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Context  
 

 

The Addis Ababa Action Agenda (AAAA) provides the global financial framework crucial to 

underpin the ambitious transformative 2030 Agenda for Sustainable Development. Significant 

existing and new global challenges remain to be addressed, including humanitarian crisis, 

global financial risks and lack of coherent policies and cooperation. 

Implementing the ambitious transformative set of goals requires an integrated approach to 

development finance to increase sustainable investments and build a crisis-resilient global 

financial architecture. 

  

Two years after the adoption of the AAAA and the 2030 Agenda, significant efforts are 

underway to strengthen means of implementation and improve the global financial architecture. 

At the heart of the AAAA are two main elements: integrated national financing frameworks 

that underpin coherent and nationally owned development strategies; and supportive global, 

trade and monetary systems.  

 

Against this background, more practical, data-driven analysis to better understand incentives, 

constraints and dynamics of coherent integrated financing frameworks is indispensable.  

Bringing empirical evidence and academic analysis together, the two studies presented here 

highlight key issues, yield important insights and concrete evidence on financing flows for 

development.  

 

 The first study “Supporting more holistic national policy making in the financing of 

development” by Barry Herman looks into conceptual approaches of integrated planning  

reviewing past and current trends on the road to integrated financing frameworks, 

complemented by an overview of selected analytical tools.  

 

The second study “Financing for Development and the SDGs: An analysis of financial flows, 

systemic issues and interlinkages“by Jesse Griffiths assesses fundamental interlinkages, 

synergies and trade-offs between various financial flows that underpin the Addis action areas.  

 

The studies have been supported by the Deutsche Gesellschaft für Internationale 

Zusammenarbeit (GIZ) GmbH. They are intended as a contribution to the AAAA follow-up 

process and to current discussions on integrated financing concepts. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

The analysis and recommendations of the studies represent the opinion of the authors and do not 

necessarily reflect the view of the commissioning party. 
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Introduction: new mandates 

As part of the 2030 Agenda for Sustainable Development, the Member States of the United 

Nations embraced seventeen “sustainable development goals” (SDGs) and pledged to 

attain 169 distinct targets embodied in those goals.2 A range of domestic and international 

policy actions that would help countries develop sustainably and attain the goals were 

agreed in the 134 paragraphs of the Addis Ababa Action Agenda of the Third International 

                                                 
1 Visiting Scholar, Julien J. Studley Graduate Program in International Affairs, The New School (contact: 

hermanb@newschool.edu). This paper revises a paper prepared for the Deutsche Gesellschaft für 

Internationale Zusammenarbeit (GIZ). It complements a paper undertaken by Jesse Griffiths, which was also 

commissioned by GIZ, “Financing for development and the SDGs: An analysis of financial flows, systemic 

issues and interlinkages.” For a more complete set of policy recommendations than presented here, the two 

papers might be read together. Support of GIZ and its staff comments on earlier drafts are very much 

appreciated. Views expressed are those of the author and not necessarily of GIZ or any institution with which 

the author may have been associated. Errors remaining in the paper are also his sole responsibility.  
2 General Assembly resolution 70/1, adopted 25 September 2015. 

mailto:hermanb@newschool.edu
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Conference on Financing for Development.3 Additional obligations were agreed in the 

Paris Agreement on Climate Change.4 All told, the scope, complexity and interrelatedness 

of the policy actions that governments are expected to take to achieve the goals is 

staggering.  

Meanwhile, governments already have their own national economic, social and 

environmental goals which are either explicit in national development plans or implicit in 

the policies being implemented by national authorities. Governments thus need to decide to 

what extent they wish to adapt their national plans to accommodate the new international 

agenda. In some cases, they may simply rename already programmed activities to match 

the new rhetoric and in other cases they may adjust their plans and policies to better reflect 

the new priorities. Moreover, the mainline donor community is increasingly 

recommending that the governments of developing countries partner with private, for-

profit foreign investors in undertaking traditionally public-sector infrastructure investments 

that are crucial for development. Countries need to be able to properly assess the extent to 

which such deals are in their interest.  

The guidance that United Nations processes give governments on how to go about 

simultaneously implementing the Addis, Paris and 2030 agendas is very general: they 

should adopt a “holistic” approach to policy making for sustainable development and 

“leave no one behind”. The Addis Agenda gave voice to the holistic approach by calling on 

governments to adopt “sustainable development strategies” and “integrated national 

financing frameworks”.5 Neither term is defined in these political declarations.  

An integrated national financing framework might begin with a mapping of the 

financial flows and policies of a country, but that does not go far enough. However, 

coupled with consideration of the strategy that the government might elaborate for 

sustainable development, the national financial assessment can help define the policies to 

transform the public and private financial system to promote that development.  This could 

include the emergence of new or reformed domestic financial institutions and 

arrangements (e.g., national development banks; postal and national savings banks; market 

trading of derivative securities; environmental, social and governance reporting by publicly 

traded corporations) and the disappearance of others (e.g., extortionate money lenders; 

systematic corruption), as well as put national public revenue systems on a more 

sustainable, efficient and fair footing.  

The results of such national policy reflections could also inform and thus encourage 

debate on a host of proposals for deeper international cooperation, such as on the creation 

or reform of international policies and institutions (e.g., multi-country development banks; 

a sovereign debt workout process; insurance pools for national catastrophes; regional 

trading arrangements) and the disappearance of others (e.g., tax havens; money laundering 

systems; unequal bilateral investment treaties). Indeed, the aforementioned international 

agreements contain an agenda for international policy reform and the relevant forums exist 

                                                 
3 Endorsed by the General Assembly in resolution 69/313 on 27 July 2015. 
4 Decision 1/CP.21, adopted 12 December 2015 (document FCCC/CP/2015/10/Add.1). 
5 Paragraph 9 of the Addis Agenda, repeated in the 2030 Sustainable Development Agenda at paragraphs 63 

and 78. 
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for debating relevant proposals.  

Nevertheless, the current international policy climate holds very little prospect for 

adoption of new or reformed international measures in the near term. Development policy 

makers must thus deal with the world as it is. This paper thus focuses on methods that the 

governments of developing countries, in particular, may adopt—and that their 

development partners may support—to most effectively deploy domestic and international 

financial resources to their sustainable development  

This approach should not be interpreted as abandonment of an international 

cooperation agenda, but rather a short-term response to the world as it is, a world in which 

development and poverty eradication are still important priorities for all of the world’s 

people, even if more intense cooperation to bring that about is temporarily not a priority on 

the international agenda. Moreover, as further experience is gained at the national level, it 

will enrich the debate on international policy reform when that again becomes more 

promising. 

The current state of international cooperation for development 

While all countries face the challenge of domestically implementing the global goals, as 

the 2030 Agenda is meant to apply to all countries equally, governments—especially the 

governments of the largest countries—need to take account of their impact on other 

countries. Indeed, many countries offer to assist other countries in the context of 

development or South-South cooperation. These countries need to decide the degree to 

which they will now adapt their cooperation policies to the “means of implementation” of 

the new goals, their Paris commitments and the Addis Agenda. Cooperation activities are 

undertaken on a voluntary basis and nothing ipso fact assures their overall adequacy or 

coherence. However, global monitoring can point out gaps between cooperation targets or 

intentions and realized cooperation, as well as inconsistencies between different categories 

of cooperation (e.g., trade and financial policies working at cross purposes). It is then for 

the providers to decide individually or collectively how to best match their actions to their 

stated intentions, as agreed in Addis Ababa, New York and Paris. 

While the Paris Agreement has its own process for monitoring implementation of 

commitments, the United Nations created two intergovernmental forums at which national 

performance and international cooperation policies and programs can be measured against 

the Addis and 2030 commitments. One is the Forum on Financing for Development 

Follow-up of the Economic and Social Council (ECOSOC) and the second is the High-

Level Political Forum (HLPF) that meets under the auspices of ECOSOC in most years 

and will hold a quadrennial session under the auspices of the General Assembly.6  

Although monitoring and reporting to both forums at national level is the 

responsibility of individual governments, an Inter-Agency Task Force (IATF) on 

                                                 
6 Paragraphs 131 and 132 of the Addis Agenda (resolution 69/313, annex) and paragraph 47 and 72ff of the 

2030 Agenda (resolution 70/1). 
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Financing for Development (FfD) was created to report on global implementation of the 

Addis Agenda and the means of implementation of the 2030 Agenda. It is a collaboration 

of 50 international institutions and agencies, coordinated by the FfD Office of the UN 

Department of Economic and Social Affairs (resolution 69/313, annex, para. 133). In the 

two years since its creation, the IATF has gained a reputation for reliable and frank 

assessments and the FfD Forum has invited it to undertake several specific analytical 

inquiries.7   

It is thus of some concern that the 2017 IATF report noted that based on projections 

as of early 2017 and absent new redistributive policies, the first SDG, “end poverty in all 

its forms everywhere”, would not be met by the 2030 target date, in particular, leaving 

about 35% of the population of the least developed countries extremely poor by that date 

(IATF 2017, pp. 9-10). Adequate, coherent and effective international cooperation for 

development appears to be greatly needed but very challenging to realize.  

Substantive challenges to forging an international financing strategy  

Disappointing prospects for significantly increased official development assistance (ODA) 

has pushed international agencies that monitor international cooperation to look for 

alternate sources of funds, in particular, international private flows, such as foreign direct 

investment, international banking flows and securities transactions. However, not only is 

evidence lacking thus far that private flows are being attracted to any significant extent to 

sustainable development, but the overall volume of private financial flows is only roughly 

measured, as existing statistics are quite inaccurate.8  

Moreover, the most central statistic for financing development, the level of 

domestic saving, is the most difficult to measure. It is calculated by subtracting the net 

financial flows into and out of a country from the estimated level of investment, as 

measured in the national income accounts. Nevertheless, as even rough estimates are 

considered informative, they are regularly made for groups of countries. For example, the 

International Monetary Fund estimated in October 2017 that “emerging and developing 

Asia” saved 41.1% of its gross domestic product in 2016, while Latin America and the 

Caribbean saved 17.7% and sub-Saharan Africa saved 14.8%; the global average was 

estimated at 25.8% (IMF, 2017, table A14). 

The question for the financing of the 2030 Sustainable Development Agenda is 

how much of those global savings would need to be redeployed to pay for the expenditures 

needed to achieve the SDGs. To this end, researchers have estimated the global cost of 

implementing the SDGs, built up from estimates of how much spending would need to 

                                                 
7 See the 2017 report of the Financing for Development Follow-up Forum (E/FFDF/2017/3). 
8 The International Monetary Fund regularly publishes evidence to this effect in its semi-annual World 

Economic Outlook. For example, it adds together the financial flows in the balance of payments data of all 

countries, which in theory should sum to about zero (every outflow should be some other country’s inflow, 

except for timing of the recording of the flows as they leave and enter individual countries). The size of the 

world total is thus an indicator of the errors in the data. In October of this year, IMF reported that the world 

total ranged from a deficit of $3.7 billion in 2012 to a surplus of $399.4 billion in 2014, which then fell to a 

surplus of $50.6 billion in 2016 and is projected to jump again to $260.4 billion in 2017 (IMF, 2017, table 

A13).     
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increase to attain each SDG under assumptions about future global economic growth. One 

prominent estimate based on a set of individual SDG “needs assessments” was that an 

additional $1.4 trillion per year (in 2013 dollars) of additional domestic and foreign public 

and private spending would be necessary in the low and lower-middle income developing 

countries if they are to achieve the SDGs by 2030.9 On the other hand, the United Nations 

Conference on Trade and Development estimated the annual “investment gap” to realize 

the SDGs in the developing countries as $2.5 trillion per year over the current level 

(UNCTAD, 2014, chapter 4).  

However, not only might the accuracy of the needs assessments be questioned, but 

challenges also await those who would estimate how much is actually being spent. That is, 

much activity that bears on the SDGs is in the private sector and is thus outside the 

political responsibility and detailed reporting of governments. Indeed, one reason that the 

data is at best indicative is that much information is not in the public realm, such as inter-

subsidiary trade of multinational corporations, performance and finance of privately held 

companies, bespoke financial arrangements and “shadow banking” flows.  

Besides inherent difficulties in measuring the private share of spending (domestic 

and foreign), complications are being created by the efforts of some development 

cooperation providers to shift more of that spending from the public to the private sector. 

Indeed, the World Bank’s recent adoption of its “cascading” approach to selecting projects 

for Bank financing begs the question of how much public investment will be privately 

financed and how much simply foregone. That is, the Bank proposes in considering a 

developing country loan proposal to ask first whether private investors can provide the 

needed investment on their own, or whether they could do so with sufficient public 

incentives or domestic policy reforms, and only as a last resort would it consider the 

project for official funding.10  

 Further complicating the assessment of financial cooperation needs is the low 

confidence warranted in projections of the future path of the global economy, the growth 

of international trade and the stability of international financial flows. In addition, weather 

events that were thought to take place once every 100 years now seem to occur with 

unseemly regularity, and basic physical security in some places is challenged by extreme 

political movements and the slide into political fragility. The development challenge in 

finance is thus not only to meet long-term needs, but also to adequately address the 

consequences of predictable and unpredictable volatility. 

Coping strategies that governments and institutions are taking 

Whatever the true amount of international official funds needed to support sustainable 

development, it is well more than is currently being provided or projected for coming 

years. How are governments and international institutions responding to the challenge? 

Some are thinking through official development cooperation strategies to prioritize outlays 

                                                 
9 In fact, the estimate leaves out certain categories of spending and may be thought of as a lower-bound 

estimate (see Schmidt-Traub, 2015).   
10 The cascade approach has recently been renamed “maximizing financing for development” (see World 

Bank, 2017a). 
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and some are seeking to leverage their support with private financial resources, or both.  

Information regarding strategies may be discerned in part from national reports. As 

part of the intergovernmental monitoring of country and international efforts to implement 

the 2030 Sustainable Development Agenda, the annual High-Level Political Forum invites 

“voluntary national reviews” (VNRs) from Member States. The 2017 meeting heard 43 

VNRs, including a dozen from donor countries, from which some relevant anecdotal 

evidence may be gleaned. The UN Secretariat has helped in this regard by producing a 

synthesis report on the 2017 VNRs (United Nations, 2017) and a separate compilation of 

the main messages from each individual country presentation (United Nations, 2017a); it 

has also posted each individual report on line.11  

Developed country governments in their 2017 Voluntary National Reviews 

reported working to align their national economic, social and environmental strategies with 

the SDGs. However, government actions to align national policy goals with attaining the 

SDGs at home seem to have been separated from actions the same governments take to 

align their external cooperation with the SDGs.12 Such separation will inevitably present 

challenges as external policy measures that are part of national SDG strategies may not 

fully cohere with the separate external cooperation strategies. A combined SDG strategy 

for both domestic implementation and external support of the SDGs might help sensitize 

governments to such a challenge. Meanwhile, donor countries have identified standalone 

cooperation programs and projects that they have every reason to believe are fully 

warranted for international assistance to achieve the SDGs even absent a comprehensive 

assistance plan.13 

In the face of inadequate mobilization of official funding, some national and 

international development cooperation actors have sought to boost the impact of their 

assistance by partnering with different potential types of non-traditional sources of 

financing, including large-scale philanthropy, small-scale private donations, and for-profit 

corporate investment.  

As a case in point, the United Nations Development Group (UNDG), a 

coordinating body for 32 United Nations funds, programs, specialized agencies, 

departments and offices that are active in development, has begun to promote this 

approach. The starting point is for the UN team in a developing country to jointly devise 

with the government and relevant stakeholders a new or revised UN Development 

                                                 
11 The individual reports may be accessed at https://sustainabledevelopment.un.org/memberstates. 
12 For example, “Denmark reported that national implementation is coordinated by the Ministry of Finance 

through an inter-ministerial SDG working group and bilaterally between the Ministry of Finance and the line 

ministries, while the Ministry of Foreign Affairs is responsible for the SDGs in the context of the United 

Nations and other international fora” (United Nations, 2017, p. 39). 
13 For example, “Belgium, Czech Republic, Denmark, Japan, Netherlands and Portugal reported on their 

willingness and actions to support capacity building for enhanced revenue mobilization, particularly in tax 

matters. The government of Japan invites practitioners from tax authorities in developing countries to Japan 

for seminars on improving tax policy and administration. Denmark reported on assisting developing 

countries by supporting them in mobilizing domestic resources, including through strengthening and 

enhancing the effectiveness of the national and local tax systems and combatting tax havens” (United 

Nations, 2017, p. 50). 

https://sustainabledevelopment.un.org/memberstates
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Assistance Framework (UNDAF) for that country, with a view to most effectively 

mobilizing the efforts of the UNDG members to help the country advance towards the 

SDGs (United Nations, 2017b). After costing the resulting UNDAF, the country team 

would develop a Common Budgetary Framework for the relevant UN activities, based on 

the UN financial instruments and flows expected to be available for use in the country. The 

country team would allocate the available funds to the highest priority projects and then 

seek a financing strategy to close the funding gap. The guidance given by the UNDG 

follows: 

“Is the UN best placed to deliver on these [unfunded activities]? If partnerships can 

deliver the same result more efficiently and effectively, then such relationships 

should be developed. If the UN is best placed to deliver these, then there is a need 

to identify areas of greatest interest to the different sources of finance available to 

the UN…These could include traditional donors, emerging donors, foundations, 

vertical funds, social impact investors, South-South funders and innovative 

financing instruments. It will be key to accurately match sources of finance and 

underfunded activities as a number of the former, such as the global vertical funds, 

have extremely strict eligibility criteria. Most sources of finance will also require 

co-financing from UN agencies. 

 

“In the Addis Ababa Action Agenda, countries encouraged exploring innovative 

mechanisms that combine public and private resources. Green bonds and diaspora 

bonds are examples that have the potential to raise important resources for 

sustainable development. ODA can be sequenced/combined with such bonds to 

accelerate their adoption and maximize their development impact…ODA can also 

be sequenced/combined with international/national concessional/non-concessional 

public finance to leverage private financing” (United Nations, 2017c, p. 7). 

 

The UNDG goes on to disavow what it suspects naïve readers might be thinking: 

“Leveraging resources for the UN should not focus on bringing resources into the UN or 

blending them with UN resources, but on trying to positively influence the policy 

environment to facilitate greater resource flows to SDG priority areas” (ibid). But that is 

precisely what they would do. Indeed, what else could be the aim of “blended finance” if 

not to increase the resources that donor agencies can apply without fully scaling up their 

international financial cooperation? 

Indeed, the UN is in good company with other development cooperation providers 

in so doing. A case in point is the 18th replenishment of the International Development 

Association (IDA), the World Bank Group’s highly concessional lending and grant-making 

arm. IDA loans have traditionally been funded by donor contributions, principal 

repayments of past IDA loans and a portion of the profits of other WBG facilities, which 

makes possible IDA lending on extremely concessional terms (or as grants). However, the 

latest replenishment agreement raises IDA lending capacity to $75 billion from $52 billion 

primarily as a result of bond issues to be sold on the financial markets. IDA will also be 

lending more of its funds at higher interest rates, which will help cover the interest cost 

(IDA, 2017).  
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The international coherence challenge 

The sobering recent effort to forge a global consensus on collective action on 

climate change is an especially troubling sign of the challenges facing global economic 

cooperation today. The 2015 Paris Agreement on climate change, as noted earlier, set an 

overall target for reducing carbon emissions into the atmosphere and contained national 

pledges to reduce emissions by specific amounts which did not add up to a reduction 

sufficient to reach that goal. It was instead hoped that subsequent conferences would agree 

to deepen the reductions so as to achieve the goal. Moreover, the commitments that were 

made were voluntary pledges of a fairly general nature. The only enforcement mechanism 

is “naming and shaming” based on global monitoring. Most disheartening, the United 

States announced in 2017 that it was withdrawing from the Paris accord.14  

That it does not have to be this way is shown by previous experiences. The first 

International Conference on Financing for Development produced the “spirit of 

Monterrey” as well as the text known as the Monterrey Consensus (United Nations, 2002). 

Some global commitments were made to seek to accomplish certain policy changes and 

were followed by efforts to actually do so, albeit not always successfully. For example, 

countries acknowledged in Monterrey (para. 41) that they needed to make a “substantial” 

increase in ODA, which they did, albeit with advances followed by back sliding, but 

ending with a doubling of ODA by 2016.15  They also initiated the international effort to 

improve ODA effectiveness (para. 43), which continues today.16  

The disappointing global situation notwithstanding, donor nations do promise to 

work with their assistance partner countries to realize the latter’s sustainable development 

priorities, at least to the extent that they are in line with donor priorities. Donor agencies, 

after all, are responsible to their national legislatures. The problem is no less complex 

among multilateral agencies, especially when they have separate oversight bodies. 

Coordination among assistance providers has been more successful in some assisted 

countries than others, depending on the ability of the aid-receiving government to manage 

its donors and the interest of specific agencies and donors to work together on specific, 

usually-limited programs. Overall, coherence among agencies is strongest at the rhetorical 

level. 

Indeed, the international agreement that countries should develop “integrated 

national financing frameworks” to implement the Addis Agenda and the 2030 Sustainable 

Development Agenda was a response during negotiations to the advocacy efforts of 

competing agencies to internationally prioritize their own more narrow agendas.17 This is 

                                                 
14 United States, Department of State, Office of the Spokesperson, “Communication regarding intent to 

withdraw from Paris Agreement,” 4 August 2017. 
15 From $71 billion in 2000, ODA by member countries of the Development Assistance Committee rose to 

$143 billion in 2016, measured in 2015 prices and exchange rates (http://www.oecd.org/dac/financing-

sustainable-development/development-finance-data/, accessed 30 October 2017). 
16 See the websites of the UN Development Cooperation Forum (https://www.un.org/ecosoc/en/development-

cooperation-forum) and the Global Partnership for Effective Development Cooperation 

(http://effectivecooperation.org/), both accessed 30 October 2017. 
17 Based on confidential interview material, October 2017. 

http://www.oecd.org/dac/financing-sustainable-development/development-finance-data/
http://www.oecd.org/dac/financing-sustainable-development/development-finance-data/
https://www.un.org/ecosoc/en/development-cooperation-forum
https://www.un.org/ecosoc/en/development-cooperation-forum
http://effectivecooperation.org/
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not to say that each of the agendas is not well worth fully funding. It is only to say there is 

no effective global coherence mechanism.  

Unlike what a strong government can do at the country level, there is no central 

international political authority to make the competing national authorities and interests 

mutually align their external economic activities. Moreover, there is no evident 

international consensus on which of the SDGs should be prioritized for international 

cooperation. Each assistance-providing country follows its own priorities. There is also no 

international consensus on what set of national and international actions would globally 

deliver any particular SDG by 2030. As a result, the policymaking on different areas of 

international cooperation is not harmonized, as decisions are taken by different specialized 

ministries and international agencies. It is possible, for example, that increased flows of 

ODA from some countries could be undermined by more protectionist policies that reduce 

access of developing country exports to the markets of the same or other developed 

countries. How should developing countries navigate through this universe? 

Rediscovering integrated national planning in a more challenging context 

This is not the world as it should be, but it is the world as it is. The traditional 

advice to developing country governments that seek to promote their development has 

been to elaborate a set of priority targets and means to achieve them through a politically 

endorsed development plan, and then seek relevant support to enact the policies and 

finance the investments. The effort has traditionally involved medium-term “indicative” 

planning (e.g., five-year development plans), which inform medium-term fiscal strategies 

and annual government budgets, as well as shape policies to influence activity in the non-

state sector of the economy. Data limitations may perforce limit the scope of application of 

development planning tools, especially in the lowest income countries, but they still can be 

credible bases for policy formulation and debate within governments and among 

stakeholders.18  

The point is that, together, the Addis, 2030 and Paris agendas emphasize a whole-

of-society approach to sustainable development. In particular, the policy areas that the 

Addis Agenda recommended to governments involve categories of public expenditure and 

taxation, regulations and incentives for the private sector, possible government 

partnerships with domestic non-state actors, and relations with external actors and 

activities. Beyond the activities they directly engage in, governments will want to ask if 

other financial relationships of the economy are facilitating or impeding advances toward 

the SDGs and sustainable development.  

Governments should have always asked the questions posed by the factors to be 

included in sustainable development plans, but the comprehensiveness of the three agendas 

makes the questions especially salient today. While the Millennium Development Goals 

had targeted activities that were primarily seen as government responsibilities (hunger, 

                                                 
18 This “balanced growth” approach to development planning is not the only way to proceed, nor the way 

always followed (c.f., Hirschman, 1958); however, it is certainly a reasonable way to proceed. 
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poverty, education, gender equality, etc.), the new agendas target these plus additional 

activities that will mainly be delivered by actions in the private sector, including 

combating climate change, adopting sustainable patterns of consumption and production, 

and providing productive employment and decent work.  

Not all governments will follow such pathways. Indeed, not all governments care to 

promote their nations’ sustainable development, including the government of the largest. 

But the governments of the developing countries that do take the sustainable development 

challenge seriously will need to better take account of the mutual interaction of economic, 

social and environmental developments and policies that impact their societies.  

A historical sketch of development planning 

The search for coherent and effective policy making for development has been going on 

for half a century, if not longer, albeit originally within a narrower concept of “economic 

development”. In the early decades after the Second World War, as developing countries 

and their developed country partners planned activities to boost development, their plans 

and policies focused on structural economic transformation and growth with a view to 

increasing output and income per capita, modernizing agriculture, raising the industrial 

share of economic activity, and meeting the growing demand for essential public services 

and investment (see United Nations, 1965). Development economists who were assisting 

policy makers built quantitative models to trace the interlinkages of economic sectors, the 

sourcing of inputs to produce the outputs, the opportunities and challenges in international 

trade, and the sustainability of fiscal and external payments imbalances. Domestic financial 

systems were rudimentary in many countries and there was little international private 

finance for development, and thus most large-scale investment—uniformly so for 

infrastructure—was heavily underwritten by developing country governments in 

cooperation with official partners. Development economists deepened the methodology for 

how to best make these investment decisions.19  

The early development plans and the economic models on which they were based 

thus focused on changing the “real” economy of industry, farms, the services sector and the 

government itself. The government was responsible for efficiently mobilizing its own 

fiscal resources and deploying them effectively, but this by itself was insufficient as the 

goal of accelerating economic growth required a higher rate of investment which in turn 

required more savings than were available from the public sector even under reasonable 

fiscal policies. As international financial markets were at an early stage of development, 

the gap had to be filled with official financial assistance, both on concessional and non-

concessional terms. This, then, became the global model for accelerating development 

(United Nations, 1966). 

To assist developing country governments in these endeavors, the United Nations 

established the Committee for Development Planning (CDP) in 1965 as a technical body 

under ECOSOC to help develop and promote national development planning tools. 

                                                 
19 Perhaps the classic exposition and most internationally reproduced example of this approach to public 

investment was that of Little and Mirlees (1974). 



 11 

 

Chaired first by Jan Tinbergen, one of the first two recipients of the Nobel Memorial Prize 

in Economics, the CDP also advised the UN Secretariat, which employed large-scale 

computer models to produce coherent projections of the main dimensions of economic 

growth in groups of countries. Some of these projections were then reflected in agreed 

decade-long growth targets, as in the International Development Strategy for the Second 

United Nations Development Decade.20 In the same era, the World Bank encouraged 

development of multi-sector planning models for programming public investment 

activities, including its own lending to developing countries.21 And the International 

Monetary Fund developed its own formal model for macroeconomic monitoring and to 

guide the support it offered countries during periods of adjustment of unsustainable 

balance-of-payments situations.22  

National development planning not only led to direct government investment 

decisions, but also to the adoption of various incentives (including subsidized credit) and 

disincentives (including restrictive licensing) to private activity. Governments often used 

state-owned commercial banks and development banks to guide investment into favored 

sectors. Governments also recruited foreign direct investors to operate in priority sectors. 

In all, the government was the primary economic actor and as such, monitoring financial 

flows was largely a matter of monitoring government actors.  

 Over time, however, these planning tools were increasingly seen to be too limited, 

as some key dimensions of development were not being captured. Indeed, the International 

Labor Organization (ILO) early pioneered a complementary approach to economic 

planning that emphasized estimating “social accounting matrices” and sought to satisfy a 

set of “basic needs” of the people of developing countries.23  

At the same time, the spread of the more laissez-faire approach to development, 

which began in the 1980s but became mainstream by the late 1990s, drew attention away 

from the further improvement of economy-wide modeling and development planning tools 

as such. A sign of this was the decision of the UN to rename the CDP as the Committee for 

Development Policy in 1998.24 But even if planning per se was deemphasized, it continued 

in many developing countries, as the analytical problems planning sought to address never 

disappeared.  

It was also increasingly appreciated that the more market-oriented approach to 

development required a well-functioning financial sector, leading by the 1990s to an 

increased policy focus at the major international development institutions on strategies for 

financial sector development and on narrowing the role of public financial institutions.25 

Ultimately, the focus extended to how to sustainably and equitably make financial services 

                                                 
20 General Assembly resolution 2626(XXV), adopted 24 October 1970. 
21 Especially encouraged under the presidency of Robert McNamara (1968-1981); see, for example, Blitzer, 

Clark and Taylor (1975). 
22 The classic exposition was Polak (1957). 
23 See, for example, Pyatt and Thorbecke (1976); on the history of “basic needs”, see Emmerij (2010). 
24 Resolution of the Economic and Social Council 1998/46, adopted 31 July 1998. 
25 The view from the Washington-based institutions, albeit not the accepted view of all developing countries, 

including several rapidly growing ones, was well summarized by the World Bank (1989).  
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accessible to the poor (United Nations, 2006). In all, the need for a more comprehensive 

tracking of financial flows became evident. 

Factors bearing on integrated national planning today 

Achieving an integrated—as well as well-informed—sustainable development strategy or 

plan is a challenge to national authorities. They need to impose coherence on the specific 

interests of different ministries and interest groups at central, regional and local levels that 

involve their set of government, legislative, civil society and business stakeholders. That 

is, they need to govern. A strong central authority should not only forge coherent policy, 

but it should do so in a way that imposes on these contending political forces the priorities 

that emerge from national political processes.26 Policy leadership of this sort requires a 

vision. A “sustainable development strategy” can help give concrete shape to that vision 

and an “integrated national financing framework” can then help guide implementation of 

the strategy.27  

Because resources are always limited, one reality that the formulation of such a 

strategy and financing framework imposes is forcing the authorities to select priority goals, 

including from among the SDGs. It is just not possible to pursue all the goals 

simultaneously with the same priority. Governments will then translate their priorities into 

public spending programs and policies to influence private activity, including on 

investment. Governments will also need to think through preferred ways to finance the 

public actions in a sustainable and fair manner, and they will need to consider how to 

relieve bottlenecks and encourage development of the financial sector so that it best 

performs its financial intermediation function while making access to financial services 

more inclusive. Governments will also need to decide upon the role and content of foreign 

financing of the national development program.  

Overall development planning was never simple and is more challenging today. 

There is less reason for confidence in the future path of the national economy than might 

have been assumed in the 1960s. The international economic environment of trade and 

investment flows seem less dynamic and more volatile than before and the increasing 

occurrence of extreme weather events and other natural disasters has to be taken into 

account. Thus, in examining possible scenarios for future growth and development, more 

options that are shaped by untoward events must be considered, and more prudence taken 

                                                 
26 The ambitions of some donor governments to impose their own views, in this regard, have often been 

unrealistic. Even in countries where they could once do so, there is enough competition today among offers 

of development partnership that the power of individual donors is much reduced and their intentions more 

suspect. To succeed, the policy package that developing country governments adopt has to be owned by the 

government and it major stakeholders. The message of this paper is that donors can help developing country 

governments to make those policy packages more effective, fair and sustainable.  
27 The “integrated national financing framework” appears to have been first introduced into UN discussions 

in 2014 as an “integrated sustainable development financing strategy,” where it served as a central element of 

the Report of the Intergovernmental Committee of Experts on Sustainable Development Financing (United 

Nations, 2014). The concept of a “sustainable development strategy” (without mentioning a financing 

framework) is much older, apparently first appearing in chapter 8 of Agenda 21, on “integrating environment 

and development in decision-making,” which called for governments to adopt a “national strategy for 

sustainable development” (United Nations, 1992, para 8.7).  
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in preparing for possible economic and natural shocks.  

This has implications for financial sector development as well. More attention must 

be paid to reducing risks borne by households and firms, which raises the importance of 

appropriate development of the insurance sector, which itself helps create a business 

constituency for risk reduction through prevention.28 On the other hand, the private sector 

typically eschews insuring some risks, such as for natural catastrophes, which then may be 

taken on by governments.29 The new iteration of planning and policy tools perforce needs 

to give more attention to mitigating and responding to a wide variety of “shocks”. 

Developing country policy tools and financing frameworks 

The argument of this paper is that the “whole of society” approach of the three 

international agendas brings a renewed focus to development planning in an era in which 

the private sector plays a larger role than it did in the earlier heyday of planning. Tracking 

the financing of development thus involves tracking private financial flows to a greater 

extent than in the earlier era. A number of initiatives have been undertaken that can help 

countries devise more comprehensive sustainable development plans and take account of 

their financing dimensions. This paper examines a selection of the efforts. As they are at an 

early stage of their development and embody evolving methodologies, it would be 

premature to attempt to assess their adequacy. Nevertheless, lessons may be extracted from 

these experiences for future work and for peer-to-peer learning among countries.  

Actions that governments are taking 

As noted earlier, 43 voluntary national reviews were presented at the 2017 HLPF, of which 

31 were by developing countries. While they do not constitute a proper statistical sampling 

of countries and while countries may choose to report only the developments on which 

they take pride, it seemed the VNRs could be informative.  

Many developing countries discussed their mechanism for central oversight and 

coordination of the actions of their ministries and for engagement with legislatures, sub-

national governments, civil society and other stakeholders. The governments had mostly 

already created these mechanisms and were thus now incorporating the SDGs into their 

national development policy frameworks.30  

                                                 
28 This is a story as old as the insurance industry; for example, on fire insurance in the 18th and 19th centuries 

in the United States, see Oviatt (1905).  
29 The case of flood insurance in the United States was well examined by John Oliver on late-night television 

(Bradley, 2017). Warning: the embedded video in Bradley (2017) makes its very sharp points using language 

that, while entertaining, may offend some viewers.  
30 For example, “Costa Rica performed a first phase of alignment between the national development plan 

(PND, 2015-2018) and the 2030 Agenda, which included an analysis of the linkage of programs and projects 

with the SDG targets and indicators…Jordan has developed a roadmap for implementation, which consists of 

a number of components, including mapping the SDGs, targets and indicators with those in the Jordan 2025 

document, mainstreaming the SDGs into national and sub-national plans, and SDG costing and financing 

through internal and external sources…In Benin, both the 2030 Agenda, and the document for its 
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Some countries reported using new analytical tools to adapt their development 

plans to the SDGs, such as the “Mainstreaming and Accelerating Policy Support” (MAPS) 

tool, which was recommended to countries by the United Nations Development Group in 

2015 and the Rapid Integrated Assessment tool developed by the United Nations 

Development Program (UNDP), which maps the SDG targets against national 

development plans and sector strategies. Also, the Target Prioritization Grid (TPG) has 

been used to determine “which targets should be treated as a priority in a country or region 

based on the order of importance of the target and its expected performance” (United 

Nations, 2017, p. 37).  

Some countries have gone the next step and linked the new priorities to their 

budgets. For example, “In Belize, the Growth and Sustainable Development Strategy 

(GSDS), which is the main instrument for achieving the SDGs, has incorporated program 

budgeting as a key mechanism to inform the national allocation of resources. Line 

ministries will align budgets to the GSDS, which contains the national SDG priorities. In 

Nepal, the government has started to mainstream the SDGs into national planning and 

budgeting systems” (United Nations, 2017, p. 36).  

Nevertheless, it seems that many countries have not yet designed and costed their 

programs for implementing the SDGs.31 But even if they are thus at an early stage in 

planning, they are able to take actions in anticipation of such plans. In particular, many 

countries intend to raise more domestic tax revenue and encourage more inflows from 

abroad, including remittances from overseas nationals, foreign direct investment (FDI), 

and hoped-for increases in official development assistance.32 Other and more specific 

needs might be identified using “Development Finance Assessments”, a tool we discuss 

next. 

                                                 
implementation, the program for growth and sustainable development, have been incorporated into the 

national development plan (2018-2025). In Ethiopia, ratification of the Growth and Transformation Plan II 

(GTP II) by parliament and the Council of Ministers were important steps in integrating the SDGs with 

national development frameworks…In Bangladesh, the government is preparing an action for the 

implementation of the SDGs in alignment with the 7th five-year-plan. The Peruvian Strategic Plan of 

National Development (PEDN) has a validity until 2021, and it has been decided to incorporate the 2030 

Agenda into the update of the Strategic Plan” (United Nations, 2017, pp. 35-36). 
31 For example, “Kenya, Nepal and Nigeria referred to the need to prepare needs assessments and cost 

analysis for the SDG implementation and Ethiopia is conducting an SDG financing needs-assessment with 

support from the UN Country team” (United Nations, 2017, pp. 49-50). 
32 For example, “Azerbaijan, Bangladesh, Cyprus, Ethiopia, Jordan, India, Maldives, and Togo described 

their tax and fiscal reforms to this end…India reported on direct tax reforms as well as the Goods and 

Services Tax (GST), a uniform and simplified form of indirect taxation. The innovative Swachh Bharat Cess 

(Clean India Cess) tax has also been levied for mobilizing resources for the Clean India 

Mission…Bangladesh and Zimbabwe stressed the importance of remittances from the diaspora. Bangladesh 

reported on fiscal incentives for remittances, and noted that the government had recently decided to abolish 

all charges for remittances made through formal banking channels. India noted its proactive policy reforms to 

attract foreign direct investments, including opening key sectors like defense and railways to such 

investment, as did Togo, which highlighted its aim of showcasing good macroeconomic management to 

attract investment (United Nations, 2017, p. 50).  
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Development Finance Assessments  

UNDP has been promoting a set of planning tools, including one it calls 

“Development Finance Assessments” (DSAs).33 The initiative draws on work over some 

years on a project that began at UNDP’s Asia-Pacific Development Effectiveness Facility, 

based at its Bangkok Regional Hub. UNDP is seeking to assist developing countries to “a 

holistic, integrated system of policies and institutional structures that government has in 

place to manage its financing strategies across all sources in a coordinated, aligned 

manner.”34 

In fact, figure 1, taken from UNDP promotional materials, indicates that it 

envisages the DSA to be a process entailing the six building blocks identified in the figure. 

That process, which would be under the direction of a government-appointed oversight 

team, could be kicked off with a meeting or a national forum. The analysis itself would be 

undertaken by a team of experts brought in by UNDP to first identify what is at least 

implicitly the government’s “overarching financing strategy”, building on the medium-

term financing framework already embedded in its development plan and taking account of 

the capacity of government institutions to deliver different types of finance. Using that 

strategy as a framework, the analysts would then articulate financing policies to mobilize 

specific resources on a scale and manner consistent with the framework. A national 

consultation, dialogue or forum would validate the assessment. A final dimension of the 

assignment would be to include a robust monitoring, evaluation and learning system, 

including effectively monitoring outcomes of the investments financed.35  

In practice, UNDP envisaged a two-stage assistance project: first, the offer to 

arrange a Development Finance Assessment, and second an offer of support for devising 

an integrated financing solution that would take forward the DFA recommendations 

(UNDP, n.d., p.3). Figure 2 shows the two-stage process. Thus far, only DFAs have been 

attempted, apparently about 27 of them, according to UNDP (2016, p. 12). Thus, the 

remaining discussion will focus on them. 

The DFA itself is apparently a revision—at least in name—of an earlier UNDP 

exercise called a Development Finance and Aid Assessment (UNDP, n.d.a, p. 1). UNDP 

identifies the main substantive part of the DFA as undertaking a comprehensive mapping 

of all domestic and international official and private financial flows that impact a country’s 

development.  

Mapping the “financing landscape” would be the most challenging part of an 

exercise like the DFA. It should begin with the financial flows of the government, which 

principally pertains to taxation and net borrowing, but it should also cover the financial 

operations of state-owned enterprises (e.g., the postal system, national development banks) 

and funds (e.g., pension and provident funds) and the so-called “quasi-fiscal” financial 

                                                 
33 Selected examples may be found at http://www.asia-

pacific.undp.org/content/rbap/en/home/ourwork/democratic-governance-and-peacebuilding/ap-def.html. 
34 Email communication from Yuko Suzuki Naab, UNDP Bureau for Policy and Program Support, 1 

December 2017.  
35 Author’s interpretation, based on UNDP sources.  

http://www.asia-pacific.undp.org/content/rbap/en/home/ourwork/democratic-governance-and-peacebuilding/ap-def.html
http://www.asia-pacific.undp.org/content/rbap/en/home/ourwork/democratic-governance-and-peacebuilding/ap-def.html
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activities of the central bank. They should also map the formal financial system that 

intermediates private savings into short and long-term investments, trade finance and 

working capital of firms, at least to the degree these components of finance bear on the 

national plan. They should reflect on the role and size of the insurance sector, both as 

manager of risk and as a source of “patient” capital for investment. They should include 

the informal financial system on which the lower-income population often relies and which 

in some countries is a major source of agricultural finance. This will be a special challenge 

as data in this sector are not recorded. Indeed, the government’s goal will likely be to 

ultimately replace it with formal financial services.  

Figure 1. UNDP model of an integrated national financing framework 

Source: UNDP, 2016, p. 25. 

Figure 2. UNDP view of INFFs as a two-stage process 

 

  

Source: UNDP (n.d., p. 3). 
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A development finance assessment should also track the financial relations of the 

government with foreign governments and international institutions, as well as the net flow 

of foreign direct investment and the role of foreign players in the domestic financial 

markets and institutions of the country, including in public-private partnerships. The 

assessment should also take account of the financial relations of overseas citizens with the 

homeland (e.g., remittances, diaspora bonds) and the charitable activities of foreign and 

domestic foundations, religious institutions and private households. It should also seek to 

monitor programs of corporate social responsibility, distinguishing when they reflect for-

profit investment with a charitable dimension or mandatory charity, as through the 

Bangladesh National Corporate Responsibility Policy for Children (UNDP, 2016, p. 56).  

In practice, comprehensive mappings will be difficult to produce, especially as 

regards private financing activity. Nevertheless, private financial flows must be estimated 

one way or another, to one degree or another. So, too, the assessment should seek to assess 

policy stances toward private business, taking account without necessarily accepting the 

views of prominent pro-business authorities,  such as the World Bank’s Ease of Doing 

Business Report and reports of international business entities (e.g., Global Competitiveness 

Report of the World Economic Forum). 

The actual DFA would necessarily be a compromise between the desirable and 

what is possible in a limited time frame. Much of the data would be drawn from national 

sources but international data sources and estimates will perforce also be used. Indeed, 

UNDP in its methodological note on its DFA says: 

 “When undertaking the data analysis it is important for the DFA team to pay 

particular attention to the quality of the data and the accuracy of the picture of the 

financing landscape it portrays. Potential data challenges fall into two broad 

categories. Firstly, information on specific flows may be partial, based on 

incomplete information (such as surveys with limited coverage), or unavailable. 

Where census data36 is unavailable the DFA team should look for alternative 

sources that can help to gauge the scale and nature of these flows. For example, 

activities by domestic philanthropists or NGOs are rarely captured systematically 

through a reporting system. Nevertheless, in many instances there will be academic 

studies or surveys that can be used to gain insight into these or other types of 

financing and the role that they play. Secondly, the data used to build up the overall 

picture of the financing landscape as a whole will be compiled from different 

sources, each with their own distinct methodologies, calculations and purposes. 

This can create challenges for aggregating data from different sources, as there may 

be overlaps between them…” (UNDP, 2017, pp. 14-15).   

The caveat on data might have been even stronger. Data in the international reports 

are either drawn from official national statistics, which should be made directly available 

to the DFA experts, or are estimated if official data are deemed unreliable, and sometimes 

they are invented (i.e., estimated by the international agency from partial data or data of 

                                                 
36 Here meaning data covering all of a specified type of activity, as opposed to survey data. 
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other countries or applying correlated indicators in order to have a comprehensive data 

set). Indeed, UNDP should call on its DFA authors to prepare a critical analysis of the data 

and include a set of recommendations to improve them.  

UNDP argues that a core added value of the DFA exercise is that it brings together 

diverse actors around a comprehensive assessment of the financing challenges and 

opportunities faced by a country.37 These actors may include different parts of government, 

private and public sector actors, and experts, practitioners and development partners with 

various roles related to financing sustainable development (UNDP, n.d., p. 6). In fact, this 

seems too uncritical an assessment, as some financial actors will be more interested in 

collaborating on the project than others, who will favor maintaining the opacity of their 

financial relationships. It is also important, and within standard UNDP practice, to engage 

with organized labor and civil society organizations in the country. 

Recommendations 

Notwithstanding the limitations noted here, it seems that DFAs can help developing 

countries strengthen their national development planning. They can help raise the saliency 

of bottlenecks in the financial sector and identify areas of inadequate information, as well 

as underdeveloped services, such as insurance. DFAs should also be able to assess the 

quality and performance of the donor push for public-private partnerships and assess 

whether the country is adequately benefiting from such arrangements. DFAs should also 

help identify risks in the financial system (e.g., financial institution maturity and currency 

mismatches; excessive leverage, exposure to price or income volatility). The monitoring of 

risk is important, as well as the flow of funds. International regulatory bodies have 

established standards for various types of financial institutions and markets, although many 

experts, in particular from developing countries, believe those standards still tolerate too 

much risk. In addition, the impact of prudential regulatory measures on inclusive access to 

finance might be reviewed.  

Systemic Country Diagnostics 

While the DFA may be a promising tool for helping countries understand their national 

financing frameworks, other analytical tools may also assist development policy makers. 

One such tool is an analysis developed recently by the World Bank Group (WBG) for its 

internal use but that might equally be a valuable addition to national development planning 

toolboxes. This is the “Systemic Country Diagnostics” (SCDs). Like the DFA, the SCD is 

a first analytical step in a two-step process. In this case, it is meant to inform the WBGs 

own lending program in the country analyzed. 

That is, in 2013, the WBG adopted a new corporate strategy to guide its future 

activities (World Bank, 2013). It focused on realizing two goals: “end extreme poverty” 

(reduce the percentage of people living on less than US$1.25 per day to 3% by 2030) and 

“promote shared prosperity” (foster income growth of the bottom 40% of the population in 

every country). It subsequently also embraced the SDGs, but the early start also allowed it 

to begin to accumulate experience with the new approach it adopted at the same time to 

                                                 
37 This presumably alludes to the meetings at the beginning and end of the DFA exercise mentioned earlier. 
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assess how its client countries might best attain the new goals. 

As the first step in the new approach, the WBG undertakes the SCD, based on its 

own staff research, the work of partners, and consultations in the client country.38 In the 

second step, the SCD informs the drafting of a “Country Partnership Framework” (CPF) 

which guides the Bank Group’s assistance programs in the country (World Bank, 2014). 

Although its scope is broader than the DFA, the methodology underlying the SCD may be 

helpful to developing countries in devising their sustainable development strategies and 

accompanying financing frameworks, and so it warrants some discussion:  

“The SCD will draw upon all available information and, where necessary, involve 

new analysis. It will reflect the findings of a recent gender assessment and, as 

appropriate, the findings of fragility assessments and country economic 

memoranda, analysis of the impact of climate change, and other WBG economic 

and sector work. It will also draw upon work from external sources such as other 

donors and partners, local researchers, and the government. The SCD analysis will 

not be restricted to the areas or sectors where the WBG is currently active but will 

focus on the critical challenges to achieving the twin goals. By not limiting the 

scope of the analysis, the SCD is expected to stimulate an open and forward-

looking dialogue between the WBG and the country, with a focus on what is 

important for the country’s development agenda rather than only those elements 

supported by the WBG’s program (World Bank 2014, para. 25). 

The Bank issued a guidance note to the staff members who draft country SCDs, 

which emphasizes identifying “critical factors” affecting the country’s economic growth, 

the inclusiveness of that growth, and the country’s environmental, social and fiscal 

sustainability (World Bank, 2016). To help develop the analysis, the staff members are 

encouraged to “benchmark” the country’s performance on multiple dimensions against 

those of appropriately chosen comparator countries. This, in turn, would point the staff 

toward identifying indicators on which the country was advanced or lagging relative to the 

comparators. That, in turn, would help identify the key constraints and opportunities for 

accelerating the country toward the goals.39 The guidance note gave the staff some 

flexibility in the approach they may follow to organize and present their diagnoses, 

mentioning the approach of Haussmann, Rodrik and Velasco (2008) and certain internal 

World Bank analyses.  

The “HRV” approach, in particular, is compelling, as it presents a set of 

questions—indeed, a “decision tree”—by which the staff can identify what seem to be the 

key impediments to the three highlighted dimensions of the country’s development: its 

economic growth (apparently seen as the primary factor in reducing extreme poverty), 

                                                 
38 Sixty-two SCDs undertaken from 2014 to 2017 are available at 

https://openknowledge.worldbank.org/handle/10986/23099, accessed 14 December 2017. 
39 The staff are also encouraged to address interlinkages among the factors identified; e.g., “while the impact 

of climate change on a country’s water and natural resources could pose a risk to future growth, improving 

water quality, reliability and access for the poor can address an important barrier to inclusion right now” 

(World Bank, 2016, para 30). 

https://openknowledge.worldbank.org/handle/10986/23099
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inclusion and sustainability.40 In fact, the HRV approach focuses on identifying obstacles 

to more rapid growth, but the general methodology of sequencing questions based on an 

understanding of the economic (or political) processes thought to be impeding progress 

toward the stated goals seems a promising one. And while HRV is built on a neoclassical 

economic model, it would seem amenable to one based on a behavioral economics model 

as well. 

The WBG’s Independent Evaluation Group (IEG) made an “early stage” review of 

22 SCDs and was mostly satisfied with the quality of the studies. The SCDs differed 

widely in the amount of detailed analysis and priorities they identified, in part reflecting 

wide differences in data availability as well as the degree of formal modeling used. At one 

end of the spectrum, the SCD for Chad was based on a computable general equilibrium 

(CGE) model of the economy—in the same family as the models to be discussed in the 

next section—along with a “tailored version of the Rodrik-Haussmann growth diagnostic 

framework to identify the binding constraints to achieving…growth in the agricultural 

sector and income transfers to the poor” (World Bank, 2017, pp. 14-15). In all, the IEG 

found the SCDs to be potentially useful for in-country dialogue on strategic policy 

directions and called for wider “dissemination beyond disclosure” (p. 18).  

Here, however, the IEG identified a problem. The SCDs can contribute an updated 

approach to development analysis for policy planning. And yet the SCDs explicitly reflect 

the WBG view and one not necessarily “owned” by the national authorities.41 In fact, the 

IEG itself drew this distinction: 

“…Though the SCD will be prepared in close consultation with national 

authorities, the private sector, and other stakeholders, it will reflect the views of the 

WBG. It will become the reference point for client consultations and other 

measures to help focus the efforts of the country, the WBG, and other development 

partners around goals that will have the most impact for achieving the twin goals” 

(World Bank, 2017, para 26).  

Recommendations 

To the degree that the SCDs encourage fresh thinking, they should be welcomed as 

a new tool. But there is nothing inherent in that tool to keep it within the walls of the 

World Bank. It could just as well be developed in a country by its own planning ministry 

or—even better—by independent scholars as at a university in consultation with civil 

society advocates, organized labor and the business sector, while also in cooperation with 

the national planning authorities. Such a public SCD should indeed inform national debate 

on the best paths to sustainable development. By highlighting what lack of coherence 

costs, such an SCD can also help break down policymaking “silos”. By asking what is 

holding back accelerated sustainable development it can encourage digging down into 

more and more detailed levels of analysis. Some of the impediments may relate to the 

                                                 
40 Haussmann and Harvard colleagues prepared a guide for WBG staff applying their approach to making the 

diagnosis, which is carried on the World Bank website (Haussmann, Linger and Wagner, 2008). 
41 One may say that the SCD was also not always “owned” by the staff drafting the WBG’s lending program, 

the CPF; i.e., the IEG also found that many of the ensuing CPFs “did not systematically address the priorities 

identified in the SCD—strategic priorities, knowledge gaps or data gaps” (World Bank, 2017, p. 55). 
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national financial framework, but other policy matters could be found to be even more 

urgently in need of attention. 

Modelling Tools for Sustainable Development Planning 

While the SCD and DFA are modes of inquiry that can be undertaken in more or 

less formal ways, there are times when it is difficult to trace the interactions of economic 

sectors and policies other than with quantitative economic models. Over ten years ago, the 

United Nations Department of Economic and Social Affairs (UN/DESA), after a hiatus of 

several decades, returned in cooperation with World Bank staff, UNDP and national 

experts to pioneering technical work in economy-wide modelling techniques for 

development planning. Since 2016, capacity development projects for the use of modelling 

tools in various countries have been implemented with support from a free-standing 

community of expertise, loosely organized around the so-called OPTIMUS Community 

(Open Tools, Integrated Modelling and Upskilling for Sustainable Development).42 

OPTIMUS has developed its models with open-source software for easy access by country 

modelers and has fostered their use through UN-led capacity development projects for the 

creation of modelling teams in individual countries.43 It has also led to publications 

drawing on modelling experiences in different regions,44 and it organizes forums for 

developing country model builders from different countries to exchange experiences.45 

OPTIMUS is currently supporting or will start supporting programs in 2018 in Bolivia, 

Costa Rica, Mexico, Nicaragua, and Paraguay in Latin America; Cameroon, Ethiopia, 

Ghana, Senegal and Uganda in Africa; and Mongolia and Vietnam in Asia.46 

In its current form, the project offers three types of analytical tools, which it 

illustrates on its on-line platform.47 One set of tools would help address how policies and 

economic shocks affect public budgets, the external sector, sectoral economic activity and 

employment, poverty and inequality. An illustrative case in point is an exercise to measure 

the expected impact of a fuel tax, meant to proxy a more general carbon tax. The exercise 

                                                 
42 Interview with Dr. Diana Alarcón, recently retired Chief of the Development Strategy and Policy Analysis 

Unit in UN/DESA, 27 November 2017, who has been closely involved in OPTIMUS. 
43 For example, on 24-27 October 2016, UN/DESA “conducted the first training workshop for analysts of 

Costa Rica’s Government, in San José, in close collaboration with the Ministry of Planning (MIDEPLAN). A 

total of 17 analysts from different government institutions initiated their training in the use of an economy-

wide model with which they will develop scenarios delineating implementation strategies for national 

development plans and public policies. The training constituted in itself a policy analysis exercise, since 

analysts engaged in the type of analysis that will eventually support decision making with regard to 

implementation of policies of national interest. Additional workshops to transfer an extended version of the 

economy-wide model, including details for energy and carbon emissions as well as a poverty module, will be 

organized in 2017” (https://www.un.org/development/desa/dpad/2016/economy-wide-modelling-for-policy-

analysis-started-in-costa-rica/, accessed 19 November 2017). 
44 See Sanchéz and others (2010) and Sanchéz and Vos (2013). 
45 The most recent forum was the “Summer School on Modelling Tools for Sustainable Development,” in 

Trieste, 12-30 June 2017 for 30 participants from developing countries to meet with 6 expert lecturers (see 

http://indico.ictp.it/event/8008/, accessed 19 November 2017). 
46 Email communication from Eduard Zepeda, Modelling Tools for Sustainable Policies, OPTIMUS, 29 

November 2017. 
47 See https://un-desa-modelling.github.io/?_ga=2.261744525.1601668455.1506536367-

422533798.1485224715#, accessed 19 November 2017. 

https://www.un.org/development/desa/dpad/2016/economy-wide-modelling-for-policy-analysis-started-in-costa-rica/
https://www.un.org/development/desa/dpad/2016/economy-wide-modelling-for-policy-analysis-started-in-costa-rica/
http://indico.ictp.it/event/8008/
https://un-desa-modelling.github.io/?_ga=2.261744525.1601668455.1506536367-422533798.1485224715
https://un-desa-modelling.github.io/?_ga=2.261744525.1601668455.1506536367-422533798.1485224715
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compares the effects on under-five mortality, access to clean drinking water and other 

variables as well as on gross domestic product (GDP). It compares outcomes if the 

additional public revenue is added to general budget revenues or is earmarked for 

education or is invested in infrastructure. Applied to Uganda, the scenario concludes that 

applying the tax revenue to infrastructure worsens all the social indicators and GDP by 

2030. In Bolivia, if applied to infrastructure, it would reduce infant mortality by 2030. If 

Uganda applied the additional public revenues to its budget without earmarking, it would 

reduce infant mortality by 2030. 

A second set of tools, called microsimulation, uses household survey and 

government administrative data as a base for tracing the impact of policies and shocks at 

the level of households and individuals, allowing conclusions to be drawn, for example, by 

gender or locality of residence. These exercises may be combined with economy-wide 

models that produce, say, employment data for different economic sectors which can then 

be fed into the microsimulations. Alternatively, the exercises may impose the expected 

effect of a policy change directly on the microsimulation.  

A third set of tools model physical, technical and economic interlinkages, so as to 

take account, for example, of how water, land use, food production, energy and 

atmospheric conditions would interact. The core of this approach is the “Climate, Land, 

Energy and Water systems (CLEWs) tool. It is apparently of great interest to governments 

in developing countries (and in some developed ones as well) in that all the capacity 

development projects that UN/DESA and UNDP will be starting in 2018 focus on this 

modelling tool and most of the current ones also include CLEWs.48  

While quantitative planning tools such as these are best thought of as indicative of 

likely outcomes instead of being highly accurate, they offer important arguments to break 

down silo advocacy, which is to say, competition among ministries for additional 

resources. They also can help understand how the private sector might react to different 

policy measures, especially when one policy change in one sector affects another sector 

that then affects a third, which feeds back to the second which now affects a fourth and so 

on. The model traces the net effect, which might not be obvious otherwise. 

The OPTIMUS Community “is not an advocacy group. It does not recommend or 

implement policy. Rather it provides decision makers with a set of tools, supporting data 

and theory that enable them to chart national sustainable development strategies and 

policies.”49 To this end, OPTIMUS maintains a roster of experts, including so-called 

“ambassadors” whose experience bridges the gap between modelling needs and policy 

                                                 
48 CLEWs is a linear programming model that is built around a long-term planning model for energy systems, 

but adds equations to take into account relevant competing uses and/or policy concerns for water and land. 

The model is adapted to the policy issue of interest (e.g., water stress, deforestation, cash crops, or big energy 

projects) and involves linking to the models typically used in each sector (water management models, 

agronomic or soil models, energy and climate models). The CLEWs then integrates these systems into a 

single model comprising economic, technical and bio-physical determinants and their interactions. The 

application of CLEWs to Mauritius, as featured on the aforementioned DESA website, yields the 

unwelcomed result that focusing too much on biofuels to reduce emissions and maintain sugar production, 

including jobs in that sector, may lead to over exploitation of water resources.  
49 As per https://sustainabledevelopment.un.org/partnership/?p=23220, accessed 5 December 2017.  

https://sustainabledevelopment.un.org/partnership/?p=23220
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realities and can set up effective training programs, as well as trainers, policy analysts and 

model developers. At the same time, OPTIMUS supports the development of communities 

of model builders who work together to further develop their tools. Besides its partnership 

with UN/DESA, UNDP and the WBG, OPTIMUS also partners with the Royal Institute of 

Technology (Sweden), the University of Cambridge, the Abdus Salam International Centre 

for Theoretical Physics (Trieste) and the technology-intensive firm ABB (Switzerland). 

Recommendations 

What OPTIMUS lacks is a more active link to the international policy community, 

which could benefit from its expertise and research findings and which could pose 

pertinent questions back to the OPTIMUS Community for further analysis at global, 

regional or national levels, but primarily aiming to further strengthen its work at country 

level. To this end, the Financing for Development Forum and its Inter-Agency Task Force, 

which already serves as the interface between technical and political policy debate for the 

FfD Forum, could serve as the space for a wider interaction between the OPTIMUS 

Community and the global policy community. To this end, it is proposed that such a 

relationship be explored as part of a broader suggestion for bringing consideration of 

sustainable development planning and its financing into the FfD Forum and the work of 

the IATF.  

Summary and recommendations 

The starting point for this study is acceptance of a rather bleak outlook for deeper and more 

coherent international cooperation for sustainable development in the current political 

conjuncture. There should still be some hope for reviving international cooperation and the 

complementary study for GIZ authored by Jesse Griffiths elaborates on a number of policy 

areas that demand international attention.  However, development cannot wait for a 

revitalization of international cooperation and so the question addressed here was what 

might be accomplished now at country level to accelerate progress toward the SDGs and 

sustainable development.  

In this regard, this paper described some promising recent developments in 

techniques for monitoring and assisting policymaking on financing for development issues 

at national level. The paper recommended, in particular, that attention be given to three 

classes of analytical tools that might assist governments, particularly in developing 

countries, to manage the complex challenges of pursuing the broad policy goals of the 

Addis, 2030 and Paris agendas. The tools can help governments to effectively and fairly 

mobilize public resources at national level and from abroad and deploy them appropriately. 

They can also help government decision makers offer appropriate incentives and 

disincentives to domestic and international private sources of financial resources so that 

they align themselves better with the goals of sustainable development. The tools could 

thus be said to help countries arrive at integrated national financing frameworks.  

Nevertheless, expectations must be realistic. The tools themselves will not solve the 

national, let alone, international political impediments to sustainable development. Also, 

by their nature, the tools do not address all important subject areas, such as promotion of 
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economic and social human rights, although they may highlight important areas warranting 

attention. However, the tools can effectively and efficiently speed things along whenever 

the political situation is amenable. They can give an important push to the social, economic 

and environmental dimensions of sustainable development. When favorable political 

occasions arise, having appropriate tools can make a significant difference. 

The three classes of analytical tools are already in limited use but they might be 

further developed and deployed more widely, individually or together, in service of 

generating the integrated national financing frameworks for sustainable development 

strategies: 

1. UNDP promoted the development and use of Development Finance 

Assessments, which are meant to inform national planning and policymaking 

authorities as they respond to the challenges of sustainable development. The 

tool is not yet fully developed and warrants further experimentation. UNDP 

should also weigh its current approach of asking outside experts to undertake 

the independent mapping of financial flows and policies against a focus first on 

helping to develop domestic capacity to undertake such analyses now and in the 

years to come. 

2. The World Bank had adopted an analytical strategy that it calls Systemic 

Country Diagnostics that can help unearth main impediments to reaching 

sustainable development goals. This approach is meant to inform the WBG’s 

own lending policies, but the technique seems useful as well to strengthen 

national policy making in developing countries. It is therefore proposed that a 

version of the Bank’s diagnostic methodology might be employed in national 

exercises that could be undertaken either inside government circles or in a 

university context, in either case including participation of all relevant 

stakeholders, in order to give critical and well thought out support to national 

planning efforts.  

3. Finally, a rebirth of modern national planning models is taking place using 

sophisticated techniques of analysis that focus especially on the interactions 

among economic sectors and population segments. While the initiatives to 

develop those modeling techniques have come from the United Nations, UNDP 

and the World Bank, an independent community of expertise has evolved, now 

called the OPTIMUS Community, to which some interaction might be 

envisaged with the FfD Forum and with the Inter-Agency Task Force on FfD as 

the interface between the technical and political sides of FfD.  

Taken together, these three initiatives point to the recognized interest of elements of the 

international community to help developing countries best devise their sustainable 

development strategies and their integrated national financing frameworks.  

To further this aim, the 2018 FfD Follow-up Forum could investigate the value of a 

modest and informal technical forum on sustainable development planning and financing 

at which countries could exchange experiences and lessons learned from preparing 



 25 

 

sustainable development strategies and national financing frameworks.  Experts attending 

these forums could take away thoughts on how to improve their own systems and a sense 

of where the next iteration of improved tools should focus.  

Such a forum should be non-political, open to all the usual FfD stakeholders and 

welcome expert academic participation. It should be serviced at global level by the Inter-

Agency Task Force, coordinated by the UN but with the active participation of the 

formally recognized “major institutional stakeholders” in FfD (namely, UN, IMF, 

UNCTAD, UNDP, World Bank and World Trade Organization), a process that seems to 

work well. The technical forum should also include civil society and the private sector. It 

could operate both at regional level where neighbors may face more similar challenges (co-

led by the UN regional commissions and regional development banks), and at global level 

where regional experiences could periodically inform the global discussion.  

The FfD Forum is a nascent institution that holds promise but needs to prove its 

worth in being more than just another UN talk shop. The 2017 FfD outcome document 

showed that the Forum could identify priority work streams in the shape of requests to the 

IATF to undertake specific work. The Forum could next take steps to promote concrete 

cooperative action by endorsing global collaboration on innovative planning tools and by 

beginning to monitor and thereby support that work.  
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A – Executive Summary  
 
The SDGsi  are ambitious objectives: not only do they call for the ending of 
poverty and hunger, they also recognise the need to fight inequality, including 
gender inequality, protect the environment, provide decent work, ensure 
sustainable consumption and production and achieve global peace. Unlike the 
Millennium Development Goals that preceded them, they apply equally to all 
nations. 
 
It is already clear that we are not on track to meet the SDGs. For example though 
there has been significant progress in the fight against poverty, this has been 
slow, very large numbers of people remain in abject poverty, women and girls 
particularly, and many countries and groups are being left behind. ii Over 200 
million people are unemployed worldwide, and 42 per cent of those that do have 
jobs work in ‘vulnerable occupations’.iii Inequality is a defining feature of the 
global and many national economies: much growth in recent years has directed 
resources towards the wealthy, and according to IMF researchers “the share held 
by the 1 per cent wealthiest population is rising at the expense of the bottom 90 
per cent population.”iv 
 
It is clear that significant reforms of the global financial and economic system are 
needed if the promise of the SDGs is to be met. This paper examines the features 
of different development financing sources, systemic issues in the global 
economy and the way it is governed and sets out a programme of reform for 
developed country policy makers.  
 
Private finance 
Domestic private investment is large, stable and rising, accounting for over 25% 
of GDP in developing countries, which is why mobilising such investment has 
been a crucial development financing strategy.  
 
Financing for domestic private investment comes from a number of sources, but 
a strong banking sector is normally the bedrock.  This often means significant 
state involvement, with public development banks accounting for around a 
quarter of all assets in banking systems globally. One critical reason that banks, 
including public development banks, have been so important, is their ability to 
mobilise longer-term investment. Given that domestic banking systems, 
including publicly oriented actors, are so important, it is unfortunate that so little 
research is focussed on this critical subject.  
 
The second major source of financing for domestic private investment in the 
reinvestment of earnings by companies themselves. Again an important role is 
played by state owned enterprises which are more than 40 of the top 100 
multinational corporations in developing countries.  
 
Despite the prominence given to capital markets and capital market related 
actors in much current discourse, they have tended to play a smaller role than 
banks, and become important only in later stages of development. 
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International private capital flows are far smaller in scale than domestic private 
investment, with foreign direct investment typically accounting for less than 3% 
of GDP in developing countries. There are costs and benefits to FDI, and 
development impacts can vary significantly, depending on: the extent to which 
FDI represents new finance for productive capacity; whether it ‘crowds in’ or 
‘crowds out’ additional domestic investment; and the extent to which FDI results 
in technology transfer other beneficial impacts on the local economy. This means 
that attracting FDI should never be the sole goal: the issue is how to attract the 
right kind of FDI, and manage it to gain development benefits 
 
Other international private capital flows – portfolio investment and bank lending 
- have proven short term, extremely volatile and have been a drain of finance out 
of developing countries in recent years. The UN estimates that portfolio 
investment – buying stocks and shares - has been a negative net flow for five of 
the past ten years. Other private investment, mainly through the international 
banking system, a negative flow for the last six years. The volatility of this short-
term international private investment is often driven by external factors, making 
it even more difficult for developing countries to manage. For example the recent 
drain of short term private capital out of developing countries has been driven 
by the collapse in commodity prices in 2015, the monetary policies of developed 
countries and the recent strength of the dollar. In addition, external private 
borrowing, and hence debt, has increased in recent years, which increases 
macro-economic risks for developing countries even further. 
 
The volatile nature of much international private capital, and the fact that it is 
often driven by external factors, mean that it is centrally important for 
developing countries to protect themselves from external shocks transmitted 
through the international financial system. However, this has had very high costs 
for developing country governments who have been transferring large sums to 
developed countries in order to build reserves.  
 
All these points underscore why domestic strategies for managing private 
investment are critical for ensuring high quality investment and for protecting 
against risks, yet such strategies have not been the focus of discussion of private 
investment at international level.   
 
Public Finance  
Domestic public finance is a major development resource, but the revenue bases 
and tax collecting capacity of developing countries are more limited than 
developed countries.  Low-income countries and lower-middle income countries 
have particular problems, raising less than 15% of GDP in revenue on average, 
compared to around 20% for upper-middle income countries.  
 
Due to difficulties in collecting other sources of revenue, trade taxes are 
particularly important in low-income countries as these are relatively easy to 
collect, and because other revenue sources tend to be small owing to the large 
informal sector, and the difficulties of levying income tax on populations with 
very low levels of income. The influence of international financial institutions 
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and the impact of trade negotiations have, however, reduced the scope for using 
trade taxes to fill the public financing gap.  
 
Corporate taxation plays a key role in developing countries’ revenue base, 
accounting for over 20% of developing countries’ tax take. This is why tackling 
the significant tax losses to multinational tax avoidance and evasion – which 
estimates put in the hundreds of billions of dollars - is a particularly important 
agenda. In addition, the ‘race to the bottom’ on tax incentives, driven by 
international tax competition, is eroding the corporate income tax base in many 
developing countries, and needs to be reversed. This is important because the 
evidence that such tax incentives have relatively little impact investment, but 
they do reduce revenue for the public investment, which is important for private 
sector growth. 
 
Low tax bases, and tax losses due to tax competition, tax avoidance and tax 
evasion contribute to significant public resource shortfalls for basic services and 
social protection, particularly in low-income countries. In addition, the 
infrastructure ‘investment gap’ is primarily due to these shortfalls in public 
finance, as around three quarters of infrastructure investment is financed by the 
public sector in developing countries. This is because infrastructure investments, 
particularly in low-income countries, are not profit-making propositions, or are 
too high risk for private investors. Therefore, while private finance is vitally 
important for development, as we have seen, it is a mistake to suggest that it can 
be a substitute for these shortfalls in public expenditure, including in 
infrastructure. 
 
Borrowing is one strategy to increase public resource mobilisation, but increases 
debt risks, which have been rising.  
 
International transfers of resources to developing countries in the form of 
Official Development Assistance (ODA) and climate finance, designed to help fill 
these gaps, have proved far less than promised. Despite increases, ODA has only 
reached around half the way to the UN target of 0.7% of GDP. Too much ‘upward 
accountability’ to donors often undermines the effectiveness of ODA.  For 
example, the ‘tying’ of aid to the use of donor firms continues to be a major 
problem, reducing the effectiveness of aid, and increasing costs.  
 
Systemic issues 
Since the collapse of the Bretton Woods system in the 1970s, the international 
monetary system has allowed exchange rates to be volatile, which can be very 
damaging for developing countries, making macroeconomic planning difficult, 
and adversely affecting investment. Persistent trade imbalances make the 
system more unstable. The fact that the dollar is the global reserve currency 
exacerbates these problems by magnifying the impact of American monetary and 
fiscal policy decisions on the rest of the world. The global monetary system 
therefore has significant impacts on macroeconomic stability in developing 
countries, as well as determining underlying incentives for international private 
capital flows.  
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Further risks to macroeconomic stability and impacts on capital allocation arise 
from the global financial system. Since the global financial crisis, a wide-ranging 
package of financial sector reforms have been introduced. However it is not clear 
that the reforms have fixed underlying problems, and the risk of further financial 
and economic crises remains high. The non-bank financial sector – which is very 
lightly regulated – continues to grow, and now represents more than 40% of 
total financial system assets. Efforts to deal with ‘too big to fail’ institutions have 
been undercut by the continued growth in size of the biggest banks.  
 
Developing countries have become increasingly vulnerable to external financial 
markets and actors.   Private capital flows to developing countries have been 
driven by the external economic situation, in particular the monetary policies of 
developed countries. As a result developing country governments have been 
forced to transfer significant funds to developed countries, to build reserves, to 
protect themselves against future crises. 
 
Sovereign debt crises continue to be a major feature of the international system, 
with debilitating effects on the countries that experience them.  Since the 1950s, 
there have been more than 600 cases where unsustainable sovereign debt has 
had to be restructured.  Debt risks have been rising in developing countries, and 
the possibility of a wave of sovereign debt defaults has increased significantly. A 
recent study found that 116 developing countries breach one, several or all 
major debt sustainability indicator thresholds. The nature of developing country 
debt has also changed significantly, with an increasingly high percentage 
borrowed from private sources: the global debt of the non-financial sector stood 
at 225% of global GDP in 2015, two thirds of which were private sector 
liabilities. 
 
Trade growth slowed markedly since the global financial crisis, and is now in a 
period of decline. The global production and trading system has major impacts 
on developing countries’ economies, in particular by making many low-income 
countries highly dependent on the volatile price of commodities. Improving the 
market access of developing countries to developed countries, is important, but 
is a limited financing strategy for countries trying to break out of commodity 
dependence. Least developed countries already had tariff-free access for the 
90% of their exports by value in 2014. Instead, economies that have developed 
rapidly have historically made use of strategic ‘protectionist’ trade policies to 
support the growth of their industrial sector – which has been a key motor for 
rapid development in almost every country in the world -  with liberalisation 
being undertaken when strategically sensible. Unfortunately, existing trade rules 
often place significant limits to policy space, denying developing countries the 
policies that have proved successful in the past.   
 
Finally, the ineffectiveness of international tax cooperation efforts means that, 
globally, countries are encouraged to compete with each other, including in ways 
that erode the tax revenue of other countries. For example, many countries are 
using harmful tax practices, and tax treaties may also reduce tax rates in 
developing countries without necessarily leading to increased investment. 
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Global economic governance 
There is an enormous variety of international institutions that create rules or set 
standards in the financial and economic sector, but coordination between them 
remains ad hoc. The G20 was upgraded to a heads of state meeting in 2009 to 
bring greater coordination to the global response to the crisis. However, despite 
an expanding work programme, it suffers from having no standing secretariat, 
meaning that each year its agenda is determined by the host country, and 
implementation falls to other existing agencies.   
 
The number of important economic governance institutions where all 
developing countries can participate on an equal footing is very limited. 
Developing country governments are excluded almost entirely from a number of 
important institutions. For example, the OECD has taken on a major role in 
standard setting on international tax issues, but its 35 country membership 
contains only two developing countries.  
 
It is neither possible nor desirable for all issues to be decided at global level, but 
there are many areas where the weakness of global governance systems has 
major negative consequences for developing countries. Two issues stand out 
both for their importance, and because they have been integral to United Nations 
Financing for Development discussions: the need for an intergovernmental body 
on tax and a sovereign debt workout mechanism. 
 
Conclusions 
It is clear that, from the perspective of national level policy makers in developing 
countries, different sources of financing are interlinked, and the use of each 
source is constrained by global economic issues and rules. Therefore the most 
useful frame of reference when thinking of reforms should be the national level: 
the key question is how to help developing countries adopt the policies that best 
suit their circumstances.  
 
It is also clear that reforms will need to be ambitious both because of the scale of 
the issues identified above, and because of the high level of ambition of the SDGs.  
 
This paper ends by making recommendations aimed at policy makers in 
developed countries, on how they can support changes at international level, and 
change their own policies, in order to enhance the policy space of developing 
countries so that they can chart their own paths to prosperity. 
 
 

  



 7 

B - An overview of the state of development finance resources  
 
1. This section provides an analysis of the scale, trends, and features of 

different development financing sources, examining private finance 
first, then public finance. Inevitably the quality of data at global level and 
in many developing countries, mean that the following analysis should be 
read as an assessment of overall scale, trends and features of different 
finance resources.  For example, the available data do not always distinguish 
between public and private investment, and there are often significant 
potential overlaps between what may be regarded as international capital 
flows and domestic resources. Systemic problems linked to illicit financial 
flows, tax avoidance and evasion mean that the data on international private 
capital flows are particularly problematic.  For example, efforts to make use 
of favourable tax and investment regimes can lead to perverse practices such 
as ‘round tripping’ where domestic investment is repackaged as 
international to make use of incentives, or to change its tax treatment.  

 

B1. Private finance 
 
2. Domestic private investment represents up a large, stable and rising 

share of GDP in developing countries, which is why mobilising such 
investment has been a crucial development financing strategy. Middle-
income countries had reached over 30% of GDP as domestic investment (of 
which around 2/3 is private investment) while low-income countries (LICs), 
had reached around 25% of GDP by 2013. v Most of this difference is 
explained by lower levels of public investment in LICs, which is heavily 
influenced by revenue mobilisation difficulties in those countries which we 
will explore in section B2. In addition to not proving volatile, domestic 
investment in developing countries does not appear to have been greatly 
affected by the global financial crisis, having increased as a percentage of 
GDP for developing countries in the years following the crisis, in contrast to 
external investment, which has been highly volatile, as we will see shortly.vi 
This stability and great size of domestic private investment – it dwarfs 
inflows of capital for developing countries as a whole – show why domestic 
resource mobilisation has been at the heart of the Financing for 
Development agenda since the first conference in Monterrey in 2002. vii  
 

3. Financing for domestic private investment comes from a number of 
sources, but a strong banking sector is normally the bedrock of 
successful development financing strategies, and this often means 
significant state involvement. In broad terms, financing for domestic 
private investment can arise from the following main sources: (a) the 
banking system; (b) reinvestment of earnings by companies; (c) and capital 
markets and related actors, including institutional investors. The banking 
system is the bedrock of financial systems in most developing countries, and 
the majority of academics emphasise the importance of banks in domestic 
development finance mobilisation.viii The main reason for this is that banks 
are better at reducing uncertainty, both over time – as they are more likely to 
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hold a balanced portfolio of safe and risky assetsix – and at a project level, as 
they have a deeper relationship with their clients, including assessing risks 
carefully.x Public actors are heavily involved in the financial sector in most 
developing countries, not just through regulation, which we will discuss in 
Section C, but critically through the ownership of public development banks, 
which account for around a quarter of all assets in banking systems globally.xi 
According to World Bank research, “in the European Union [state-owned 
financial institutions, or SFIs] represent 30% of the total financial system … 
[while in] BRIC countries alone … the market share of SFIs is substantially 
higher.”xii As Figure 1 shows, the majority of the ten largest public 
development banks in the world are from developing countries. The main 
reasons for state involvement include: to improve the allocation of capital 
within the banking sector by directing finance to important sectors; to fill in 
gaps in the supply of credit; or to build demand by helping develop bankable 
projects. In addition, public institutions can play a critical role in promoting 
economic stability by behaving counter-cyclically, and have the potential to 
drive up standards of the banking sector as a whole.xiii  
 

Figure 1: Ten largest national development banks in the world economyxiv 

 
 

4. One critical reason that banks, including public development banks, 
have been so important, is their ability to mobilise longer-term 
investment. As Figure 2 shows, banks are the single most common source of 
long-term finance that firms can mobilise from outside their own resources. 
This Figure uses the common definition for long-term finance of funding with 
maturity of more than one year.xv However, long-term credit tends to be 
scarce in low-income countries.  One study found that “in some countries in 
Africa, short-term credit accounts for up to 90 per cent of bank financing 
[compared to] 50-60 per cent for developing countries as a whole.”xvi 
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Figure 2: Sources of external finance for purchases of fixed assets by Firm Size, 
2006–14xvii 

 
 

5. Given that domestic banking systems, including publicly oriented 
actors, are so important, it is unfortunate that so little research is 
focussed on this critical subject. The World Bank’s survey of public 
development banks, which is the most comprehensive effort to draw together 
what is known about them, concluded that, “despite their size and 
importance, little is known about [public development banks]”.xviii In 
addition, data on the scale of not for profit financial institutions, including co-
operatives, in developing countries as a whole, does not appear to be 
available, but one review found that in “...emerging markets, the share of 
cooperative banks is generally lower [than in Europe], but there are several 
countries where they play a non-negligible role.”xix  
 

6. The second major source of financing for domestic private investment 
in the reinvestment of earnings by companies themselves, and again, 
state owned enterprises often play an important role. In many countries 
reinvestment of earnings is the largest source of private investment. For 
example, a study of data from India over a 15 year period found that: “nearly 
54 per cent of the new financing, on average, is funded by internal savings 
while external funds contribute only 46 per cent.”xx As we saw for the 
banking sector, there is often considerable state involvement. UNCTAD 
estimates, for example, that in developing and transition countries, more 
than 40 of the top 100 non-financial MNCs are state owned.xxi   
 

7. Despite the prominence given to capital markets and capital market 
related actors in much current discourse, they have tended to play a 
smaller role than banks, and become important only in later stages of 
development. Capital markets tend to be weak sources of financing in 
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developing countries taken as a whole. Bond markets for company bonds are 
very shallow in developing countries – they represent around 5% of GDP 
even for middle-income countries.xxii Government ‘sovereign’ bonds 
predominate in the bond markets, but they were still only equivalent to 30% 
of GDP in middle-income countries in 2010.xxiii Stock market size tends to be 
correlated with development: poorer countries also have weaker stock 
markets. In 2010 for example, “the depth of equity markets in high income 
countries stood at nearly 60 per cent of GDP, while in middle income 
countries and lower income countries it stood at only 28 per cent and 20 per 
cent of GDP respectively.”xxiv Though the World Bank has promoted the 
development of capital markets, their flagship report on this issue has 
recognised that capital markets are of less value the poorer a country is.xxv 
Institutional investors such as pension and insurance funds tend to be far 
smaller in size in developing countries compared to developed countries, and 
as Figure 3 shows hold very low levels of assets as a share of GDP in low-
income countries. 

 

Figure 3: Institutional investor assets by country income group, 2000-11xxvi 

  
 
8. International private capital flows are far smaller in scale than 

domestic private investment. For example, Foreign Direct Investment (FDI) 
as a share of the GDP of developing countries was 2.4% in 2003, rose to 3.2% 
in 2008 and fell again after the financial crisis to 2.1% in 2012.xxvii FDI is 
foreign investment where the investor is thought to take an active interest in 
management of the company – normally assumed when they own 10% or 
more of the company. It is made up of three elements: equity capital, 
reinvested earnings and intra-company loans. Other private flows (see 
below) are smaller, more volatile, and are often negative, in net terms, for 
developing countries. 
 

9. There are costs and benefits to FDI, and development impacts can vary 
significantly, meaning that attracting FDI should never be the goal: the 
issue is how to attract the right kind of FDI, and manage it to gain 
development benefits. While FDI dropped after the global financial crisis, 
then recovered but fell again significantly in 2016, as the Inter-Agency Task 
Force (IATF) on Financing for Development notes, it still “has tended to be 
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more stable and longer-term than the other types of cross-border finance”. 
However “there are significant differences in the quantity and quality of FDI 
inflows accruing to different regions and countries,” and “FDI flows to LDCs 
and small island developing states [are] concentrated in extractives 
industries, where their development impact is limited.”xxviii In addition, 
developing countries lose a consistently large proportion of GDP to investors 
repatriating profits from FDI: over 2% of total GDP between 2005 and 2012, 
for example.xxix There are three important aspects of FDI’s contribution to 
development which are all important for developing countries to manage. 
First, the extent to which FDI represents new finance for productive capacity 
can be low, as mergers and acquisitions can make up a significant percentage 
of the total. Second, FDI can have a positive or a negative effect on domestic 
investment – in other words it may ‘crowd in’ or ‘crowd out’ additional 
investment.  Third, the extent to which FDI results in technology transfer, 
learning and other beneficial impacts on the local economy - such as growth 
of local suppliers to FDI firms - varies greatly.   
 

10. Other international private capital flows – portfolio investment and 
bank lending - have proven short term, extremely volatile and have 
been a drain of finance out of developing countries in recent years. 
Figure 4 shows the trends between 2000 and 2016, highlighting that net 
private financial flows turned negative in 2014. Portfolio investment includes 
both purchases and sales of stocks and shares, and hence reflects the extent 
to which foreign investors increased their holdings of developing country 
equities. It tends to be shorter term, and can be highly volatile, meaning in 
some years it can represent a net inflow for developing countries, and in 
other years a net outflow. The UN estimates that portfolio investment has 
been a negative net flow for five of the past ten years for which data is 
available.xxx It is important to note, as the Inter-Agency Task Force (IATF) 
report does,xxxi that these flows are primarily driven by institutional 
investors, confirming that capital markets and capital market actors should 
be treated with caution as financing sources for developing countries. ‘Other 
investment’ has been a negative flow for the last six years,xxxii and is mainly 
made up of ‘international bank claims’ – in other words the net total of how 
much foreign banks owe or are owed in developing countries, plus what is 
owed in the domestic banking system of foreign currencies. The volatility of 
this flow emphasizes how developing countries can be vulnerable to external 
factors, as “bank flows have demonstrated particularly high volatility, 
reflecting deleveraging by a number of international banks since the financial 
crisis.”xxxiii 
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Figure 4: Cross-border net financial flows to developing countries and economies 
in transition, 2000 –2016 ($billions)xxxiv 

 
 

11. The volatility of short-term international private investment is often 
driven by external factors, making it even more difficult for developing 
countries to manage. As the IATF report summarises, “to date, private 
international capital flows have been subject to volatility, driven by trends in 
the global economy and by short-term investment horizons.”xxxv For example, 
the main explanatory factors for the switch in net private capital flows noted 
above are external: a collapse in commodity prices in 2015, and “monetary 
conditions and interest rates in major advanced economies and the strength 
of the dollar.”xxxvi The central role of the dollar exacerbates this trend by 
magnifying the global importance of US policy, and is discussed further in 
section C. 
 

12. In addition, external private borrowing, and hence debt, has increased 
in recent years, which increases macro-economic risks for developing 
countries even further. Overall external debt levels in developing countries 
increased from $1.8 trillion in 2000xxxvii to $6.9 trillion in 2016,xxxviii  as shown 
in Figure 5. According to the World Bank, “the composition of external long-
term debt stock, viewed from the borrower perspective was unchanged, with 
public and publicly guaranteed debt accounting for 51 per cent and private 
non-guaranteed debt 49 per cent, a consistent pattern over the past five 
years.”xxxix  
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Figure 5: External debt stock of developing countries 2010-16 ($billions) 

 
 
13. The volatile nature of much international private capital, and the fact 

that it is often driven by external factors, mean that it is centrally 
important for developing countries to protect themselves from 
external shocks transmitted through the international financial 
system, but doing this has had very high costs for developing country 
governments. As we shall see in section C, developing countries have been 
lending to developed countries on an enormous scale, to build reserves, to 
protect themselves against future crises. This is a significant use of domestic 
public resources, which could be far better used if the international system 
had effective ways of preventing and managing crises. 

 
14. The reason that these increasingly high costs fall onto developing 

countries is because of failings in the international governance system, 
which we will explore in Section D. In particular, the fact that developing 
countries remain reluctant to use IMF financing and accept the policy-
change conditions attached which can prove controversial and significant,xl 
means that countries have turned to self-insurance to play this role instead.  
This trend to significantly increase reserves to avoid having to turn to the 
IMF was given significant impetus by the perceived failure of the IMF in the 
East Asian crisis at the end of the last century.xli 

 
15. All these points underscore why domestic strategies for managing 

private investment are critical for ensuring high quality investment 
and for protecting against risks, yet such strategies have not been the 
focus of most discussion of private investment at international level.  
Successful developing countries have directed domestic investment into 
productive sectors, while carefully managing international private finance. 
The focus of discussion should therefore be on how to support developing 
countries to do this, including by reinvigorating interest in banking systems 
and national development banks, shifting the focus away from capital 
markets, and reducing emphasis on multilateral development banks and the 
bilateral DFIs controlled by developed countries which have been the centre 
of discussion at international level. As we shall see in section C, it would also 
mean changing global rules on trade, tax, investment and debt in order to 
allow developing countries the policy space to manage private investment – 
both domestic and foreign - effectively.   
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16. Developed countries could support developing countries to manage 

these flows by implementing significant improvements to transparency 
standards that affect international private investment. This would be 
very important for improving the oversight and regulation of the financial 
sector, as discussed in Section C, reducing international tax avoidance and 
evasion, as discussed in Sections B2 and C, and for improving transparency 
of donor-backed projects and blended finance instruments, as discussed in 
sections B2 and D. In addition, there are an increasing number of 
international standard-setting mechanisms that are supposed to influence 
the quality of cross-border private financial flows, but as yet enforcement 
mechanisms are very weak. A recent review of 14 leading responsible 
financing standards mechanisms sponsored by international institutions, 
including the UN, OECD and World Bank Group (WBG), showed that they all 
relied on voluntary compliance mechanisms, apart from the Performance 
Standards of the International Finance Corporation (IFC, the private sector 
lending arm of the WBG) which, however, only apply to projects it funds. xlii 
Furthermore, weaknesses were identified with each initiative, with 
limitations in either the actors or issues covered.  

 

B2. Public Finance 
 
17. Domestic public finance is a major development resource, but the 

revenue bases and tax collecting capacity of developing countries - 
particularly in low-income countries - are more limited than developed 
countries.  Upper middle-income countries (MICs) tend to raise consistently 
more than other categories of developing country, raising over 20% of GDP 
as government revenue in total in 2011, compared to lower MICs and LICs, 
which managed less than 15%.xliii However, the gap between different 
categories of country is to an important extent structural. This is why, 
according to a thorough review of the evidence, “the tax share in GDP of 
today’s developing countries looks very similar to what it did a century ago 
in the now-developed economies of the world.”xliv  As one study pointed out, 
the reasons for this are all linked to the facts of development: poorer 
countries have large informal sectors which are hard to tax, and tend to have 
weaker institutions.xlv The issue of weak institutions has sometimes been 
reduced to issues of the technical capacity of revenue authorities, but in fact 
goes far beyond that, including, “…fragmented polities, and a lack of 
transparency due to weak news media,” for example.xlvi  
 

18. Due to difficulties in collecting other sources of revenue, trade taxes 
are particularly important in LICs, but their ability to collect these has 
been curtailed through interaction with international institutions. The 
reason that LICs tend to rely more on trade taxes, as Figure 6 shows, is that 
these are relatively easy to collect, and because other revenue sources, 
particularly income tax, tend to be small owing to the large informal sector, 
and the difficulties of levying income tax on populations with very low levels 
of income. However, a significant shift away from trade taxes in favour of 
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VAT during the 1990s was promoted by conditionalities of the IMF and 
World Bank.xlvii In addition, international trade negotiations and trade 
treaties also seek to reduce trade taxes.  This is not to suggest that trade 
taxes should be higher in developing countries, but rather that they are an 
essential policy option, and one which Nobel laureate Joseph Stiglitz and 
others have suggested do not necessarily have the negative consequences 
that the IMF and others have claimed.xlviii  

 

Figure 6: Income Taxes versus Trade Taxes, for Countries with Different Levels of 
Incomexlix 

 
 

19. Given that corporate taxation plays a key role in developing countries’ 
revenue base, tackling the significant tax losses to multinational tax 
avoidance and evasion is particularly important. Corporate taxes 
account for 21% of developing countries’ tax take, compared with only 11% 
in developed countries, as Figure 7 shows, helping to compensate for the 
difficulties in raising other taxes noted above. The use of offshore financial 
centres, intra-company operations within multinational corporations, and 
financial secrecy allow multinationals to transfer financial resources out of 
developing countries. The scale of the problem is, by its nature, impossible to 
quantify precisely, but all available figures suggest there is a significant loss 
of resources by developing countries: both in terms of lost resources for 
investment or consumption expenditure in developing countries, and lost 
tax revenues. For example the Report of the High Level Panel on Illicit 
Financial Flows from Africa found that the “amount lost annually by Africa 
through illicit financial flows is ... likely to exceed $50 billion by a significant 
amount.”l UNCTAD found “an estimated $100 billion annual tax revenue loss 
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for developing countries is related to inward investment stocks directly 
linked to offshore investment hubs” li – only one aspect of the problem of tax 
losses through opaque multinational corporate structures. Tax losses to 
money already transferred to offshore financial centres have been estimated 
at $190 billion per year.lii The IMF estimates that around $200 billion in 
revenue is lost to developing countries annually because of the ‘spillover’ 
effects of tax policies in other countries.liii  
 

Figure 7: Composition of government revenuesliv 

 
 

20. In addition, the ‘race to the bottom’ on tax incentives, driven by 
international tax competition, is eroding the corporate income tax base 
in many developing countries. For example, ActionAid estimates that 
statutory corporate tax exemptions alone cost developing countries $138 
billion per year.lv However a report by the IMF, OECD, World Bank and UN 
found that “tax incentives generally rank low in investment climate surveys 
in low-income countries, and there are many examples in which they are 
reported to be redundant—that is, investment would have been undertaken 
even without them.”lvi Another IMF study found that domestic “taxation is 
not a significant driver for the location of foreign firms in SSA [sub-Saharan 
Africa], while other investment climate factors, such as infrastructure, 
human capital, and institutions, are.” lvii In other words, public investment is 
a far more important driver of longer-term FDI than lower domestic taxes, 
but this investment is itself harmed by lower tax revenues. However, as we 
shall see in Sections C and D, international rule setting on tax, and the lack of 
participation of developing countries, facilitates rather than suppresses this 
problem.  
 

21. There are significant public resource shortfalls for basic services and 
social protection, particularly in least developed countries, which are 
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partly caused by low tax bases, and tax losses due to tax competition 
and tax avoidance and evasion. Public expenditure is vital for delivering 
basic social services, including health and education for all. However the 
range of public goods that require public expenditure is broader than this. 
The 2030 Agenda for Sustainable Development includes the provision of 
social protection floors, including pensions, unemployment and disability 
payments, for example, and, as the Task Force report notes, “financing social 
protection generally comes from the budget: thus tax revenues are first and 
foremost the basis of financing.” These shortfalls have gendered 
implications, as women’s health needs and socially constructed caring roles 
mean they are particularly reliant on public services and social protection. 
 

22. In addition, the infrastructure ‘investment gap’ is primarily due to 
these shortfalls in public finance. In developing countries “three quarters 
of infrastructure is financed by the public sector.”lviii This has been the case 
historically, and will continue to be the case in the future as many 
infrastructure investments, particularly in low-income countries, are not 
profit-making propositions, or are too high risk for private investors. In 
China, for example, one study found that “almost all infrastructure financing 
is undertaken by the public sector, with private financing as a proportion of 
GDP close to zero.”lix  

 
23. While private finance is vitally important for development, it is a 

mistake to suggest that it can be a substitute for these shortfalls in 
public expenditure, including in infrastructure. In fact, as we have seen, 
insufficient public expenditure is a significant barrier for investment. As the 
Task Force put it, “... public investments in basic infrastructure, health and 
education, and many other areas provide the preconditions without which 
markets cannot function.”lx This is why the push by the World Bank Group 
and others to increase the use of public-private partnerships (PPPs) in 
infrastructure has been misguided: too often there is no revenue stream to 
repay the private sector investment, so the repayments are made by the 
government. PPPs have too often proved expensive, and because they can be 
used to keep government expenditures off-budget, have result in hidden 
debts.lxi 
 

24. Borrowing is one strategy to increase public resources mobilization, 
but increases debt risks, which have been rising. Public external 
borrowing has increased in recent years, but rises in GDP mean the external 
debt stock to GDP ratio had fallen until 2011, when it started rising again. 
Short term debt has also been increasing as a share of the total.lxii Annual 
debt service on external debt has risen to $575 billion.lxiii The nature of 
developing country debt has also changed significantly, with an increasingly 
high percentage borrowed from private sources, domestic as well as 
external.lxiv This commercial debt has higher interest rates, and can prove 
difficult to restructure rapidly if it becomes unsustainable, for example when 
a crisis hits. In addition, domestic borrowing from domestic capital markets, 
banks and other sources has been increasing overall, though it varies 
between countries. According to the IMF, “domestic public debt increased 
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from 14 to 19 percent of GDP from 2007 to 2014 [in emerging markets], 
compared to a stable ratio of 13 percent of GDP for the average low-income 
country.”lxv The implications of rising levels of public debt, and the shift 
towards borrowing from private sources are increased risks of debt crises, 
which are explored in section C. 
 

25. International transfers of resources to developing countries in the 
form of Official Development Assistance (ODA) and climate finance, 
designed to help fill these gaps, have proved far less than promised. 
ODA doubled in real terms, from $71 billion in 2000 to $143 billion in 2016, 
but ODA as a percentage of GNI rose from 0.22% of GNI of OECD DAC 
members to 0.32% over the same period, less than half of the UN target of 
0.7%.lxvi In addition, the OECD DAC definition of ODA allows a significant 
portion of ODA to be spent in the donor country itself. This issue has hit the 
headlines in recent years because of a spike in one category of in-donor ODA 
expenditure: costs associated with the arrival of refugees. As the OECD DAC 
notes, “between 2015 and 2016, ODA for in-donor refugee costs rose by 
27.5% in real terms, from $12.1 billion to $15.4 billion, and its share of total 
net ODA increased from 9.2% to 10.8%.”lxvii Country Programmable Aid 
(CPA) is a subset of ODA, which the OECD DAC has designed to be “much 
closer to capturing the flows of aid that go to the partner countries than the 
concept of Official Development Assistance (ODA).”lxviii CPA stood at just 
$103 billion in 2015, the last year for which figures are currently 
available.lxix Promises to prove $100 billion annually in new and additional 
climate finance appear to have resulted in little additional public finance 
transfer. In 2009, at the Copenhagen UNFCCC summit, developed countries 
committed “... to a goal of mobilising jointly $100 billion dollars a year by 
2020 to address the needs of developing countries”lxx from a mix of sources. 
The OECD estimated that bilateral public climate finance was around $23 
billion per year in 2013 and 2014, but that 84% of this was accounted for by 
ODA.lxxi  
 

26. In countries where ODA is a significant resource, it can have a major 
economic impact to the extent to which it supports successful national 
strategies, but too much ‘upward accountability’ to donors often 
undermines this objective.  ODA is a major addition to domestic resources 
in many low-income countries. In 2010, for example, ODA represented more 
than 10 percent of GDP in 37 countries.lxxii  Perhaps the best example of the 
problem of upward accountability is in the current discussion about the use 
of ODA to support private investment. In broad terms, international 
development cooperation has three main impacts on private investment, 
each damaged by the tendency for upwards accountability to donors:  

 
a. Spending power to procure goods and services. There is significant 

potential for a ‘double dividend’ from ODA if more could be spent 
in the recipient country, boosting demand for goods and services 
from local suppliers. However, the potential for this double 
dividend is damaged by the continued practice of many countries 
of ‘tying’ ODA – using ODA to support firms from the donor 
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country. Development actors have long been committed to untying 
aid, starting with a recommendation from the OECD DAC in 2001, 
and reinforced by successive international agreements including 
the Addis Ababa Action Agenda. lxxiii However, in 2015, 16.5 per 
cent of aid within the scope of the DAC’s 2001 recommendation 
was still tied – almost $5 billion.lxxiv  In reality, the levels of ODA 
tying may be much higher than reported, as the majority of 
bilateral aid falls outside the scope of the DAC’s recommendation, 
and much ODA reported as untied may still be tied in practice, 
through informal barriers that prevent firms outside the donor 
country from competing. Of the aid contracts reported to the OECD 
DAC in 2014 that fell under the scope of the DAC recommendation 
on untying, 46 percent by value were awarded to firms in the 
donor country.lxxv In addition, tying aid dilutes the sustainable 
development focus of ODA, and it increases the costs of projects by 
an estimated 15–30 percent.lxxvi 

b. Impacts on economic growth of investments in public goods. As we 
have seen ODA which supports investment in public goods and 
services, such as health, education, water, sanitation and 
infrastructure, can help stimulate private investment, which 
depends on the provision of these goods. This has long been a 
traditional focus of ODA. However, the current switch by many 
donors away from these modalities towards the use of ODA for 
subsidies to businesses (known as ‘blending’ in donor parlance) is 
likely to reduce the amount available for public investments: there 
is an opportunity cost to such a switch.lxxvii 

c. Subsidies to businesses. Though the above two impacts of ODA on 
private investment are arguably the most important, it is this third 
that is dominating discussion in many international forums.  The 
use of subsidies to promote private investment in key sectors can 
be a tool of industrial policy, but needs to be carefully managed 
within a national strategic framework, as discussed above. 
However, evidence suggests that the promotion of subsidies (or 
‘blending’, ‘catalysing’ or ‘leveraging’) by donors will result in 
greater use of their own development finance institutions, that 
have not traditionally been integrated into national strategies, and 
with increased risks that decisions will be tied to the interests or 
perspectives of the donor country. For example, a recent study of 
the European Union’s blending projects found that four main 
development banks used to implement projects were all European, 
including two bilaterals and the European Investment Bank (EIB) 
and the European Bank for Reconstruction and Development 
(EBRD).lxxviii  

 
27. In addition to increased risks of ODA tying, the promotion of ‘blending’’ 

– the use of ODA to subsidise private investments – has significant 
opportunity costs, and carries significant development risks, that need 
to be recognized. The most obvious opportunity costs is that blending is a 
mechanism better suited to middle-income rather than low-income 
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countries, and is not well suited to sectors or regions where commercial 
returns are low, such as the provision of public services.lxxix This also means 
that it is difficult to imagine blended finance making an important 
contribution to the ‘leave no-one behind’ agenda that underpins the SDGs.lxxx 
The UN Secretary General has previously elegantly summarized the various 
risks and problems with blending when reporting to the UN’s Development 
Cooperation Forum:  

“Lack of clarity about additionality and purpose; limited influence of 
donors and recipients on investment design and implementation, 
diminished transparency and accountability, misalignment of 
private sector and country priorities; danger of increased debt 
burden; inattention to small- and medium-sized enterprises; the 
opportunity cost incurred when use of public money to mobilize 
private resources does not have the same or a larger development 
impact than if it had been devoted directly to a developmental 
purpose; and the risks of misappropriation.”lxxxi 

 
28. Improving the quality of aid through implementing the internationally 

agreed aid effectiveness principles should once again become a key 
focus of ODA reform, including through reforms to technical assistance, 
which should focus on becoming demand driven. Commitments to 
improve the effectiveness of aid have been set out in detail and agreed at 
international level at a series of summits in Paris, Accra and Busan, and most 
recently discussed at a High Level Meeting of the Global Partnership for 
Effective Development Cooperation in Kenya in 2016.   Though progress has 
been made, the monitoring report for this meeting lxxxii showed that there is 
still a lot of work to do, and this agenda needs to be renergised. In addition to 
the issue of untying aid raised above, one key area for reform would be the 
use of ODA to support capacity development through technical assistance 
(also known as technical cooperation). At the Accra High Level Forum on Aid 
Effectiveness in 2008, aid providers agreed that their “support for capacity 
development will be demand-driven and designed to support country 
ownership.”lxxxiii This was partly in response to a critical reports by civil 
society organisationslxxxiv and by the OECD DAC.lxxxv Since then, little attention 
has been paid to this critical aid modality, despite it accounting for a 
significant proportion of ODA, particularly in certain countries. A recent 
study found that “In 2014, Germany, France and Japan …. channeled 54%, 
41% and 33% respectively, of their real bilateral assistance into [technical 
cooperation].”lxxxvi The findings of this study led the chair of the Reality of Aid 
global network of CSOs to conclude that “…to date it seems that technical 
cooperation remains largely insulated from donors’ efforts to improve the 
quality and effectiveness of their aid, largely ignoring the principles of 
democratic ownership and partnership.” lxxxvii A recommitment to putting aid 
effectiveness back at the centre of the ODA debate, where it belongs, could 
begin with a commitment to genuinely untie all ODA, and the launch of a 
renewed drive to make sure that technical assistance becomes truly demand 
driven.   
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C. An analysis of key systemic issues  
 
29. As we have seen, the financial resources available to developing countries 

and how they can be used, are constrained by the position of developing 
countries within the international monetary, financial and economic system, 
to which we will now turn. 

International monetary system 
30. Since the collapse of the Bretton Woods system in the 1970s, the 

international monetary system has been prone to significant swings in 
exchange rates.  The current international monetary framework is not really 
a 'system' at all; it has evolved haphazardly since the collapse of the Bretton 
Woods system in the early 1970s. Though exchange rates are often described 
as 'freely floating' there are in practice a wide variety of different 
arrangements in place. Some countries peg their currencies to a hard 
currency such as the dollar or a basket of currencies, but this means of course 
that their macroeconomic framework follows that of another country, which 
can build up significant problems as Argentina discovered at the beginning of 
this century.  In reality, the size of the foreign exchange market, which dwarfs 
global GDP, means that government efforts to manage exchange rates can 
always come unstuck.  
 

31. This has meant that exchange rates can be volatile, which can be very 
damaging for developing countries. Figure 8 below shows IMF estimates of 
exchange rate volatility in the decades leading up to the financial crises. This 
level of volatility creates significant risks, particularly for the poorest 
countries, making macroeconomic planning difficult, and adversely affecting 
investment, as investments which could be profitable with stable exchange 
rates may become unprofitable when risks are accounted for, or may be 
avoided by risk-averse investors. Exchange rate volatility also increases debt 
and balance of payments risks, as devaluations increase the cost of servicing 
foreign debts, and make imports more expensive.  

 
Figure 8: Estimates of exchange rate volatilitylxxxviii 
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32. Persistent trade imbalances make the system more unstable. Risks have 
altered in recent years. The slowdown in world trade and the collapse in 
commodity prices, which we will discuss later, have contributed to 
developing countries switching from a consistent current account surplus in 
recent years, to a deficit in 2015, which reached close to $100 billion in 
2016.lxxxix This contributes to the rising debt levels that we will discuss later, 
as this deficit is normally financed by capital imports: by borrowed money. 
Globally, current account imbalances remain at relatively high levels of GDP, 
though lower than the peak which contributed to the global financial crisis. 
The composition of the imbalances has shifted as shown in Figure 9.  

 
 

Figure 9: Current Account Balances 2002-16 (% GDP) 

 
 

33. The fact that the dollar is the global reserve currency exacerbates these 
problems. The dollar's central role allows the US to borrow cheaply and to 
continue borrowing indefinitely, as it can always ‘print more dollars’. This 
means that American monetary and fiscal policy decisions impact the rest of 
the world. For example, the recent appreciation of the dollar has a significant 
impact on commodity exporters as “most commodities are priced in dollars 
and most commodity contracts are settled in dollars.”xc In addition, there can 
be enormous systemic risks arising from the dollar’s position. The huge scale 
of borrowing by the US government, financed in large part by China and 
other emerging countries eager to buy US securities to build their reserves in 
the decade before the global crisis, allowed the US government to maintain 
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low interest rates, fuelling the disastrous private-sector borrowing bubble 
that was one of the key causes of the crisis.  
 

34. The global monetary system therefore has significant impacts on 
macroeconomic stability in developing countries, as well as determining 
underlying incentives for international private capital flows.  Further risks to 
macroeconomic stability and impacts on capital allocation arise from the 
global financial system, to which we will now turn.   

Global financial system  
35. At the request of the G20, the Financial Stability Board (FSB) and 

related institutions have, since the global financial crisis, coordinated a 
wide-ranging package of financial sector reforms. These have included 
work on bank capital requirements (‘Basel III’), financial sector 
compensation, over the counter derivatives, resolution mechanisms for 
insolvent financial institutions, and regulation of shadow banking 
institutions.xci The reforms have had significant impacts on the global 
financial sector, in particular by increasing the amount of capital that banks 
are required to hold, and increasing the proportion of this capital compared 
to the amount they lend.xcii  
 

36. However it is not clear that the reforms have fixed underlying 
problems, and the risk of further financial and economic crises remains 
high. The non-bank financial sector – which is very lightly regulated – 
continues to grow.  As the FSB notes, “non-bank financial intermediation, 
including by insurance companies and pension funds, has grown in several 
advanced economies .... and EMDEs since the crisis, and now represents more 
than 40% of total financial system assets.”xciii The FSB has a “narrow 
measure” of shadow banking, focusing on activities “that may give rise to 
financial stability risks.” This “grew 3.2% to $34 trillion in 2015 ... equivalent 
to 69% of GDP” of the 27 jurisdictions studied.xciv Efforts to fix ‘too big to fail’ 
banks have focused on improving their ability to shoulder losses, and on 
regulators’ mechanisms for resolving insolvencies to prevent problems of 
one institution (or several) spreading around the system.xcv However, IMF 
staff have estimated that “the balance sheet size of the world’s largest banks 
at least doubled, and in some cases quadrupled, over the 10 years prior to the 
financial crisis... [and] their size has been relatively stable since”.xcvi This is 
problematic, as the same paper notes that large banks have “lower capital, 
fragile funding, more market-based activities, and more organizational 
complexity” than smaller banks.xcvii Finally, as we have seen, private debt 
levels have risen to record levels: the global debt of the non-financial sector 
stood at 225% of global GDP in 2015, two thirds of which were private sector 
liabilities.xcviii  
 

37. As the FSB notes, “... the financial crisis has slowed down, but not 
reversed, the long-term trend toward higher global financial 
integration,”xcix and developing countries have become increasingly 
vulnerable to external financial markets and actors. Private capital flows 
to developing countries have been driven by the external economic situation 
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and the policies of other countries, in particular low interest rates and 
quantitative easing policies in the developed world, which have encouraged 
capital to flow to developing countries in search of higher yields. At the same 
time, there has been a “....significant increase in the presence of foreign 
investors and lenders in domestic financial markets of [developing countries] 
as well as the presence of their residents in international financial markets, 
rendering them highly vulnerable to global boom-bust cycles generated by 
policy shifts in major financial centres.”c The monetary policies used in 
response to the crisis, have also created issues for financial markets that may 
cause significant problems in the future. For example, they have pushed the 
interest rate for government debts into negative territory, affecting pension 
funds who buy most of these assets. This may be one reason why so much 
attention has recently focussed on how to help such actors invest more in 
developing countries, even though, as we have seen this strategy does not 
have a strong development rationale, particularly for low-income countries, 
and would connect developing countries even further to unstable 
international capital markets.  
 

38. Developing countries have been transferring funds to developed 
countries on an enormous scale, to build reserves, to protect 
themselves against future crises arising from the global monetary and 
financial system. This has largely taken the form of buying assets in 
developed countries, and “in the first quarter of 2016, 64 per cent of official 
reported reserves were held in assets denominated in US dollars”.ci It is a 
misconception that this is driven only by a small number of large developing 
countries: the phenomenon has been widespread. For example, 16 
developing countries, including three LICs, invested more than 5% of their 
GDP in building reserves between 2011 and 2012.cii  
 

39. It is clear that efforts to reform the global monetary and financial 
system must have far higher ambitions if the risk of another major 
global or regional crisis is to be averted.  In the aftermath of the global 
financial crisis, there were numerous calls for a ‘Bretton Woods 2’ conference 
to redesign the system to prevent global crises in the future. This would still 
be merited, but the political will generated by the last crisis did not prove 
sufficient, and it may unfortunately take another crisis before sufficient 
momentum gathers behind an ambitious global redesign of the monetary and 
financial system. In the meantime, progress can be made across a range of 
issues, including through the UN’s Financing for Development (FfD) process, 
as set out in Chapter E. It is clear, from the perspective of developing 
countries, that international efforts to reduce the risks caused by global 
financial markets are extremely important, which is why it is so important to 
reform the governance of the FSB and related institutions so that they take all 
countries’ interests into account and end the dominance of existing financial 
centres in rule-setting (see Chapter D).  
 

40. In addition, reforms that help developing countries better protect 
themselves from destabilising private capital flows should be 
promoted. Countries such as China and India have relied heavily on strict 
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capital controls – which regulate both capital inflows and outflows. Emerging 
economies used the G20 to shift the IMF’s position on this issue,ciii so that it 
now accepts that free movement of capital is not the desired end-point and 
that capital controls can be a useful part of their policy toolkit. In addition to 
supporting developing countries to take a more active approach to managing 
their capital account to prevent destabilising financial flows and promote 
longer term investment, additional resources could be created to bolster 
their reserves, increasing their ability to protect themselves, while reducing 
the fiscal cost of these measures.  The UN has already put such a proposal on 
the table, suggesting a form of global ‘quantitative easing’ with the annual 
issuance of new Special Drawing Rights (SDRs, a kind of global reserve asset 
issued at the IMF) which would then be allocated to developing countries. 
The UN proposes that new SDRs would be allocated each year, with US$100-
167 billion going annually to developing countries.civ 

Sovereign debt crises 
41. Sovereign debt crises continue to be a major feature of the international 

system, with debilitating effects on the countries that experience them.   
Since the 1950s, there have been more than 600 cases where unsustainable 
sovereign debt has had to be restructured.cv  
 

42. Debt risks have been rising in developing countries, and the possibility 
of a wave of sovereign debt defaults has increased significantly.  Thanks 
to economic growth and international debt relief initiatives, debt levels of 
developing countries had fallen, but has increased significantly since the 
global financial crisis. On average, sovereign debt as a share of GDP in 
emerging markets and developing countries has increased by 12 percentage 
points since 2007, and by 2016 these economies on average had government 
debt equivalent to 47 per cent of GDP.cvi In September 2017, the IMF assessed 
only 11 out of 67 low-income countries to be at low risk of debt distress, 
while 30 would breach critical thresholds if there were an external shock, 20 
will breach them under the IMF's baseline scenario and six are already in 
debt distress. A recent study found that 116 developing countries breach one, 
several or all major debt sustainability indicator thresholds.cvii 
 

43. The nature of developing country debt has also changed significantly, 
with an increasingly high percentage borrowed from private sources, 
external as well as domestic.cviii This commercial debt has higher interest 
rates, and can prove difficult to restructure if it becomes unsustainable, for 
example when a crisis hits.  
 

44. Debt levels are also reaching record highs globally. As we have noted, the 
global debt of the non-financial sector stood at 225% of global GDP in 2015. 
cix As the FSB has noted, “Robust growth in bond market issuance, induced by 
a decline in yields over the past years [see graph below] has pushed the 
amount of outstanding debt securities to record levels.”cx 
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Trade and investment rules 
45. Trade growth slowed markedly since the global financial crisis, and is 

now in a period of decline. There was a 10% fall in value terms in 2015, and 
again in 2016, affecting all regions.cxi The IMF points to the slowdown in 
investment growth as a key factor, while the trade slump also contributes to 
reduced investment,cxii showing how financing for development is closely 
linked to trade issues.  ‘Free’ trade agreements (FTAs) concluded outside the 
World Trade Organisations also increasingly include measures that go well 
beyond trade tariffs, in particular reducing or ‘harmonising’ regulation in 
order to facilitate foreign investment. FTAs also often include entire chapters 
concerning conditions, and protections, for foreign investment that have 
attracted considerable criticism for constraining policy space in signatory 
countries. This is reflected in the Addis Ababa Action Agenda (AAAA) which 
commits governments to designing “trade and investment agreements with 
appropriate safeguards so as not to constrain domestic policies and 
regulation in the public interest.”cxiii 
 

46. The global production and trading system has major impacts on 
developing countries’ economies, in particular by making many low-
income countries highly dependent on the volatile price of 
commodities. As the Task Force report notes, “...the rise of global value 
chains ... requires specialised production capabilities at a demanding level of 
quality and quantity... which largely confine LDC [Least Develop Countries] 
participation in value chains to upstream activities such as raw material 
provision.”cxiv Many LDCs remain heavily dependent on commodities, and 
hence are vulnerable to volatile commodity prices. Commodity prices 
collapsed in 2015, wiping out the gains of the previous decade.cxv In addition 
to creating major macroeconomic volatility, including of the exchange rate, 
and significantly impacting investment levels,cxvi this has an obvious, major 
impact on public resources. Falls in tax revenues associated with declining 
export volumes (particularly for LDCs who, as we have noted are likely to be 
more dependent on trade taxes), and losses associated with balance of 
payments problems can result in far reduced protections against further 
shocks.  For example, according to the IMF, “there were seven commodity 
exporters with reserve levels less than three months of prospective imports 
in 2014, a number set to reach 15 (out of 26) by end-2016,”cxvii making these 
countries extremely vulnerable to crises as they are perilously close to being 
unable to finance imports in the near future. 
 

47. Improving the market access of developing countries to developed 
countries, particularly LDCs, is important, but is a limited financing 
strategy for countries trying to break out of commodity dependence. 
The AAAA gives the example of fishery subsidies that encourage over-fishing 
globally, including in developing countries’ waters. Fisheries are important 
for both livelihood and nutrition across the developing world,cxviii and the 
scale of global over-fishing makes this an issue of global importance. Progress 
towards eliminating all harmful subsidies would be welcome.  However, LDCs 
already have tariff-free access for the vast majority of their exports – 90% by 
value in 2014 for examplecxix – though UNCTAD estimates that non-tariff 
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barriers are “substantial” on typical LDC exports.cxx  However, the volatility 
and low value added of commodity exports explains why, even at the peak of 
the commodity boom, LDCs’ share of total global exports reached only 
1.1%.cxxi 
 

48. If developing countries are to make use of trade to help finance their 
development, then they need significant ‘policy space’ to tailor trade 
rules to support their industrial strategy, and to suit their own 
particular circumstances. Economies that have developed rapidly have 
historically made use of strategic ‘protectionist’ trade policies to support the 
growth of their industrial sector – which has been a key motor for rapid 
development in almost every country in the world -  with liberalisation being 
undertaken when strategically sensible.cxxii In addition, as already noted, 
given limited tax bases, trade taxes are often an important source of revenue: 
for example UNCTAD estimates that trade taxes account for an average of 
25% of government revenue in sub-Saharan Africa.cxxiii This is why developed 
country positions on trade negotiations, which normally see liberalisation on 
both sides as the key endpoint, are mistaken, and are likely to reduce, rather 
than increase trading opportunities in so far as they damage developing 
countries’ opportunities for development. For example, UNCTAD estimated 
that, if Cape Verde were to liberalise tariffs in line with a trade agreement it 
was negotiating in 2011 with the EU, it would lead to a 16 % drop in overall 
government revenue.cxxiv  
 

49. Unfortunately, existing trade rules often place significant limits to 
policy space, denying developing countries the policies that have 
proved successful in the past. For example, the WTO does not allow 
companies to apply subsidies linked to sourcing domestically or on export 
performance. Meanwhile, the proliferation of bilateral trade and investment 
agreements restrict the use of procurement and competition policy to 
promote domestic industries, and the increasing power of investor-state 
dispute provisions in these treaties give multinationals the power to 
challenge governments’ efforts to promote domestic industry. cxxv Developing 
countries have, for the most part, resisted developed country efforts to use 
WTO to further limit their policy space, but this is an ongoing issue, with the 
digital economy emerging as a key battleground. For example, the 
intergovernmental organisation of developing countries, the South Centre, 
has raised serious concerns about the United States’ WTO submission on e-
commerce, many elements of which have received support from the EU and 
Japan, which can be seen as a major effort, driven by the interests of large 
technology companies to force open markets in developing countries.cxxvi  

 
50. Finally, many trade and investment treaties have been criticised for 

affecting developing countries’ policy choices in a broad set of areas 
that reach well beyond trade tariffs.  As one analysis of trends in trade 
agreements put it, these include “regulatory harmonisation, investment and 
competition policy, and intellectual property rights,”cxxvii all of which are 
critical aspects of developing countries’ strategies.  
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International tax cooperation 
51. The ineffectiveness of international tax cooperation efforts means that, 

globally, countries are encouraged to compete with each other, 
including in ways that erode the tax revenue of other countries. This is 
often called the ‘race to the bottom’ and adds to the problems of revenue 
losses caused by tax avoidance and tax evasion described in Chapter B.  
 

52. Many countries are using harmful tax practices, including special deals 
with multinationals, which erode the tax base of other countries. 
Harmful tax practices’ can help multinational corporations to avoid paying 
the official corporate income tax rate in the countries where they do 
business. These practices include providing 'patent boxes' and other 
generous tax incentives, often cemented through secret tax deals between 
governments and corporations.   
 

53. Developing countries have also been encouraged to grant 
multinationals tax incentives that significantly erode the corporate 
income tax base without commensurate benefits in terms of investment. 
As noted, ActionAid estimates that statutory corporate tax exemptions alone 
cost developing countries $138 billion per year,cxxviii while the evidence that 
these are important for attracting investment is weak.  
 

54. Tax treaties between developed and developing countries may also 
reduce tax rates in developing countries without necessarily leading to 
increased investment. For example, IMF researchers note, “one estimate, 
for instance, is that treaties with the Netherlands led to foregone revenue for 
developing countries of at least EUR 770 million in 2011.”cxxix  However an 
extensive review of the evidence of the impact of tax treaties found that 
“...evidence about positive effects of tax treaties on the volume of FDI is, at 
best, inconclusive.”cxxx 

D. Can the global economic governance system deliver?  
 
55. There is an enormous variety of international institutions that create 

rules or set standards in the financial and economic sector, but 
coordination between them remains ad hoc. The United Nations Economic 
and Social Council (Ecosoc), established by the UN Chartercxxxi in 1946 was 
intended to be the coordination mechanism for global economic institutions. 
It also has the power to convene conferences and submit conventions and 
other recommendations to the General Assembly.  However, Ecosoc has not 
proved to be as powerful as its sister organisation, the Security Council, and 
most of the more powerful institutions under its mandate,cxxxii including the 
IMF and World Bank, have in practice operated as autonomous agencies.  In 
addition, there are a number of important bodies that fall outside of the UN 
system, in particular the WTO. The Financial Stability Board, also outside the 
UN system, brings together a number of other standard setting bodies. cxxxiii 
The G20 was upgraded to a heads of state meeting in 2009 to bring greater 
coordination to the global response to the crisis. However, despite an 
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expanding work programme, it suffers from having no standing secretariat, 
meaning that each year its agenda is determined by the host country, and 
implementation falls to other existing agencies.  Given the major problems of 
the global economic, financial and monetary system highlighted above, it is 
clear that this fragmented architecture makes taking coordinated and 
significant reforms more difficult, which is why the UN’s commission of 
experts on reforms of the international and monetary system sensibly 
proposed the G20 be replaced by a Global Economic Coordination Council 
elected by all members of the UN. 
 

56. The number of important economic governance institutions where all 
developing countries can participate on an equal footing is very limited.   
Universal membership and one member one vote applies to many UN bodies, 
such as the United Nations Industrial Development Organisation (UNIDO), 
with policy making bodies elected by the membership.cxxxiv However, a 
number of bodies, in particular the World Bank Group and the IMF have a 
constituency system that limits developing countries’ representation. As 
Figure 10 below shows, developed countries maintain the vast majority of 
the voting shares at these institutions, which is particularly problematic 
given that the impacts of decisions made at these institutions occur 
overwhelmingly in developing countries.  
 

Figure 10: Share of voting rights at IFIs of developing countries, 2000 –2016 (%) 

 
 

57. Developing country governments are excluded almost entirely from a 
number of important institutions. For example, the OECD has taken on a 
major role in standard setting on international tax issues, but its 35 country 
membership contains only two developing countries: Turkey and Mexico, 
which are both upper-middle income countries.cxxxv Developing countries 
have been encouraged to join the OECD’s Inclusive Framework, but this 
requires a membership fee and a commitment to implementing Base Erosion 
and Profit Shifting (BEPS) standard, which was negotiated without the full 
participation of developing countries. More worryingly, this skews decision-
making on tax towards many of the countries that are intimately linked to the 
problems of tax avoidance and evasion. For example, the Financial Secrecy 
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Index list contains 12 jurisdictions that are OECD members or territories 
linked to OECD members in its top 25.cxxxvi  Similarly, the Financial Stability 
Board’s membership is comprised of G20 countries plus smaller countries 
which are problematic financial centres including Switzerland, Singapore and 
the Netherlands.cxxxvii In addition, several important institutions including the 
International Accounting Standards Board (IASB) and the credit ratings 
agencies are private bodies. 
 

58. It is neither possible nor desirable for all issues to be decided at global 
level, however there are several issues where the lack of global 
governance systems has major negative consequences for developing 
countries. For example, the international community has largely given up on 
efforts to help commodity producers stabilise their export income and 
capture a greater share of the global value chain. The collapse of the 
International Coffee Agreement in the mid-1980s led to the producing 
countries’ share of total income from coffee sales plunging from around half 
to just 10%, and it has not recovered since.cxxxviii 
 

59. Two issues stand out both for their importance, and because they have 
been integral to FfD discussions: the need for an intergovernmental 
body on tax and a sovereign debt workout mechanism. An 
intergovernmental body on tax to provide a platform for international tax 
cooperation was centrally important to negotiations in Addis Ababa in 2015, 
and was the main demand of the G77 group of developing countries, but a 
minority of developed nations blocked it.cxxxix 
 

60. Political commitments were made to prevent debt crises or resolve 
them quickly where prevention failed at the three FfD conferences in 
Monterrey, Doha and Addis, and important progress has been made at 
the UN on defining the scope of the task. These commitments include 
promoting responsible lending and borrowing, producing better data on and 
assessment of debt and debt sustainability, and protecting developing 
countries against litigation by predatory vulture funds. In recent years, UN 
bodies have significantly stepped up efforts to prepare the ground for an 
effective and fair debt workout mechanism: 
 In 2015, UNCTAD released its Roadmap and Guide for Sovereign Debt 

Workouts which establishes principles for debt workouts and proposes a 

Debt Workout Institution (DWI).cxl   

 In 2014, the UN General Assembly passed a Resolution that mandated an 

ad hoc committee to negotiate a multilateral legal framework for 
sovereign debt restructurings.cxli  

 In 2015, the UN GA adopted Basic principles on Sovereign Debt 

Restructuring Processes,cxlii that build on principles defined earlier by the 

UNCTAD. The Resolution also contains a mandate for a follow-up process. 
 

61. Finally, transparency to the public is weak in many international 
financial institutions. One important initiative which would apply to both 
public and private actors is the Open Contracting Global Principles were 
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developed by the Open Contracting Partnership in October 2013, in 
consultation with governments, the private sector and civil society 
organisations. In practical terms, transparency includes full disclosure of 
contracts and of pre-studies, bid documents, and performance evaluations, 
among others. They correctly argue that the proactive disclosure of 
documents and information relating to public contracting, including PPPs, is 
key to enabling “meaningful understanding, effective monitoring, efficient 
performance, and accountability for outcomes”.cxliii The public arms of the 
World Bank Group have shown that a transparency policy based on the 
presumption of disclosure of all documents with limited exceptions can 
work.cxliv 
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E – Conclusions and Recommendations  
 
62. It is clear from the above analysis that from the perspective of national level 

policy makers in developing countries, different sources of financing are 
interlinked, and the use of each source is constrained by global economic 
issues and rules. Therefore the most useful frame of reference when thinking 
of reforms should be the national level: the key question is how to help 
developing countries adopt the policies that best suit their circumstances so 
that they can chart their own paths to prosperity.  This recognition is at the 
heart of the AAAA, which says that “cohesive nationally owned sustainable 
development strategies, supported by integrated national financing 
frameworks, will be at the heart of our efforts.”cxlv It is also central to the 
means of implementation for the SDGs which commits governments to 
“respect each country’s policy space and leadership to establish and 
implement policies for poverty eradication and sustainable development.”cxlvi 

 
63. It is also clear that reforms will need to be ambitious both because of the size 

of the issues identified above, and because of the high level of ambition of the 
SDGs.  

 
64. Using the same structure as the paper, we will now summarise the key 

conclusions and suggest recommendations that are aimed at policy makers in 
developed countries, focusing on how they can either support changes at 
international level that enhance the policy space of developing countries and 
change their own policies to improve opportunities for developing countries. 
Where the proposed reforms may have a medium-term time horizon, 
practical next steps have also been identified.    

 

Private finance – supporting development strategies and reducing 
vulnerability 
65. Domestic finance, both public and private, will continue to be provide the 

lions’ share of investment, while foreign investment needs to be strategically 
managed to support this and ensure knowledge transfer. Ensuring that 
investment is directed to productive uses, and aligned to a coherent national 
strategy, is the key challenge for developing country policy-makers. To 
support developing countries to pursue such strategies, in the short term, 
developed country policy makers could: 

a. Shift the focus of donor discussions towards supporting national 
development banks, and recognize the risks, limitations, and 
opportunity costs of blended financing mechanisms. 

b. Commit to implementing open contracting principles in publicly 
controlled entities and support their adoption across the private 
sector, as a key step towards ensuring that foreign investors can be 
effectively held accountable. 
 

66. We have seen that in recent decades developing countries have become 
deeply integrated into the global financial system: this makes them more 
vulnerable to crises caused by external factors than ever before. Supporting 
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developing countries’ efforts to protect themselves from the volatility and 
crisis risks of international capital flows should be the primary focus of 
international discussions, while initiatives that involve increasing developing 
countries’ integration into the global financial system should be treated with 
caution. Important steps that developed countries could take to support this 
agenda include:  

c. Supporting developing countries’ use of capital controls and 
capital account regulation as a fundamental policy tool to protect 
countries from destabilising international capital movements, and 
agreeing to the removal of any obstacles to these important 
policies from all trade and investment agreements. 

i. Practical next steps would include funding a full review, led 
by experts from the Global South, of trade agreements and 
investment treaties to identify all areas where they may 
limit developing countries’ ability to prevent and manage 
crises, regulate capital flows, protect human rights, and 
ensure sustainable development. This could be funded as a 
contribution to the next FfD Forum by a single donor 
country, or a grouping, and overseen by a multi-stakeholder 
steering group.  

d. Supporting the idea that the next FfD conference should focus on 
deeper reforms to help create a more stable global monetary and 
financial system.  

i. This could be kicked off by funding the UN to develop a full 
plan for how their proposals to issue new international 
reserve assets and to allocate these to developing countries 
could be implemented. 

e. Recognising that proposals to further integrate developing 
countries into global financial markets, such as through shifting 
institutional investors’ funding towards infrastructure, come with 
significant risks attached, and that private financing options may 
entail risks for the public purse.  

i. Practical next steps could begin by persuading the World 
Bank Group to refrain from promoting public-private 
partnerships, and instead support developing countries to 
objectively compare the public borrowing option, or other 
alternatives, to the true costs and benefits of a PPP over the 
lifetime of a project, taking into account the full fiscal 
implications over the long term and the risk comparison of 
each option. 

 

Public finance – filling the finance gap with stable, predictable funding 
 
67. The main source of finance to help developing countries increase and 

improve basic services, social protection, environmental protection, 

infrastructure and other vital public investments will always be domestic tax 
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revenues, which is why it is critically important to stop the tax avoidance, 
evasion, and tax competition that is undermining tax collection.  

f. Longer term work towards a fairer international tax system could 
be kicked off by undertaking a rigorous study, jointly with 
developing countries, of the merits, risks and feasibility of more 

fundamental alternatives to the current international tax system, 
such as unitary taxation, with special attention to the likely impact 

of these alternatives on developing countries. 

g. In the shorter term, the EU currently has the chance to be a leading 
player in transparency to prevent tax avoidance and evasion by: 

i. Implementing effectively its commitment to publicly 

accessible registries of the beneficial owners of companies, 
in the context of the revised Anti-Money Laundering 

Directive, and extending this to all trusts and similar legal 

structures in the future.   

ii. Adopting full country by country reporting for all large 

companies and ensure that this information is publicly 
available in an open data format that is machine readable 

and centralised in a public registry.  

 
68. LICs in particular face severe domestic public financing shortfalls owing to 

low tax bases, and would benefit if the international public finance they 
received were increased to promised levels, was not tied to donor priorities 
and became more predictable. Developed countries’ should:  

h. Set out clear timetables for meeting their 0.7% ODA commitment, 
with sufficient resources directed to LDCs and lower-middle 
income where the public financing needs are greater.  

i. Push the OECD DAC to undertake a process leading to the untying 
of all ODA both in policy and in practice, and calling for all 
revisions to the rules on ODA to be driven by development 
effectiveness principles.  

j. Agree to stop counting in-donor costs against the 0.7% ODA 
commitment, and seek to ensure as much ODA as possible can be 
programmed by developing countries to support their priorities, 
using Country Programmable Aid as a benchmark. 

k. Meet climate financing commitments by providing public climate 
finance that is not double counted as ODA, but instead is adequate, 
new and additional. 

l. Support demand driven capacity development including by 
pledging the finance necessary to support developing country 
capacity building plans, in a way that is fully untied, predictable, 
coordinated and channeled through a host country managed fund. 

m. Longer term efforts to increase the scale of public fiscal transfers 
to developing countries could be helped by reinvigorating plans 
for the mobilisation of innovative public finance to contribute to 
filling the public financing gap, including through the introduction 
of a financial transactions tax with revenues committed to 
financing international sustainable development.  
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Improving global rules to allow more policy space for developing countries  
 
69. It is clear that a host of developed country economic policies, including trade, 

tax, and monetary policies have major impacts on financing for development: 
the ‘policy coherence for development’ (PCD) agenda remains as relevant as 
ever. This agenda means ensuring that all government policies align with 
development objectives, including the SDGs. PCD is also in the interests of 
developed countries who benefit from a more prosperous, stable world.  
Important steps that developed countries could make include: 

n. Recognising that existing rules and agreements often undermine 

policy coherence for development.  

o. Practical next steps could include funding a full review, led by 

experts from the Global South, of all intellectual property rights 

regimes’ impacts on developing countries through FTAs, to 

identify any adverse impacts on public health, the environment 

and technology development, among other areas. This could be 

funded as a contribution to the next FfD Forum by a single donor 
country, or a grouping, and overseen by a multi-stakeholder 

steering group. 

p. Moving to a different approach to negotiating bilateral or regional 
treaties with developing countries. For example, if negotiating or 
renegotiating tax treaties with developing countries, governments 
could: 

i. Conduct and publish a comprehensive impact assessment 
to analyse the impact on the developing country and ensure 
that negative impacts are avoided; 

ii. Fully respect source country rights to tax the profits 
generated by business activities in their countries, and stop 
reducing withholding tax rates;  

iii. Ensure full transparency around every step of treaty 
negotiations. 

q. Changing domestic laws and policies to support PCD, for example 
by following the lead of the UK, Ireland, France, and Belgium in 
enacting laws to stop vulture funds from undermining debt 
restructuring processes. 

 

Reforming global economic governance to increase the influence of 
developing countries 
70. The system of global economic governance is not working well enough to 

deliver the SDGs, in large part because developing countries often have a 
limited role in, or are excluded from, decision-making. Supporting the G77 to 
lead a push for major reforms before or at the next UN Financing for 
Development conference will be critically important. Reforms that are of 
paramount importance are: 

r. The establishment of an intergovernmental tax body under the 
auspices of the UN with the aim of ensuring that developing 
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countries can participate equally in the global reform of 
international tax rules. This should become the main forum for 
international cooperation in tax matters and related transparency 
issues. The tax body should be adequately funded and allow full 
access to observers, including civil society and parliamentarians. 
One of the key priorities of the commission should be to negotiate 
and adopt an international convention on tax cooperation and 
related transparency. 

s. The creation of a Debt Workout Institution within the UN system, 
independent of creditors and debtors, to facilitate debt 
restructuring processes.  

t. Reforms to voting at the International Financial Institutions, 
primarily the extension of the use of double majority voting at the 
IMF – requiring relevant majorities of both votes and countries for 
all decisions. Practical next steps could include: 

i. The implementation of genuine equality in voting shares 
between borrowing and non-borrowing countries at the 
World Bank Group in the next round of reform, as a first 
step towards more significant reform. 

u. Setting up a process to establish a Global Economic Coordination 
Council at the UN to assess developments and provide leadership 
on economic issues while taking into account social, human rights 
and ecological factors. 

v. Single countries can also contribute to progress, for example by: 
i. Supporting UN leadership on improving debt resolution by 

mobilising long term funding for the UN agencies that are 
undertaking the crucial work in this area. 

ii. Mobilising independent, long term, predictable funding to 
support developing countries to develop their own 
proposals for global governance reform. 
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