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 Cities have an important role to play in climate change mitigation, as 75% of all greenhouse gas 

emissions occur in cities, and cities offer economies of scale and co-benefits to make climate 

mitigation projects cost-effective. 

 The interviews show that there is an advantage for cities to market their projects as ‘mitigation 

projects’ due to increased private sector interest in financing climate investments. We conclude 

that capital is available but there is a lack of bankable projects, due to four main barriers: 

o Barrier 1: Cities often lack the capacity or knowledge to develop and report bankable 

projects that are competitive with non-mitigation projects in attracting finance. 

o Barrier 2: A perceived lack of mandate from the electorate, and a lack of understanding 

by cities that climate mitigation projects can reduce and avoid costs, resulting in low 

political will in the city to drive the climate change agenda forward. 

o Barrier 3: Most projects require close cooperation between sectors, projects and public 

and private actors to aggregate smaller projects and to overcome the challenges 

mentioned above. Interviewees state that aligning different parties is often a limiting 

factor for increased investment in urban mitigation projects. 

o Barrier 4: A lack of a track record or low credit worthiness exacerbates barrier 1 in most 

of the developing world. 

 This paper suggests that a ‘match-making facility’ between investors and cities could help cities 

access the capital needed for them to lock into a two degree pathway. Such a facility would help 

cities realize they can reduce costs, facilitate the reporting on and marketing of projects in a 

standardized way, and promote collaboration between parties to enable more flexible financing 

of urban mitigation projects.   

 





 Impact investment is the movement to investments that, in addition to a solid financial 

return, also have “intended, specified and tangible social and/or environmental 

benefits”. As climate mitigation projects have clear social and environmental benefits 



and as cities offer innovation and high impact targets, impact investment seems very 

relevant for urban mitigation projects (Wood, 2011).   

 Responsible investment comes primarily from large institutional investors (e.g. pension 

or sovereign wealth funds) looking for long-term investments “with broader objectives 

of having a positive effect on the society”. City mitigation projects are suitable as they 

offer “scale, positive externalities and long-term horizons” (Wood, 2011). 

1. Lack of knowledge and/or capacity of cities to report and market mitigation projects 

(56% cities, 88% investors, 60% other stakeholders, 68% total) 

2. A perceived lack of mandate from the electorate, and a lack of understanding by cities 

that climate mitigation projects can reduce and avoid costs, resulting in low political will 

in the city to drive the climate change agenda forward. (33% cities, 50% investors, 40% 

other stakeholders, 41% total) 

3. Difficulty aligning all stakeholders involved to execute integrated and aggregated 

projects (33% cities, 38% investors, 60% other stakeholders, 41% total) 

4. Lack of track record or credit worthiness of cities (22% cities, 50% investors, 40% other 

stakeholders, 36% total) 



 



Box 1: Data reporting requirements from investors 

Both the literature and interviewees identify a knowledge gap on the reporting required by investors. The following is 

the information needed by investors, as a minimum, to allow them to evaluate whether to invest in a project (ordered 

from most to least mentioned).  

 Financial feasibility reports (major costs, income, payback period, shareholders) 

 Impact analysis (environmental, economic and social impacts) 

 Credit worthiness rating of local government 

 Project monitoring and evaluation plan 

 Technical feasibility report (technical maturity, intellectual property rights, ownership) 

 Due diligence report 

 Gap analysis, context analysis (necessity of proposed project) 

 Contracts: technology property protection, energy performance, supply, insurance, power purchase 

agreements 

 Land use permits, construction permits, bid documents 

 Climate risk and hazard analysis of the proposed city or region 

 Higher government’s endorsement letter 





 Cities believe the costs for ‘green’ projects are higher and as stewards of tax-payer 

money they want to be careful in driving this agenda forward. 

o Several US cities mention a lower interest in (green) bonds issuance due to the 

‘fear of debt’ that is engrained in the public sector because of previous financial 

crises.  

o An interviewee mentions that in Asia there is a perception of a lower return for 

‘green’ or ‘mitigation’ projects regardless of the actual predicted return.  

 The majority of the interviewees, especially investors, cite the lack of understanding on 

the city side that developing low-carbon projects can reduce and avoid costs. 

o In the transport sector, one stakeholder mentions that often cities do not 

understand that “we cannot build our way out of congestion” and that other 

‘softer’ measures, such as promotion of cycling, parking permits or technology in 

the transport sector, also need to be higher on the agenda because of their 

potential to reduce carbon emissions with lower upfront capital costs. 

 Lack of leadership and teams in cities to drive the climate change agenda 

o Many cities are afraid that voters will not agree with a ‘climate change’ agenda or 

with issuing ‘green bonds’, e.g. in California there needs to be a two-thirds vote 

before a council or municipality can issue (green) bonds. 

o Lack of leadership and an apprehension about moving forward when national 

climate change policy is not ambitious or is misaligned with the city’s expectations. 



 Lack of public finance and co-dependency finance: Public finance is insufficient to cover 

all costs needed for a two degree pathway. Public finance therefore has to be able to 

leverage private sector investment through, for example, public-private partnerships 

(PPPs) as described in section 2.2. PPPs have the advantage over green bonds in that 

they do not need a voter majority. Moreover, PPPs offer the possibility of more dynamic 

partnerships, use of private sector expertise and lower risk with guarantees from the 

public side. However, PPPs require a clear understanding of what is needed and 

expected from both parties, which is often a barrier. In some cases there is even 

cooperation between private sector actors, i.e. consortia, needed to overcome cost 

barriers or attract the right areas of expertise (Allen et al.,GIZ/SloCaT, 2015). Public 

finance is often also co-dependent, i.e. funding will only become available if it is 

matched with funding from other sources and thus requires cooperation. 

 Clear pathways for industry and investors required: If cities cooperate among 

themselves, e.g. in developing a sustainable bus scheme where buses can be ordered in 

bulk, then this can send clear messages to engage financiers and reduce costs. 

 Regulatory disincentives: Misalignment between local and national government policy 

can be a barrier to climate action by cites. For example, in Asia there have been 

instances where the national policy framework for renewable energy (tax incentives and 

Feed-in-Tariffs) has been so uncertain that it undermined efforts taken on a local level 

(Kennedy and Corfee-Morlot, OECD, 2012). 

 Misalignment between planning and implementation: City departments may be 

functioning as silos and increased cooperation could form more integrated projects.  





 

Public

•Equity funds (listed and unlisted) low 
potential due to lack of strategy, depends 
on scope of fund and reporting.

•Equity-funded direct investments 
in infrastructure: Medium potential.

•Special-purpose vehicles, "a 
subsidiary company with an asset/liability 
structure that makes its obligations secure 
even if the parent company goes 
bankrupt", commonly used for renewable 
energy projects and depends on 
government involvement and the type of 
project.  

•Joint venture: agreement whereby 
parties develop a new entity by 
contributing equity and share revenues and 
expenses, depends on type of 
infrastructure.

•Infrastructure equities listed: high 
potential and these own a significant 
amount of infrastructure assets, "depends 
on companies' capital expenditure strategy 
towards low-carbon infrastructure and on 
policy requirements".

•Joint Credit Rating with other national 
credit rating agencies.

•Main advantage: Can leverage 
private funding

•Main Disadvantage: Limited 
capital available

Private Debt

•Syndicated loans: provided by a group 
of lenders and administered by one lead 
arranger (bank). Low potential as difficulty 
incorpoating extensive sustainability 
lending criteria specified by the providers.

•Loans: Concessional and flexible loans 
have more potential as can specify 
sustainable objectives.

•Bonds: depends on scope and purpose, 
but can combine with taxes and can make 
them specific, e.g. infrastructure bonds.

•Green bonds: depends on scope, 
project selection criteria should be 
specified upfront and monitored. High 
potential to finance a wide variety of 
projects, including small ones and accessing 
the large fixed income investment market 
which is increasingly interested in low-
carbon developments, e.g. asset 
management firms (World Bank, 2014). 

•Debt funds: depends on scope of fund 
and debt refinancing instruments: e.g. 
securitisation such as forfeiting and 
subordinate debt financing, suitable for 
long-term sustainable infrastructure. 

•Main Advantage: Big scope of 
financing wide variety projects and 
accessing large market, including for 
developing countries where access to 
capital markets is often restricted

•Main Disadvantages: 98% of market 
is USA/EU, other countries have foreign 
exchange risks or lower credit ratings. 
Moreover, often need voter/public 
approval to issue bonds or loans as city. 
Lastly, no mature liquid secondary market 
for sustainablle infrastructure exists yet. 

Private Equity

•Land sales or infrastructure asset 
leaseholds: one off source of finance 
and limited impact, difficulty incentivizing 
sustainability.

•Public-Private Partnerships 
(PPPs), long-term risk transferred to 
public sector but attract expertise of 
private sector. Suitable for capital intensive 
projects, but even small ones are suitable 
(OECD, 2014). Could easily include 
sustainability targets.

•Taxes, (tax-increment financing, 
development charges, value-capture 
charges) future tax revenues used to 
attract private finance, real estate 
developers pay for infrastructure needed to 
connect their new development to existing 
infrastructure or value increases of real 
estate due to new infrastructure 
development nearby is captured. Requires 
coordination between city departments 
and clear goals.

•User charges and fees, depends on 
how externalities are incorporated.

•Grants and subsidies: can leverage 
private finance.

•Building rights, planning permits: can 
easily incorporate sustainability.

•Main advantage: Large potential to 
leverage private finance with these 
mechanisms and less public approval 
needed then in debt finance. 

•Main disadvantages: depends on 
stable policy environment, hard to replicate 
as each case is different.



 

 Technical assistance and standardization of reporting on financial and sustainability 

information for cities. Interviewees generally believed that if reporting and marketing of 

projects by cities improved through, for example, technical support by third parties, then 

this would send a clear signal to financiers who would be more likely to invest in those 

projects as indicated in previous research by CDP among cities and investors (CDP, 2015). 

o Multi-lateral development banks (MDBs) have so far taken the lead in 

standardization and improving transparency of reporting (World Bank, 2015). 

The World Bank initiative already has the support of “55 of the largest 

investors, bond issuers and intermediaries of green bonds in the world 

including Bank of America Merrill Lynch, Citibank, Credit Agricole, JP Morgan 

Chase, Goldman Sachs, HSBC and SEB” (World Bank, 2015).  

o Reporting by cities, mainly in the US, has already improved after the financial 

crisis. 

o Most investors use third party verification or auditors to ensure that 

sustainability reporting is reliable. This seems to suggest that investors are 

willing to bear extra costs associated with sustainability reporting to ensure 

that these projects meet their standards.   

 More direct communication between investors and cities can improve understanding of both 

sides’ needs and add flexibility to the market.  

o Several investors mention they already have more direct contact with issuers of 

municipal bonds, which leads to a clearer understanding of what is needed and 

more dynamic partnerships. A direct link between investors and cities would help 

identify the right financial vehicle needed in specific circumstances and overcome 

knowledge barriers. 

 Marketing revolution for projects to provide investors with a method of comparing projects 

and knowing what is currently in the pipeline. This would also include the aggregation of 

smaller projects and helping to overcome credit-worthiness problems by incorporating 

projects within a city-backed green bond, for example (Forster, 2014). 
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