHUFRPHVLJQL¿FDQWLQYHVWPHQW
regulatory, and institutional barriers. However, the
RSSRUWXQLW\SUHVHQWHGE\VSHFL¿FXUEDQ¿QDQFH
mechanisms is both poorly understood and largely
undervalued at all stages of development. The
VXVWDLQDEOHXUEDQLQIUDVWUXFWXUHGH¿FLWFDQEHFORVHG
by directing investment into 3C urban development
WKURXJKKLJKSULRULW\¿QDQFHPHFKDQLVPVWKDWHQDEOH
WKHUDLVLQJVWHHULQJDQGEOHQGLQJRIXUEDQ¿QDQFH7KLV
combination of mechanisms has the potential to reduce
borrowing costs, leverage land assets, and stimulate
private investment in sustainable urban infrastructure.
(QKDQFLQJQDWLRQDO¿QDQFLDOPDWXULW\
is essential for both national and local
JRYHUQPHQWVWRLPSOHPHQW¿VFDODQGSROLF\
reforms that can mobilise and shape urban
investment. This paper provides evidence of the
positive relationship between economic development
and national creditworthiness, and on this basis sets out
DQLQGLFDWLYHQDWLRQDO¿QDQFLDOPDWXULW\DVVHVVPHQW
7KLVIUDPHZRUNPDSVVSHFL¿F¿QDQFLQJDQG¿VFDO
LQVWUXPHQWVRQWRGLIIHUHQWVWDJHVRI¿QDQFLDOPDWXULW\
while acknowledging the importance of local readiness
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DQGFDSDELOLWLHV:LWKIXUWKHUUH¿QHPHQWWKLVIUDPHZRUN
can be an effective strategic planning tool for national
policymakers, aiding the navigation of contextually
appropriate iterations of national urban policies,
LQVWLWXWLRQVDQG¿QDQFLDOPHFKDQLVPVIRUVXVWDLQDEOH
urban development and infrastructure provision.

+LJKSRWHQWLDOXUEDQĆQDQFH
mechanisms
This paper reveals the particular potential of seven
XQGHUXWLOLVHGXUEDQ¿QDQFLQJPHFKDQLVPV&HQWUDO
governments could support the deployment and scaling
of these mechanisms in a number of ways.

Fiscal decentralisation
•

National governments could: identify revenue
sources most readily transferrable to local
JRYHUQPHQWVFUHDWHOHJLVODWLYHIUDPHZRUNVIRUVXFK
GHFHQWUDOLVDWLRQDQGEXLOGXSORFDOJRYHUQPHQW
collection and budgeting capacity.

•

National governments could trial national-to-local
loan programmes or revolving funds in lieu of
grants, to build local government credit history
and experience.

•

National governments could develop a framework
or protocol for cities to identify possible own-source
UHYHQXHVDQGVHOIWHVWIRU¿VFDOORFDOLVDWLRQEDVHG
on a range of factors including: national regulations
and governance arrangements between central and
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ORFDOJRYHUQPHQWORFDOJRYHUQPHQWKXPDQDQG
organisational resources for rate/tax setting and
FROOHFWLRQVOLNHOLKRRGRIWD[SD\HUFRPSOLDQFH
LQYHVWPHQWVEHVWVXLWHGIRU¿QDQFLQJWKURXJK
own-source local revenues for matching against
investment gaps/needs.
•

•

National governments could coordinate transport
and spatial planning policies and strategic plans
across different scales, and align them with LVC
mechanisms.

•

National governments could build capacity for
PRUHHI¿FLHQWSURSHUW\PDUNHWVIRUH[DPSOHE\
systematising valuation practices, registration and
titling, and introducing transparent transaction
registries. This also creates opportunities to
improve public land and built asset registries and
condition assessments to determine where there
is investment potential and uncaptured value in
government holdings.

•

National governments could work with
municipalities to identify projects suited to LVC
UHFRJQLVLQJWKDWWKHUHDUHVHYHUDOVSHFL¿F/9&
LQVWUXPHQWVDYDLODEOHZLWKGLIIHUHQW¿QDQFH
raising/repayment characteristics) and identify
EULGJH¿QDQFLQJVRXUFHV HJFRQFHVVLRQDO¿QDQFH
IURPGHYHORSPHQW¿QDQFHLQVWLWXWLRQV LIQHHGHG
so that projects can be initiated in advance of LVC
UHYHQXHÀRZV

,QWKHDEVHQFHRI¿VFDOGHFHQWUDOLVDWLRQDQG
during transitional periods of devolution, national
JRYHUQPHQWVFRXOGXVHHDUPDUNHG¿VFDOWUDQVIHUV
to target sustainable urban infrastructure.

%RQGVDQGGHEWĆQDQFLQJ
National governments could address national
regulations to allow local borrowing and clarify the
conditions for bank lending or bond issuance. This
could include whether cities (and/or utilities) can
borrow and how much, borrowing procedures, what
currencies they can borrow in, the type of collateral
that they may pledge to secure borrowing, and events
in cases of default.
National governments could provide capacity-building
to improve budgetary planning, accounting and
¿QDQFLDOPDQDJHPHQWLQORFDOJRYHUQPHQWVUHGXFLQJ
the costs of borrowing either through bank lending
or bond issuance. They could also help to build local
governments’ experience with borrowing through joint
projects or credit guarantees.
National governments could build urban project
pipelines, either via national borrowing or with
support for project preparation. This could include the
use of pooling instruments to aggregate similar small
SURMHFWV±IRUH[DPSOHDQDWLRQDOIXQGIRUHQHUJ\
HI¿FLHQF\GHFHQWUDOLVHGUHQHZDEOHDQGRWKHUVDPH
type infrastructure investments across secondary and
tertiary cities.
•

National governments could collaborate with
existing programmes focused on enhancing
PXQLFLSDOFUHGLWZRUWKLQHVV±IRUH[DPSOHWKRVH
run by Climate KIC and the World Bank. They
could also promote standards and labelling to
encourage preferential issuance of green bonds at
both national and subnational level.

Land value capture
•

National governments could develop national
land value capture (LVC) regulatory frameworks
that outline whether cities can sell and trade
development rights, the land leasing system and
the rules governing rights exchanges. They could
additionally create best practice guidance for local
co-investment based on local-level LVC.

Pricing, regulation, and standards
•

1DWLRQDOJRYHUQPHQWVFRXOGFUHDWHHI¿FLHQWDQG
effective regulatory frameworks and standards that
steer investment into sustainable infrastructure
projects and investments. This is particularly
important in sectors characterised by small
investment sizes and where consumer choices are
NH\LQYHVWPHQWGULYHUVVXFKDVHQHUJ\HI¿FLHQF\
distributed energy, non-motorised and electric
mobility, shared mobility, and green buildings.

•

National governments could work with commercial
banks, banking regulators, and capital market
DXWKRULWLHVRQJUHHQ¿QDQFHYROXQWDU\SUDFWLFHV
and mandatory measures, including new market
DQG¿QDQFHSURGXFWGHYHORSPHQWHQYLURQPHQWDO
impact reporting, and green secondary market
rules.

•

National governments could establish pricing
systems (whether negative pricing such as
emission trading schemes or positive pricing
such as feed-in tariffs) to steer investment into
sustainable infrastructure investments. Again,
WKLVLVSDUWLFXODUO\LPSRUWDQWLQVHFWRUVZKHUH¿UP
and household choices are key investment drivers,
or where sustainable infrastructure options have
higher costs than conventional options without
government intervention.
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National investment vehicles
•

•

•

•

National governments could create national urban
infrastructure funds within existing national
development banks and/or stand-alone green
investment banks that blend international and
QDWLRQDOSXEOLF¿QDQFHZLWKSULYDWH¿QDQFHLQ
local markets.
In low-income countries, national governments
could establish municipal development funds,
which help cities to aggregate projects for
SURFXUHPHQWRUGHEW¿QDQFLQJSXUSRVHV
National governments could support cities to
standardise and aggregate small investments
WKURXJKSRROHG¿QDQFHPHFKDQLVPVWRVFDOH
market opportunity and create liquidity through
instruments such as securitisation, for example
WKURXJKHQHUJ\HI¿FLHQF\UHYROYLQJIXQGV
National governments could liaise with
institutional investors to understand their
investment requirements, and package new green
investment facilities or projects accordingly.

,QWHUQDWLRQDOĆQDQFHYHKLFOHV
•

•

Working with national governments, international
¿QDQFLDOLQVWLWXWLRQV ,),V FRXOGLGHQWLI\XUEDQ
infrastructure priorities suited to international
SXEOLF¿QDQFHWKDWLVSURVSHFWLYHSURMHFWVWKDW
are poorly suited to commercial capital and where
WKHUHLVLQVXI¿FLHQWGRPHVWLFSXEOLF¿QDQFHWR
meet investment needs.
IFIs can create and regularly update an IFI urban
investment programme and fund tracker to include
information on investment types/assets targeted,
geographic reach/limitations, investments made
(amounts, borrowers, terms, proceeds), etc.
This should also include sustainability criteria
to demonstrate that IFIs are allocating their
own resources to green options, and crowding in
SULYDWH¿QDQFHIRUWKHVDPH

•

IFIs can create a platform to inform, and shape/
JHQHUDWHFRPPLWPHQWVWRLQFUHDVH¿QDQFHIURP
DFIs to 3C urban investments.

•

IFIS can support peer-to-peer learning and build
local capacity, involving governments in project
SODQQLQJ¿QDQFLQJDQGGHOLYHU\

Public–private partnerships
•

36

National governments could assess the asset types
and prospective investments that are suited to PPPs

and that contribute to 3C urban infrastructure
development, and use this to prepare a long list of
feasible pilot or exemplar projects.
•

National governments can establish regulation and
legislation outlining the ability of cities/utilities
to enter into PPP transactions, and detailing the
corporate framework for entities that may be
established to do so, the way in which tariffs are set
and the mandate of regulatory oversight processes
and agencies.

•

National governments can work with IFIs and
subnational entities to determine the need for,
and optimum structure of, a PPP unit, drawing
on lessons from dedicated PPP units in upper-,
middle-, and low-income countries.

•

National governments can run PPP project
preparation and tendering exercises to build
capabilities across levels and sectors of government.

•

IFIs could create readiness assessment indicators
for countries with limited experience of PPP
projects. The indicators could relate to market
IDFWRUVVXFKDVFRVWRI¿QDQFHDQGFDSLWDO
availability through national markets, depth of
pool of indigenous developers and operators, the
need for and access to currency hedges.

5.2 Financial maturity and readiness
The challenge of addressing the global US$90
WULOOLRQLQIUDVWUXFWXUH¿QDQFLQJGH¿FLWFDQ
certainly be helped by the high potential
LQVWUXPHQWVLGHQWL¿HGLQWKLVUHSRUWEXW
national government policymakers must still
WDFNOHDQGRYHUFRPHVLJQL¿FDQWLQYHVWPHQW
regulatory, and institutional barriers. To
LPSOHPHQWWKH¿QDQFLDOPHFKDQLVPVDQGLQVWUXPHQWV
LGHQWL¿HGDERYHDUDQJHRIDFFRPSDQ\LQJUHIRUPVDQG
activities are required to progress nations from one
¿QDQFLDOPDWXULW\OHYHOWRWKHQH[W
To guide this progression, country governments
expressed demand for a framework that they can use
with development partners to chart their reforms and
the activities that increase their ability to harness
¿QDQFHIRU&XUEDQGHYHORSPHQW1DWLRQDOSROLF\
roadmaps that guide the development of more
VRSKLVWLFDWHGV\VWHPVRIXUEDQ¿QDQFHFDQRIIHU
an excellent point of departure. Table 2 presents
an indicative and high-level illustration of how the
maturity framework could be developed to identify
VSHFL¿FQDWLRQDODFWLRQV
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Table A
The key characteristics of national government urban finance systems at different levels of
financial maturity
FOUNDATION
Raising

• Improve reliability of
budgetary planning and
processes
• Increase own-source
revenue generation at the
local level
• Demonstrate reliable debt
servicing
• Identify steps to achieving
a formal credit rating
• Secure and improve
sovereign credit rating(s)
• Secure accreditation with
multilateral climate funds

Steering

• Set clear planning guidelines
and regulations such as
spatial plans and building
codes, coordinated across
different scales
• Build capacity for more
HIĆFLHQWSURSHUW\PDUNHWV
for example by systematising
valuation practices,
registration and titling, and
introducing transparent
transaction registries
• Require national investment
vehicles to adopt green
investment and lending
criteria

Blending

TRANSITION
• Develop municipal
borrowing regulatory
framework outlining
whether cities can borrow
and how much, what
currencies they can borrow
in, the type of collateral that
they may pledge to secure
borrowing, and events in
cases of default
• Secure and improve
municipal credit rating(s)
• Increase and retain larger
local revenue share

• Improve land regulation and
emerging land market
• Develop national land value
capture (LVC) regulatory
frameworks that outline
whether cities can sell and
trade development rights,
land leasing system and
the rules governing rights
exchanges
• Demonstrate simple LVC
instruments in major city
transport projects
• &UHDWHĆVFDORUUHJXODWRU\
frameworks to promote
sustainable investment,
such as carbon pricing
and mandatory energy
performance standards

• Engage private sector to
understand needs and risk
appetite

• Set up national PPP function
supporting local government
projects

• Implement simple, short-term
and low-value demonstration
projects with private partners

• Support national investment
vehicles to tap private
ĆQDQFHIRUSLORWRU
exemplar sustainable urban
infrastructure projects

• Establish national legal
and regulatory framework
outlining the ability of cities to
enter into PPP transactions,
and detailing the appropriate
corporate frameworks and
oversight processes

• Access credit enhancement,
currency, or project risk
guarantees

ESTABLISHED
• Support cities to experiment
with diverse debt and equity
ĆQDQFLQJPHFKDQLVPV
• Cities can access diverse
VRXUFHVRIĆQDQFHWKDWDUH
HIĆFLHQWDQGDIIRUGDEOH
• Implement environmental
taxes on polluting activities
• Commit to issuing green or
climate municipal bonds to
UDLVHĆQDQFHIRUVXVWDLQDEOH
options

• LVC standard urban
development mechanism,
with advanced forms of LVC
implemented
• &UHDWHDGYDQFHGĆVFDO
or regulatory municipal
frameworks to promote
sustainable investment, such
as congestion pricing and
feed-in tariffs
• Work with commercial
banks, banking regulators,
and capital market
authorities on voluntary
and mandatory practices to
JUHHQĆQDQFHV\VWHPV

• Develop municipal line
ministry PPP capability
• Municipal access to capital
markets is commonplace
• Municipal projects attract
competition among lenders to
ĆQDQFHSURMHFW
• Support cities to standardise
and aggregate small
investments (such as energy
HIĆFLHQF\DQGGHFHQWUDOLVHG
renewables) through pooled
ĆQDQFHPHFKDQLVPV
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