
1

Financing Local 
Economic Development:
Experiences in Europe and US 

OECD/LEED Conference:
Local Development and Governance in Central, East, and 
South-East Europe
Trento, Italy 6-8 June 2005

Randall W. Eberts
W.E Upjohn Institute for Employment Research

2

Purpose

Provide an overview of the broad range of 
financial tools used in economic development 
initiatives
Offer general principles for determining what 
tools government should provide and what level 
of government should provide them
Place particular emphasis on efforts to stimulate 
economically distressed areas
Discuss appropriate funding, planning, 
implementation, and administration of economic 
development initiatives
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Caveat Emptor

There are almost as many specific approaches 
to financing economic development efforts as 
there are economic development efforts

While there is a fairly common set of tools, the 
use of financing tools depends upon the 
specifics of the targeted area

We have heard much about these factors over 
the past two days

4

Factors Determining the Use of 
Financing Tools

Market structure and associated market failures
Government structure

Responsibility for providing services
Taxing authority

Extent of vertical and horizontal partnerships
Regional vision
Local capacity

Civic leadership 
Staff expertise and competency
Self governance

Understanding regional economic development 
Resources: fiscal capacity and effort
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General Framework

1. Why should government intervene?

2. What tools are appropriate?

3. Which levels of government should do 
what—national, territorial, local?

4. Who should devise and administer 
economic development policies?
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Goal of Economic Development

Enhance the capacity to create wealth for 
local residents

Translates into creating “good-paying” jobs 
and promoting social inclusion

Primary objective of economic 
development policy is to identify factors 
that impede economic growth and devise 
ways to stimulate the growth process
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Question 1:  Why should 
Government Intervene?

Justification for government intervention is to 
counter market failures

Inadequate supply of information on how to improve 
productivity

Underinvestment in research and development

Undersupply of business capital

Underinvestment in education and worker training

Underinvestment in public infrastructure

Inflexible business regulation and tax structure 
environment
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Distressed Areas

Within distressed areas also need to consider
Lack of social inclusion

Isolation from mainstream economy and society

Limited employment and educational opportunities

Policies and tools must address not only the 
market failures facing business but also the 
deficiencies and barriers facing residents

Create networks to bring area residents and 
businesses into mainstream of economy and society

Need local involvement, not just money from outside
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Question 2:  What Financing Tools   
are Appropriate?

Tools should be devised to address each of the market 
failures facing a local area 
For example, if public infrastructure is undersupplied, 
then government should provide grants to finance 
investment in new infrastructure—water treatment 
facilities or highways.
If business investment is weak due to high costs of 
operation, then government could provide property tax 
abatement to encourage investment in its region 
If business investment is weak due to poor access to 
loans, government could offer a loan guarantee program
If innovation is weak, then government could offer tax 
credit to businesses for research and development 
If job creation is weak, then government could offer 
wage subsidies   

10

Financing Tools 

Range from direct government expenditures to 
public-private partnerships that establish self-
sustaining sources of funding
Direct government expenditures for basic 
services and infrastructure
Tax incentives 

Property tax abatements 
Tax increment financing 
Tax exemptions and credits 
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Financing Tools (cont’d)

Non-tax incentives

Direct grants to small and medium-size businesses 
(SMEs) 

Loans to SMEs: guarantees, loan-loss reserve fund, 
revolving loan funds or CDFIs

Indirect non-tax incentives

Workforce training (incumbent workers) 

Infrastructure investment (targeted at individual 
business) 

Technical assistance to small businesses 

Regulatory relief: zoning, licensing
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Question 3:  Which levels of 
Government should do what?

Determining the appropriate level of government 
to finance and administer economic 
development programs depends upon:

Geographical scope of externalities

Tax capacity and efficiency

Staff expertise and competency

Ability to assess and respond to local needs

Likelihood of mitigating the possible detrimental 
effects of competition among governments in 
attracting businesses
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Technical ass’t

Self-sustaining

Zoning

Licensing

Worker Training

Infrastructure

Tax increment 
financing

Abatements

Exemptions

Credits

Guarantees

Not targeted at 
specific firms

Regulatory relief

Direct expenditures
(targeted to specific

firms)

Tax incentives

Loans

Grants

NGOsLocalStateNationalType/level
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Decentralized System

Decentralized system has evolved in EU and US
Reasons:

Mounting budgetary pressures have forced central governments 
to share the financial responsibility
Anticipation that forming partnerships between public and private 
sectors will leverage limited public resources
Response to poor results of programs and policies that did not 
have strong local linkages

But the extent of decentralization is uneven across 
countries and regions
These vary with respect to the factors we talked about 
before
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Self governance

Tax authority

Effort

Capacity

Staff expertise & 
competency

Civic leadership

Horizontal

Vertical

Direct service 
provision

Resources

Local capacity

Partnerships

Government 
structure

NGOsLocalStateNationalFactor/level
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XXSelf governance

XXXTax authority

XXXEffort

Capacity

Staff expertise & 
competency

Civic leadership

Horizontal

Vertical

Direct service 
provision

XXXResources

XXXX

XXLocal capacity

XX

XXXPartnerships

XXGovernment 
structure

NGOsLocalStateNationalFactor/level

United States
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XXTechnical ass’t

XXXSelf-sustaining

XZoning

Licensing

Worker Training

Infrastructure

Tax increment 
financing

Abatements

Exemptions

Credits

Guarantees

Not targeted at 
specific firms

XXRegulatory relief

XX

XXDirect expenditures
(targeted to specific

firms)

X

X

XX

XXTax incentives

XXLoans

XXGrants

NGOsLocalStateNationalType/level
United States
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Michigan ED Activities

Tax incentives (local $220mm, 
state $200mm)
Industrial facilities & property 
abatement
Tax increment financing

Place-based (local $13mm, state 
$87mm, fed $11mm)
MEGA tax credit
Brownfield tax credit
Renaissance zones
Empowerment zones

Non-Tax incentives (local $15mm, 
state $88mm, fed $72mm)
SBA loans 
ED job training
Life Sciences Corridor
Michigan Manufacturing 
Technology Center
Infrastructure investment
State recruitment
Local recruitment
Federal support for small 
business development centers

Total: $706 million, 2003
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Question 4:  Who should devise 
and administer ED Policies?

Partnerships at the local level pull together the various 
funding streams in a targeted and integrated manner
Networking
Integration of services
Attention to the needs of business
Understand the qualifications of workers
Active involvement of the business community
Worker training that fits the needs of businesses
Identification of barriers facing their region’s emerging 
industries
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Partnerships

Public-private partnerships use the same 
tools that government-based economic 
and workforce agencies use, but they are 
more flexible in how they use them

“we look at a government grant and rather than seeing how it is 
inflexible, we try to push the boundaries to make it as flexible as 
possible so that workers and employers can benefit”

Anita Flores, JARC, Chicago
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WIB
Local organizations

Leadership role with 
non-contractual

service organizations

Federal 
Programs

Administrative 
fee to WIB

$$ $$

$

Administrative
accountability

State

County 
Government

Master 
Contract

County 
Government

Inter-local 
Agreement

Sub-
contracts

Businesses

Non-financial 
Agreements

Memoranda of
Understanding

Contractual Arrangements

$$

Vouchers 
or training
accounts

Administrative 
Agent
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Opportunity Zone Program

US government has proposed a new program to 
assist distressed neighborhoods that have lost a 
significant portion of their economic base
Three-pronged approach

Target federal resources to encourage new and 
existing business to invest in the area
Provide a comprehensive approach by including 
education, workforce training, affordable housing
Requires a commitment from the community to 
partner with the federal government and demonstrate 
capacity to reduce local barriers to job creation and 
local development
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Innovations:  Community 
Development Financial Institutions

Market-driven, locally controlled, private-sector 
organizations that work in partnership with 
conventional financial institutions
Six types: banks, loan funds, credit unions, 
microenterprise funds, corporation-based 
lenders and investors and venture funds
Attract capital from private and public sources

Private:  Banks, corporations, foundations
Public:  Federal and state governments

Corporations encouraged by federal tax credits 
and banks by the Community Reinvestment Act 
“Double-bottom” line and self-sustaining
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Community Development Venture 
Funds—U.S.

Kentucky Highlands Investment 
Corporation

Formed in 1968 to stimulate growth in 
southeastern Kentucky

Committed $46 million to help 140 businesses 
finance $178 million creating 7,900 jobs with a 
overall rate of return of 9%-16%

Also provides technical training
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Community Development Venture 
Funds--UK

Bridges Community Ventures Ltd.
Established in 2002 with ₤40 million to make 
equity investments in businesses located in 
the most deprived wards around England 

In addition to offering equity financing, it 
supports businesses with management advice 
and a network of contacts
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Effective Administration
Requires government and partnerships to open 
up the incentives policy process to broad public 
participation and debate
Best done at local level 
At local level, outcomes can be improved with:

more information on incentive offers
budget constraint on incentives
stronger standards for job quality, social inclusion, 
accessibility, and performance of incentives 
(clawbacks)
better cost-benefit analysis on incentives
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More Specific Questions

What are the financial obstacles to projects for 
urban regeneration, rural development, social 
inclusion, and human resource development?
How can municipalities contribute to finance 
local development projects?
What are the pros and cons with delegating 
responsibility for local development to regional 
development agencies operating as private-
public partnerships seeking to maximize the 
commercial value of projects?
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Summarize
Local governments and partnerships in distressed 
areas don’t have resources to address the issues 
alone
Principles of fiscal federalism assign responsibility 
for funding to higher levels of government and 
assessment of needs and development and 
implementation of strategies to local governments
Best way local governments can contribute is 
through their ability to respond to local needs and 
form viable networks of partners, both horizontally 
and vertically.
Using market incentives to address market failures, 
such as CDFIs, is consistent with sound policy of 
financing ED
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NMTC

EZ/EC/RC (wage 
credits and other 
incentives)

New Markets Tax Credit

Brownfields Remediation
Tax 
Incentives

SBA 504 loans

HUD Section 108

USDA Comm. Facilities

HUD Sec. 108
Loans

CSBG

CDBG

HHS CED

HUD EZ Grants

CDFI

BEA

HUD Nat’l 
Community 
Development 

CDBG

CDFI

HUD RHED

Rural Bus. 
Opportunity 
Grant

Bank 
Enterprise 
Award

NRC 

Regional 
Commissions

EDA

CDBG

CSBG

HUD EZ grants

Rural Business 
Enterprise 

Rural EZ/EC

HUD Brownfields

HHS CED

HUD RHED

Regional 
Commissions

CDBG

EDA

CSBG

HUD RHED

HUD EZ grants

HHS Rural Comm.

Facilities

Neighborhood 
Reinvestment Corp

EPA Brownfield

Regional Commissions

Grants

Individual/

family assistance

Technical 
assistance

Economic 
Development

Housing and 
Infrastructure

Tools/

categories
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Distressed Areas

US federal programs and EU social and 
structural fund programs directed toward 
distressed urban and rural areas
In US, economic boom of the 1990s was 
particularly favorable to metro areas, but 
many inner-city neighborhoods were left 
behind
In Europe, similar disparities exist within 
urban areas and between member states


