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G20-OECD Policy Toolkit to Mobilise Funding and Financing for Inclusive 
and Quality Infrastructure Investment in Regions and Cities

Over the coming years, many regions and cities will need significant infrastructure

investment to sustain economic growth and improve well-being. Yet, infrastructure

investment needs and priorities are not evenly distributed across regions and cities.

Many urban areas will need substantial investments in new sustainable and

resilient infrastructure to accommodate an additional 1.5 billion inhabitants by 2050.

Meanwhile, rural areas will also need investment to build sustainability, increase

resilience, and improve well-being in the face of demographic change, climate

change and the digital transition. Meeting the specific and interdependent

infrastructure needs of each region and city in the face of these challenges is

critical for inclusion and to meet the Sustainable Development Goals (SDGs).
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Introduction

ÅSubnational (state, regional and local) governments have
a key role to provide the infrastructure that supports
economic development, alleviates poverty, helps to
address climate change and improves well-being in
regions and cities. In G20 countries, these governments
are responsible for almost 60% of total public investment.

ÅThis means that supporting subnational governments to
better undertake infrastructure investment can help to
meet investment needs in regions and cities and
addressing territorial disparities. Supporting subnational
government investment requires getting the right
enabling environment in place and unlocking funding and
financing for investment.
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Introduction

ÅCreating an enabling environment for subnational government investment is
critical to mobilise funding and financing in regions and cities. The enabling
environment refers, firstly, to the fiscal and regulatory frameworks that support or
enable the use of funding or financing. It also refers to having access to suitable
financial markets (for accessing loans and bonds), as well as adequate
institutional capacity to leverage funding and financing effectively.

ÅUnlocking funding for inclusive and quality subnational infrastructure can be
supported by better exploiting grants and subsidies, mobilising targeted taxes,
implementing user charges and fees, harnessing land value capture and better
managing existing infrastructure assets. While the management of assets may
not unlock 'additionalôfunding, it can increase available funding for new
investments over the long-term. Without sufficient funding sources, a subnational
government may have lower access to external finance, particularly due to the
link between funding availability and creditworthiness. (BDS, DMO)
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Introduction

Mobilising finance is essential to help subnational governments meet the

high up-front costs of infrastructure investment and to spread those costs

across the future beneficiaries of an investment. Opportunities for

subnational governments to mobilise external financing mainly relate to the

use of debt (loans and bonds), but equity also often supports subnational

government infrastructure investment. More innovative financing instruments

harnessed by subnational governments include the use of green, social,

climate and sustainability bonds or loans.
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Introduction

ÅRegions and cities can also explore different investment approaches to

mobilise funding and financing. When delivering an investment, a

subnational government might evaluation different options, including

traditional and more innovative public procurement of infrastructure, the

use of a public-private partnership or harnessing a state-owned enterprise

(e.g., a municipal company). To support more inclusive investment, they

may also explore the use of different procurement innovations such as

adopting green or social procurement.
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What can be done to mobilise funding and financing for 
subnational infrastructure investment?

Supporting inclusive and quality infrastructure investment in regions and

cities is the responsibility of all levels of government. This detailed Policy

Toolkit presents a list of potential tools to support this objective, with

concrete examples included for inspiration (Annex A) and additional

resources to support inclusive and quality infrastructure investment (Annex

B). The diagram below illustrates the key components covered in this

lecture.
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What can be done to mobilise funding and financing for 
subnational infrastructure investment?
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About this Toolkit 

Inclusive and quality infrastructure investment is critical to
lay the foundations for economic growth, help reduce
poverty and improve well-being in regions and cities. As we
start to emerge from the COVID-19 crisis, and already face
new challenges from megatrends and shocks, it will be
critical to support infrastructure investment in regions and
cities that is inclusive, sustainable, resilient and high-quality.

This means that addressing global, regional and local
infrastructure gaps, and achieving an inclusive recovery, will
require more and better infrastructure investment by
subnational governments. All actors ï national and
subnational governments, multilateral development banks,
other international organisations and the private sector -
have a role to play to support inclusive and quality
infrastructure investment by subnational governments.
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About this Toolkit 

To support infrastructure investment in regions and cities, the G20 with

support of the Organisation for Economic Co-operation and Development

(OECD) and the Asian Development Bank (ADB) have developed this

Toolkit. Why this Toolkit?

The main objective of this Toolkit is to help national and subnational

governments mobilise funding and financing for infrastructure investment in

regions and cities. To help achieve this objective, the Toolkit firstly highlights

the key role of creating an enabling environment that support subnational

governments to mobilise funding and financing.
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Why focus on subnational infrastructure 
investment?

ÅInfrastructure investment needs in regions and cities are significant

ÅInvestment needs are being shaped by asymmetric megatrends and

shocks

ÅThere is a need to understand the specific investment needs of different

places and their interdependences

ÅInclusive infrastructure investment improves access to essential public

services

11



Figure 1. Location gap in travel time to healthcare versus 
location gap on internet speed, OECD and G20 countries
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Why focus on subnational infrastructure 
investment?

ÅSubnational governments are important public infrastructure investors

ÅSubnational governments have important climate-related spending and

investment responsibilities.
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Figure 2. Subnational public investment in G20 and OECD countries



Why focus on subnational 
infrastructure investment?

ÅFunding sources and financing

instruments for subnational

governments infrastructure vary

across countries
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Figure 3. Subnational government revenue by category as 

a percentage of total revenues



15 Figure 4. Subnational government debt by instrument
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How to support subnational infrastructure investment?

Subnational governments can be mobilised to support inclusive and quality

infrastructure investment in regions and cities. This Policy Toolkit focuses on

four key topics that are essential to mobilise funding and financing for

inclusive and quality infrastructure investment by these governments.
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How to support subnational infrastructure investment?
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Enablers of subnational infrastructure investment

Creating an enabling environment is essential to support subnational governments
to undertake inclusive and quality infrastructure investment. Strengthening the
enabling environment can help to improve the quality and óbankabilityôof projects,
enhance subnational government creditworthiness, and support the effective
mobilisation of funding sources and financing instruments.

Building on relevant G20 documents and OECD recommendations (OECD,
2014[1]; OECD, 2020[21]), this toolkit outlines four key elements of the enabling
environment for subnational government infrastructure investment:

(i) fiscal and regulatory frameworks;

(ii) institutional capacity;

(iii) co-ordination, cooperation and stakeholder engagement mechanisms; and

(iv) access to financial markets.
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Fiscal and regulatory frameworks

Fiscal and regulatory frameworks create the overarching parameters and

rules for subnational infrastructure investment. These frameworks define

expenditure and investment responsibilities (including for infrastructure

provision), assignments of revenues (often according to the ñmatching

principleòto avoid under or unfunded mandates) and the use of finance

(loans, bonds, etc.) for investments. Effective fiscal and regulatory

frameworks seek to enable and support subnational infrastructure

investment, while also managing risks associated with subnational

government budget imbalances and indebtedness.
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Key elements of an appropriate fiscal framework

Key elements of an appropriate fiscal framework for subnational
governments to consider include notably

(a) a clear assignment of responsibilities;

(b) a sufficient and adequate level of revenues to cover spending
obligations, based on intergovernmental transfers and own-source
revenues (tax bases and rates, user charges and fees, property income,
etc.);

(c) the stability and predictability of revenues

(d) access to external financing (e) sound rules for fiscal discipline and
responsibility (i.e. budget balance, borrowing)
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Golden Rule

ÅOne of the purposes of fiscal rules is to limit the risk from unsustainable

levels of subnational government debt. This can include budget balance

rules and debt rules. One of the most common fiscal rules is the so-called

ñgoldenruleò,which allows subnational governments to borrow only for

capital investment instead of current expenditures.
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Fiscal Frameworks

Sound fiscal frameworks need to be accompanied by effective budgetary,

accounting and reporting systems across different levels of governments, along

with external and internal audit procedures and independent oversight of audit

systems to avoid insolvency or default. This monitoring processes may include

fiscal risk assessments to measure the fiscal capacity and creditworthiness of

subnational governments, which could be conducted by subnational governments

themselves, or by a higher-level government, a financial institution (public or private

bank), an external rating agency or specialised consulting company.

Two examples of recent changes to fiscal frameworks and regulations that aim to

support subnational government investment were in Mexico and New Zealand (See

Case study 1 and Case study 2 in the Annex A).
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10-minute break till 09:55
Institutional capacity
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Among other areas, effective infrastructure investment usually 
requires institutional capacity within subnational governments for:

ÅStrategic planning: to support the identification of long-term regional and local development priorities that guide
infrastructure investments and other complimentary policy actions (such as land use changes) in line with regional and
local development strategies.

ÅProject planning and appraisal: to help ensure specific infrastructure investments are well defined, efficiently prioritised,
provide value-for-money and contribute to regional and/or local development objectives. This can include online project
preparation and monitoring platforms such as SOURCE, which has been established by multilateral development banks
to help national and subnational governments prepare quality infrastructure investment projects (See Case study 3 in
Annex A).

ÅPublic financial management: to budget and manage life-cycle investment costs, align budget frameworks, monitor and
account for financing flows, account for risks and contingent liabilities and undertake auditing processes. For example,
the World Bank and other partners launched the City Creditworthiness Initiative to build the public finance management
capacity of cities, aiming to enhance their creditworthiness (See Case study 4 in Annex A).

ÅPublic procurement: to clearly articulate and prioritise the objectives of procurement to private constructors and assess
options against value for money criteria and other objectives.

ÅMonitoring and evaluation: to conduct regular and rigorous ex-post evaluation and use monitoring and evaluation
information to enhance decisionïmaking.
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Featured tools:
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Co-ordination, cooperation and stakeholder engagement
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Featured tools
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5-minute break
Access to financial markets
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Featured tools
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Funding sources to support subnational infrastructure investment
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Grants and subsidies
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5-minute break
Featured Tools

Å11қӺ is invested in building the new
campus of NSUεᾺ Ӂַҍᶂ ᶽḙζ

ÅDo you think there could be some
potential problems with Matching grants?
Regions with a deficit budget are out of
the Matching grants ïthey can not make
a contribution as a co-funders.

Å It dependsé For instance, for tourism
investment projects in Russian Far East
Federal District, the Regional government
should co-fund 1/3.
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Tax revenues
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Featured Tools
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Financing instruments to support subnational 
infrastructure investment
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