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1 REFORMING GLOBAL GOVERNANCE FOR DEVELOPMENT

Global governance refers to the institutions and rules cre-
ated by the international community to manage political,
economic and social affairs that are cross-border or glob-
al in nature. Deepening economic globalization and the
emergence of trans-boundary problems such as climate
change provide the rationale for an effective and fair sys-
tem of global governance. A development-oriented glob-
al governance is one that, among other things:

«  Ensures that arrangements, rules, and policies gov-
erning economic relationships are fair and supportive
of sustainable development in poorer countries

. Effectively manages and minimizes the occurrence
of spillovers and negative externalities, and delivers
global public goods such as economic stability, envi-
ronmental sustainability, and disease control

«  Mobilizes international resources and action in pur-
suit of common goals such as the eradication of pov-
erty and environmental protection

+  Ensures compliance to (or enforcement of) interna-
tionally-agreed rules and commitments

+  Allows for the meaningful representation and partici-
pation of citizens — especially the marginalized - and
their organizations in decision-making processes

« Responds to people’s development needs with ap-
propriate policies and upholds the rights of all mar-
ginalized communities.

The current structure and processes of global governance
contains serious flaws. Chief among these is the inequal-
ity in the power and capacity between countries to influ-
ence and benefit from global governance. Inequality in
economic power between countries creates an inherent
tendency for global governance to be biased in favor of
powerful players, especially in the developed world. The
rise of a few developing countries into high-income sta-
tus, and the growing clout of a few large middle-income
countries such as China and India, have not fundamental-
ly altered the dominant influence developed countries in
global governance.

Transnational corporations (TNCs) and their business or-
ganizations have also come to play a larger role in global
governance, reflecting their increasing importance and
influence in an increasingly globalized economy. In the
case of TNCs and global finance, their growing influence
clearly springs from their global reach and economic
power. They can influence global governance structures
by exerting pressure on the policies and practices of gov-
ernments in both industrial and developing countries.
Their growing importance is also seen in the increasing
number of public-private partnerships established to ad-
dress specific global problems.



These weaknesses in global governance have contrib-
uted to the uneven social and economic impact of glo-
balization. It has created of a system of rules governing
the global economy that has been prejudicial to the
interests of most developing countries, especially the
poor within them.

Imbalanced rules and outcomes
Policy space

The present set of global rules limits policy space that
countries require to maximize the benefits of their
participation in the global economy. A key area is in-
dustrial policy. Historically, successful industrializers
adopted a variety of policy instruments to foster the
development of domestic industries at crucial stages
in their development. The State played a central role
in mobilizing domestic investment and influencing
its allocation, and in restricting or regulating foreign
direct investment (FDI). Measures such as minimum
local content requirements, technology transfer re-
quirements, reverse engineering, and the indigenous
adaptation of imported technology were also used.

World Trade Organization (WTO) rules now make pro-
active policies for industrial development much more
difficult. The WTO’s Uruguay Round Agreements (URAs)
have prohibited the use of a wide range of industrial
policy tools, such as export subsidies, local content re-
quirements, and trade balancing requirements for for-
eign investment. Furthermore, some elements of the
Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS) have made reverse engineer-
ing and imitation less feasible and raised the cost to
developing countries of acquiring technology. Fur-
ther restrictions have followed with the proliferation
of regional trade agreements (RTAs) and international
investment agreements (lIAs), many of which contain
rules and regulations that go beyond the URAs.

Donor-imposed policy conditions also restrict devel-
oping country policy space. In the 1980s, structural ad-
justment lending by international financial institutions
(IFls) forced many developing countries to implement
a wide range of restrictive free-market reforms, includ-
ing cutting social spending, deregulating domestic
markets, and liberalizing foreign trade and investment.
Present-day IFl conditions focus on macroeconomic
policy objectives, such as achieving fiscal balance and
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low inflation. Although less wide-ranging, such condi-
tions still restrict equitable growth and development.

Trade rules

The global trade regime under the WTO has proved to
be more biased against developing countries than the
GATT regime it replaced. Under the GATT system, the
principle of special and differential treatment (SDT)
allowed developing countries the flexibility to use
trade protections, opt out of agreements, and benefit
from preferential market access with less than full reci-
procity. In contrast, the WTO URAs subject developing
countries’ trade policies to the same disciplines as de-
veloped countries, with few exceptions for low-income
countries. In the single undertaking model, all coun-
tries regardless of level of development are required
to sign on and abide by all rules agreed in any trade
round. SDT was weakened to mean time-limited ex-
ceptions and longer transition periods to full compli-
ance. The WTO also subjects developing countries to
disciplines in newer areas such as intellectual proper-
ty, investment measures, and services. In exchange for
these remarkable concessions, developing countries
were offered better Northern market access for South-
ern textile and agricultural exports. Developing coun-
tries were promised large welfare gains in the order of
hundreds of billions of dollars per year.

But the promise of welfare gains and market access
were vastly oversold: the benefits turned out to be
smaller and accrue mostly to rich and a few big ex-
porting developing countries. At the same time, the
improvements in market access conditions to South-
ern exports of interest have been modest at best. Ag-
ricultural and labor-intensive exports continue to face
high average tariffs, tariff peaks and tariff escalation in
Northern markets. For these small gains, developing
countries have signed away their right to use trade
protections and other public measures to pursue do-
mestic objectives such as industrialization or food se-
curity.

Moreover, developing countries submitted to trade
rules that often reflect rich country priorities and in-
terests. For instance, the URAs subject developing
countries to deeper tariff cuts than developed coun-
tries, and allowed subsidies for agriculture but not for
industrial products. Massive “Green Box” agricultural
subsidies in rich countries continue to grow and put
downward pressure on world commodity prices, hurt-
ing farm incomes in poor countries. Moreover, devel-
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oping countries have been saddled with the costs of
adjustment (assisting the “losers” of liberalization) as
well as the costs complying with new trade disciplines
(such as in intellectual property and food safety stan-
dards), with little assistance from developed countries.

Bilateral and regional trade agreements (with recipro-
cal commitments) are often worse than the WTO. Many
of these impose even tighter prerequisites on develop-
ing countries, in return for preferential access export
markets and FDI of the larger partner economy.

Foreign investment and global value chains

Privatization, deregulation and liberalization have cre-
ated more opportunities for transnational firms to pur-
sue their corporate objectives. The rise of FDI and in-
dustrial restructuring centered on subcontracting and
global value chains (GVCs) have rapidly expanded the
presence and influence of TNCs in developing coun-
tries. TNC-coordinated GVCs account for some 80% of
global trade. The economic contribution of GVCs can
be significant. GVCs have a direct economic impact on
value added, jobs and income, building productive ca-
pacity, technology capacity, and industrial upgrading.

But the benefits from TNC-led GVCs are not automatic
and can involve important risks for developing coun-
tries. Trade and investment rules limit the ability of
host countries to capture the benefits from FDI and
GVC participation. For instance, the structure of North-
ern tariffs (low protections against low value-added
products, high protections against high-value added
products) discourages high value-added exports from
developing countries. Meanwhile, the WTO TRIMs
and other international investment agreements (lIAs)
prohibit the use of investment measures such as lo-
cal-content and technology transfer requirements that
improve linkages to the domestic economy.

Market power enjoyed by TNCs has resulted in monop-
sony situations in global supply chains: buyers - large
international firms-— are able to dictate the prices they
pay to many small, competing suppliers in developing
countries. Buyer-driven GVCs usually aim to minimize
sourcing costs, and suppliers reduce costs often by vi-
olating labor laws and standards (e.g. low wages, ille-
gal overtime work, child and forced labor, hazardous
working conditions) as well as violating environmental
regulations. These perverse cost-cutting practices are
a particularly big problem in developing countries,
which typically have weaker social and environmen-

tal regulatory capacities and standards, in part due to
pressures to “race to the bottom” Incentive competi-
tion between developing countries to attract FDI in-
duces these countries to go too far in lowering regu-
lation, corporate taxes, environmental protection and
labor standards. These concessions are often unneces-
sary and reduce the overall benefits received from FDI
and GVC integration.

Considering their growing influence, there is a glaring
absence of a multilateral and development-oriented
framework for governing FDI and TNCs. The interna-
tional initiative to adopt international regulations for
TNCs within the UN has been famously abandoned
due to opposition from developed countries. The
present framework for FDI regulates this domain in a
piecemeal and fragmented way through Bilateral In-
vestment Treaties (BITs), regional trade agreements
(RTAs), and other WTO agreements (such as SCM and
TRIMs). These international agreements are based on
granting more rights and privileges to firms to operate
rather than enabling host countries to maximize devel-
opment gains from FDI. They also constrict the space
for host countries to employ development-oriented
investment measures.

Finance and debt

The global financial market is heavily dominated by fi-
nancial interests in developed countries. The sustained
process of financial sector deregulation and capital
market liberalization promoted by international finan-
cial institutions (IFls) in the past decades reflect the
increasing empowerment of developed country fi-
nancial interests, which have been these policies’ main
beneficiaries.

In developing countries, the liberalization of domestic
financial and capital markets was undertaken initially
under structural adjustment programs and then lat-
er as part of their commitments under international
trade agreements. It was believed that liberalizing the
financial sector and capital flows will increase access
to savings and therefore increase domestic investment
in capital-scarce developing countries. However, finan-
cial liberalization did not revive investment rates espe-
cially in Africa and Latin America. Often, opening up
capital markets led to short-term inflows to non-pro-
ductive sectors, while limiting the policy space to con-
tain sudden capital outflows. Greater global capital
mobility has been accompanied by more frequent fi-
nancial crises and recessions in developing countries



as well as greater exposure to business cycles from
major economies. Indeed, financial deregulation espe-
cially in Northern financial centers and capital account
liberalization nearly everywhere are at the root of the
Great Recession of 2008-09 and the resulting global
contagion. Furthermore, financial deregulation also
fed capital flow volatility and speculation in commod-
ity markets. The latter played important roles in caus-
ing the fuel and food price crises of the 2000s, which
increased hunger and poverty especially in net food-
and fuel-importing developing countries.

Sovereign debt crises have been a major source of the
difficulties faced by developing countries, yet no mul-
tilateral mechanism for debt renegotiation exists. The
current system for sovereign debt renegotiation is a
patchwork of informal, voluntary, or one-off initiatives
that are generally biased against debtors. With respect
to the Paris Club and official debt relief initiatives (the
Highly Indebted Poor Country Initiative and the Mul-
tilateral Debt Relief Initiative), official lenders are both
party and judge in negotiations. In these forums, cred-
itors have the privilege to decide eligibility and the
terms of relief, and also have leverage to interfere with
domestic policies of the debtor country. Other prob-
lems include the length of the process, insufficient
amount of relief, and limited participation of other
creditor classes. The use of collective action clauses in
sovereign bonds help address the problem of hold-out
bondholders but does not provide an effective means
for resolving conflicts among different classes of claim-
ants. The option to unilaterally renegotiate sovereign
debt is there (which Argentina and Ecuador have
used), but this option is often confrontational and can
impair a country’s financial external relations and ac-
cess to credit markets.

Finally, macroeconomic surveillance by the Interna-
tional Monetary Fund (IMF) is focused on developing
countries but pays insufficient attention to developed
countries. The global financial crisis has exposed the
lack of attention to financial and macroeconomic poli-
cies of the major developed countries — especially the
reserve currency-issuing countries - and the exter-
nal risks that they pose. Furthermore, with respect to
macroeconomic rebalancing, the IMF places the bur-
den of adjustment entirely to deficit countries rather
than being shared with surplus countries, as evident
in pro-cyclical IMF assistance. Distrustful towards IMF
assistance, many developing countries have turned to
reserve accumulation as self-insurance against adverse
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macroeconomic shocks, which in turn suppresses
world demand and contributes to global imbalances.

Global institutions

Economic inequalities are reflected in the democratic
deficit in global governance. In the IMF and the World
Bank, developed countries dominate as voting pow-
er corresponds to financial contributions. Even in the
WTO where there is formal equality in decision-mak-
ing, unequal bargaining power and negotiating ca-
pacities means poor and small countries such as the
Least Developed Countries (LDCs) are sidelined. These
inequalities are compounded by the many import-
ant decisions on global governance which are taken
outside the multilateral system. Limited membership
groups of rich nations such as the Group of 20 (G20)
have taken important decisions on economic and fi-
nancial issues with a global impact.

In all international institutions, the poor and marginal-
ized groups are voiceless and not meaningfully repre-
sented in decision-making. Despite the nominal sup-
port for the participation of civil society organizations
(CSOs), engagement with CSOs in multilateral process-
es is limited and ad hoc at best. CSOs are frequently
excluded from multilateral processes, especially in the
IFls and the WTO. In forums where CSOs are permitted
to participate, they are usually restricted to observer
status, limiting their opportunities to meaningfully
contribute. Southern CSOs are especially disadvan-
taged from engaging in meetings and forums due to
limitations in capacity and resources.

Meanwhile, corporations have carried their lobbying
into UN summits and forums where they vastly out-
number civil society and exert much greater influence.
In many forums, the private sector is awarded a priv-
ileged advisory role within international institutions
or make up part of the national delegations. Corpo-
rations, through their strong presence, are having a
marked influence in the outcome of UN processes.
Corporations are writing multilateral texts, negotiating
on behalf of states, and financing development plans
that serve their interests first and foremost.

Conclusion

Current global governance is biased in favor of wealthy
countries and their transnational firms. Reforming
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global governance is key to achieving a genuine global
partnership for sustainable development. Global gov-
ernance must be inspired by respect for human rights,
equity, justice and sustainability. Key reforms should
include:

«  Providing more space for developing countries to
practice trade and industrial policies to foster sus-
tainable and equitable industrialization.

« Eliminating developed country trade barriers
against exports that are of interest to develop-
ing countries, mainly agricultural products and
low-technology manufactures.

«  Strengthening the principle of special and differ-
ential treatment in trade rules, including by allow-
ing for less than full reciprocity in trade deals, and
granting developing countries the flexibility to opt
out of proposed issues or new disciplines within
the WTO.

« Adopting a multilateral investment framework
specifying the rights and responsibilities of foreign
investors and host countries.

« Adopting a binding international code of conduct
for transnational firms.

«  Providing space for developing countries to use
capital controls in order to prevent damaging cap-
ital flows.

«  Creating an independent and fair multilateral sov-
ereign debt workout mechanism.

« Improving international financial regulations.

« Increasing the voice and power of developing
countries in global institutions.

- Giving representatives of citizens and marginal-
ized groups equitable and meaningful representa-
tion and voice in international institutions.

« Improving transparency and accountability of
global institutions, including through the conduct
of independent ex ante assessments and ex post
evaluations of the impacts of their policies.

2 FINANCING THE POST-2015 DEVELOPMENT AGENDA

Financing needs

Sustainable development finance is needed for three
areas, namely (1) eradicating hunger and poverty and
achieving other social development goals such as ac-
cess to education, health, energy and gender equality;
(2) investments for national sustainable development
such as infrastructure, sustainable energy, climate resil-
ience and rural development; and (3) delivering global
public goods such as environmental sustainability and
combatting climate change (Intergovernment Com-
mittee of Experts on Sustainable Development Financ-
ing, 2014).

The scale of financing required for sustainable de-
velopment is enormous, but within reach. Estimated
financing requirements across all critical sectors are
large. Table 1 below compiles indicative financing gaps

by sector from Greenhill and Ali (2013). While we do
not endorse the figures cited therein, we take them
as indicative of the scale of financing needed in order
to achieve agreed international development goals. It
is clear that financing devoted to sustainable devel-
opment needs to increase significantly. Although the
price tag is large, it is also very much within reach. The
cost represents only a small fraction of world Gross
Domestic Product. Moreover, inaction poses costs that
are far larger, in terms of wasted human potential, vi-
olated basic rights, social instability and an irreparably
damaged environment.

Roles of public and private finance

Both public and private sources need to be tapped to
meet the large financing requirements for achieving



Table 1: Indicative Financing Gaps by Sector
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Annual additional financing requirement

Sector (2010-2025 or 2030)
Education $38 billion

Universal health coverage $37 billion

Water and sanitation $26.8 billion
Sustainable energy (Energy access) $34 billion
Sustainable energy (Renewable energy) $400-5900 billion
Food security $50.2 billion

Total (excluding renewables) $186 billion

Total (including renewables)

$586-$1,086 billion

Source: Ali and Greenhill (2013)

internationally agreed sustainable development goals.
Each source will be appropriate to meet different
needs. In particular, private flows should not be viewed
as a substitute for public financing. In many key areas
of sustainable development where private financing
is insufficient or not fit for purpose, public financing
will play a key role. In areas where private financing
possesses comparative advantage over public financ-
ing, private sources need to be embedded in a human
rights oriented policy and regulatory framework.

Public finance is motivated by the promotion of social
rather than private welfare. Public finance, domes-
tic and international, plays two core functions: first,
achieving equity by fulfilling basic rights and social
needs, and second, providing public goods.

Public finance’s role in achieving equity stems from
the failure of markets to deliver equitable outcomes.
At the country level, progressive taxation and public-
ly-funded services and programs such as education,
health, housing and social safety nets ensure the ful-
fillment of basic social rights and contribute to greater
equity in social outcomes and income distribution. At
the global level, this function is performed by official
development assistance (ODA), whose primary objec-
tive is the promotion of economic development and
welfare in developing countries. ODA can be targeted
to countries where domestic revenues are low and pri-
vate investments are weak. Despite the contribution
of the private sector including philanthropic organiza-
tions, the private sector will remain the main provider
of financing in this area.

Meanwhile, public finance’s role in providing public
goods stems from the failure of markets to provide

them at the socially desirable level. In general, the
private sector will underprovide goods that generate
social benefits larger than what are privately appropri-
able, such as public goods, which are non-excludable
and non-rival by definition. Public goods include basic
infrastructure, the eradication of diseases, and the pro-
tection of the global commons such as oceans and the
atmosphere.

We define private sources of finance as those not
raised and controlled by the public sector and which
seek commercial returns. Private sources include in-
stitutional investors (e.g. pension funds, endowment
funds, and sovereign wealth funds), banks, and direct
investors such as TNCs, domestics small and medium
scale enterprises, and commercial farmers. Non-public
sources that are non-commercial in nature are philan-
thropies and household consumption.

Current levels of private investment in developing
countries vary across key Sustainable Development
Goals (SDG) sectors, namely, economic infrastructure
(power, telecommunications, transport, water and san-
itation), agriculture and food, biodiversity, education,
health, and climate change action.

Private sector investment in developing country infra-
structure, excluding water and sanitation, is already
quite high at 30% to 80% (UNCTAD, 2014). Much of
large future private investments in sustainable devel-
opment will likely be channeled to infrastructure, par-
ticularly in the power, renewable energy, and transport
sectors. The High Level Task Force on the Global Food
Crisis (2010) notes that the domestic private sector, in-
cluding small-holder farmers, is and will likely remain
the main source of finance for agricultural develop-
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ment, although public investments will have to in-
crease. Private finance will also play an important role
in financial inclusion, or in expanding access to finan-
cial services by small- and medium-sized enterprises
(SMEs) and small farmers.

Meanwhile, public investments will be much more
important in other sectors in which it is either difficult
to design sufficiently attractive risk-return models for
the private sector (e.g. climate change adaptation), or
which are more in the realm of public sector respon-
sibilities and are highly sensitive to private sector in-
volvement from an equity and rights-based perspec-
tive (e.g. education, healthcare, water and sanitation)
(UNCTAD, 2014).

Limits of private finance

Governments and policy makers seeking to expand
the contribution of large private investors towards
achieving sustainable development must recognize
its limitations. The first is that the allocation of private
finance tends to “follow the market”. That is, it tends to
concentrate in higher-income- or fast-growing econ-
omies with a large consumer base. For instance, while
developing countries as a group received 54% of all
FDIlinflows in 2013, Africa only received 4%, South Asia
2%, and the Least Developed Counties, Landlocked
Developing Countries, and Small Island Developing
States together only 4% (UNCTAD, 2014). The poorest
countries have low levels of domestic private invest-
ment as well.

Second, the imperatives of cost recovery and profit-
ability that the private sector faces often come into
conflict with human rights and sustainable develop-
ment. For instance, greater access and affordability
of public services such as water, energy, healthcare,
and education are necessary for the realization of hu-
man rights. However, private providers of education or
health services can impose user fees which limit access
by the poor. Private suppliers of water or electricity can
also exploit their market power by unfairly raising pric-
es or limit coverage to economically attractive areas
such as cities or suburbs while ignoring the needs of
rural areas. These risks are most acute in countries with
weak regulatory capacities and where private interests
exert strong influence in government.

Third, as mentioned above, the private sector will un-
der-invest in areas where social returns are high but

not privately appropriable, i.e. public goods or sectors
with high positive externalities. Examples include na-
tional-level public goods such as basic infrastructure,
and global public goods such as climate change miti-
gation and the protection of the global commons (e.g.
biodiversity, forests and oceans). Large private inves-
tors tend to favor investment opportunities that are
financially attractive in the short run rather than those
that promise larger development impacts in the long
run.

Finally, private finance tends to be more pro-cyclical
than public finance. Though ODA flows are more vol-
atile than domestic tax revenues, globally they have
proved less volatile than external private finance.
Overall, however, global public finance is more likely
to remain stable than external private finance in case
of external shocks or a global systemic crisis.

For these reasons, private finance cannot substitute
for public finance. Public sources of finance for sustain-
able development remain vital and central. In sectors
where private finance plays a larger role, public sector
interventions are necessary to ensure equity, human
rights, social justice and coherence with other sustain-
able development objectives.

Domestic public resources
Tax collection

In a majority of developing countries, government
spending exceeds private domestic investment and
represents the largest domestic resource (Griffiths, et
al, 2014).

However, public spending in developing countries re-
mains low compared to developed countries. In 2012,
general government total expenditure as a percentage
of GDP was 33% in Latin America and the Caribbean,
31% in Middle East and Northern Africa, 26% in emerg-
ing and developing Asia, and 26% in Sub-Saharan Af-
rica, compared to 42% in advanced economies and
51% in the Euro area (IMF, 2014). Meanwhile, average
annual government spending in PPP terms is $1,360
per person across developing countries, compared
with $15,025 across DAC countries. One billion live in
countries where spending per person is less than $500
per year (Development Initiatives, 2013a).



Low tax revenues limit developing countries from in-
creasing public spending. The tax-to-GDP ratio in low
income countries range between 10% and 20%; in
OECD countries, the range is 30% to 40% (Mascagni
et al, 2014). Such low revenues constrict the space for
poor countries to increase spending on social services
and public infrastructure.

Several factors contribute to low tax revenues in devel-
oping countries.

«  Lower-income countries tend to have a narrow tax
base, reflecting the small share of the formal sector
and a large share of the informal and agricultural
sectors — sectors that are hard to tax - in employ-
ment and business activity.

«  Private practices such as non-compliance, evasion
and avoidance by professionals, high-income in-
dividuals, and foreign corporations further erode
the tax base. Developing countries lose billions of
dollars per year to illicit financial flows.

«  Globalization puts a downward pressure on do-
mestic revenues through trade liberalization and
tax competition. Trade liberalization has reduced
trade tax revenues. Tax incentives such as corpo-
rate income tax holidays, reducing corporate tax
rates, and tax exemptions ostensibly to attract for-
eign investment also translate to forgone revenues
and are regressive transfers to the wealthy.

Subsidy reform

Subsidies which are costly to taxpayers while also be-
ing inequitable and environmentally harmful need to
be reformed. Fossil-fuel consumption subsidies are
a chief example. According to the IMF (2013), global
pre-tax energy subsidies amounted to $480 billion (or
2% of total government revenues), more than 80% of
which were spent in developing countries. In Sub-Sa-
haran Africa, energy subsides amounted to 1.5% of
regional GDP and 5.5% of total government revenues.

Although fossil-fuel subsidies are commonly justified
as assistance for the poor to gain or maintain access
to essential energy services, much of the benefits of
lower prices are captured by upper-income groups.
The International Energy Agency (2011) estimates that
in 2010, only 8% of fossil-fuel consumption subsidies
reached the poorest income group (the bottom 20%).
Similarly, the IMF notes that the richest 20% of house-
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holds in low- and middle-income countries capture
six times more in total fuel product subsidies than the
poorest 20% of households (IMF, 2013). Thus, subsidiz-
ing fossil fuel consumption is not only inefficient as a
means to assist the poor but reinforces consumption
inequality as well.

Apart from being inequitable and inefficient, fos-
sil-fuel consumption subsidies divert public resources
from social services, social protections and public in-
frastructure investments that are more effective tools
for poverty alleviation and development. Moreover,
these subsidies cost the environment by discouraging
energy conservation and encouraging greater energy
consumption while reducing incentives to invest in
energy efficiency and renewable energy sources. Inso-
far as the subsidies go to large businesses, they create
energy-intensive industries that are not competitive
without subsidization.

Meanwhile, time-bound subsidies for activities that
have public good characteristics or positive externali-
ties can be a powerful enabler for a transition to a more
sustainable economy. Green subsidies such as price
support measures, tax incentives, direct grants and
loan support can help promote investment in sustain-
able development and mobilize private finance.

licit inancial flows

Illicit financial flows refer to “unrecorded private finan-
cial outflows involving capital that is illegally earned,
transferred, or utilized, generally used by residents to
accumulate foreign assets in contravention of appli-
cable capital controls and regulatory frameworks” (Ker
& LeBlanc, 2013). lllicit money includes transfers relat-
ed to illicit activities (such as government corruption,
theft, smuggling, drug trafficking, or terrorism), capi-
tal flight, and trade mispricing. Money-laundering, tax
evasion, tax avoidance, and dodging capital controls
are some main motivations for illicit flows.

llicit financial flows represent a massive drain on the
domestic resources of developing countries. Ker and
LeBlanc (2013) estimate cumulative illicit financial out-
flows from developing countries from 2002 to 2011
amounted to $5.9 trillion. Trade mis-invoicing compris-
es about 80% of these illicit flows. In Africa, illicit out-
flows over 2002-2011 amounted on average to 5.7% of
the region’s GDP - the highest among all developing
regions, suggesting that illicit outflows have a dispro-
portionate impact on the continent. Cumulative illicit
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flows from Africa over 2000-2009 are more than twice
the official development assistance it received over the
same period (African Development Bank & Global Fi-
nancial Integrity, 2013).

Illicit financial outflows from developing countries ul-
timately end up in banks in developed countries and
other tax havens like Luxembourg, the Cayman Islands
or Singapore. Beyond draining capital from develop-
ing countries, illicit financial flows also facilitate trans-
national crime, foster corruption, undermine gover-
nance, and decrease tax revenues. Halting the loss of
money due to these flows is critical to mobilizing do-
mestic resources for development.

External public resources
Official development assistance

Official development assistance (ODA) plays a distinct
role in that it is an explicit instrument of international
cooperation to alleviate poverty and promote devel-
opment in developing countries. Unlike remittances,
FDI, and other commercial flows which tend to con-
centrate to larger, better-off or more economically dy-
namic developing countries, ODA tends to have a dis-
tribution that favors the poorer developing countries.

Official aid is the largest international resource for
many countries. In 2011, ODA was the largest resource
inflow in 43 developing countries, in which about 221
million people live on less than $1.25 a day (Develop-
ment Initiatives, 2013a). Most of these countries are
in Sub-Saharan Africa. ODA is also the largest flow for
several Pacific island and Asian developing countries.

ODA is also a large international resource for countries
with low government spending. ODA accounts for 40%
of external flows to countries where expenditure is be-
tween $200 and $500 (PPP), per person, and over 60%
of external resource flows to countries where annual
government expenditure is less than $200 (PPP) per
person (Development Initiatives, 2013b). ODA inflows
are larger than any other external inflow for close to
75% of countries where government spending is less
than $500 per person.

Aid from the OECD’s Development Assistance Commit-
tee (DAC) countries continues to fall short internation-
al targets. Total net ODA from DAC countries in 2013
(5134.8 billion) amounted to 0.3% of their combined

Gross National Income (GNI), far short of the 0.7% tar-
get. ODA to Least Developed Countries (LDCs) in 2012
($40.5 billion) amounted to 0.09% of DAC GNI, also
below the target range of 0.15%-0.20% (UN MDG Gap
Task Force, 2014).

Development assistance from Southern countries
such as China, India, Brazil, and Gulf State countries
represents a growing source of external public de-
velopment financing for developing countries. Assis-
tance from China, Brazil, India, Venezuela, Saudi Ara-
bia, Kuwait, and the United Arab Emirates is estimated
to amount to somewhere between 5% -11% of gross
ODA in 2009 (Walz & Ramachandran, 2011). Expanding
South-South cooperation complements traditional de-
velopment cooperation, but nonetheless should not
be seen as a substitute for traditional aid flows.

Innovative sources of development finance

The need to mobilize additional and more predictable
international public financing to support the large
financing needs of sustainable development moti-
vates the search for innovative development finance
(IDF). Innovative development finance refers to public,
cross-border — and ideally additional, stable, and pre-
dictable - resource flows to developing countries that
incorporate innovative features with respect to the
type of resources or the way they are collected or gov-
erned (United Nations, 2012). Innovative development
financing mechanisms can be categorized intro three
groups: those that generate new sources or revenues;
those that intermediate existing resources such as
ODA; and those that disburse traditionally raised funds
like ODA in innovative ways (UNTT Working Group on
Sustainable Development Financing, 2013)

Existing innovative development finance mechanisms
have generated little new and additional resources.
Most of them are designed to merely to intermediate
or disburse traditional and existing sources and not
generate new revenues. These include the Interna-
tional Finance Facility for Immunization (IFFIm), the
GAVI Alliance, and the Global Fund. The international
solidarity airline levy, implemented by nine countries,
is thus far the largest innovative revenue-generating
mechanism. As of December 2012, the solidarity levy
has raised around $1.2 billion for UNITAID (UNITAID,
2013). Overall, existing mechanisms have so far raised,
intermediated or distributed only $5 billion for health
and $2.6 billion for climate and other environmen-
tal programs — much of which donors count as ODA



(UNTT Working Group on Sustainable Development
Financing, 2013).

There is a great need to put in motion innovative
sources or revenue-generating mechanisms. There are
two main categories under sources of financing: public
sector revenues and utilization of global resources.

New public revenues can be raised from imposing in-
ternational taxes. There are numerous proposals for
taxes that change incentives as well as raise signifi-
cant revenues. They include financial and currency
transaction taxes, a billionaire’s tax, or a carbon tax.
A small tax of 0.005% on all trading in the four major
currencies (the US dollar, Euro, Yen and Pound Sterling)
could yield an estimated $40 billion per year, while also
dis-incentivizing high frequency trading in currency
markets. Meanwhile, a tax of $25 per ton of carbon
dioxide emitted by developed countries can generate
$250 billion annually, while discouraging carbon emis-
sions as well (United Nations, 2012).

The special drawing rights (SDRs) issued by the IMF are
a global resource that can be turned into a source for
sustainable development. New SDRs could be issued
annually and allocated in favor of developing coun-
tries. By increasing developing countries’share of SDRs
to two-thirds from their current quota-based alloca-
tion, a global issuance of SDR 150 billion — SDR 250 bil-
lion per year for three years could generate about $160
billion - $270 billion a year (United Nations, 2012).
The availability of additional SDRs could obviate the
need for developing countries to accumulate foreign
exchange reserves as self-insurance against external
market shocks, and thereby free up resources for do-
mestic spending.

Human rights and development effectiveness

Just as important as mobilizing financing in sufficient
quantity is the question of the quality of financing, and
in particular, its impacts on human rights and sustain-
able development. The impact of financing depends
on how the funds are spent, including on the nature
of the projects or interventions they support. For in-
stance under renewable energy promotion initiation,
often, mega dams with negative impact on human
rights and environmental impacts are considered and
included as renewable energy with huge financings
mostly by private parties. Therefore, the financing pro-
cess requires due attention as well.
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With respect to official development cooperation, of-
ficial consensus has formed around reform principles
of country ownership of development priorities, inclu-
siveness, transparency, and accountability as key to
increasing the effectiveness of aid. Civil society stake-
holders insist on a deeper reform agenda that seeks to
inject greater democracy, equality, and human rights
adherence in aid processes and relationships, with the
aim of empowering recipient countries and publics to
influence development outcomes and claim them as
rights.

Meanwhile, with respect to private investment, a grow-
ing number of investors have signed up to voluntary
principles intended to encourage socially and environ-
mentally responsible investments. Some examples of
these principles are the UN Principles for Responsible
Investment, the Equator Principles, and the OECD Dec-
laration on International Investment and Multinational
Enterprises. Private businesses sign on to these princi-
ples for reasons that range from improving long-term
investment prospects to enhancing business repu-
tation. These investment principles do not overcome
the basic tension between profitability and both sus-
tainability and equity and too weak to hold private
investors to account. The main impact of investment
principles on sustainable development so far is miti-
gation of the worst effects of investments rather than
a shift in the underlying basis of decision-making (Just
Economics, 2011).

Conclusion

In light of the large financing needs and the unique
role and purposes of public finance, securing sufficient
public sources of finance, both domestic and public,
will be critical for achieving sustainable development.

« The international community should take a bal-
anced approach towards mobilizing public and
private sources for sustainable development, giv-
ing due priority to public financing on account of
its greater potency for tackling inequality, serving
the poorest and most vulnerable, and protecting
the public interest.

«  Developing countries should aim to raise their tax-
to-GDP ratios by improving tax effort, eliminating
unnecessary tax incentives for corporations and
top-income earners, and making taxation more
progressive.
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« Developing countries should eliminate inequita-
ble energy and other subsidies, while minimizing
possible adverse impacts to the poor. Focus pub-
lic resources instead on investments that target
lower-income and vulnerable groups better, such
as basic infrastructure (water, sanitation, and pow-
er), education, and primary and preventive health
care.

« Developed and developing countries should
strengthen international cooperation to address
illicit financial flows, including through measures
such as country-by-country reporting, information
exchange, cooperative enforcement, and capacity
development on international taxation issues.

«  DAC donor countries should revitalize their com-
mitment and efforts towards meeting their 0.7% of
GNI official development assistance target.

«  Northern and Southern donor institutions should
improve the quality and impact of their assistance
by carrying through with development effective-
ness reforms anchored on democratic country
ownership and committing to a human rights
based approach in development cooperation.

« The link between increased private investment
and development is not automatic. To maximize
the development impact of private direct invest-
ment, domestic and foreign, developing countries
should foster a pro-development - rather than
simply pro-investment — policy environment pre-
mised on the respect for laws, regulations, and
standards on human rights, labor relations, envi-
ronmental protection, and domestic taxation.

« The international community should agree on and
operationalize innovative mechanisms for gen-
erating additional and predictable international
public revenues for sustainable development, in-
cluding climate finance. These revenue-generat-
ing mechanisms must be equitable and consistent
with the international principle of common but
differentiated responsibilities.

«  The international community should commit to
channel public and private financing to projects,
programs, and other interventions that respect,
protect, and fulfill human rights and help address
the structural causes of poverty, inequality, and
environmental decline.

«  Private financing need be subjected to account-
ability and regulatory frameworks.

3 MULTI-STAKEHOLDER PARTNERSHIPS FOR DEVELOPMENT

Since the late 1990s, the UN has encouraged glob-
al public-private or multi-stakeholder partnerships
(henceforth, “partnerships”) as vehicles to draw private
sector participation into the global development ef-
fort. In particular, these partnerships are held up as a
mechanism to solicit private sector contributions to-
wards achieving global development goals, such as the
MDGs, in cooperation with national and international
public institutions. Some examples of multi-stake-
holder partnerships that UN entities participate in in-
clude the GAVI Alliance, the Global Fund, Every Woman
Every Child, and the Global Education First initiative, to
name a just few. Partnerships focus multi-stakeholder
action around specific sectors such as health, educa-
tion and gender, or on specific campaigns within them
(e.g. immunization).

There is no official definition of partnerships, but an
accepted definition of the concept can be gathered
from various UN documents (e.g. UN General Assem-
bly, 2003; UN General Assembly, 2011; United Na-
tions, 2013; ILO, Governing Body, 2008). Partnerships
are voluntary and collaborative relationships among
various actors in both public (State) and private (non-
State) sectors, in which all participants agree to work
together to achieve a common goal or undertake spe-
cific tasks. Participants in these partnerships include
governments, intergovernmental organizations, civil
society organizations, and the private sector—defined
to include for-profit businesses, business associations,
and philanthropic organizations. Partnerships aim to
deliver global public goods. Partnerships involving the
UN are expected to contribute to the implementation



of internationally-agreed development goals and com-
mitments such as Agenda 21, the Millennium Devel-
opment Goals and the Rio+20 Summit commitments.
These partnerships, it is pointed out, do not substitute
for action by and cooperation between governments.

We distinguish the partnerships in our analysis from
public-private partnerships (PPPs), which are contrac-
tual arrangements between the public sector and a
private sector partner for the delivery of a public ser-
vice within a country. We also distinguish partnerships
from the global partnership for development, which
pertains to the North-South compact to foster en-
abling conditions for Southern development.

Partnerships may serve various purposes, including
advancing a cause, to implement normative standards
or codes of conduct, or to share and coordinate re-
sources and expertise. Partnerships also vary in terms
of institutionalization. They may consist of a specific
single activity, or may evolve into a set of actions or
even an enduring alliance, building consensus and
ownership with each collaborating organization and
its stakeholders. While they vary considerably, such
partnerships are typically established as structured co-

Table 1: Types of multi-stakeholder partnerships
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operative efforts with a sharing of responsibilities, ex-
pertise, resources and other benefits (ILO, Governing
Body, 2008).

Itis difficult to determine the population of multi-stake-
holder partnerships given the broad definition offered
above. According to Kaul (2006), there were some 400
partnerships in 2005, from about 50 in the 1980s. As
of February 2010, there were 348 “Type-2" partner-
ships that had registered with the Commission on Sus-
tainable Development, 198 of which were still active
ahead of the Rio+20 Summit in 2012. The importance
of voluntary initiatives was re-affirmed at the Rio+20
Summit, where initially over 700 voluntary commit-
ments were announced, estimated at over $530 billion
in advancing the implementation of sustainable devel-
opment (United Nations, 2013). It is expected that the
launch of a new set of sustainable development goals
in 2015 will lead to additional voluntary commitments
by partnerships after 2015.

Table 1 below presents a functional classification of
multi-stakeholder partnerships following Beisheim
(2012).

Type Description

Example

Knowledge partnership Knowledge partnerships pool ex- Global Compact
pertise and formulate proposals on
the best way to implement inter-
national development objectives.
They function as learning platforms,
and their main role is to disseminate

knowledge.

Standard-setting partnerships Standard setting partnerships draw Global Reporting Initiative
up voluntary standards in areas not
yet subject to binding goals or reg-

ulations.

Service partnerships Service partnerships focus on ini- GAVI Alliance
tiating and realizing projects de-
signed to achieve development
goals. Some service partnerships
are primarily concerned with proj-
ect financing supported by public

and private resources

Source: Beisheim (2012)

Partnerships between UN organizations and for-prof-
it businesses form a subset of the population of
multi-stakeholder partnerships. These UN-business

partnerships are perhaps the most politically conten-
tious. The rise to UN-business partnerships is to be
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understood in the context of key developments in the
international political economy:

« The erosion of states capacities such as regulation,
resource allocation and resource mobilization due
to free-market reforms reducing the size and role
of the state in the economy, and their accession
to trade/investment agreements that limit policy
space.

« The increase in number, size, and influence of
transnational corporations (TNCs), which owe their
economic power through foreign direct invest-
ment and global value chains.

«  The weakening of the potency and authority of the
UN as the institution of global governance by pow-
erful states, including through the underprovision
of financial resources.

«  The paralysis of democratic multilateralism, as evi-
denced by stalemates in international negotiations
and failure to translate international commitments
into practice.

« The anemic level of official development assis-
tance and the decline of ODA in proportion to pri-
vate flows to developing countries.

+ In response to mounting concerns on the social,
economic and environmental costs of business
and TNCs, the emergence of the corporate social
responsibility agenda (CSR) and social business
models.

« The acceptance of business in general and TNCs
in particular as actors that can contribute in devel-
opment and poverty reduction through voluntary
initiatives and partnerships with governments and
international institutions.

Partnerships with the private sector and civil society
are thus held up as the way to achieve what govern-
ments and the UN cannot manage alone. The years fol-
lowing the launch of the UN Global Compact in 2000
saw a rapid rise in the number of public-private part-
nerships or multi-stakeholder initiatives within and
outside the UN system. The driving force behind these
initiatives was in part the secretariats of international
organizations, especially the UN and the World Bank,
in part private financers such as the Bill and Melinda
Gates Foundation, and finally also a number of individ-

ual companies, NGOs and governments. Partnerships
are often created in response to high-visibility and sin-
gle-issue advocacy campaigns with a strong political
appeal in donor countries.

Pros and Cons

A review of the various high level UN reports suggest
that multi-stakeholder partnerships are being posi-
tioned to take on an integral role in implementing the
post-2015 agenda on account of their perceived ac-
complishments - although there is yet to be a broad-
based evaluation of their impacts. However, before
promoting them as the principal strategy for imple-
menting the post-2015 development agenda, there
needs to be an examination of their efficacy and out-
comes.

Exponents of partnerships argue that these new forms
of cooperation can overcome important gaps in tradi-
tional intergovernmental cooperation, namely, gaps
in governance, in participation, and in implementa-
tion and financing (Martens, 2007). The governance
gap refers to inability of international institutions to
effectively address global problems due to diverging
national interests. The participation gap refers to the
limited opportunities for non-State actors to partic-
ipate and influence global governance. Finally, the
implementation and financing gap refers to failures in
fulfill international commitments and financing pledg-
es because of the absence of political will. It is argued
that partnerships can help bridge these gaps by draw-
ing the participation, expertise, resources, and action
of willing and like-minded non-State actors towards
solving pressing problems.

However, partnerships come with risks and problems,
which we consider in turn.’

1. Neglect of difficult and structural problems.

Partnerships tend to develop selectively and concen-
trate on problems in which technical solutions lead to
relatively quick wins (e.g. vaccination programs). Long-
term structural problems such as building up a health
system or overcoming gender inequality are only pe-
ripherally touched (Martens, 2007). Partnerships also
tend to focus attention on short-term quantifiable re-
sults. They tend to be vertical structures (focusing on a
specific program or issue and implemented in several
different countries) without considering the broad-

1 This is based on IBON International (2014) and Martens (2007).



er social context and need for systemic changes (e.g.
how the multilateral trade system impacts on access
to medicines in developing countries). They channel
funds and programs at a global level to the local with-
out considering the inter-dependence of critical issues.

2. Corporate influence over public policy and conflict
of interest

Partnerships could allow big corporations and their in-
terest groups to gain influence in setting the discourse
and agenda for solving global issues. Moreover, part-
nership decisions or work approaches could be skewed
to favor its corporate members. Partnerships can lead
to conflicts of interest, since private companies have
commercial goals whereas public institutions such as
governments and UN agencies must pursue social and
environmental policy goals. For instance, the GAVI Alli-
ance has failed to bring down vaccine prices to afford-
able levels, partly because of the presence on its board
of pharmaceutical companies that are also major vac-
cine suppliers.

With respect to UN-business partnerships, private in-
fluence can damage the credibility and reputation
of UN agencies that companies partner with. For ex-
ample, UNEP and Shell have held long standing part-
nerships on a wide range of programs. In 2010, UNEP
produced a report on the allegations of environmental
degradation and extrajudicial killings of environmen-
tal activists in Nigeria. UNEP’s first draft report relied
heavily on data supplied by Shell and attributed 90%
of the blame for environmental pollution on local pop-
ulation. Only after significant protests did UNEP release
a revised report in 2011, which apportioned blame to
Shell for environmental pollution (IBON International,
2014).

3. Corporate greenwashing and blue-washing
Corporations enter into partnerships to, among other
things, clean up their reputation and engage in free
advertising, without fundamentally altering their pri-
orities and business practices. For example, Coca-Cola
partners with UNDP in “Every Drop Matters’, a part-
nership to tackle water supply, sanitation, and water
resource management. The partnership was launched
in 2006, at a time when Coca-Cola was coming under
severe pressure for its exploitation and exhaustion of
water resources in India and Latin America (IBON Inter-
national, 2014).

4. Undermining of country ownership.

CSO Partnership for Development Effectiveness

Partnerships can undermine country ownership of de-
velopment policy through resource distortion, funding
control, and policy influence. Advocacy partnerships
backed by financing can influence priorities of recipi-
ent countries. For example in Rwanda, malaria was the
biggest cause of mortality in 2006 and received $18
million, however HIV/AIDs received significantly more
funding $47 million despite there being a prevalence
rate of 3% (Delph, 2008). Partnerships also establish
parallel channels which compete with national ser-
vices in resources and personnel.

5. Fragmentation of effort

The growth in partnerships can lead to isolated and
poorly coordinated solutions, hinder comprehensive
development strategies and contribute to the insti-
tutional weakening of governmental agencies and
even the UN and its agencies (Martens, 2007). This also
undermines attempts at sector wide reforms. For in-
stance, global partnerships on health care often focus
attention on "hot” priority issues — HIV/AIDS, vaccines,
malaria, etc., without considering how the sector as a
whole can be improved to address all these issues.

6. Dubious additionality

The hope that voluntary partnerships and initiatives
could generate significant additional funds from the
corporate sector for sustainable development ob-
jectives has not been fulfilled (Martens, 2007). For in-
stance, of the resources ($1.02 billion) pledged till 2004
for the “type-2 partnerships” from the World Summit
for Sustainable Development in 2002, only 0.9% was
from the private sector; about 98% were public funds
from governments and intergovernmental organiza-
tions, some of which representing financing for proj-
ects that had begun prior to 2002 (Hale & Maurezall,
2004).

Conclusion

Sustainable and equitable multi-stakeholder partner-
ships that include all development actors, in particu-
lar affected communities, can play an important role
in providing an enabling environment for sustainable
development if lessons from existing partnerships are
learned, and if they are premised on key principles to
ensure their coherence with and support of the right
to development.

There continues to be great attraction in partnerships
that deliver quick gains in popular sectors such as
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health and education. Partnerships around less popu-
lar issues, such as inequality within and among coun-
tries, unsustainable consumption, and the means of,
implementation for development, should be encour-
aged. Also requiring greater encouragement are part-
nerships that take a systemic and long-term approach
to development problems.

Itis essential to foster partnerships that are responsive
to the sustainable development needs of marginalized
communities, affected by the pursuit of pro-corporate
and free-market economic policies. In case of indige-
nous peoples, their rightful involvement in decisions
on development process, mega dams, oil exploration,
mining, plantations affecting their land with increas-
ing private financing involved is crucial. A financing
model defined in their exclusion cannot be forced on
them and will lead to further consolidation of inequal-
ity, conflict and violations.

A set of common minimum standards should be devel-
oped for partnerships, including UN-business partner-
ships, to adhere to. These should include standards in:

«  Human rights. All partnerships must be coherent
with international human rights agreements.

«  Equality. Providers of financial resources should
not exert undue influence over partnerships.
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