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1.Why does governance matter critically for publicinvestment
effectiveness— in particular at the subnational levels?

2.Which governance capacities matter the most for effective public
iInvestment across levels of government?

3.How to best support countries in implementing good governance practices
for public investment?



Why does governance matter
critically for public investment — In
particular at the subnational levels?




Public investment, growth and governance
Key messages from the OECD

OECD (WB & IMF): the effect of publicinvestmenton growth is sizeable — high
multiplier effect + critical for environmental performance and well being

= The first year effect of a /2 per cent of GDP public investment stimulus by all OECD
economies is significant and translates for example in 0.6% of GDP increase in the United
States, and 05% in the Euro area (OECD, 2016)

highest effect in fields that are associated with large externalities...lowest in
countries where the public capital stockis already high (OECD, 2016)

It is totalinvestment and the capital stock that matter for growth

Strong decline in publicinvestment following the crisis...Call for more public
investment in OECD countries (well targeted to specific sectors/places)

Subnational governmentsare key actors for publicinvestment




Subnational governments are in charge of almost 60% of public
investment
This raises important governance challenges

Share of public investment at subnational level (2014 data)
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Public investment, growth and governance
Key messages from the OECD
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Governance challenges: public investment inherently fragmented = horizontal/vertical
coordination challenges

...+ issues of capacities of subnational governments to handle public investment
Impact of public investment depends on the way it is managed...
... and the extent to which it is targeted towards a place-based approach

Public investment needs to differ across regions depending on their density, economic
structure and distance from the productivity frontier

Heterogeneity calls for differentiated investment strategies to tailor investment to local
needs and the competitive advantages of regions = place-based approaches very demanding
from a governance perspective

Investment in physical infrastructure is important for regional performance, particularly
when co-ordinated with other strands of policy (human capital, innovation). When

undertaken in isolation, it can yield poor results, and it seems to be subject to diminishing
returns (OECD, 2009) - Policy complementarities across investment priorities are critical —
require governance tools to manage them (OECD, 2011, 2013, 2015)




Institutions and governance matter
Empirical evidence indicate that investment and growth outcomes are
correlated to the quality of government at the sub-national level

Quality of regional government (QoG)
varies greatly across regions within
countries

Rodriguez-Pose and Garcilazo (2013),
OECD (2013): Institutional qualityand
governance processes affect the
returns to publicinvestment

...and strongly mediates the returns of
expenditure on EU funds

Better QoG is associated with better
returns to publicinvestmentsin places
with relatively large investment
expenditure (the case of cohesion
policy).

This reinforces concerns about SNG
capacity challenges = need to investin

governance

-1 [-os
-os [@ozs-o07s
s [o7s-135
N -os =125

Canaries
9 bd 0 j’
-

~

uyane Cirre
a2
L
D
RTTr x

»  Acores n'??
s =N
o
o

=

\REGIOgi

Source: N. Charron, V. Lapuente and L. Dykstra (2012.) “Regional Governance Matters: A
Study on Regional Variation in Quality of Government within the EU” (forthcoming
Regional Studies).




Improved governance matters critically to make the most of reduced
public investment
Public investment as an adjustment variable at the subnational level (EU)
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Which governance capacities
matter the most for effective public
Investment across levels of
government?




Which sub-national capacities are important?
15 important sub-national capacities that correspond to the principle
stages of the investment cycle

Effective strategic planning
Cross-sectoral coordination
ross-jurisdictional coordination
Stakeholder involvement
Rigorous ex-ante appraisal

Ex-post assessment
Use of performance informati

“  Implementati
on
A\

b
Competitive procurement
Sound monitoring system\

inkage to multi-year budgeting
aditional & innovative financing
Private sector financing
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Risk management
Coherent regulation across levels of government
Professional and technical skills

Throughout

Capacity needs and bottlenecks differ from region to region



OECD-CoR survey results (2015)
Governance challenges are prominent for SNGs (and vary according to
their size)

Designing and planning infrastructure in a long-term perspective

» Lack of capacity to design long-term infrastructure strategies (65% SNGSs)
» Lack of sufficient in-house expertise to design infrastructure projects (56%)
» Lack of coordination across sectors

Coordination across levels of government & jurisdictions

» Mismatch between local/regional needs and those given priority at central level (84%).
» Absence of a joint investment strategy with neighbouring cities/regions (76%)

» Lack of incentives (such as financial incentives) to cooperate across jurisdictions

Performance monitoring

» Though a monitoring system might exist, it is frequently pursued as an administrative
exercise and not used as a tool for planning and decision-making (66% of SNGS)

» Lack of (ex-post) impact evaluations (71%)

Red tape and regulatory burden
» Alarge majority of respondents (90%) consider excessive administrative procedures,
lengthy procurement and red tape as a challenge




OECD-CoR survey results (2015): learning from good practices
Practices that help the management of public investment

Subnational governments should:

» Improve medium-term planning for infrastructure investment
v' Multi-year
v Linked with budget
v Credible enforcement mechanisms

» Adopt investment strategies that cross existing jurisdictional boundaries
» Mutualise functions

v" Procurement (framework contracts)
v' capital funding to have accessto finance

National governments should:

» Adopt national strategies for infrastructure investment which help guide the strategic
priorities for the country — beyond policy silos

» Develop some platforms of coordination with SNGs/instruments to foster joint
investment/co-financing with SNGs

» Provide incentives for SNGs to cooperate on infrastructure development

» Clarify the allocation of competencies in the field of infrastructure




OECD Recommendation on Effective Public Investment
Across Levels of Government

Pillar 1
Co-ordinate across

¢ Invest using an integrated strategy tailored to different places

. ¢ Adopt effective co-ordination instruments across levels of government
governments and policy

dreas

e Co-ordinate across SNGs to invest at the relevant scale

Pillar 2 * Assess upfront long term impacts and risks
Strengthen capacities and  Encourage stakeholder involvement throughout investment cycle
promote policy learning « Mobilise private actors and financing institutions
across levels of e Reinforce the expertise of public officials & institutions
government e Focus on results and promote learning

Pillar 3 e Develop a fiscal framework adapted to the objectives pursued

e Require sound, transparent financial management

Ensure sound framework e Promote transparency and strategic use of procurement

conditions at all levels of
government

e Strive for quality and consistency in regulatory systems across levels of
government




How to best support countries in
Implementing good governance
practices for public investment?




Supporting the implementation in countries
Toolkit, indicators and country studies
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Supporting the implementation in countries
Toolkit, indicators and country studies
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Supporting the implementation in countries
Country studies with detailed scoreboard of indicators

OECD Muiti-level Governance Studies

Making the Most
of Public Investment
in Colombia

WORKING EFFECTIVELY ACROSS LEVELS
OF GOVERNMENT
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Table 0.1. v OECD R d on Effective Public

Investment across Levels of Government

Colombia

System is in place and works in a satisfactory way
I:] System is in place, but improvements are needed

. System is not in place or not functioning well
[ "] Additional information needed

PRINCIPLE 1:
To engage in planning for COHERENT PLANNING ACROSS LEVELS OF GOVERNMENT B OECD R

on Effective Public Investment across Levels of Governmen

regional de\elopmen( that Mechanisms exist to ensure that subnational investment plans reflect national and
is tailored, ted, goals.

realistic, forwarddooking  TAILORED, PLACE-BASED DEVELOPMENT PLAN SWEDEN
and coherent with national  Assessment of territorial needs and strengths corresponds with planned projects.
Objectives CLEAR PUBLIC INVESTMENT PRIORITIES Syl laceand woks n sl vy Syslem s nol in place or not funclioning well

There is a clear and authoritative statement of public investment priorities at national Syslem is in place, but Additional needed
and regional levels.
To co-ordinate across COMPLEMENTARITY OF HARD AND SOFT | TMENTS PRINCIPLE 1:
sectors to achieve an Consideration is given t¢ ities between i in hard and soft To engage in COHERENT PLANNING ACROSS LEVELS OF GOVERNMENT
integrated place-based infrastructure. planning for Mechanisms exist to ensure that sub-national investment plans
approach COMPLEMENTARITIES ACROSS SECTORS regional reflect national and sub-national development goals.
Attention is given to potential complementarities and conflicts among investments by developmentthat TAILORED, PLACE-BASED DEVELOPMENT PLAN
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of these different platforms are available.
CONTRACTUAL AGREEMENTS/PARTNERSHIPS
ips across levels of government
have been developed to manage joint responsibilities for sub-
national public investment.
EFFECTIVENESS OF CONTRACTUAL AGREEMENTS
The share of sub-national public investment covered by these
agreements is measured.

g the efficacy




Supporting the implementation in countries
Indicators on multi-level governance of public investment

Results of indicators for OECD countries (average) (OECD, 2016)
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» Centralised countries tend to have more challenges on planning or multi-level dialogue

> ...whereas highly decentralised countries have more challenges for the coordination across

sectors or fiscal stability.
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THANK YOU

http://www.oecd.org/effective-public-investment-toolkit/
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