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The context and approach of ERD 5

* A new and transformative post-2015 development agenda will be concluded at the UN General Assembly in
September 2015

* The third International Conference on Financing for Development in Addis Ababa in July 2015 will discuss an
ambitious agenda to underpin the post-2015 agenda

* An ambitious agenda which poses enormous policy challenges

* Research question: How can financial resources be effectively mobilised and channelled and how can they be
combined with selected policies to enable a transformative post-2015 agenda?

* Evidence used in this report:
- Lessons from implementing the MDGs
- Review of all types of financial flows
- Practical analysis of six key enablers of transformative development (starting from objectives, not finance)
- ERD commissioned papers (6 Country lllustrations, Background Papers,

Modelling studies) 6\“ EUROPEAN REPORT
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Learning the lessons from implementing MDGs

1. Finance needs studies emphasised gaps to be filled with aid, but the finance context has changed (e.g. domestic
resources have grown)

2. MDGs catalysed aid for social sectors, but it is important to consider long term enablers for a transformative
context

3.  MDG mindset often ignored role of policy, which is crucial

- We need a completely new approach towards finance for development
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A different way of thinking about finance and policies

ERD identifies four aspects to this shift:

1. Consider all financial resources

2. Consider policy and finance together

3.  Focus finance on the enablers of sustainable development

4. Atransformative post-2015 development vision
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1. Consider all financial resources for sustainable development

Trends in finance to developing countries
(S billion, 2011 prices), 2002—-2011
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1. Consider all financial resources for sustainable development

...the composition of finance varies by level of income
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2. Consider policy and finance together

National and international
policies for effective use
of finance

Financial flows

Public and Private
Domestic and International

Selected enablers for
sustainable development

Local Governance
Infrastructure

Human Capital
Biodiversity
Green Energy Technology
Trade

National and international
policies to mobilise finance

O
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2. Appropriate policy can

* Generate, attract and steer finance (e.g. good policy framework /ed to more finance in Mauritius)

* Unleash more public and private finance (e.g. a compact for more and better tax in Ecuador, better and targeted
investment climate needed for renewable energy investment in Tanzania)

* Increase the level and stability of international private finance (e.g. modelling shows that better global banking
rules — Basel lll — have high pay off)

* Pull finance from less productive to more productive uses (e.g. better rules on transfer pricing / tax avoidance)
* Lead to more results with the same amount of finance (e.g. better infrastructure project management)

* Reduce the need for finance (e.g. removing fossil fuel subsidies)
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3. Focus finance on the enablers of sustainable development

[T e

Local Governance Infrastructure

Human

A TRANSFORMATIVE
POST-2015 AGENDA

(Sustainable
Development)

Capital

Biodiversity Green energy
technology
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Infrastructure: Role of policy for mobilisation & effective use of finance

Policies for effective use Policies to mobilise finance
NATIONAL S . NATIONAL
ublic and Private

Capacity building for cost-effective Dotrreative el [Frsretierel Guidance and capacity building
implementation, budgeting, for project appraisal,

Financial flows

monitoring and evaluation selection and budgeting
Transparent and stable regulatory Appropriate and transparent regulatory
framework and governance framework and governance
Specialised facilities and economic zones Capacity building for transparent
and effective PPPs

INTERNATIONAL
Monitoring and evaluation of DFls INTERNATIONAL

investment in infrastructure Assistance in project preparation,
(see policies for mobilisation) blended finance and other instruments

to de-risk investment for infrastructure
development (a catalytic role
for DFls and MDBs)

Infrastructure
for sustainable
development
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Local Governance: Role of policy for mobilisation & effective use of finance

Policies for effective use Policies to mobilise finance

NATIONAL NATIONAL

INTERNATIONAL INTERNATIONAL

Local institutions
for sustainable
development
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Sources of funding of healthcare by region, 2011 (as % of GDP)
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4. A transformative post-2015 development vision

Four steps towards a Global Partnership to achieve this vision should
1. See Financing for Development as a process which needs to be steered over time

2. Keep core principles in mind:

. Universality — the Goals will apply to all and all contributions are important, and

. Differentiation — given needs and capacities not all can contribute in same way or to same extent
3.  Involve multiple actors — countries may sign agreements, but the contribution of many others are needed
4. Introduce and use a monitoring and accountability framework
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Country lllustrations

Bangladesh, Ecuador, Indonesia, Mauritius, Moldova & Tanzania
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Evidence from the country illustrations

Six country illustrations - Bangladesh, Ecuador, Indonesia, Mauritius, Moldova and Tanzania were prepared to gather
evidence on the role of finance and other means of implementation in unlocking economic, social and environmental

transformations.

Dive s., ountries
development 2
Countries readily identi




|. Transformative experiences

Key insights
* Primacy of the economic transformations, also needed for sustainability of other forms of transformation.
* Decoupling of social transformation from economic transformation.

* Extra-national nature of environmental transformation.
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ll. Financing Options

* Countries experienced changes in
* Mix of different forms of finance (2000-2012) as well as
* Relative magnitude of these forms of finance.

* It may be observed from the figure that role of traditional international public finance (ODA and OOF) is
declining, while all other forms of financial flows are on the rise.

* Domestic public finance as well as domestic private finance are becoming increasingly prominent.
* International private finance is also increasing for the majority of the countries (with increasing income level).

* It seems that a combination of domestic public and private finance OR domestic public finance and international
private finance is emerging as the dominant mix of financial flows.
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ll. Financing Options

t  ...typical evolution in sources of finance sources

Bangladesh 2000-2012 (S):

- GDP up by 150%

- Aid up by 75%

- Tax revenues up by 280%

Domestic private finance
International private finance

Domestic private finance
International private finance
Domestic public finance

Domestic public finance
Domestic private finance
International private finance

Indonesia: oil revenues pre 1986.

After fall in oil price 1986:

- FDI in manufacturing / services
International public finance - From foreign to domestic debt

Level of income 6

Source: ERD illustrations on Bangladesh, Ecuador, Indonesia, Mauritius, Moldova, and Tanzania

Domestic public finance
International public finance

Evolving sources of finance
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Ill. Country evidence on finance-policy interface

DRM:

Increasing tax revenue is particularly important to finance:

-*
Foreign transfers

> tax increases

- Infrastructure, climate and social transformations

Higher growth rate
of private consumption

._
Poverty rate

*  Mauritius — a UMIC — has the highest tax-GDP ratio among 6 and poverty gap
countries, which stood at around 19% (2012).

* Moldova — a LMIC — also had similar level of revenue mobilisation,
i.e. 18.6% in the comparable period.

O

°
Exports from industrial
and agricultural sectors

* Tanzania — an LDC — had much higher tax-GDP ratio (more than d
16%) in comparison to another LDC, i.e. Bangladesh (10.5%). 6DF, exports and

private consumption

* The potentiality of DRM depends a lot on
* Tax effort exercised by the relevant institutions
* Institutional capacity and

* Policy reforms i
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Bangladesh: Financing infrastructure

Infrastructure investment:

Bangladesh
@ GDP TRANSPORT
= Sl'é-kblll 4

POWER

413U

Bangladesh has undergone significant
ecopamic and social developmant weth por
capita mcome increasing from $90 i 1973
to $9.044 in 2013

TELECOMMUNICATIENS £
$itn L)

1973 2013
s SSE
€D

WASTE MANAEEMENT
$21-34im

Bangladesh needs 1o spend between $7.4 bn and S10 b & year between 2011
and 2020 {7-10% of annusl GDP} te improve its infrastructure,

Between 1990 and 2012,
Bangladesh attracted only $10.1 bn
from the private sector
in the telecommunications and energy
sectors, representing 1.1% of GDP
(2007-2012) and 2.8%
of all private investment in infrastructure.

EUROPEAN REPORT
“DEVELOPMENT



Bangladesh: Financing infrastructure

Figure 6.58 | Investment in infrastructure in Bangladesh ($ mn, current prices) from local, ODA 2nd FDI sources 20022011

This has resulted in a rapid rise in
government and public spending to maat
demand. Four bodies have been created
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Bangladesh: Trade as an enabler

Pro-trade policies: Bangladesh

Imports and sxporty iIncreased from 13% of GDP in 1987 10 47% in 2013

International policies were vital to uniodking
Bangladesh's trade potential:

1981 @ 2013

1 Income snd smplcymenl were

crested by preferantisl yccess [

the raady-made Garrsnts (RG] ,-
wclor

2 The provision of berk-to-back

Lsttars of Croait 1o 1he Tuboes

scior
3 Trade achvuntages wens rmpnlised
through the Evarything 8ut
Arms {EBA} nmative and the
Generalised Systam

of Pratarances (GSF

Thess indiatives Doosted humaen ro;u'.ul and capal nvestment in thess sactorn

Bangladesh's aconomy integrated
the global ecanomy through:

1 Market-arinted wforms

2 The emovel of trade-ralated
.qu\hhbn restricbanrg
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Indonesia:

Biodiversity financing

Concessions in Indonesia

In 2004 the Indoaesisn Mty of Forestry
d-_!lo:q.’u:(} ;w‘_'vnnly for caraervation
pclivities to non-state actors Forestry
concession hoiders could app:y for permits
to allow the p~r1dur,'.|':n ol non-traditican!

forest products and the transaction of

The lint ecosystem-restoration concesson
was dsued n 2008 for the Harapan (Forest
of Hope) Remforest The project run by the
consarvabon company Restomsi Ekosistem
Indanesis [REXD founded by the NGOy

Burung Indonesis, the Roval Sagiety for

SCOYSI SeryIces

the Protection of Birds (RSPB] and Bird Lide

Intermational

Indial lundng wes rem Danida and

Ecosystem-restoration concessions have
attracted private investment in conservation
in Indonesia.

the German Chrmate Initigtes 11 is now
mosthy flunded by the NGOs and 3 private
rust unag

NON-STATE

Agian Pulp and Pager 5 imasting n ecosystam-restoration acbvines
The company has recesved a &0-yaar concession cavering 20 254 ha
in Rau province (Sumatra). it1s mvestng £7 mn n conservation

activities and racently announced a rero-Jdefarestation policy
In Bomes, Infinite Earth, & Hong Kong-based catbon-tradng CoMmpany,

runs & veluntary REDDY project that uses an ecosysism-restorstion

caoncessan, It has fnanos supporn from Gaspram and Shell and has EUROPEAN REPORT
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IV. Country lllustrations — Conclusions

For realising a transformative post-2015 development vision
1. Enhanced flow and better quality of ODA for more effective and targeted use for promoting specific enablers —
both social and economic infrastructure and institutions.

2.  Greater use of blended finance - leveraging access to financial resources (FDI and other private flows) by more
targeted use of both international and domestic concessional finance.

3. Enabling domestic environment through strengthening national capacity, building institutions and accelerating
domestic reforms particularly in financial sector, public expenditure system and in the area of rule of law — for
greater mobilisation and more efficient use of financial resources.

4.  Securing international complementary policies for ensuring global economic and financial stability, stopping (a)
illicit financial out flows, (b) transfer pricing, (c) base erosion and profit shifting, (d) disclosure by banks etc.
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Overall Conclusion: Three policy messages in ERD

Three overall main findings to be taken into account:
1. The pattern of finance for development evolves at difference levels of income.

2. Policy matters. Finance is not enough on its own and it is essential to adopt appropriate and coherent policy and
finance measures together at the domestic and international level.

*  Domestic policy and financial frameworks

* Conducive global system

3. We need accountability and participation to incentivise joined up thinking between finance and policies (finance
and policy framework for development),

In other words we need joined up thinking on for instance:
*  More tax revenues and better expenditure frameworks
*  More access to finance and better terms of accessing finance

EUROPEAN REPORT
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