Preparatory Process for the Third International Conference
on Financing for Development

First round of Substantive Informal Sessions (10 43 November 2014)
Informal Summary by the Secretariat

In preparation of the Third International Conferemmn Financing for Development (Addis
Ababa, Ethiopia, 13-16 July 2015), the General Agsg held, from 10 to 13 November
2014, three and half days of substantive inforreas®ns. Based on the roadmap for the
preparatory process for the Conference preparglebgo-facilitators of the process, H.E. Mr.
George Wilfred Talbot (Guyana) and H.E. Mr. GeirRedersen (Norway), the meetings
focused on the global context and the mobilizatind effective use of resources for
sustainable development, including domestic aretirtional public finance, and private and
blended finance.

The sessions drew significant interest of MembateSt with a high level of participation

from capitals, in particular from ministries of ince and development cooperation of both
developed and developing countries of all regidine major institutional stakeholders of the
Financing for Development process, including ther/8ank, IMF, UNCTAD and UNDP,
were fully engaged and prominently representetiénneetings. Civil society organizations
and the business community also contributed teuddstantive discussions. The sessions were
chaired by the co-facilitators of the preparatonygess. Panellists included senior
representatives from Governments, multilateraitutsbns, academia, civil society and the
private sector.

This report provides a consolidated day-to-day sanyrof the first set of substantive
informal sessions. The summaries of these disaussiudl serve as inputs to the drafting
sessions on the outcome document of the Confer@heenext round of substantive informal
sessions will be held from 9 to 12 December 20td,will focus on the enabling
environment, systemic issues, the follow-up proeggspartnerships.

Session 1: “The Global Context” (10 November 2014)

The first session featured a panel on the glohatiect, focused on the impact of the global
context on financing for the post-2015 developnag@nda, as well as changes to the global
context over the past 12 years since the Monte&Zaysensus. The session was opened by the
co-facilitators, who underlined the importancehsd tnformal sessions in identifying the
relevant issues for the Conference in 2015. ThdaCihitators encouraged inclusive
discussions among all stakeholders.

Ms. Helen Clark, Administrator, UNDP, delivered thgening keynote address. Following
this, there was a panel session moderated by Mx Atepelkov, Director, Financing for
Development Office, DESA. Panellists were dividetbitwo smaller sessions. In the first,
Mr. Maged Abdelaziz, Under-Secretary-General anecip Adviser on Africa, and Mr.
Pablo Fonseca, Secretary for Economic Monitoringistry of Finance, Brazil, gave country
perspectives on financing for the post-2015 develmt agenda. In the second, Mr. Sean
Nolan, Deputy Director Strategy, Policy & Reviewgetment, IMF, Dr. James Manyika,
Director (Senior Partner), McKinsey Global Instuand Vice Chair, President’s Global
Development Council, USA, and Ms. Shari Spiegele€lirolicy Development and Analysis
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Branch, Financing for Development Office, UN-DE$#%esented data on financing flows
and the global economic outlook and discussed asaimgthe global economy.

In her keynote address, Ms. Helen Clark highlightedprogress that has been achieved on
the MDGs, especially in poverty reduction, educgaaod health. She suggested that the
SDGs should be broader and transformational, aadldliocus on the eradication of poverty,
respect for environmental limits, and peaceful stwes under the rule of law. Based on the
guidance of the report of the Intergovernmental @atee of Experts on Sustainable
Development Financing (ICESDF), financing for deyghent should be thought of as
‘Monterrey Plus’. This should include a review bétprogress under the Monterrey
Consensus and measures to address newly emerdkehgls, particularly in the areas of
official development finance and international palihance; the mobilisation of private
finance; and the mobilisation of finance for resilce through improved risk management,
especially in the context of climate change andlmnviolence and insecurity.

In his introductory remarks to the panel discussin Alexander Trepelkov introduced the
major changes in the global context that woulddbeviant for a future financing framework
in the post-2015 context, including changes in eadin strength among countries, the
recognition of the impact of climate change on glgirosperity, subdued growth as a result
of the global economic and financial crisis, argihg inequalities in and between many
countries.

The first panellist, Mr. Maged Abdelaziz, highligktthe progress on the MDGs in Africa -
such as in primary education, gender equality aeccontainment of HIV/AIDS - based on
sound macroeconomic policies and economic growtkohtrast, unfinished business,
particularly in the areas of poverty eradicatiod aealth, still have to be addressed, as do the
significant financing gaps in infrastructure aninelte finance. A stronger enabling
environment would be needed for economic growthianelstment, while the capacities for
domestic resource mobilisation, the managemenamiral resources, and data processing
needed to be strengthened. The potential of tramédahave to be harnessed, ODA
commitments need to be fulfilled and innovativeafioce instruments further explored.

Next, Mr. Pablo Fonseca focused on the opportunéied challenges of infrastructure
financing, using the example of a successful pyniicate partnership in Brazil. Due to
tougher regulatory requirements, banks have be@nga&onstraints on infrastructure
financing. As a result, capital markets have beegeted for financing. This has imposed
challenges to risk management. Mr. Fonseca notdtiblic-private investments could
contribute to long-term growth while addressinggnality, a specific challenge to middle
income countries, and that the Brazilian exampldd:be a basis for other similar projects.
However, he argued that understanding the congition different country contexts was
essential to identifying the circumstances undeckvh project would or would not work.
The required capacity for feasibility studies anel tomplex and time consuming preparation
of such projects was an issue, especially in castwith weak institutional environments,
implying that this type of structure is not reletvansuch circumstances. In addition to
planning, adequate regulation would be needed.

Mr. Sean Nolan presented data from the World Ecaa@utlook on the global economy,
which illustrated some of the changes to the globatext since 2002. India and China have
experienced very strong economic growth rates,endtime low-income countries also grew
significantly. At the same time, growth rates ightvincome countries have been low,
especially since the financial crisis in 2008. Gllobconomic integration has advanced and
private flows to developing countries have risensiderably, despite the dip during the
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financial crisis. Debt to GDP ratios have fallernil government revenues have increased.
Developing countries, and especially emerging ntarkean access private capital markets at
better rates than 15 years ago. However, in the slo, a return to high growth rates is
unlikely, even though the outlook is not as cloutldow-income countries. For the IMF,

the implications would be to continue to give hjiority to the prevention of potential crises
and to strengthen the underpinnings of internatibnancial stability, to support resilience
including in management of capital flows and dabt] to support capacity development for
domestic resource mobilisation and local capitalketadevelopment.

Dr. James Manyika discussed major global trendedhnology and innovation. Prosperity is
rising and more than 2 billion are expected to jbigenconsuming class by 2025, in
conjunction with the spread of technology, suchkla3he contribution of the internet to GDP
is already larger than many other sectors, e.gcuatire, even though a big gap remains
between developed and emerging economies. In paialihe spread of technology there will
be a shift of economic strength from the west &t aad south, as well as increasing
urbanisation. Global flows of goods, services a@ndrfce would at least double by 2025.
Knowledge-intensive flows are gaining importandatree to labour- and capital-intensive
flows. The challenges would be to ensure incluginavth and job creation, as well as
managing the pressure on resources. Deleveragihgomtinue and infrastructure
development will be crucial especially in rapidgveloping countries to cope with rapid
growth.

Ms. Shari Spiegel presented trends in financiat$l@ince 2002. She began with an
explanation of the conceptual framework developgethke ICESDF, based on the Monterrey
Consensus but incorporating the three dimensiossigthinability (economic, social,
environmental), and highlighting the importancdinancial intermediaries and an
understanding of incentive structures. Ms. Spidiyeh presented the work of UN DESA on
global financial flows, based on a database oftdeges, and also highlighted the
fragmentation of financing data. Overall, there baen significant progress since the
Monterrey Consensus. All flows (national, internatl, public, private) have increased.
However, ODA to LDCs has been falling. Private ffoare not allocated to the countries and
sectors most in need. Many private flows have lteghly volatile and short-term oriented. In
particular, institutional investors, who are oftenked to as a solution for financing long-
term investments, generally invest through finanoiermediaries with short-term incentives.
Government policies are necessary to incentivingterm investment. Blending of private
and public sources of finance can be a part o$tihation in some countries and sectors, but
countries most in need frequently lack the capaoityuccessfully build and manage these
partnerships.

The panel discussion was followed by statementa fiember States and other stakeholders.
The key points from these were as follows:

* Member States emphasised the importance of the Titiernational Conference on
Financing for Development and committed to makimg €onference a success. They
noted that the outcome document of the Conferelnceld build on Monterrey, Doha,
and Rio+20 and provide the financing frameworktfer post-2015 development
agenda. The need for an updated financing frametatkreflects changes in the
global and regional context, such as the shificohemic strength, was recognised.
Sustainability in its three dimensions was seearaisitegral part of a new framework.
Several Member States voiced their support fol@eSDF report as an important
input to the Conference. However, there were dimetrgiews among Member States
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on the issues of climate change and technologyarConference and on the concept
of global public goods.

Poverty eradication was seen as the central otgeofithe Conference. The critical
role of ODA and other international public finarioghis regard, in particular for
LDCs, was highlighted. Donor countries were urgetltfil existing commitments.
Some Member States emphasised that South-Southe@dmm should be seen as a
complement, but not a substitute, to North-Soutlyipation.

Since the sustainable development agenda is expcte broader than the MDGs,
some Member States suggested that LDCs would rdshtiosmal resources.
Suggestions included the allocation of 50 per oé@DA to LDCs and duty free and
guota free access to markets. Some Member Staggested a specific focus on
climate change resilience.

Multiple Member States raised the point of refotmghe international financial
system and governance. This included strongercgaation of developing countries,
the introduction of a debt restructuring mechangsrd debt relief. Further, there was a
call for stronger international policy coherence.

A number of Member States pointed out the key obldomestic resource

mobilisation and the need for further strengthenBeyeral Member States underlined
the importance of innovation, data and technolagynake the use of different sources
of finance more effective for sustainable developtnElowever, capacity building
would be needed in many developing countries.

Civil society representatives listed the key chajkes as raising resources for a broad
sustainable development agenda, targeting the goasees of the financial crisis,
and addressing inequality. Issues of insufficieabme from taxes, unfulfiled ODA
commitments, and challenges with blending publid private finance were
emphasised. There were also calls to address gowegrguestions in the international
financial system, to establish a legal debt franr&vemd an inclusive tax forum.

Private sector representatives supported the ifleailding on Monterrey and Doha.
The need for specific financing mechanisms forrthumicipal level and cities, and a
review of institutional and regulatory frameworks fmproved risk mitigation, were
emphasised. In addition, the transformational ableechnology was highlighted.



Session 2: “Domestic Public Finance” (11 Novembei023)
Morning Session: Raising domestic resources for tsiisable development

The second session discussed raising domesticroesoior sustainable development. The
morning session began with a scene setting presantay Professor Atul Kohli of Princeton
University on the role of states in economic depeient. This was followed by a roundtable
discussion on country experiences with revenue lzabion. The panelists included:
Benedict Clements, Division Chief, Fiscal Affairggartment, IMF; Luis Maria Capellano,
Undersecretary for Public Revenue, Ministry of Emmry and Finance, Argentina; and Pekka
Ruuhonen, Director-General of Tax Administratioml&nd. Mr. Alvin Mosioma, Director,
Tax Justice Network Africa, served as a discussant.

In the scene-setting presentation, Professor Atlillikemphasized that while a favorable
global setting was important, development was m@stiational challenge. He supported this
point with several observations and empirical dagargued that from a historical point of
view, no country has ever industrialized or devetbpiithout an active role of the State, or by
relying primarily on foreign resources. He useddkgelopment trajectories of Asian
countries to illustrate his points, including (iyter domestic savings rates; (2) lower levels
of external debt; (3) more diverse FDI; (4) moreedsified economies with higher exports of
manufactured goods; and (5) lower inequality. He@lkeasized that no one model fits all
countries, but that countries must be strategicsafettively integrate with the global
economy. In concluding, Prof. Kohli said successdfeNelopment requires an effective State
that primarily relies on domestic resources, ingigdnobilizing public and private savings,
setting political priorities and building bureautdtacapacities in priority areas.

The first speaker of the roundtable, Mr. Benediein@nts, presented recent trends and
experiences with revenue mobilization. He repotted tax revenue as a share of GDP had
overall increased in low- and middle-income cowastiin the last two decades, but was still
substantially lower than in high-income countriésveloping country revenues from value-
added taxes had increased more than revenues tngorate and personal income taxes,
while revenues from trade taxes had declined. thtiat, he emphasized that developing
countries faced significant challenges in protegtimeir corporate tax base from erosion and
profit shifting. He discussed which taxes, inclylproperty taxes and corporate and personal
income taxes, had proved to be effective in raisawgnues and meeting equity objectives.
When thinking about the distributional implicatioms stressed that tax and spending
measures need to be thought of together. He adsifieed priorities for raising domestic
resources for sustainable development, includihgtrengthening tax administrations; 2)
building effective real estate and personal inctemes; 3) addressing international avoidance
opportunities and scaling back wasteful tax incesj 4) building effective extractive

industry tax regimes; 5) pricing energy to refldatnage to the environment; and 6)
deepening experience sharing and cooperation.

Mr. Luis Maria Capellano shared Argentina’s expeciin mobilizing domestic resources.

At the outset, he noted the critical role playedh®s Government and the challenges faced in
raising resources, as well as in making efficiesg af them. He underlined the importance of
tax instruments to support multiple objectives diguaeconomic growth, sustainable
development and equitable redistribution of resesiur¢le also provided several examples of
tax measures implemented in Argentina, which hahledfective, including exemptions and
reduced tax rates on essential goods and servickegragressive rates for personal income
and property taxes, as well as special measuresdaatpromoting investments, research and
employment. He noted that Argentina was strongiymatted to fighting international tax
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avoidance and explained that his country, as a mewfithe G20, was actively participating
in the G20-OECD Project on Base Erosion and P8ifitting (BEPS), as well as in the
Global Forum on Transparency and Exchange of Indtion for Tax Purposes. Finally, he
highlighted the importance of international coopiera as well as of investments in
information technology and human resources, imgtreening the capacity of the national tax
administrations.

Mr. Pekka Ruuhonen outlined Finland’s experienceoihecting tax revenues, with a focus on
the role played by the national tax administratioachieving high compliance. He stressed
that uncollected taxes (the tax gap) could be gis &$ 45% of expected tax revenue without
efforts by administrations to ensure compliancé,tbat it is possible for the tax gap to be
reduced to as little as 3% - 5%, as it is in Fidlade reported that Finland had achieved a
high tax-compliance rate over time because ofriln placed by taxpayers in the tax
administration. He emphasized that this trust reghlbuilt by improving the efficiency of tax
administration, digitalizing of tax services, inasing the accessibility of taxpayer services
and other forms of support, including pre-filledt¢ax returns.

Mr. Alvin Mosioma, in commenting on the previouggentations, noted that there was a
wide consensus that taxation was the most impoataatreliable source of finance for
sustainable development. He argued that in impléimgiax reforms to increase domestic
public resources for development and mitigate iaéityy the distributional implications
should be analyzed and monitored very carefullpeeglly with respect to consumption
taxes, which could have detrimental regressivectsfeHe noted the importance of
broadening the tax base and tackling base erosidpfit shifting and the need for
enhanced tax transparency, both at national aedhiaional level. He also suggested an
overall reconsideration of tax incentives, whichyrhave little real benefit. He called for
increased international tax cooperation and thebéishment, under the aegis of the United
Nations, of a new intergovernmental body respoedi leading an inclusive process of
reform of international tax rules.

Points made in the subsequent interactive discussauded the following:

* A keytheme was around effective bureaucraciesefficdent tax administration and
the role that capacity building might play in thégard. There was a debate about
how much emphasis should be placed on trying thl st through effective
communication and the aura of compliance, versuglsi reforms and administrative
efficiency and compliance. However all agreed thatinvestment of a larger share
of ODA into tax administration capacity building uld be useful.

» There was a suggestion that redistributive polieiesed at reducing inequality
should be the foundation of any development-led¢dorm. The efficiency of
accomplishing this through different types of exdéions or taxes would depend on
each country’s unique situation. While some speaf@rored consumption taxes,
other interventions indicated that consumption $axere problematic because of the
regressive impacts. There was also discussion ditmoutaxation can affect women'’s
rights and gender equality.

» Speakers also emphasized the need to address haarméompetition. Interventions
emphasized the lack of efficacy of tax holidays am@ntives in terms of attracting
foreign investment. Other speakers said evidendd®effectiveness of tax
incentives is mixed and that good governance ieagquisite to bringing additional
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investment through tax incentives. Some suggesiatmum corporate tax floors
and regional cooperation on setting tax rates.|Wheis doing a study on tax
incentives and avoiding a race to the bottom.

* Addressing illicit financial flows was also a majbeme, with a focus on commercial
tax evasion and avoidance through base erosioprarid shifting. Some expressed
that enhanced tax transparency and exchange ofmafmn mechanisms should be
top priorities for developing countries to previagses of tax revenues. Enhanced
international tax cooperation was also thoughteaititical to support inclusive and
participatory processes aimed at implementing rdexelopment-oriented
approaches. There was also a desire to make gpraggess on the return of stolen
assets. In this area the upgrading of the UN Taxi@ittee was mentioned by a
number of speakers, including some Member State<iait society organisations.

» For countries in special situations, such as SHafestic resource mobilization was
considered by some interventions to be insufficientelivery of their national
priorities due to economic factors such as limresburce base, increasing costs
associated with the adverse impacts of climate gdasea level rise and frequent
natural disasters. Accordingly, for such countriess, expressed that they should be
provided with increased and more effective, ODAwad as with better market
access and improved access to finance.

* It was also emphasized that there are other fofmssource mobilization than
taxation and that raising non-taxable domesticuess by Governments is
important. Additionally, efforts to mobilizing hoelsold savings would be important,
for example, through creation of national savinggitutions and a variety of other
programmes.

Afternoon session: Domestic Public Finance - Mainsaming sustainable development
criteria and effective use of public finance

The afternoon session heard perspectives on sas aetated to incorporating sustainable
development criteria into fiscal policies. The s@ssvas moderated by Mansur Muhtar, Co-
chair of the United Nations Intergovernmental Comtteei of Experts on Sustainable
Development Financing. The speakers included: Mndglict Clements, Division Chief,
Fiscal Affairs Department, IMF; Mr. Vinicius Pinliej Deputy Director, ILO; Mr. William
Dorotinsky, acting Director, Governance and pubéctor management, World Bank; Mr.
Yoganath Sharma Poudel, Undersecretary, Ministifyiménce, Nepal; Mr. Rainer Kattel,
Professor of Innovation Policy, Tallinn Universa§ Technology; and Ms. Claire Schouten,
International Budget Partnership.

Mr. Benedict Clements spoke on energy subsidy mefofhe IMF study he presented found
that energy subsidies are worth approximately #ibtr worldwide, with approximately $500
billion of this in explicit pre-tax subsidies. Heeintified the ingredients for successful subsidy
reform from 22 country case studies, including:gomprehensive reform plan with clear
long-term objectives; (2) a far-reaching communaa strategy; (3) appropriate phasing and
sequencing of reforms; (4) improvements in theceficy of state-owned enterprises
including improved collection of energy bills; (@rgeted mitigating measures to protect the
poor, with a preference for targeted cash transéerd (6) depoliticizing price setting.



Mr. Vinicius Pinheiro spoke about the financingsotial protection, which he characterized
as at the core of the post-2015 agenda. He sdidhghdinancial crisis showed that the
positive counter-cyclical impact of social protectis enormous because it supports
aggregate demand and recovery. He also arguethts®t programmes pay for themselves
because expenditure has high multiplier effect& ain constraint was political will. He
stressed that there were no magic bullets for timgnand gave five options: (1) domestic
resource mobilization; (2) reorienting existing ergiture; (3) efficiencies savings; (4)
international resources; and (5) debt relief arat destructuring.

Mr. William Dorotinsky presented the positive cdatéon between good governance and
growth; as well as the pernicious effect of conmpbn service delivery and private
investment. He explained that there are technozd$tand interventions that facilitate
improvements in governance, but these are not sealssustainable over the long-run. The
World Bank is focusing not just on the technicaémentions, but also tackling governance
and corruptions at a broader level with a more gg@groach, that looks at the systems
involved and engages citizens, private enterprisiegmvernments in tackling corruption. He
gave examples of successful improvements in sedetieery including using participation
and transparency. He also stressed the importdribe political landscape and governance at
the highest levels.

Mr. Yoganath Sharma Poudel focused on gender-regmohbudgeting in Nepal. He pointed
out that underinvestment in women and girls islgastterms of human development
outcomes and growth. He mentioned that in Nepakthere targeted policies and
programmes for gender equality and women’s empowet@and other initiatives included
enhancing the representation of women in schoolgement and the recruitment of women
as primary health care workers. Looking ahead, gppies will arise from a gender
responsive new constitution and aid effectivengesida that incorporates financing for
gender equality. He said the way forward shoultlishe evaluating past work on gender
responsive budgeting and he pointed out that thrergment has prioritized gender equality
in its development cooperation policy. There i®dlge need to implement social protection
measures that target women and to address th@gd@gionately low economic participation
of women.

Mr. Rainer Kattel spoke on public procurement agtigopment finance. He began by
emphasizing the importance of public funding fovelepment via innovation. In that regard,
procurement is an important source of funding ler private sector as well as a way of
diffusing technologies. He explained that thinkargprocurement was shifting from a focus
sole on the efficient use of resources and stopganguption, to also considering innovation
and new technology. He mentioned that there weoetypes of procuring innovations. Type
A entailed creating new technological solutions aratkets for these solutions. This includes
procuring mission critical technological solutigissich as the internet, semi-conductors,
fighter jets) and procuring R&D intensive solutioifgpe B entailed diffusing new and
existing technological solutions that serve to ewleamarkets and competitiveness. Either
way he stressed that governments need to builccitg@and skills in procurement including
by utilizing skilled staff such as engineers oresthrofessionals in order to plan and evaluate
procurement.

Ms. Claire Schouten discussed budget transparantygitizen participation. She made three
recommendations: (1) guaranteeing full transparemcgovernment revenues, aid and
spending targeted to each of the development gglgovernments should create
appropriate mechanisms for public participatiobuinigeting; and (3) monitoring government
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spending on each sustainable development goalrasfghe ‘means of implementation’.
This will require defining a process for global amational level monitoring of government
spending targeted towards each goal.

Points made during the interactive discussion ohetlithe following:

» A key theme was around targeting of spending, dhialgion vulnerable people such as
those with disabilities. Interventions discussesluke of databases and registries to track
citizens that can be helpful in targeting. Conmegtogether policies and information on
cash transfers, education, food and health caréelpn Use of technology can help with
this.

* Interventions also focused on the need to strengtie capacity of the state to spend
wisely — this includes technical assistance, as ageinformation exchange at
international level. This can include sharing stél and technical solutions and best
practices across countries.

» Subsidies other than fossil fuel subsidies were discussed. Speakers stressed a practical
approach with a general preference for targetedidigs, and focusing resources on
access to basic services rather than on other pfpmssidies. One speaker suggested that
rather than subsidies, governments can become gerplof last resort and that social
employment programmes in some countries, suchdia, lInave met with success.

» Corruption was a recurring topic, with a numbemdérventions discussing how the
leakage of funds through corruption can undermffective spending. It was highlighted
that corruption and lack of transparency can samegibe an issue with procurement, but
that care needed to be taken to not exclude darrtassinesses due to too onerous
bidding requirements related to interventions tkl&corruption. Electoral campaign
finance can also prove an interrelated problem.

 Further discussion on social protection floorsudeld mention of the possibility to use
corporate compliance with social security contiidmg as a condition of bidding in
government procurement tenders. There was alsopogal that all governments could
commit to a minimum spending package for socialises that would be adapted to their
country income level. It was noted that the ICESi2H deliberated exhaustively on this
topic and it encouraged fiscal policies to provsdeial services to the poor to reduce
inequality and boost productivity.

» Another point of discussion was the importanceaifamal governance and transparency
through strengthening oversight and supreme awshitutions. Another suggestion was
that all firms be required in their financial digsures to list all payments to government.
It was also suggested that the governments shaiolish documents they already have,
like budget data and procurement contracts, toorgtransparency and accountability.



Session 3: “International Public Finance, includingOfficial Development Assistance
(ODA)” (12 November 2014)

Morning Session: ODA and Aid Effectiveness

The session was moderated by Mr. Amar Bhattach&wsmaior Fellow at the Brookings
Institution. The panel comprised Mr. Erik Solhei@hair of the OECD Development
Assistance Committee (DAC); Ms. Harpinder Collacbitector of Engagement and Impact
at Development Initiatives; Mr. David Roodman, Ralflolicy Consultant; Mrs. Dorothy
Mwanyika, Deputy Permanent Secretary in the MigisfrFinance of Tanzania; Mr. Vitalice
Meja, Coordinator of the Reality of Aid Africa Nedrk; and Ms. Smita Nakhooda, from the
Overseas Development Institute.

The moderator of the session, Mr. Amar Bhattacharg#ed the great progress that had been
made since Monterrey in the realm of internatignalic finance, but stressed that the
context had changed significantly. On the supple sfiscal pressures in donor countries
impacted the supply of Official Development Assista (ODA), while other resources had
become more important. On the demand side, 80guerof the overall population of
developing countries lived in middle income cowsgriimplying new demands on ODA. In
this light, he suggested that discussions addrdssedODA commitments could be met, and
how ODA should be allocated in a post-2015 agenda.

The first panellist, Mr. Erik Solheim highlighteldet significant development successes of
recent decades. He also pointed out that resoweessufficient to meet financing needs.
Nonetheless, he noted that ODA would continue &y ph important role. Specifically, he
mentioned four areas where the Addis Ababa Conéerenuld make real progress: increases
in ODA and a particular focus on ODA for the LeBstveloped Countries; support to
domestic resource mobilization, both through taade€dDA and through addressing illicit
flows; greater incentives for private investmenti@veloping countries; and a smarter and
more effective use of ODA. Mr. Solheim also repdrbe ongoing efforts to modernize the
definition of ODA in the OECD DAC, stressing bottettransparency of the process and the
commitment to not artificially increase ODA figures

Ms. Harpinder Collacott stressed the critical imaoce of ODA in eradicating poverty. She
noted that 83 per cent of the absolute poor liveountries that have both very limited
capacities to raise domestic public resources laatchiave comparatively low growth
projections going forward. For this reason, sheiadgthat ODA should be targeted where the
poorest live. While ODA does currently target paydretter than other flows, this could and
should be further improved, e.g. by giving develepitncooperation agencies an explicit
mandate in targeting poverty reduction.

Mr. David Roodman first highlighted that in a monaltipolar world, the main challenge
would be to jointly resolve global challenges, whidghlighted the importance of seeing aid
in the broader context of trade, migration, anceptolicies that affect development. He also
underlined certain types of aid that had provebe@ffective, such as health aid and direct
giving. Such demonstrable successes would bealrtiecreate and maintain political support
for ODA.

Mrs. Dorothy Mwanyika, Deputy Permanent Secretarthe Ministry of Finance of

Tanzania, noted the large role that ODA playedeindountry, in particular in financing the
development budget. In terms of its modalities,ZBania preferred budget support, which
facilitated its use in line with national priorisie@nd under the supervision of parliament. For
this reason, she regretted the decreasing appetid@g donors for budget support. To further
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increase ODA effectiveness, she also called faatgregoredictability of aid flows, the use of
national systems, and mutual accountability meamsj to ensure a genuine partnership
between donor and recipient countries.

Mr. Vitalice Meja, Coordinator of the Reality of d\iAfrica Network, emphasized the
importance for developed countries to meet theetas§§0.7 per cent of GNI for ODA, and
called for a binding mechanism to achieve this gdalalso noted that while many
developing countries now had middle income stahesy still rely on ODA to finance some
of their needs. With respect to aid effectivenéssynderlined the importance of the Busan
principles, and in particular democratic ownersgl the participation of all stakeholders.
Inclusive fora such as the United Nations Develapn@ooperation Forum have the ability to
bring all stakeholders together in an inclusive nen

Ms. Smita Nakhooda, from the Overseas Developmestitlite, explained that development
progress was being threatened by new challengésasuclimate change, with the poorest
people concentrated in countries that are mostkevabie to climate change. To address these
challenges, developing countries required inteomati public finance, in line with existing
commitments under the United Nations Framework @ation on Climate Change
(UNFCCC). However, these resources drew from theesaool that provided development
finance. There was a substantial role for ODA mdklivery of Fast Start Finance, and
climate-related ODA has grown rapidly. While theserlaps were to be expected, they had
implications on allocation, with climate-related @bnore targeted toward middle income
countries and towards the Asia and Pacific region.

Points made in the subsequent interactive discussatuded the following:

* Many delegations emphasized that existing ODA camemnts had to be met, and
some called for clear and concrete timetables. thatdil ODA was needed also in
view of increasing international public financevi® dedicated to climate change
mitigation and adaptation in developing countrieich largely count as ODA. There
were also calls to increase the effectiveness oAdbr example by increasing its
predictability and flexibility, by untying aid arty making greater use of budget
support as an aid modality.

» Different perspectives were raised with regarchtornost desirable allocation of
ODA. There was broad agreement that poverty shiogiltthe priority concern for
ODA flows. Some also called for ODA to increaseamty for domestic resource
mobilization, while others noted that the potentiiafaise revenue from taxation
would remain severely limited in many countries.

» Many speakers endorsed a greater focus of ODA ddd.&nd other vulnerable
countries, and there was agreement that the tredelatining ODA for LDCs should
be reversed. Suggestions were made to allocatersept of all ODA to LDCs.
Others voiced their concern that classifications alfocations based on income per
capita only would neglect other factors, such agctiral vulnerabilities, and
emphasized the continued need for ODA for many faidccome countries as well.
In addition, some speakers noted that financingliarate change mitigation is
generally counted as ODA, which risks diverting Obém LDCs.

» Several questions were raised with regard to OE@ Bfforts to modernize the
ODA concept. Speakers voiced their concern over tmweessionality is currently
being calculated, and also noted that proposabske country risks into consideration
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in a renewed measurement could incentivize highrdihg to countries at risk of debt
distress. Mr. Solheim noted that there was agreemigémn the DAC that the current
measurement of concessionality needed to be chaogettiress some of the
concerns raised. However, he assured the meetn@M®A would remain the main
instrument to measure donor effort, while a new athditional measure, “Total
Official Support for Development” (TOSD), would @V monitoring broader
financing flows for development. In response tdsctd discuss changes to the ODA
concept in an open and transparent manner at thedJdations, he assured the
meeting of the OECD DAC’s commitment to absolugsmsparency.

Afternoon Session: Additional sources of internatial public finance: concessional
lending, innovative sources of financing and Sou8nuth and triangular cooperation

The afternoon session featured two panels. Thieplnsel was on the theme of “Harnessing
additional sources of international public financehe second panel focused on “South-
South and triangular cooperation”.

Panel 1: Harnessing additional sources of intesnatipublic finance

The first panel of the afternoon session discus#ednational public financing flows that are
not counted as ODA. The panel was moderated byAkhiar Bhattacharya, Senior Fellow at
the Brookings Institution. The panellists were Nlwachim von Amsberg, Vice President for
Development Finance, World Bank; Ms. Gargee Ghbsfector of Development Policy and
Finance, Bill and Melinda Gates Foundation; and Rivxdney Schmidt, Policy and Evaluation
Consultant.

The moderator of the panel, Mr. Amar Bhattachapyanted to the significant potential for
mobilizing additional resources and leverage fimag¢hrough the multilateral development
bank system.

Mr. Joachim von Amsberg underlined the role of iratkral development banks in using
public resources to leverage large amounts of f@ik@sources to facilitate investments
needed for sustainable development. In additiazy there also able to leverage their
knowledge and experience. He further noted thaitrtbst concessional resources should be
concentrated with a view to achieving efficiency &guity, by using the most concessional
resources in the poorest countries, and by invg#tipublic goods. He also spoke of plans to
further increase the impact of World Bank lendiimgjuding through increased financial
leverage, and by leveraging concessional finanoelows.

Ms. Gargee Ghosh suggested that significant additi@sources could be unlocked for
development by implementing a number of specifioiations. They include a targeting of
ODA grants to the poorest countries for basic huderelopment; targeted support and
access to concessional finance for lower middlerime countries; assistance to developing
countries to attain tax to GDP ratios of 20 pertcatore support to private finance, and
philanthropic and concessional finance to fill rémtag gaps; and lastly funding for
investments in research and development at scale.

Mr. Rodney Schmidt spoke about the potential afdvative development financing’
mechanisms, such as a financial transaction taX)Ed raise resources for sustainable
development. The FTT as implemented from 2016arnex European countries is estimated
to generate US$ 45 billion annually, and coulded¥S$ 75 billion if implemented across the
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European Union. However, there is currently no sleaito allocate these resources to
development. Finally, he noted that a carbon tamlevbe an alternative idea to raise
significant new resources for sustainable develoime

During the subsequent interactive discussion, dliewing points were raised:

» Delegations noted efforts by the Leading Grouprorovative Financing for
Development to mobilize resources complementa®@#\, and highlighted the
willingness of the Leading Group to contribute domstively to the elaboration of the
post-2015 development agenda.

* Some concerns were raised that concessional lerdind contribute to debt crises.
The point was made that it was critical to emplapizvention of debt crises and that
the World Bank’s International Development Assdoiathad adopted a policy to
make only grants available for countries in higbtd#istress.

Panel 2: South-South and triangular cooperation

The panel was moderated by Mr. Navid Hanif, Directicthe Office for ECOSOC Support
and Coordination, UN DESA. Panellists included Bachin Chaturvedi, Director-General at
the Research and Information System for Develofiagntries, New Delhi, India; H.E. Mr.
Hazem Fahmy, Secretary General, Egyptian Agen®aadtinership for Development; Mr.
Admasu Nebebe, Director, UN Agencies and RegiosahBmic Cooperation, Ministry of
Finance, Ethiopia; and Mr. Cosmas Gitta, Assisiirgctor in the United Nations Office for
South-South Cooperation.

Mr. Navid Hanif introduced the topic and noted tBauth-South cooperation (SSC) — loans,
grants, and technical cooperation — was estimatadiount to US$16 to 19 billion in 2011.
Its key features were that it was demand driveedligtable, and fast.

Mr. Sachin Chaturvedi, reported on new institutitmest Southern countries were setting up to
address their priorities. They include the BRICS1IBahe Asia Infrastructure Development
Bank, or reserve funds such as the Chiang Maahnit. These regional efforts allow
safeguarding the economic interests of Southerntdes. He also noted that South-South
cooperation was demand driven, so that these sffavtild support a post-2015 agenda in
those cases where specific country demands alitinthheé agenda.

Mr. Admasu Nebebe reported on the significant inhplaatt SSC had had in Ethiopia to date,
in particular in the area of infrastructure investin ODA had a critical role in helping
achieve the MDGs, but tends to focus less on doomeestource mobilization, trade and
investment. SSC then is a successful compleméxotth-South cooperation. He also noted
the critical role SSC was playing in knowledge éachnology transfer.

Mr. Hazem Fahmy briefed the meeting on Egyptiarettgument cooperation. Egypt had two
technical cooperation funds historically, and rexently established an Agency of
Partnership for Development. He mentioned sevenatiete examples of partnership,
including in the area of education and health,udirlg through scholarships and training
activities, as well as research on innovation.

Mr. Cosmos Gitta highlighted the role of the UNtsys in facilitating SSC. This includes the
sharing of knowledge and experiences, supportiggpnal cooperation initiatives, and
support for new and hybrid forms of financing, miamg the private sector and
philanthropic actors.
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The following interactive discussion included thedw points:

In the discussion, several delegations highlighited positive experiences with SSC
and triangular cooperation programmes and shaneciet® success stories. There was
also agreement that SSC is a complement to, rdthera substitute for, North-South
development cooperation. Many also saw a roleréatitional donors in supporting
SSC, for example in the areas of knowledge anchtdoly transfer, and through
resources that support knowledge transfer withenSbuth.

In response to a question on the effectivenes$Sar, Mr. Nebebe noted that Ethiopia
had in place an effective monitoring and evaluaigstem, with indicators in line
with development plans. Speakers also called &iremgthened response of the UN
system to SSC, and for its mainstreaming withinUie

In conclusion, the moderator identified four keysseges — that there was large
potential of SSC; that innovations were happenirgyrapid pace on the ground, but
that it will take time to translate them into pads; that while the modalities and
motivations of SSC and North-South cooperation keithain distinct, there is a
convergence of objectives, namely on poverty esitio; and that SSC was a large
tent, where all donors are welcome to join.
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Session 4: “Private and Blended Finance” (13 Novenai 2014)

Morning Session: “Exploring the Nexus between Finaial Sector Development, Financial
Inclusion and Financial Stability”

The panel was moderated by Ms. Marilou Uy, Exeeubrector, G24 Secretariat, and
featured presentations by Ms. Leora Klapper, LeaahBmist in the Finance and Private
Sector Research Team of the Development Reseamip@GWVorld Bank; Ms. Claire Walsh,
Senior Policy Analyst, J-PAL, MIT; Ms. Chuchi Fomag Managing Director, Bangko
Sentral ng Pilipinas; Mr. Peter Graves, Senior \Rcesident, World Council of Credit Union;
Mr. Dilip Ratha, Lead Economist, Migration and Ré&amces, World Bank; and Mr. Henri
Dommel, Director Inclusive Finance Practice ArealCDF.

In her introductory remarks, the moderator, Ms. iMarUy, highlighted the need for the
financial sector to contribute to the real econoBlye encouraged speakers to explore the
distinct dimensions of financial sector developrmesntvell as their interconnectedness.

Ms. Klapper highlighted four objectives financiacsor development should pursue, namely
financial depth, access to financial services, tgregificiency in credit intermediation and
financial stability. While financial depth, measdi@s private credit to GDP, had been linked
to economic growth, the state had an importantirofgoviding consumer protections and
enforcing a regulatory environment in support oaficial stability. Likewise, as regards
financial inclusion, the government and regulagirsuld help promote access to financial
services to underserved communities. Indeed, retsatgathered by the World Bank had
shown that 2.5 billion people remained unbanketi wibmen disproportionately affected.
She emphasized the potential for innovative teatgiek to promote financial inclusion. In
that context, regulators should nurture innovatiad allow for competition from providers in
alternative sectors, like mobile banking. Moreoweraddition to a sound legal and regulatory
framework, government policies that promoted trostnpetition and education were key for
a more inclusive financial sector.

Ms. Walsh shared the outcome of randomized coetidlials on financial inclusion, and in
particular microcredit and microsavings, in sevelntries. Based on the outcome of eight
evaluations in seven countries, microcredit hadwshoo significant impacts on income and
only minor positive impacts on business investmiiotvever, microcredit had helped
borrowers to smooth consumption and cope with rsidgshocks. At the same time, it had a
positive impact on nutrition and gender empowermasivell as subjective wellbeing. On the
other hand, microsavings products had a positifecebn wealth assets and income, although
the positive findings were driven by a small prajmor of active users, while the rest of the
poor were still constrained. Overall, product desagd diversity were important.
Technological innovation mattered a great deal, éxample, greater electronic payments in
India had led to lower leakage of social transfrster payments, and promoted women
empowerment.

Ms. Fonacier shared the lessons of the financtlignon strategy in the Philippines. The
challenges were enormous with 37 per cent of caresmunicipalities without access to a
banking office and services concentrated in higlomne areas. She stressed the need for an
enabling environment and regulation. Inclusion ddug a goal of the central bank alongside
stability. Technological innovation was a key imdjent, since it made it possible to serve
more people in real time with lower costs. In thantext, the bank had followed a test-and-
learn approach and had identified 27 banks anchEbamks that could deal with e-money. E-
money was used for retail, but also government pags(conditional cash transfers and
government pensions), as well as for disasterfrgéigments. Ms. Fonacier emphasized the
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need to regulate and supervise small financiaitutgins and e-money providers, in particular
their capital adequacy, licensing procedures, gaugse and risk management. However, she
highlighted the need to apply a proportionate apgindo ensure that the required measures
will be commensurate to the level of operatione 8mphasized that it was possible to
balance inclusion, stability, integrity and protentof consumers. Stable financial systems
were only meaningful if they managed to serve tlagonity of people.

Mr. Graves highlighted that his organizations reprged 208 million members of credit
unions in 103 countries, as well as US$2 trillinoragsets. While the number of credit unions
in Africa, Middle East and Asia were smaller inasrof members and assets than other
regions, Asia and Africa had a large numbers oy genall credit unions. Credit unions were
non-profit, democratically controlled organizatiofi$ieir non-profit nature would lead to cost
savings on loans and better interest rates. Wiidlddcus was mostly on
individuals/households, the challenge was to extbadoan portfolio to small and medium
sized enterprises. Looking ahead, the speakeddaltea comprehensive plan for financial
inclusion, which should include credit union ascassful institutions. There was a need for
proper regulatory supervision and examination megpénts, including accounting to
constrain governance problems. New innovationsflidd agent banking, which promoted
personalised financial management, should be fugkylored.

Mr. Ratha highlighted that remittances had readh®#413 billion last year. Remittances
were more stable than FDI and could act as inserargpoor people. Remittances were
linked to reduced school drop-outs rates, povegtytides and higher birth weights. The major
challenge was to reduce the lending costs whichréwained exorbitantly high (8 per cent
costs on average at the global level, 12 per aeiatverage for Sub-Saharan Africa, and 30
per cent on average within Sub-Saharan Africa). Sfremker recommended to relax global
anti-money laundering (AML) and counter-terrorisigincing (CFT) rules for remittances
smaller than $1000, as well as to abolish exclugargnerships with post offices — since this
collaboration was stifling competition and servedagax on poor people. Moreover, the
creation of non-profit remittance platforms couldrdpt the market and force change.
Improvements in data collection and linking renmttes to micro-health and micro-saving
insurance were also crucial.

Mr. Dommel highlighted that UNCDF was one of thevféN agencies with capital — grants,
loans, and equity investments. He emphasizedniabist countries where UNCDF was
present, national financial inclusion strategiesensound, but countries were lacking
diagnostics and data. There was a need to worlsaoninistries and with other stakeholders
and to engage the private sector. The agency tsessburces to help mobilise access on
domestic savings products, which were more impbttean access to credit. Moreover, since
its budget was relatively low, UNCDF was tryinguse its limited resources in a catalytic
way with the objective to leverage access to domesimmercial lending. For example,
UNCDF managed to crowd in more than $100 millionif® MicroLead Expansion
programme that targeted market leaders in microfiean underserved countries. UNCDF
also promoted SSC to bring equity investment inicroasavings institutions.

The subsequent interactive discussions includedbtieaving key points:

» Several participants emphasized that remittaneeprarate economic transactions
and conceptually very different from other sourgkmvestment. It is misleading to
refer to them as aid and they should not be searsabstitute for aid.
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* Alarge number of speakers underlined the needdoae remittance costs. One
representative noted his country had publishedliffierent costs of remittances
online. This created competition and lowered reanite costs to 6 per cent.

» It was noted that Third International Conference~arancing for Development
commitments could galvanize momentum for compreierf;ancial inclusion
strategies. Governments could lead the way by kimidcto digital financial payments.
Such a move would increase transparency, redukadea and contribute to women’s
economic empowerment, since digitalized paymenttddeelp target women.

» With regards to randomized controlled trials, itsveanphasized that the evaluation
had focused on the impact of microcredit to houkhand was not focussed on
micro manufacturing. Investments in small manufantumight be much more
effective because they could increase employment.

» Several participants emphasized the need to addeesker disparities in the
discussion on financial inclusion. Mobile paymerasild help where women could
not access traditional banking institutions. Gom@dggregated data on gender access
and usage was seen as important. Moreover, balageretbr representation in the
governance structures of financial institutions \wagortant to influence their
policies.

» There were calls for people-centred financial sedéwvelopment. Financial sector
policies should respond to social needs rather ¢tbgporate concerns and
profitability. Moreover, appropriate regulationgareeded to limit systemic risks and
to ensure consumer protection without compromisimancial inclusion.

Afternoon Session: Long-term Finance for SustainaDevelopment

The afternoon session featured two panels rela&imgobilizing long-term finance for
sustainable development. The first panel was otefirational capital flows, long term
investment and blended finance,” and the secorid@ loa potential of ESG initiatives to
increase long-term investments into sustainableldement”. The session was moderated
by Ms. Shari Spiegel, Chief, Policy Analysis and/Blepment Branch, Financing for
Development Office, UN DESA.

Panel 1: International capital flows, long termastment, and blended finance

The panelists were Mr. James Zhan, Director oftkestment and Enterprise Division,
UNCTAD; Mr. Gavin Anderson, Executive Counsellogriking, EBRD; Mr. Magnus
Eriksson, Chief Investment Officer, AP4 (Swedism$ten Fund); Mr. Sachin Rudra, Chief
Investment Officer, Acumen; and Mr. Jesse GriffitBgecutive Director, EURODAD.

The moderator, Ms. Spiegel, began by pointing loat, tdespite large financing needs,
insufficient funds are flowing to areas pertinemststainable development, such as
infrastructure, small and medium enterprises (SMias) innovation. This panel would assess
the impediments to long-term private investmert thiese sectors.

The first panelist, Mr. James Zahn, provided amae of trends in foreign direct
investment (FDI) flows, and assessed their contiobuo fulfilling investment needs for
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sustainable development. While developing couritsieare of FDI has been increasing and
recently reached 54 per cent of global FDI flowsemains concentrated in a few countries.
Moreover, FDI to least developed countries (LDGg)all island developing states (SIDS)
and landlocked developing countries (LLDCs) renaitow levels. Mr. Zahn argued that
there is significant potential for greater investieot least due to the large cash holdings
that have been accumulated by multinational cotpors. Stressing the need to link foreign
investments more closely with the developmenteatyias of recipient countries, the speaker
proposed a number of transformative actions torerthat FDI flows to areas where they are
profitable but also have a positive sustainablesttgament impact. These included
establishing investment promotion agencies thaiddo a greater degree on sustainable
development and ensuring a well-prepared pipelingaects. Mr. Zahn also called for better
policy coherence across a range of areas inclutimge pertaining to trade, investment and
competition.

Mr. Magnus Errikson stressed that markets haverhedaghly focused on short-term

returns, but that in contrast to many investors teémal to be short-term oriented, the Swedish
Pension Fund is able to take a longer-term appraadtoperates with a 40 year horizon (with
their managers evaluated over a 5 year periodjs dhanates from the mandate set by the
Board, which is to contribute to the stability bétnational pension system through managing
Fund capital with the aim of generating the bestsge return over the long term, as defined
by the duration of the liabilities of the pensigistem. As a result of this longer-term horizon,
AP4 has been able to take into consideration factuch as sustainability, while at the same
time having a commercial approach and working @nitherest of pensioners. Nonetheless,
AP4 is legally allowed to only allocate 5 per cehtheir investments in unlisted equities.
This allocation to ‘illiquid’ investments is primérinvested in real estate, which has made it
difficult for AP4 to invest directly in other illigid long-term assets, such as in infrastructure.
They have also not been set up to undertake direestments in emerging markets. Mr.
Errikson noted that they would be interested iregting in long-term instruments (including
equity and debt) that support investments by ustihs and development banks, such as the
facility described by Mr. Gavin Anderson from thBED, if structured in line with AP4’s
investment requirements.

Mr. Sachin Rudra explained that Acumen is an ‘imipaestor’. He stated that impact
investing attempts to achieve both a financialrreais well as social good. Thus, in contrast
to most private sector firms, which focus solelyta financial return, Acumen provides
patient capital that blends social and financitumes to achieve a long-term social impact. It
tries to support social entrepreneurs by addresbmfunding gap in early stage private
enterprises. Many of their investments combinegpttiiropy with for profit investment. He
cited the example of Acumen’s investment in anmanige in Bihar, India called ‘Husk Power
Systems’ which took agricultural waste, rice hustterwise left to rot, and converted it into
gas that powers a turbine to generate electri€h. initial funding for ‘Husk Power Systems’
came from foundations, with additional financingrfr Acumen and more traditional venture
funds. Thus, while the process began with gramirfiing, as the company became more
sustainable, more traditional finance was attractéé company now has 84 plants in
operation across Bihar, serving 300 villages arg| @ people. He argued that while
Acumen’s size may be limited, their model of finaugcis scalable. However, he pointed out
that while there is the possibility for innovatiredels that combine different aspects of
finance in some areas, other activities only ldrahtselves to public finance.

Mr. Gavin Anderson emphasized that blending has beemportant part of the EBRD’s
financing model, and the bank never takes a stket than 35 per cent in any of its
investments. Blended financing has been usedangerof sectors where financing for
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sustainable development has been constrained asusihstainable energy, infrastructure and
SMEs. In addition to financing, the EBRD also waxrith donors and governments to help
create conducive business environments. In tefrhend raising, the EBRD has worked with
commercial banks and institutional investors, idalg pension funds and insurers, for
investment in projects. Mr. Anderson also pointatithat while some blended finance
projects may have been financed anyway by the ferisactor, the point to bear in mind is
that the inclusion of public financing may have @athe way for different and more
sustainable activities by the private sector.

Mr. Jesse Griffith emphasized that private investhoannot substitute for public investment,
and that the focus on attracting private investnséould be based on quality not quantity. He
stated that the agenda of using public financewerkge private capital needs a fundamental
rethink. He emphasized that 80 percent of infrastme spending in developing countries has
been publicly financed. In order to continue t@foe infrastructure, it is important to
increase tax revenues through tackling tax evas@gormavoidance and tax competition. In that
regard, he pointed out that there is a need foNantergovernmental committee on
international tax cooperation. Mr. Griffith alsalled for systemic reform of the international
financial system that would enable developing coesto free up the resources that they
currently use to build up international reservessilf-insurance and also reduce the
likelihood of costly debt crises. He pointed outtprivate investments remain low in low-
income countries and that FDI inflows have beemtiel and concentrated in the extractive
sectors. Mr. Griffiths emphasized that developnigr@ince institutions have been dominated
by high-income countries and there is a need tod@n national development banks as an
instrument for mobilizing finance for sustainabkvdlopment. In general, he stressed that it
is not appropriate to use ODA for leveraging prviihance and that PPPs have by far been
the most expensive form of financing.

A number of points were made during the interacdtiseussions, including the following:

* It was emphasized that it is important to definatdiended financing means. Some
participants suggested that PPPs often end up beiledpt instrument where the only
revenue stream flows from governments to the pivatestor. It was stressed that
PPPs should be structured to ensure that the goegrtndoes not take most of the
risks, while the private sector retains the retufieere was also a discussion of the
added value of blended finance projects, with akgearguing that even if these
projects would have happened anyway, they woul& ha@ppened differently in the
absence of public/private cooperation. The keyp differentiate between effective
and ineffective blending.

* A participant stated that the targeted use of OBA serve to effectively leverage
private investments, though others warned agduestise of ODA for this purpose. It
was suggested that ODA can also leverage privaamie indirectly through
enhancing project preparation and capacity building

» There was some discussion of the volatility andaotf FDI flows. It was argued
that while a large amount of FDI earnings flow astrepatriated earnings, a
significant amount still remains in the host coiggrand is reinvested.

» A delegation pointed out that a fraction of thedstiments made by sovereign wealth
funds could, if channeled to sustainable developntetve a significant impact. On
the other hand, it was mentioned that sovereigritivéands are generally profit
oriented, and are not channeled to areas whemskieeturn profile is not favorable.
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It was pointed out that very few sovereign wealihds invest directly in long-term
investments. For a start, their managers lack xperéise to undertake longer-term
investments. It was also noted that the majoritgaMereign wealth funds are hosted
in developing countries. Some participants suggetstat sovereign wealth fund
investments are to a greater degree undertakée ifidamework of South-South
cooperation.

Panel 2: “The potential of ESG initiatives to ir@se long-term investments into sustainable
development”

The panelists were Mr. Georg Kell, Executive Dicgaif the UN Global Compact; Mr. Elliot
Harris, Director, New York Office United Nations Hronment Programme and Head of
Secretariat, UN Environment Management Group; Nev& Waygood, Chief Responsible
Investment Officer, Aviva; and Mr. Magnus Erikss@hief Investment Officer, AP4
(Swedish Pension Fund).

Mr. Georg Kell asserted that there was a quietltgdam happening in the business
community. In particular, the business world israffiag due to an increase in transparency,
with markets increasingly taking a longer-term hon on investments that underpin future
growth rates. The speaker emphasized the impor@neauntary initiatives by companies to
integrate sustainability criteria into businessisieas, but pointed that more needed to be
done in this respect and that the Global Compazekaluded many companies for not
disclosing their activities sufficiently. On a jitdg&e note, he stressed the importance of the
Principles for Responsible Investment initiatiwehich has been signed on by institutional
investors managing 45 trillion dollars. Mr. Keliderscored the importance of incorporating
ESG criteria into companies’ investment decisidfes pointed out that the transformation of
decision-making along these lines is not yet gbj@irig point but that it is a matter of time
before this movement becomes more important.

Mr. Elliott Harris stated that the UNEP Financdiative (UNEP-FI) is a partnership between
UNEP and institutional investors, which aim to kesv ESG can impact financial decisions,
and how financial sector participants can contaldotsustainable development. Over 200
institutions, including banks, insurers and funchagers, work with UNEP to understand the
impacts of environmental and social consideratmm&nancial performance. He mentioned
that UNEP-FI had a training program for instituebmvestors on ESG. They have also
engaged with financial regulators to see how tregulations affect sustainable development.
Mr. Harris also pointed out that governments havergortant role to play in setting
incentives (shifting the balance between non-sogtdé and sustainable activities), requiring
disclosure, preparing bankable sustainable projelesnentioned that there are many
initiatives under way that require companies to endisclosures, but there is an insufficient
degree of standardization.

Mr. Steve Waygood explained that in his view ther@unt structure of the financial system
undermines sustainable development, and that ihereeed to change this through
encouraging the integration of ESG issues intostiment criteria. He suggested that there are
a number of ways to do this. First, there is a rteezhange price signals to ensure that
externalities are internalized to improve the reads of investors to integrate sustainability
issues. In addition, there is a need to changentivas within the system to make shorter-
term time horizons less rewarding for investors.sdggested that capital markets incentivize

! This is an international network of investors wingktogether to put six principles for responsiileestment
into practice. The initiative was formed in parst@p with the UNEP Finance Initiative and the UNoKAI
Compact.
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short-term behavior. In this regard, he descrilbediow of funds through a chain of financial
intermediaries, and explained the short-term ingerstructures throughout the chain.
Changing this could involve reshaping the structfrnancial sector remuneration. The
speaker also stressed that transparency needsriorbased across the different categories of
intermediaries, including through integrated reijpgrby companies, investment banks, stock
exchanges, asset managers, investment consultahésaet owners. Mr. Waygood also
called for measures to enhance financial literaog for all Governments to develop national
capital raising plans detailing how they intendit@ance the SDGs. These plans could be
coordinated at the international level by the UM #re World Bank.

Mr. Magnus Eriksson emphasized that long-term itoressuch as AP4, are better placed to
take sustainability into account. Mr. Erikkson di@imate change as a long-term threat to the
environment and economy, which served to underpémsion funds’ returns. He pointed

out that AP4 has initiated a CO2 project, througticlv it has developed and invested in a
low carbon strategy with a long investment horizag part of this strategy it evaluates stocks
of S&P500 companies by their carbon footprint draked on this criteria, has excluded 100
companies. He emphasized that the performancs vit carbon fund has been very positive
and that it has earned excess returns since #gtion. Although the reason for the out-
performance is unclear, Mr. Eriksson suggesteditimaight be due to better management
more generally in firms with low carbon footprink$e urged other investors to adopt similar
low carbon investment strategies. A number of salints were raised in the interactive
discussion, including the following:

» It was suggested that the panel highlighted theriatl for change in behavior of
private sector investors, as well as the challengédsing so, particularly on a large
scale, without supportive government policies.

» The question of what measures can ensure that@iiveestment contributes better to
sustainable development was raised. One issuwds the better integration of ESG
issues into companies’ reporting and decision-nagimcesses. In addition, it was
pointed out that the incentives favoring short-téimre horizons by businesses and
investors need to be altered. This can be achitwedgh, among other things, pricing
and performance criteria throughout the investrnobatn. For example, the
remuneration committees of stock exchanges couidider how well they have done
in incentivizing sustainable behavior.

» There were also calls for an accountability framewtbat monitors the impact of FDI
on marginalized groups and for ways of incorpogatinman rights into the
investment considerations of foreign investorsth&t same time, given that the private
finance often does not serve to further developntbatimportance of having
adequate and effective ODA flows to developing ¢nes was asserted.

» There was discussion of the particular challengesed by LDCs, with questions
raised regarding ways to attract sustainable invests to these countries. It was
argued that ESG-focused investment could be apptedor LDCs and that
appropriate engagement of all stakeholders atoited level would be critical to
ensure that proper benefits accrue.

» Reference was made to the framework on businesbamdn rights proposed by
former UN Special Representative John Ruggie (datpiRespect and Remedy)
which rests on three pillars. These are the statietd protect against human rights
abuses by third parties, including business; thiparate responsibility to respect
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human rights; and greater access by victims ta&¥e remedy, both judicial and
non-judicial. The UN Human Rights Council unanimgusgpproved the framework in
2008. It was proposed that public performance beracks should report publicly on
how well they are doing on the Ruggie framework #rad such rankings should be
public.

Conclusion

The co-facilitators of the preparatory processilier Third International Conference on
Financing for Development thanked all the partinigéor the rich array of analysis and
viewpoints that were conveyed during the themaggs®ons. These would be duly noted and
statements posted on the Financing for Develop®@éide’s website. The co-facilitators
looked forward to a similarly engaging set of dssions during the forthcoming substantive
informal sessions due to take place on 9-12 Dece®iBs.
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