
Financing Mechanisms Identified for Scaling-Up 
 

Given the rapid demographic and economic growth in many cities in Asia and around 
the world, investment in high quality urban infrastructure is desperately needed. According to 
C40 Cities Finance Facility, US$ 3.4 – 9 trillion are required annually to meet business-as-
usual infrastructure investment (C40CFF, 2018).  

 
However, due to shortfalls in municipal budgets, cities are increasingly looking at a wider range 
of financing options to bridge their infrastructure needs, particularly in partnership with the 
private sector. The Frankfurt School for Finance and Management developed a 
comprehensive overview of potential mechanisms, displayed in the table below. They are 
combinations of grants and loans aimed at changing the costs and risk return profile of projects 
to attract investors and expand the leverage of funding from the private sector to finance 
projects with public objectives (European Commission, 2013). 

 
Certainly, the degree to which these instruments can be implemented varies across cit ies’ 
levels of development. Furthermore, each instrument varies in its potential to generate public 
revenues, as they differ in their need for government expenditures and in the administrative 
scale at which they can be applied. Bundling these public and private instruments could 
contribute to the achievement of the neighborhood approach; 

 

Name Summary of the financing mechanism 

Guarantee The guarantee mechanism helps reduce cost of capital and expand loan 
tenor (or grace period) to match the project cash flows. 

Carbon trading An example is the Clean Development Mechanism, which allows a low-
emissions project to receive ‘carbon credits’ as certified emission 
reductions, which can then be sold in an international market.  

Image returns Projects to attract the interest of impact investors, that is, those who are 
looking for initiatives able to generate blended returns, mix of financial 
and social returns 

Debt 
instruments 

Secured debts (a loan with assets as collateral) or Unsecured debts (a 
loan that often requires a guarantee mechanism.  

Equity 
financing 

Acquisition of funds by issuing ordinary or preferential shares in the 
stock market 

Grants and 
capital subsidy 

Form of instruments which do not require repayment 

Viability Gap 
Funding 

A one-time grant provided to support infrastructure projects that are 
economically justified but requires certain grant to be financially viable 

Interest 
subsidies 

A cost-effective instrument for local governments to incentivize the 
private investment in urban infrastructure projects. It motivates private 
project developers to obtain low-cost funds from commercial financial 
institutions 

Revolving 
funds 

Loans that can be repaid with revenue earned, which can then be 
reinvested in new projects mainly in the same area 

Challenge 
funds 

Loans with long payback periods to help private developers take risks in 
projects. They provide market development support to the private sector 
with the aim that the private investment would continue in the market 
after a certain period (normally maximum five years) of support from the 
challenge fund 

Microfinance Small amount of financing requirements targeted especially to poor 
households 



Carbon Tax A tax levied by federal and local governments on projects that are not 
environment-friendly 

Health Tax A tax levied by federal and local governments on the projects that create 
negative socio-economic benefits 

Tax Exemption Provide a tax exemption to increase the penetration of environment-
friendly projects 

Value Capture A type of public financing that recovers some or all of the value that 
public infrastructure generates for private landowners. For example, the 
expansion of city road network may increase the value of existing land. 
The cost for road expansion can be recovered by applying land value 
tax 

Land pooling Governments can purchase land ownership in a ‘pool’ to enable higher 
density development and the efficient provision of infrastructure 

Municipal 
bonds 

Municipality can raise investment through the issuance of municipal 
bonds to the general public and institutional investors 

Public 
contribution 

The local government allocates certain budget for infrastructure project 
with the condition that each public beneficiary has to arrange remaining 
contribution (financial or in-kind). 

While the various instruments require different timelines of implementation, some might also 
be more adequate for certain actors than for others. Furthermore, the different sectors might 
require different types of financing. 

The tables below show the possible timelines for the proposed instruments, the relevant 
financing instruments on a per actor basis, as well as types of financing (public, private, or 
PPP) per sector for the scaling-up process.  

Implementation Timeline for the Proposed Instruments 

Financing Instruments Implementation Timeline Rationale 

Image return, debt 
instruments, equity financing, 
interest subsidy, revolving 
funds, challenge fund, 
microfinance, municipal 
bond, and public contribution 

Short-term, the realization 
may be possible within short 
period (1 year) under 
minimum advisory support   

The low-cost operational level 
instruments. The government and 
private sector will implement if the 
benefits from such instrument is 
clearly quantifiable. The price for 
such instruments is relatively cheaper 
for government.   

Guarantee, carbon trading, 
grants and capital subsidy, 
viability gap funding, carbon 
tax, health tax and tax 
exemption.  

 

Medium-term, the 
realization may be possible 
within medium period (3 
years) under moderate 
advisory support   

The instruments may need to be 
reflected on government policies, 
mostly through cabinet level 
decisions. However, some 
instruments such as tax may need to 
be approved from parliament.   

Value capture, land pooling 
and house pooling 

Long-term, the realization 
may be realized only in long-
term (more than 3 years) 
which may require extensive 
advisory support.   

This requires public consensus and 
clear guideline from government. The 
instrument may also require 
significantly larger investment. 

 
 



Sectoral Perspective of Available Financing Instruments 

Players in the Sector Relevant Instruments Required Interventions 

National Government Available budget for the 
implementation of the 
instruments   

Access budget through own treasury and 
development finance. Provide required 
capacity building to the government so that 
government develops required policy for 
propose intervention.   

Local Government Concessionary debt, 
municipal bond, public 
contribution, grants, 
value capture, land 
pooling   

Capacity building as the newly created 
local government may have limited 
knowledge in implementation of city 
infrastructure projects. Build partnership 
with development fund providers (such as 
TDF) since fiscal transfer may not be 
sufficient for city infrastructure   

Private sectors (EV 
operators, housing 
builders, renewable energy 
developer, municipal waste 
management, energy 
efficiency promoter) 

Guarantee, interest 
subsidy, carbon tax, tax 
exemption, challenge 
fund, revolving fund, 
concessionary debt   

Build the capacity on strategic positioning 
and accessing finance from commercial 
market  

Market development support through 
technology know-how and training to the 
early market players  

Financial institutions   Guarantee, and flexibility 
on central bank policies   

Strengthen the financial institutions on 
technical assessment of credit proposal so 
that would feel less risky in urban 
financing  

Support central bank for flexibility on 
financing policies such as separation of 
colony-type integrated housing financing 
from real estate  

Financing Perspective on Proposed Infrastructure 

Infrastructures with 
possibility of private 
financing   

Infrastructure where 
public financing is 
required   

Infrastructures where both public 
and private finance are required   

- Electric vehicle in Kathmandu 
and other cities  
- Construction and 
management of EV charging 
stations  
- Urban renewable energy 
programs  
- Energy efficiency projects  
- Housing and high-rise 
apartments   

- Temples and religious 
places  
- Urban road improvement  
- Road greenery 
management  
- Cycle lane  
- Electricity infrastructure 
with underground cabeling  
- Safety and security  
- Street lights   

- Municipal hospitals 
- Waste water treatment 
- Urban drinking water supply 
project 
- Households waste collection and 
recycling 
- Land and house pooling 
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