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The cover design 
symbolizes using money to benefit 

the people and the planet we inhabit. The stylized coins 
represent money received by a rounded hand symbolizing humanity 
and the earth simultaneously. The brown-blue-green colors 
reflect the natural habitat. All come together in the 
question explored in the report: How can all 
sources of money work for development that 
is inclusive, and sustains the lives of people 

and the natural resources on which we 
all depend? 
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DEFINITIONS 

Adaptation Adjustments in ecological, social, or economic systems in response to actual 
or expected climatic stimuli and their effects or impacts. It refers to changes in 
processes, practices, and structures to moderate potential damages or to benefit 
from opportunities associated with climate change.

Assigned amount unit A tradable “Kyoto unit” or “carbon credit” representing an allowance to emit 
greenhouse gases compromising one metric ton of carbon dioxide equivalent 
calculated using their global warming potential. 

basel iii Global banking regulation agreed in September of 2010 to effectively triple the size 
of the capital reserves that the world’s banks must hold against losses. This sets a 
new capital ratio of 4.5%, more than double the current 2% level, plus a new buffer 
of a further 2.5%. The new rules will be phased in from January 2013 through 
January 2019.

capital market Market for securities (debt or equity), where governments and business enterprises 
(companies) can raise long-term funds. It is defined as a market in which money 
is provided for periods longer than a year. The capital market includes the stock 
market (equity securities) and the bond market (debt).

carbon price Cost applied to carbon pollution to encourage polluters to reduce the amount 
of greenhouse gas they emit into the atmosphere. There are two main ways to 
establish a carbon price: (i) a carbon tax on the distribution, sale, or use of fossil 
fuels, based on their carbon content; and (ii) a quota system called cap-and-
trade where the total allowable emissions in a country or region are set in advance 
(“capped”). In the latter model, permits to pollute are created for the allowable 
emissions budget and either allocated or auctioned to companies. The companies 
can trade permits between one another. 

common but 
differentiated 
responsibility

Principle of international environmental law establishing that all states are 
responsible for addressing global environmental destruction yet are not equally 
responsible. The CBDR principle balances, on the one hand, the need for all states 
to take responsibility for global environmental problems and, on the other hand, the 
need to recognize the wide differences in levels of economic development between 
states. These differences in turn are linked to the states’ contributions to, as well as 
their abilities to address, these problems. The principle, under discussion for wider 
applicability beyond the environment, is central to the Rio+20 agreement. 

countercyclical policy Government policy aimed at reducing or neutralizing antisocial effects of economic 
cycles. Such policies encourage spending during downturns, and tighten credit 
during inflationary periods. 

decentralization The process of redistributing or dispersing functions, powers, people, or things away 
from a central location or authority.

devolution Transference of rights, powers, property, or responsibility to another, especially the 
surrender of powers to local authorities by a central government.

direct capital 
account management

Means to protect domestic financial markets from the vicissitude of cross-border 
capital flows.

emissions cap A government standard that dictates the maximum amount of a particular pollutant 
that can be produced. 

extreme poverty Proportion of individuals in developing countries who live on less than $1.25 a day 
(based on purchasing power parity 2005 constant prices). 
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Fiscal space A government’s capacity to finance new spending without harming medium- and 
long-term fiscal sustainability.

gini index or  
coefficient

Measures the extent to which the distribution of income or consumption 
expenditure among individuals or households within an economy deviates from a 
perfectly equal distribution. A Gini index of 0 represents perfect equality, while an 
index of 100 implies perfect inequality.

Leases and affermage 
contracts

Generally public–private sector arrangements under which the private operator 
is responsible for operating and maintaining the utility but not for financing the 
investment.

Low-income country Those with a GNI per capita, calculated using the World Bank Atlas method, 
of $1,045 or less in 2013.

macroprudential  
policies

Enhance financial stability by increasing the resilience of the banking system during 
periods of rapid credit growth and by helping to dampen excessive growth in credit 
and asset prices. They address the interconnectedness of individual financial 
institutions and markets, as well as their common exposure to economic risk factors. 

middle-income country Those with a GNI per capita of more than $1,045 but less than $12,746 in 2013.
mitigation Efforts to reduce or prevent emission of greenhouse gases using new technologies 

and renewable energy, making older equipment more energy efficient, or changing 
management practices or consumer behavior. 

multi-bi financing Voluntary external assistance from donors for a multilateral agency which is 
supplementary to core membership contributions and which is earmarked for 
specific sectors, themes, countries, or regions.

official development 
assistance

Flows of official financing which aim to promote the economic development and 
welfare of developing countries. By convention, official development assistance 
flows comprise contributions of donor government agencies, at all levels, 
to developing countries and to multilateral institutions.

Public good A product (i.e., a good or service) that anyone can consume as much as desired 
without reducing the amount available for others. It is the opposite of a private good, 
which is any product for which consumption by one person reduces the amount 
available for others, at least until more is produced. 

securitization The process in which certain types of assets are pooled so that they can be 
repackaged into interest-bearing securities. The interest and principal payments from 
the assets are passed through to the purchasers of the securities.

spillover effects Economic events in one context that occur because of something in a seemingly 
unrelated context.

supranational A type of multinational political union where negotiated power is delegated to 
an authority by governments of member states. The concept of supranational 
union is sometimes used to describe the European Union (EU), as a new type of 
political entity.

sustainable  
development

Development that meets the needs of the present without compromising the ability 
of future generations to meet their own needs. It contains two key concepts: the 
concept of needs, in particular those of the world’s poor, to which overriding priority 
should be given; and the idea of limitations imposed by the state of technology 
and social organization on the environment’s ability to meet present and future 
needs. More recently, under the United Nations, sustainable development has 
been interpreted to include three pillars: economic prosperity, social equity, and 
environmental responsibility. 

venture philanthropy Adaptation of the venture capital model, which entails using philanthropic money as 
capital for organizations with a social purpose.
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PREFACE

The Asian Development Bank (ADB) welcomes the higher ambitions of the new global sustainable 
development agenda that will touch every country, person, and activity. This report then asks: Why 
should not every dollar count toward improving people’s lives in fair and durable ways? The question is 

addressed from the perspectives of the region. 

Asia and the Pacific matters to the world. With more than 60% of global population, 62% of economic 
output, and an evolving development story, it is a region of opportunities that position it well to address its 
development challenges. This hugely diverse region presents a range of development conditions, from small 
islands and sparsely populated remote mountain habitations to 16 of the world’s 28 megacities. A region of 
stark contrasts, two-thirds of its economies are middle income, but around 40% of the population lives on 
less than $2 per day (purchasing power parity). While it receives 26% of total multilateral and bilateral official 
development assistance (ODA) for developing countries, there are also increasing ODA-like flows coming 
from countries in the region. The region has development-oriented investment opportunities for funds from 
its own countries and from outside. Such investments, if well managed and adequately financed, could not 
only put Asia and the Pacific on the right track, but also benefit the world at large. 

The report looks at both sides of making money work: how to move more funds toward well-managed 
investments in sustainable development, and how to attract more money from wider sources to such 
investments. Under the Millennium Development Goals the focus was on addressing deprivations; 
development finance was largely seen as official development assistance. But today, the development 
landscape has changed. A universal and sustainable development agenda will require the best use of 
all moneys—not just low-cost or no-cost finance. Exploring public, private, and joint financing options, both 
domestic and international, it recognizes that incentives for public and private actors may differ, but are 
not mutually exclusive. Bringing them together, however, will benefit from an early focus on all sources—a 
critical reorientation given the scope and ambition of the new agenda. It proposes action areas that can be 
customized and sequenced based on local conditions.

This report is strategically timed. It comes in the wake of three major international events in 2015 that will jointly 
influence the future of development. One, the July International Conference on Financing for Development 
in Addis Ababa, will propose concrete actions that include those required to finance the new agenda. Two, 
new global development aspirations up to 2030 will be finalized in September in a universal post-2015 agenda 
centered on sustainable development goals. Three, the 21st Conference of the Parties of the UN Framework 
Convention on Climate Change in Paris in December will seek a universal climate agreement. 

The report builds on the broad contours proposed by the Inter-Governmental Committee of Experts on 
Sustainable Development Financing, while applying regional perspectives and priorities. It links to ADB’s joint 
work with UNESCAP and UNDP, as well as with other multilateral development banks. A number of ADB 
staff and external experts have contributed. Four multistakeholder subregional consultations in 2014 helped 
to root the report in the particular concerns of the region’s developing countries. It is part of ADB’s ongoing 
support for the post-2015 sustainable development agenda. 
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Internally, ADB is preparing to effectively back the new agenda in Asia and the Pacific through both capital 
and capacity. Enhanced lending capacity comes through a groundbreaking proposal that combines Asian 
Development Fund lending operations with the ordinary capital resources balance sheet. This will boost 
assistance to poor countries, enhance risk-bearing capacity, strengthen private sector operations, and 
increase preparedness for risks from future economic crises or natural disasters. ADB is also strengthening 
capacities to help client countries attract private investment for sustainable development. The new Asia 
Pacific Project Preparation Facility will help to crowd-in private investment for infrastructure. A recent 
midterm review of the bank’s long-term vision—Strategy 2020—supports the sustainable development 
agenda; a further review will take place once the UN summit finalizes the agenda this September. 

Externally, ADB works in close partnership with other development partners, such as with the UN system in 
organizing the Asia-Pacific High Level Consultation on Financing for Development in Jakarta (29–30 April 
2015), part of preparation for Addis Ababa. ADB’s collaboration with other multilateral development banks 
and the International Monetary Fund helps define comparative advantages in terms of what each can do 
toward financing sustainable development. 

Going forward to Addis Ababa, and toward the eventual implementation of the sustainable development 
agenda expected to operate from 2016 to 2030, there will be many proposals on financing. The present 
report is a step in that direction. We hope that it will inform debate and dialogue, and contribute to ongoing 
discussions among our developing member countries as well as donors.

takehiko nakao
President
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OVERVIEw

HIGH AmBITIONS, FRAGmENTED FINANCE 
2015 is a milestone year. The global community has arrived at a moment of understanding that current patterns 
of development, while delivering immense benefits to some countries and people, have left others far behind. 
The many returns from growth have also pushed against planetary boundaries. In the Asia and Pacific region, 
a phenomenal reduction in poverty has tailed high economic growth rates, yet patterns of consumption and 
production are increasingly skewed. Climate change—the result of deepening imbalances—is adding severe 
pressures likely to intensify over time. 

During 2015, three major international agreements will attempt to respond to these issues. They will frame 
an ambitious post-2015 global agenda for sustainable development, map new commitments related to 
financing development, and decide on future action on climate change.1 They come at a time of growing 
global consensus, across many forums, that development must aim to be more fair and durable, and less 
harmful to the environment on which all people depend. More far-reaching policies must guide this process, 
and money must move accordingly. 

This report focuses on financing, in the context of current global and regional dialogues. It asks: Since the 
post-2015 agenda in some way will touch every country, person, and activity, should not every dollar count 
for sustainable development? 

Putting Asia and the Pacific on track to achieve sustainable development will be a complex process. Actions 
are needed on many fronts, with close attention to widely varying country contexts. Fragmented sources of 
finance, currently in many different hands and directed to diverse purposes, need to align and work together 
toward common benefits. 

•  Making every dollar count for sustainable development

While the public sector has the primary role in guiding sustainable development, the sheer size of private 
resources, and the impacts of private activities on economies, societies, and the environment, imply that it 
must be brought into financing and implementing the post-2015 agenda. Diverse incentives will need to be 
understood and balanced. 

Capital and capacity will need to operate as two sides of financing for development. Money needs to be 
pumped systematically toward development goals, through both public and private initiatives, and in some 
cases collaboration between the two. Equally important is increasing the attractiveness of development 
investments, so they become not just destinations for funds, but magnets pulling in money from all possible 
sources. 

1 The three major international events of 2015 include the Third International Conference on Financing for Development in Addis 
Ababa in July, a special summit on sustainable development at the United Nations in New York in September, and the 21st 
Conference of the Parties of the UN Framework Convention on Climate Change in Paris in December. In addition, the Third UN 
World Conference on Disaster Risk Reduction, which took place in March 2015 in Sendai, Japan, covered issues relevant to all three.
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The post-2015 agenda, aimed at transforming many current patterns of development, will require far larger 
sums than the predecessor Millennium Development Goals (MDGs). There the focus was on addressing 
deprivations using mainly public development finance from domestic sources as well as international official 
development assistance (ODA). 

Going forward, domestic resource mobilization needs to improve. International ODA commitments should 
be met, as agreed, and as a critical signal of political commitment to a shared development agenda. ODA 
remains a major source of development financing in some disadvantaged countries in Asia and the Pacific. 
However, dramatic changes in the landscape of finance require moving beyond an aid-centric approach on 
development finance to much wider financing for development.

In the region as a whole, as globally, the bulk of funds are now in private hands. For Asia and the Pacific, ODA 
estimated at $26  billion and government revenues at $3 trillion a year are small compared to potentially 
investible private monies combined—including $205 billion in remittances, $568 billion in foreign direct 
investment flows, and $6 trillion in private savings. Pension and sovereign wealth funds also hold enormous 
potential with $3.5  trillion in assets. The question is how to draw these more clearly into sustainable 
development through public policy and intermediation. For their part, more private actors need to look 
beyond just short-term models of profit, and recognize that many shareholder benefits and wealth creation 
could come from integrating longer-term concerns across their operations. 

A new framework for financing is required, covering all agents, public and private, defining the most efficient 
sources and allocations of funding, and fostering existing and innovative measures to catalyze resources. 
It should be grounded in common benefits and shared costs to achieve them, and embrace a new sense 
of partnership—global, national, and local—where all actors are held accountable for contributing, based 
on varying capacities. Even across diverse country contexts, all sources need to be considered in each, 
recognizing differences in the shares of resources and their best applications, and how priorities and choices 
may shift over time. 

Estimates of costs for the sustainable development agenda are imprecise, but early indications suggest the 
sums could be huge—in the trillions of dollars each year. The magnitude per se is not the problem; enough 
public and private funds are available. The real issue is about overcoming two bottlenecks. First, many activities 
essential to sustainable development are not profitable enough to draw in private resources. Second, funds 
do not consistently reach some of the issues and areas that need them most, such as marginalized groups of 
people, or cross-border public goods relevant to all. Under a broader framework for financing linking both 
public and private resources, new thinking will be needed to remove these obstacles to progress.

BOLSTERING THE PUBLIC DOmAIN
Public funds for development come through a variety of channels, domestic and international. These include 
both traditional sources such as taxes and ODA, and newer ones such as specialized climate funds. The overall 
mix in Asia and the Pacific varies substantially between middle- and low-income countries. Some countries 
face particular structural constraints and vulnerabilities, such as the Pacific nations, where geography and size 
place inherent pressures on domestic economies. 
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Since development is dynamic, shares and responses can shift over time. Under a “prosustainable 
development” framework, all sources need to be considered in all contexts, recognizing differences not just 
in the shares or resources, but in how each category can be best applied.

• A foundation in domestic resources

Domestic public resources remain the primary source of financing for development. They are critical to 
national ownership of public policy and integral to moving toward financial autonomy.2 This remains the case 
even where international public resources—namely, ODA—play a major role.3 

Countries in the region recognize that developing Asia could do more to collect taxes as it lags behind much 
of the developing world in its ratio of tax revenues to GDP, averaging 17.8% compared with 28.6% worldwide. 
There are now greater revenue opportunities at the municipal level too—through a range of taxes, fees, and 
charges. Local authorities that raise and spend their own resources can be more accountable and responsive 
to local needs. Countries need to explore all options to expand their resource base, including progressive 
systems to increase tax and nontax revenues, stronger regulations to reduce leakages from illicit flows, tapping 
sovereign wealth funds, and better protections against disasters. All areas need to factor in gender equality 
aims, among other measures to ensure equity. 

• International partnerships to back shared global goals

Public international resources offer an important complement to domestic flows, through channels linked 
both to ODA and climate finance. Separate commitments in each area need to be achieved, as the most basic 
starting point. Globally, ODA has never reached the internationally agreed target for donors of 0.7% of gross 
national income. In 2013, this meant a shortfall of about $43.9 billion for Asia and Pacific countries alone.4

The role and importance of the multilateral development banks as aggregators and intermediaries of 
international capital flows to the developing world continues to evolve in light of a changed landscape for 
development finance and the heightened demands of sustainable development.

Beyond the sums under official concessional finance, new approaches to it are required, recognizing different 
applications in diverse development contexts. There is strong potential for using ODA more strategically to 
draw in other moneys; to better anchor domestic policy in principles such as equity, sustainability, and gender 
equality; and advance regional cooperation and the stewardship of global public goods. More strategic uses 
could involve leveraging capacities too, not just capital, and unlocking stubborn development deficits and 
structural bottlenecks.

2 Intergovernmental Committee of Experts on Sustainable Development Financing. 2014. Report of the Intergovernmental 
Committee of Experts on Sustainable Development Financing. Advance unedited version.

3 Asian Development Bank. 2014. Asian Development Outlook 2014: Fiscal Policy for Inclusive Growth. Manila.
4 Basu, A. 2014. Enhancing Concessional Assistance for a Post-2015 Development Agenda. ADB Sustainable Development Working 

Paper Series No. 35. Manila.
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• The case of climate finance

Incorporating climate finance in a framework for future development financing is urgent. It has been a critically 
important element of global climate negotiations. Unlocking the existing complexities is key to better access 
and management of climate funds, an important starting point toward alignment to development finance. 

Unclear accounting can be a challenge for both donor and recipient countries. For donors it would help to 
accurately budget, monitor, and report flows to their citizens and to the international community. For the 
recipients, knowing the sums, whether a part of preexisting ODA commitments or additional, would help in 
credible planning, programming, and reporting. 

A framework for climate-linked finance for development could consider different stages and local priorities in 
the region, taking into account degrees of deprivation and exposure to climate risks. 

UNLEASHING PRIVATE POTENTIAL
The private sector—comprising individuals, households, and businesses—has an enormous impact on the 
course of development. Large conglomerates, small and medium businesses, the self-employed, and migrant 
workers have fueled Asia and the Pacific’s remarkable growth story.5 

Yet, while private financing through businesses and the financial sector is often well suited for productive 
investment in sustainable development, a short-term profit orientation undercuts consistent contributions. 
Today, there is growing recognition that commercial interests depend on all dimensions of sustainable 
development and require longer-term perspectives, whether the issue is an educated workforce or the 
continued availability of environmental resources. A new type of development partnership could emerge, 
framed by these considerations, led by states, and engaging the private sector on multiple fronts. 

Unleashing private potential involves identifying the money that businesses and individuals have and 
encouraging them to move it toward sustainable development. Capturing the full potential of these funds 
depends in part on building attractive destinations for investment, and strengthening financial instruments 
that can push more financing toward basic needs, infrastructure, and public goods. 

• Doing business differently

The private sector has a clear stake in sustainable development. Through their normal operations, businesses 
make major contributions to the public good, including through employment or products such as vaccines. 
Businesses also add, in some cases significantly, to public bads, such as environmental destruction, or the 
failure to uphold basic safety standards. Encouraging positive contributions and curtailing negative fallout are 
both arguments for reimagining how businesses could transcend conventional behavior to play new roles as 
development partners. 

5 Chandrasekhar, C. P. 2014. Potential and Prospects for Private Sector Contributions to Post-2015 Development Goals: How Can 
Development Cooperation Strengthen Engagement and Results? ADB Sustainable Development Working Paper Series No. 34. Manila.
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This will depend, fundamentally, on doing business differently. In all aspects of their operations, businesses 
could do much more to deliberately and systematically align with sustainable development, from the way they 
run manufacturing plants to the treatment of workers, from choices for product development to financing 
agreed priorities. Moving beyond “business as usual” entails shifting away from a near-exclusive focus on 
short-term profitability, and factoring social and public goods into calculating rates of return.

•  Moving money to development: the financial sector

By 2030, Asian equity markets will represent around 42% of global market capitalization, and up to 72% by 
2050. Asian domestic debt securities are expected to grow strongly over the next 2 decades, to $65 trillion 
in value by 2030.6 

While the main purpose of financial markets is to move money from one pocket to another, the exchange 
should not be limited to only some pockets or some short-term investments. Markets need to align with 
sustainable and more inclusive development. Financial activities linked to the “real” economy, for example, 
assess investments not only in terms of returns, but also in light of social goods such as employment. 

Well-developed markets can give these imperatives more attention. Where markets are still nascent, moves 
toward financial integration can be made from the start. Given the Asia and Pacific region’s huge reservoirs 
of savings—in 2012, the region’s “mass affluent,” with between $100,000 and $1 million in assets, had 
$20.5 trillion in collective assets7—there is a call for keeping these at home instead of abroad, in part through 
innovative new instruments that channel resources toward development priorities, in infrastructure and 
beyond.

A more inclusive financial sector also calls for extending the reach of financial services in banking and 
elsewhere, given wide-ranging benefits linked directly to sustainable development. Small and medium-sized 
enterprises that can tap these services, for example, can become important stimulators of broader economic 
growth. 

•  Philanthropy: a widening circle of concern

It is difficult to define the scope of private philanthropy in Asia and the Pacific, given gaps in data, but the 
sums appear to be large and growing.8 While direct charitable giving prevails in many countries, there is also 
a trend toward more demanding, hands-on philanthropy that stresses targets and results, seeks innovation 
to improve performance and efficiency, and encourages the sharing of skills, abilities, and experience as 
opposed to money alone.9 

6 Rao, V. 2015. Developing the Financial Sector and Expanding Market Instruments to Support a Post-2015 Development Agenda in 
Asia and the Pacific. ADB Sustainable Development Working Paper Series No. 36. Manila.

7 UNESCAP. 2014. Sustainable Development Financing: Perspectives from Asia and the Pacific. Background paper. ESCAP Regional 
Outreach Meeting, United Nations Intergovernmental Committee of Experts on Sustainable Development Financing, 10–11 June, 
Jakarta.

8 Basu, A. 2014. Enhancing Concessional Assistance for a Post-2015 Development Agenda. ADB Sustainable Development Working 
Paper Series No. 35. Manila.

9 Chia, A. 2015. Potential and Prospects for Philanthropy in Implementing Post-2015 Development Goals. ADB Sustainable Working 
Paper Series No. 38. Manila.



OVERVIEw xvii

Successful corporate entrepreneurs stand behind a group of powerful international foundations increasingly 
active on international issues. But there are also concerns about some lack of transparency10 and limited 
accountability to people beyond their founders and boards.11 Some sway the course of international and 
national policy through the sheer size of their monetary presence. Countries could consider establishing 
standards of evaluation and accountability before engaging with these actors, perhaps based on indicators 
already used for international aid. 

BRINGING TOGETHER THE PUBLIC  
AND THE PRIVATE
Sustainable development challenges some of the traditional definitions of public and private. The notion of 
public funds for public goods and private funds for private goods does not hold, since development deficits 
affect both categories. There is increasing recognition that these challenges may not be met by either sector 
acting alone; bringing them together will be critical to progress. 

This collaboration needs to aim higher than in the past, moving beyond the relatively limited version involving 
the public sector contracting private enterprises. It depends on a careful aligning of incentives. Even where 
the broader objective is sustainable development and support for public goods, there will still be a balance 
between economic and noneconomic returns. Transparency, trust, and regular engagement are extremely 
important. 

Both the public and private can address development deficits of various kinds, gender gaps, for example. Laws 
can require equal pay and more parity in decision making. For their part, companies can adopt workplace 
policies that systematically prevent gender discrimination, and assess the prevalence for gender bias in 
product and marketing strategies. 

•  Partnerships for sustainable development

Public–private partnerships (PPPs) have grown more attractive in Asia and the Pacific in recent decades. 
A  massive and costly infrastructure deficit propels interest especially in using these for infrastructure, 
particularly in investment-intensive areas such as energy and transport. Unprecedented urbanization is an 
emerging driver, suggesting new scope for PPPs in scaling up health and education services to meet rapidly 
rising demand. 

Despite their benefits, PPPs are not an option for every project. Considerations vary widely by country, related 
to factors such as public institutional capacity, the legal framework, and the depth of the private sector. In all 
cases, care needs to be exercised in managing PPPs, including in terms of their risks. A critical part of shaping 
a sound PPP is the capacity to develop projects that make clear contributions to sustainable development 
while being attractive to investors.

10 McCoy, D., G. Kembhavi, J. Patel, and A. Luintel. 2009. The Bill & Melinda Gates Foundation’s grantmaking programme for global 
health. The Lancet. 373 (9675), 9–15 May: pp. 1645–1653.

11 Porter, M. E. and M. Kramer. 1999. Philanthropy’s New Agenda: Creating Value. Harvard Business Review. https://hbr.org/1999/11/
philanthropys-new-agenda-creating-value. See also www.washingtonpost.com/blogs/answer-sheet/wp/2014/10/08/an-educator-
challenges-the-gates-foundation/
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•  A public role in steering private resources

Beyond direct oversight of their own funds, governments can play specific roles in guiding some resources 
generated by private sector activities, such as in the extraction of natural resources. Managing these in line 
with sustainable development recognizes a sense of social ownership and common property. 

Other public initiatives, such as development banks and trade finance, can deliberately spur private sector 
activity in socially and economically beneficial ways—for example, assisting small and medium-sized 
enterprises to scale up operations and generate jobs, or helping unlock structural barriers in economic sectors 
important to growth and human well-being.

•  Private transactions provide public resources and benefits 

Some private transactions provide a dual opportunity to both enhance public goods and generate revenues for 
social and environmental investments. Carbon pricing is one area, making it more costly to emit greenhouse 
gases and encouraging reductions with wide-ranging benefits, from cleaner air to better health. Financial 
transaction taxes could pull in significant new funds and dampen financial volatility and speculation. 

Both the public and private sectors must work together on arrangements like these, so that they fit well with 
different incentives and needs, while delivering high returns for sustainable development.

ACTION ON ALL OPPORTUNITIES:  
AN EIGHT-POINT AGENDA
The new global agenda for sustainable development embraces significantly more ambitious goals that, for the 
first time, universally apply. They are poised to transform development, moving people and the planet to a 
more sustainable path. A shift in course will require large investments. The Asia and Pacific region has funds 
at hand—or in many different hands, as it were. 

A big part of the challenge ahead will be in getting different sources of funds to align behind sustainable 
development. This does not mean putting all the money in one pot, but it does require diverse actors to 
commit to doing their parts and to consider how they might work together. 

Some starting points could be the following:

1. Supranational forums: Coordinate through official regional and global measures
Supranational coordination delivers benefits within and across countries, and is a precondition for sustaining 
and financing cross-border public goods. Some priorities include preventing tax evasion, stopping trade 
misinvoicing, pooling resources to close capacity gaps, and designing comprehensive statistics to track 
multilateral and bilateral finance. 

2. National governments: Set the pace through policy 
National governments are the main decision makers in guiding the strategic direction of measures to collect 
funds and spend them per development policy. Some priorities include the unremarkable but critical task 
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of expanding domestic resources through progressive tax reforms. These should pay close attention to 
closing loopholes and reducing leakages that mainly benefit the well-off, and expanding collection in areas 
considered more difficult to tax, such as real estate and natural resources. 

Given heavy tolls from disasters, governments could do more to develop risk management to protect 
resources—appropriate planning can, for example, prevent the common tendency to suddenly divert 
development budgets to crisis response. The more strategic application of ODA could go in part toward 
leveraging private resources for sustainable development, or toward making municipalities ready to draw 
in financing. Devolving funds to municipalities in a consistent and mutually agreed manner is also critical. 
Finally, national governments can take the lead, through regulations and/or “nudge and budge” incentives, 
to more systemically motivate businesses to contribute to sustainable development. 

3. Municipalities: Build solutions from the bottom up 
With urbanization accelerating at a historic rate, responsibilities for both providing social services and raising 
funds will increasingly fall on municipal governments. Some priorities are to increase tax and nontax bases, 
nurture new options for municipal financing such as bonds, tailor PPPs based on local needs, and strengthen 
institutional capacities to attract project-specific finance. 

4. Business leaders: Become more of a force for good 
Businesses, foreign and domestic, can adjust business operations to more sustainable paths and gain from 
responding to better-informed consumers. Some priorities are to consider business models more aligned 
with achieving sustainable development; call on providers of business, accounting, and legal education to 
teach new skills to the next generation; and make philanthropic projects more meaningful and accountable. 

5. Financial sector front-runners: Move more money
Financial markets are designed to pump money toward financial gains, but now need to take sustainability 
considerations on board. Some priorities are to mobilize banking and financial services consortia in raising 
awareness of how to blend market wants and development needs, encourage tracking of the impacts of 
financial activities, and provide more inclusive financial services. 

6. Influencers: Generate and share knowledge to shape the agenda 
Making money work for sustainable development requires influencers to focus the attention of decision 
makers. They contribute through knowledge, information, and advocacy. Some priorities are for national 
and international think-tanks to develop analysis and dialogue, for media and civil society to raise awareness 
and insist on accountability, and for informed citizens to mobilize through, for example, consumer courts or 
online advocacy. 

7. Donors: Partner for development for all 
International public finance signals donor commitment to a shared development agenda. It remains an 
important source of resources in poorer and fragile countries while also having strategic significance for 
developing Asia and the Pacific. Country classifications based on income alone warrant reassessment, given 
structural deficits, varied risks, and growing disparities. Some other priorities include the more strategic use 
of international public finance to draw in private funds, boost domestic capacities, and respond to regional 
and global challenges. 
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8. Multilateral development banks: Improve and extend support
Multilateral banks help money work for sustainable development by supplying, crowding-in, mobilizing, and 
aggregating funds, and by lowering costs. They also support policies and capacities in developing countries 
to make the best use of finance. Some priorities are to increase their own financial bases, draw in private 
resources, support country access to climate funds, accelerate resource transfers, strengthen operations 
above and below national levels, and bolster quality technical assistance. 

mAkING mONEY wORk
Money is available in the Asia and Pacific region to put all countries and all people within them on paths of 
development that can last for the longer term. For money to work toward that end, however, people in many 
different walks of life, in public institutions, in political and business leadership, or individuals in their daily 
routines, have to make the right choices. They have to move beyond fragmented thinking—and fragmented 
finance. 

Financing development that is inclusive and durable is about integrating all the issues that matter for human 
and planetary well-being. Every dollar needs to count, and while capital will be key, so will the capacity to 
attract money and make it work better. 

Harnessing capital; developing capacities; and connecting people, issues, and sources of finance will not be 
easy. The process will involve trade-offs and thinking carefully through the alignment of diverse incentives. 
Serious questions lie ahead about who can consume and how much, who is responsible for which changes 
and to what degree, who needs to give more finance, and who needs to get more of it. Decision makers 
in both the private and public spheres need to inspire and lead by example, while people at all levels can 
infuse a sense of urgency through calls for action and accountability. This calls for policy choices beyond 
electoral horizons, and private choices beyond sums on the balance sheet. In the end, making money work 
for sustainability may prove to be the investment with the greatest possible return. 
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2015 is a milestone year for the future of development and its 
financing. The international dialogue on the sustainable 
development agenda has widened, along with the 

recognition that it will require far larger sums of money than in the past to back 
it. The global community has arrived at a moment of understanding that current 
patterns of development, while delivering immense benefits to some countries 
and people, have left others far behind. The many returns from growth have also 
pushed against planetary boundaries. They have granted immense benefits to 
some countries and people while leaving others far behind. Consumption and 
production are highly skewed. Climate change—the result of past imbalances—
adds new, severe challenges likely to escalate over time. 

During the course of the year, three major 
international agreements will attempt to 
respond to these issues. They will frame an 

ambitious post-2015 global agenda for sustainable 
development, map new commitments related to 
financing development, and decide on future action 
on climate change.1

This report comes in the wake of global and regional 
dialogues related to all three processes, placing an 
emphasis on financing.2 It coincides with social and 
economic trends and new ways of thinking that 
make it easier for national and international decision 
making to venture beyond marginal changes. 
The  report raises the question: since the post-
2015 agenda in some way will touch every country, 
person, and activity, shouldn’t every dollar count 
for sustainable development? It looks at both sides 
of making money work: how to move more funds 
toward investments in sustainable development, 
and how to attract more money from more sources. 

Under the Millennium Development Goals 
(MDGs), the predecessor of the sustainable 
development agenda, the focus was on addressing 
deprivations; many countries also applied 
the MDGs to draw in official aid (Box 1.1). 
Development finance was seen mainly as public 
moneys, partly domestic and official development 
assistance (ODA)—money that is programmable 
for development. The forthcoming agenda, which 

is far more ambitious in scope, will require the best 
use of all moneys—not just low-cost finance or no-
cost grants. Governments, development partners, 
municipalities, businesses, civil society groups, and 
others can begin looking at all sources of financing 
and thinking about how they  can work together 
toward a future where development benefits are 
more evenly shared and the health of the planet is 
ensured.

This report builds on the implementation of 
internationally agreed commitments in the 
2002 Monterrey Consensus of the International 
Conference on Financing for Development 
and the 2008 Doha Declaration on Financing 
for Development. More recently, it refers to 
the broad contours proposed in 2014 by the 
Intergovernmental Committee of Experts on 
Sustainable Development Financing, while applying 
regional perspectives and priorities.

Based on Asia and Pacific experiences, the report 
offers principles and recommendations to help 
guide public and private actions on financing at 
different stages of development and levels of 
government. It recognizes that the Asia and Pacific 
region, with 60% of the world’s population, 62% of 
its economic output, and hugely diverse economies, 
has  opportunities that, if well managed and 
adequately financed, could put the region on the 
right track—as well as the world at large. 

Since the post-
2015 agenda in 
some way will touch 
every country, 
person, and 
activity, shouldn’t 
every dollar count 
for sustainable 
development?
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POST-2015 AImS FOR 
TRANSFORmATION
The post-2015 agenda is markedly different from 
past global development agreements, in particular, 
the MDGs. For the first time, it will apply universally, 
to all countries, whether poor, middle-income, 
or wealthy, recognizing that no country has yet 
achieved sustainable development. 

Sustainability is a fundamental principle, building 
on the three pillars of economic prosperity, social 
equity, and environmental responsibility. There is 
a central emphasis on equity and the fair sharing of 
development benefits. This requires adjustments 
in consumption and production, and changes in 
the behavior of those who are well-off along with 
the extension of new services and opportunities to 
the poor. The notion of common but differentiated 
responsibility underscores that while all countries are 
working toward the same sustainable development 
goals, some have far greater capacities to accelerate 
progress, for themselves and others. 

One perspective on the future development agenda 
comes from looking through the lens of public goods, 
both within and across borders. Conventionally, 
these are defined as nonexcludable and nonrival 
where free-riding is easy. Market mechanisms 
cannot fully charge for externalities—it is hard to 
make polluters to pay fully for the harm they cause 

and nonpayers can also enjoy the benefits of a 
clean environment, financial stability, or peace. 
Public goods can also be associated with general 
social goods—such as health or education. By this 
understanding, development itself is a public good. 

Standard economic theory holds that markets fail 
at adequately providing public goods, so the state 
needs to step in to fill gaps. But this has not been 
consistently done, for reasons that include a lack 
of regional and international cooperation3 and a 
reluctance to engage with markets in ways perceived 
as impeding growth. Where sustainability is the 
overriding objective, policy and financing, from 
public and private sources, can do more to bridge 
the shortfalls. 

REGIONAL 
ACHIEVEmENTS: 
TREmENDOUS 
BUT INCOmPLETE
Asia’s rapid development trajectory, lifting a historic 
number of people from poverty in record time, is well 
known. But many lives remain untouched by progress. 
In 2011, around 540 million people in the region lived 
on less than $1.25 a day; it hosts 54% of the world’s 
poor.4 Fast growth has not put nearly enough of a 

box 1.1
The Millennium Development Goals and aid flows
The Millennium Development Goals (MDGs) have been the overarching framework for international development, comprising eight 
goals that have helped rally overall support for global efforts to reduce poverty and achieve human development. Some evidence 
suggests that the MDGs helped increase aid flows to the world’s developing countries, and that aid may have had some role in improving 
development outcomes on core issues such as health and education. Furthermore, aid shifted toward countries facing some of the 
greatest challenges in meeting the MDGs. 

Source: Kenny, C. and A. Sumner. 2011. More Money or More Development: What the MDGs Achieved? Working Paper 278. Washington, DC: Center for Global 
Development.

Sustainability 
builds on the three 
pillars of economic 

prosperity, social 
equity, and 

environmental 
responsibility
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dent in widespread underemployment. Health and 
education achievements are incomplete.5 

Further, widening inequality is undermining 
successes. More than 80% of the region’s population 
lived in countries with worsening Gini coefficients 
during the 1990s and 2000s.6 Inequality stems 
from the same forces that have boosted growth—
globalization, technological progress, and market 
reform—since these evolved without sufficient 
attention to human well-being, inclusiveness, and 
planetary boundaries.

Emerging issues pose additional threats. A richer 
and increasingly consumerist middle class, along 
with globally interlinked production processes, 
is contributing to increasing pollution and 
environmental damage in some Asian countries. 

The region is highly vulnerable to climate change, 
and globally most prone to natural disasters. 
Urbanization is proceeding at a pace unprecedented 
in history, with enormous strains on infrastructure 
and public services. 

mOVING mONEY 
TOwARD SUSTAINABLE 
DEVELOPmENT 
Putting Asia and the Pacific on track to achieve 
sustainable development will be a complex process. 
Actions are needed on a number of fronts, with close 
attention to widely varying country contexts. To fund 
them, fragmented sources of finance, currently in 
many different hands, need to work together, making 
every dollar count for sustainable development. 

This report suggests that a framework for financing 
sustainable development should cover all agents, 
define the most efficient sources and allocations 
of funding, and foster both existing and innovative 
measures to catalyze resources. It should be 
grounded in common benefits and shared costs 
to achieve them, and embrace a new sense of 
partnership—global, national, and local—where all 

actors are held accountable for contributing, based 
on their varying capacities.

Traditionally, developing countries in the region 
looked to ODA as a primary source of development 
financing. But in many, ODA is now dwarfed by 
domestic fiscal space, which has grown significantly 
on the back of dynamic economic growth. Greater 
still are private sources, yet so far, they have been 
only partially responsive and accountable to 
sustainable development priorities. 

While the public sector has the primary role in guiding 
sustainable development, the sheer size of private 
resources, and the impacts of private activities 
on economies, societies, and the environment, 
imply that it must be brought into financing and 
implementing the post-2015 agenda. Moving more 
money to development will, however, require some 
new perspectives.

One relates to going beyond the past emphasis on 
mainly supplying funds, aggregating and leveraging 
them to pump money toward development. More 
money does need to flow systematically toward 
development; but equally important is the increased 
attractiveness of development investments so they 
become not just destinations for pumping funds to, 
but also magnets pulling in money from all possible 
sources.

A second issue involves diverse motivations, which 
vary considerably across the public and private 
realms. While governments may focus on showing 
they have disbursed money to public services, for 
example, private businesses seek profits, security, 
and liquidity for their investments. Incentives for 
public and private actors are not mutually exclusive, 
but they do require new capacities to bring them 
together. Over time, they could be aligned with 
sustainable development, particularly as awareness 
grows of mutual benefits.

The public sector might pursue projects with 
more  well-defined, measurable outcomes that 
inspire private interest, for example. Private actors 

More money 
needs to be 
pumped toward 
development; but 
equally important 
is the increased 
attractiveness 
of development 
investments so they 
become magnets 
pulling in money 
from all possible 
sources
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can begin to see the pitfalls of a purely short-
term profit orientation, such as the irreversible 
loss of natural resources required for production, 
or consumer disaffection with practices seen as 
violating human rights standards or harming the 
planet.

Deeper, more engaged private partnership in 
development will be new for the Asia and Pacific 
region, which has a history of dichotomy between 
public and private roles. Awareness and mechanisms 
for accountability are limited in some cases, 
suggesting room for both to increase. 

SCOPING  
AVAILABLE FUNDS
The array of financial resources for development 
evolves continuously. They can include households 
earning incomes or receiving remittances, 
corporations reaping profits, governments mobilizing 
tax and nontax revenues, sovereign wealth funds 
accruing investment returns, and international 
institutions disbursing grants and low-cost loans. 

Across developing Asia and the Pacific, the last 
2  decades have seen total development finance 
flows rise relative to gross domestic product (GDP) 
(Figure 1.1). Government revenues have grown in 
importance, even though Asia and the Pacific have 
some of the world’s lowest rates of tax collection, 
and fiscal balances even in some middle-income 
countries remain weak.7 Continuing optimism on 
the region’s growth prospects, despite the global 
economic downturn since 2008, has helped sustain 
foreign direct investment (FDI), and dramatic 
growth in worker migration has led remittances to 
rise. ODA flows however, have declined. At the 
same time, the role of the multilateral development 
banks has been reinvigorated, and new southern 
bilaterals have begun to take the stage.

Patterns vary across countries at different income 
levels.8 Tax and nontax revenues in upper middle-

income economies are mobilized at rates similar 
to those in high-income ones such as Hong Kong, 
China; the Republic of Korea; and Singapore. 
Government revenues in low-income countries, 
while small relative to GDP, are improving; these 
states have benefited as well from increases in ODA, 
remittances, and FDI. Development finance flows 
in low-income countries relative to GDP grew at 
accelerated rates from 2005 to 2012.

Total flows in upper middle-income countries 
are likewise increasing, lifted by robust growth in 
public sector finance and the steady flow of FDI. 
Lower middle-income countries, in contrast, show 
stagnation, putting them in a “missing middle” 
category, where domestic public revenues have not 
yet made up for falling ODA. Some slack has been 
taken up by a moderate rise in remittances and 
marginal increases in FDI.

Sources of private finance, beyond remittances 
and FDI, are far larger than ODA and domestic 
public finance combined (Figure 1.2). The region 
currently has $6.2 trillion in private savings, 
$3.5 trillion in sovereign wealth and pension funds, 
and $1.3  trillion in insurance premiums. Globally, 
combined public and private savings is around 
$22  trillion a year.9 On  their own, private funds 
generate jobs and capital formation to fuel growth. 
But in light of the post-2015 agenda, these funds 
must now move toward greater alignment with 
sustainable development, across all three of its 
pillars. 

wHAT wILL IT COST?
While discussions around financing the post-2015 
development agenda should focus on unleashing 
the movement of money from all sources, estimates 
of sums required can give a rough sense of what 
lies ahead, as shown for Asia and the Pacific in 
Figure  1.3. Estimates on income, the MDGs, and 
infrastructure are presented separately, since an 
aggregated sum will not adequately account for 
synergies and cross benefits arising from all three.

Estimates of sums 
required give a 
rough sense of 

the sums needed; 
scoping available 

funds indicates 
that availability of 
money is not the 

real challenge
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Infrastructure, as expected, has the biggest 
requirement, but benefits arising from such 
investments can deliver part of the required 
incremental income to eliminate poverty and some 
of the infrastructure needs to meet the MDGs. One 
estimate suggests a total financing requirement for 
infrastructure of nearly $8.28 trillion for Asia and 
the Pacific from 2010 to 2020, or about $750 billion 
per year.10

Per 2011 estimates, ending the income deficit and 
achieving zero extreme poverty, defined as living on 
less than $1.25 a day, calls for $51  billion, totaling 
40% of all resources needed across the world’s 
developing regions. Raising the poverty standard to 

$2 per day would boost the sum required almost six 
times to $312.5 billion.11 Closing gaps on nine MDG 
indicators12 would cost $636 billion from 2010 until 
2015—$96 billion in 2010, rising to $117 billion in 
2015.13

Country examples of MDG costing exercises 
(Table 1.1) provide an idea of the range of estimates, 
which depend critically on local costs, priorities, and 
standards. Available estimates of global financing 
needs likewise recognize the complex and imprecise 
nature of costing exercises. The Intergovernmental 
Committee of Experts on Sustainable Development 
Financing (ICESDF) considered broad orders of 
magnitude globally to address three areas: (a) basic 

Figure 1.1:  shares of development finance flows have grown and changed in developing Asia and Pacific, 1990–2012 
(Ratio to GDP, %)
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Figure 1.2:  Private flows far outstrip public finance in Asia and Pacific, 2012–2014 
(annual, billions of $)
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Figure 1.3:  Asia and Pacific investment needs are great (billions of $)
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Table 1.1:  country costs for the millennium development goals vary widely

country Annual cost estimates (current, $ billion)

Bangladesh (2009) 2009–2015: 14.9 

Bhutan (2007) 2006–2015: 0.25 (in 2005 prices)

Lao People’s Democratic Republic (2010) 2010–2015: 1.1 

Nepal (2010) 2011–2015: 3.8 

Tajikistan (2005) 2005–2015: 1.2 

Sources: Bangladesh (www.undp.org.bd/info/pub/MDG%20Needs%20Assessment%20&%20Costing%202009-2015%20small.pdf); 
Bhutan (www.undp.org.bt/assets/files/publication/MDGNAandCostingReportFinal.pdf?bcsi_scan_96.88b637a46568db=0&bcsi_
scan_filename=MDGNAandCostingReportFinal.pdf); Lao PDR (www.unlao.org/mdgs/progress.asp); Nepal (www.undp.org/content/
dam/nepal/docs/reports/UNDP_NP_MDG%20Needs%20Assessment%202010.pdf); and Tajikistan (www.undp.tj/files/reports/
mdg_overview_eng.pdf).

needs of poverty, hunger, education; (b) relevant 
infrastructure; and (c) global public goods such 
as climate stability, financial stability, and control 
of communicable diseases. The rough estimates 
were $66  billion annually for a global safety net to 
eradicate poverty; $5 trillion to $7 trillion for annual 
investments in infrastructure (water, agriculture, 
telecommunications, power, transport, buildings, 
industrial and forestry sectors); about $3.5 trillion for 
unmet credit needs of SMEs; and around $7 trillion 
a year for investments to realize climate-compatible 
sustainable development scenarios. While it is 
difficult to ensure robustness of such estimates, the 
message is that the sums are indicative of the scale of 
financing requirements.14

The magnitude per se is not the problem since savings, 
public and private, are adequate as seen above. But 
two bottlenecks remain to be addressed: (a)  many 
of the activities that contribute to sustainable 
development are not profitable enough to attract 
private resources which are the bulk of the investible 
funds; and (b) the funds are not in disadvantaged 
locations nor accessible to disadvantaged people, 
making it necessary to finds ways to move more of the 
money where much of the development advances 
have to take place.

Shifting from ODA-centric development finance 
and fiscally constrained options, to broader financing 
for development, will need new thinking to address 

these bottlenecks. Policy, capacities, and strategic 
directions will need to support development 
investments that combine low-cost and no-cost 
funds which are directly programmable with other 
commercial options. 

PERSPECTIVES FROm 
ASIA AND THE PACIFIC
This report, while looking forward to the 
international post-2015 agenda-setting and 
financing for development processes, is informed 
by the challenges  and priorities articulated within 
the Asia and Pacific region. Many of these emerged 
from survey responses of experts and development 
practitioners from government, civil society, 
and international agencies; multistakeholder 
consultations;15 and a series of expert-led technical 
papers. 

The survey identified top financing challenges 
as including inefficiencies in public expenditure 
management and limited tax collection (Table 1.2). 
It noted a lag in tapping the full potential of private 
sector contributions, and continued concern with 
shortfalls in ODA quantity and quality. Issues 
related to natural resource revenues, philanthropy, 
emerging economies, and forms of South–South 
cooperation and remittances were recognized, but 
with less attention. 

Two bottlenecks 
to be addressed 
are that many 
of the activities 
that contribute 
to sustainable 
development are 
not profitable 
enough to attract 
private resources, 
and the funds are 
not where much of 
the development 
advances have to 
take place
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Table 1.2:  Priority challenges for financing a future development agenda

  Asia and Pacific southeast Asia south Asia central Asia Pacific

Inefficiencies in public expenditure management 1 1 2 1 1

Low tax effort 2 6 1 2 2

The full potential of businesses and the for-profit sector has not been 
leveraged for sustainable development gains 3 4 4 5 3

Underdeveloped domestic capital markets 4 2 5 8 5

Failure of developed countries to meet their commitments to provide 
0.7% of their GNI for ODA, and giving 0.15% to 0.20% of GNI to the 
least developed countries

5 5 3 3 8

Earmarked multilateral and bilateral ODA, e.g., for climate finance, 
global health funds, results in aid fragmentation 6 6 6 4 4

Natural resource revenues and sovereign wealth funds have not 
delivered their full potential 7 2 7 7 7

Illicit financial flows across borders 8 8 8 9 10

New donors (philanthropy, emerging economies), South–South, 
and triangular cooperation need to mature  9 10 9 6 9

High costs of overseas worker remittances and weak capacity to 
leverage worker remittances for development 10 9 10 10 6

1 = highest priority, 10 = least priority, GNI = gross national income, ODA = official development assistance.
Source: Rajivan, A. and V. Francisco. 2015. Views from various dialogues on financing a sustainable future in Asia and the Pacific: Findings from a survey and consultation 
among development experts and practitioners. Unpublished background paper.

Recommendations from the consultations 
highlighted potential areas for regional and global 
cooperation to achieve the post-2015 agenda, 
including through investing in cross-border public 
goods, ensuring the coherence of tax regimes and 
stemming illicit financial flows. A strong emphasis 
on governments partnering with the private sector 
stressed the provision of public goods and advances 
in financial inclusion. 

In a separate exercise, three governments—Papua 
New Guinea, the Philippines, and Viet Nam—
commissioned development finance and aid 
assessments that mapped different development 
finance flows and assessed future possibilities. 
The exercises evaluated the policy, legal, and 
institutional frameworks governing various sources 
of finance and cooperation to help countries better 
understand potential implications for development 
partnerships and financing. All three countries 
emphasized domestic fiscal space, while at the same 
time recognizing the need to consider all options 

that might apply in different ways over time, based 
on their unique country circumstances.

wHAT’S AHEAD 
IN THIS REPORT?
In making the case for looking at all financing sources 
to move money to sustainable development, this 
report considers three broad categories: public, 
private, and combinations of the two. 

Chapter 2 examines public sources, both national 
and international. It proposes the use of more 
progressive tax systems, increased bases for tax and 
nontax revenues, the devolution of more financial 
decision-making power to municipal governments 
while helping them boost capacities to draw in 
funds, and sound management of sovereign wealth 
funds. Strategic use of ODA remains important, and 
its continued supply is critical for the region’s poorer 
and more vulnerable states. In a new development 

Countries in the 
region prioritize 

fiscal space along 
with businesses 
and an array of 
other options, 
domestic and 
international
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landscape, ODA is being redefined, new southern 
bilateral partners are coming on board, and 
multilateral development banks have sought to 
reinvigorate their roles. Backed by commitments to 
provide new and additional resources, international 
climate finance remains particularly urgent for the 
Pacific, where countries already face existential 
threats from rising seas. Chapter 2 also highlights 
the importance of protecting financial resources by 
plugging leakages, such as from illicit financial flows, 
and managing risks from disasters and other crises.

Chapter 3 turns to private funds and the process 
of unleashing business and financial market 
contributions to sustainability. It scrutinizes the 
need for businesses to become major agents 
of development, including by moving business 
operations in more sustainable directions. A scan 
of both the capital markets and the financial sector 
looks at intermediaries such as bond markets, 
banks, and insurance markets as key channels for 
moving more money toward development and 
promoting financial inclusion. The chapter assesses 
philanthropy as a growing—but not always fully 
accountable—source of private finance.

Chapter 4 explores combining public and private 
financing, starting with public–private partnerships 
and their growing use in traditional infrastructure, 
as well as new forms involving health, education, 
and other services. It recognizes gender gaps as 
an example where both the public and private 
must come together to address development 
deficits. It highlights instances of the public role 
in steering private resources, such as in natural 
resource management, facilities provided through 
development banks, and trade finance. It also 
considers how private transactions can provide both 
public funds and benefits, such as through carbon 
pricing and financial transaction taxes. 

Chapter 5 rounds out the report with an outline of 
a potential framework for making all money work 
for sustainable development. It considers common 
themes and suggests an eight-point agenda for all 
major actors. 

• Endnotes

1. The three major international events of 2015 are 
the Third International Conference on Financing for 
Development in Addis Ababa in July; the Special Summit 
on Sustainable Development at the United Nations in 
New York in September, which will result in the Post-2015 
development agenda; and the 21st Conference of the Parties 
of the UN Framework Convention on Climate Change in Paris 
in December. 

2. A fourth, the Third UN World Conference on Disaster 
Risk Reduction in Sendai in March, has completed the first 
building block for Post-2015 with the Sendai Framework for 
Disaster Risk Reduction, 2015–2030. It is expected to be of 
relevance to the other three major events.

3. Kaul 2014.
4. PovcalNet: the on-line tool for poverty measurement 

developed by the Development Research Group of the World 
Bank (http://iresearch.worldbank.org/PovcalNet/index.
htm?0, accessed 3 March 2015).

5. Chandrasekhar 2014.
6. Asian Development Bank 2012. 
7. Rao 2015.
8. Using the World Bank Income Classification as of July 2014.
9. ICESDF 2014.
10. ADBI and Asian Development Bank 2009. 
11. The poverty deficit refers to the resources that would be 

needed to lift all the poor out of poverty through perfectly 
targeted cash transfers. Amounts are estimates using data 
from PovcalNet, the online tool for poverty measurement 
of the Development Research Group of the World Bank 
(http://iresearch.worldbank.org/PovcalNet/index.htm?0; 
accessed 4 December 2014).

12. Includes primary enrolment, HIV prevalence, under-five 
mortality, sanitation (urban and rural), water (urban and rural), 
underweight children, and births by skilled professionals.

13. UNESCAP 2010. 
14. Intergovernmental Committee of Experts on Sustainable 

Development Financing 2014.
15. There were four multistakeholder consultations in 2014: 

Southeast Asia (24–26 June, Vientiane), South Asia 
(26–28 August, Nagarkot, in collaboration with the 
South Asian Association for Regional Cooperation), 
Central Asia (9–11 September, Almaty), and the Pacific 
(17–19 November, Suva, in collaboration with the 
Pacific Islands Forum Secretariat).
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In any country, the state bears the primary responsibility for steering 
the direction of development, and aligning it, through public 
spending and policies, with a broader vision. This depends in turn 

on the readiness to enact a coherent policy framework aimed at achieving 
sustainable development, whether the issues entail jobs, safety nets, 
education, or pollution control. 

Public funds for development come through 
a variety of channels, domestic and 
international. Fiscal revenues and external 

official flows include both traditional sources such as 
taxes and ODA, and newer ones such as specialized 
climate funds. The overall mix in the region varies 
substantially between middle- and low-income 
countries. Some countries face particular structural 
constraints and vulnerabilities, such as the Pacific 
nations, where geography and size place inherent 
pressures on domestic economies. Specific choice 
of funding sources and their sequencing may vary 
based on local circumstances.

Nonetheless, under a “prosustainable development” 
framework, all sources need to be considered in 
all contexts, recognizing differences not just in the 
shares of resources, but in how each category can 
be best applied. Since development is dynamic, 
shares and responses can shift over time. Asia’s 
fiscal prudence has served the region well in 
sustaining macroeconomic stability and weathering 
economic crises. The challenge now is to balance 
this with investments to achieve more inclusive and 
sustainable growth. 

A FOUNDATION IN 
DOmESTIC RESOURCES
Domestic public resources remain the primary 
source of financing for development. They are 
critical to national ownership of public policy and 
integral to moving toward financial autonomy.1 
This  remains the case even where international 

public resources—namely, ODA—play a major role. 
In countries where levels of ODA are diminishing, it 
still may retain a vital function in helping to leverage 
greater domestic resources, both public and private.

Across Asia, taxes, in varying proportions, provide 
the bulk of fiscal revenues, not falling below 75% 
in any subregion. Nontax revenues comprise an 
additional major stream. Some countries benefit 
as well from sovereign wealth funds. All states face 
the challenge of protecting the resources they have, 
including from leakages. Risk reduction strategies 
are important hedges against the sudden, often large 
tolls on resources taken by disasters in a hazard-
prone region.

•  Expanding the base: taxation

Tax revenues finance activities essential for 
development and human welfare. Even where a 
government uses market borrowing to finance 
such expenditures, tax revenues ultimately have 
to service the debt.2 While some level of debt 
servicing is inevitable, borrowing is only a cash flow 
instrument—not a substitute for taxation. 

While the positive relationship between taxation 
and development has been well established, Asia 
lags behind much of the rest of the world in its ratio 
of tax revenues to GDP. In the 2000s, this averaged 
around 17.8% in developing Asia, compared with 
just below 21.8% in Latin America and 28.6% 
worldwide  (Figure  2.1).3 One estimate  found that 
tapping the full tax potential of 17 Asian and Pacific 
countries, mostly developing states, would boost tax 
revenues by around $440 billion a year.4

All sources need 
to be considered in 
all contexts though 
specific choices 
and sequencing 
may vary; since 
development is 
dynamic, shares 
can shift over time
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The dominant role of taxation suggests that 
bolstering tax systems to make them more efficient 
and effective will be one key to improved financing 
for development. New technological applications, 
such as the use of ICT in tax administration, can 
help streamline procedures, reduce leakages, and 
boost revenues, while institutional reforms can 
enhance governance and enforcement, and provide 
incentives for compliance.5

Countries may consider establishing minimum 
norms for tax-to-GDP ratios that over time help 
reach global averages. One potential benchmark 
is government revenues of at least 20% of GDP for 
those currently below this, and further increases 
for those already at it. The benchmark may be 
adjusted for very small economies and countries 
with structural bottlenecks.

Reasons for the region’s poor record on taxation 
include the very small percentages of individuals 

paying income taxes, at both ends of the income 
spectrum. The many people in the informal sector 
or agriculture may be too poor to pay direct income 
taxes, even while they pay indirect ones such as sales 
taxes. Further, the nature of the informal economy 
makes it difficult to tax. In the case of wealthier 
individuals, who could and should be paying taxes, 
some commonly evade them. Ineffective taxation 
of capital gains stems in part from concerns 
about competitiveness, although some countries, 
including the People’s Republic of China (PRC), 
have now introduced mechanisms to rectify this 
tendency. 

A shift from taxing trade to taxing goods and services 
over the past 2 decades has produced significant 
revenues, yet these have not offset declines in 
trade tax revenues. Other gaps come from poor 
collection efficiency, which is below 50% in some 
countries. Tax  exemptions and concessions linked 
to promoting investment have reduced revenues 

Figure 2.1:  developing Asia could do more to collect taxes—progressively 
(Tax revenues as  % of GDP)
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without consistent compensatory returns, such as 
more jobs or technology transfer.6

A progressive tax system design can increase equity 
and minimize negative fallout on economic growth, 
typically by broadening the base for personal 
income and value-added taxes (VAT); instituting 
progressive taxes on property, capital gains, and 
inheritance; and establishing more corrective 
taxes and sources of nontax revenues. Equity 
considerations need to include income parameters 
and those related to gender, among others. Tax 
systems can contain explicit and implicit gender 
biases, for example, when tax exemptions mainly 
apply to jobs dominated by men.7

Taxes on domestic and international goods and 
services are the most widespread in Asia, followed 
by individual and corporate income taxes. While 
a few countries, such as Indonesia, stand out 
for depending heavily on income tax,8 the share 
of income taxes in total tax revenues is lower in 
developing Asia than in other parts of the world. 
Broadening the base for and improving collection of 
personal income tax offers scope for more revenues. 
Globally, these measures have been instrumental 
recently in improving tax collection in diverse 
developing countries, including the least developed 
states.9

A personal income tax is generally progressive 
and compares favorably with a corporate income 
tax in terms of growth effects, albeit unfavorably 
with VAT and other consumption taxes. By one 
estimate, a 1 percentage point increase in personal 
income taxes would reduce income inequality by 
0.573  percentage points in Asia, more than the 
0.041  percentage points estimated for the rest 
of the world.10 The difference may reflect a larger 
percentage of people below the tax-free threshold 
and high thresholds for top income tax rates. 

Use of the VAT is already fairly widespread in Asia. 
While it imposes relatively low economic costs, it 
is considered a regressive tax. A better design can 
make it progressive, however, such as by targeting 

it to goods and services considered luxuries, 
and/or applying proceeds to achieving more 
equitable access to education and health services. 
Raising the threshold for payment could lower 
administrative costs from taxing small businesses 
and reduce regressive tax compliance costs without 
compromising revenues. Broadening coverage to as 
many goods as possible would reduce distortions 
and inefficiencies. Other tax options are corrective 
or “sin” taxes levied on goods and services deemed 
to be bad for individuals or society, such as alcohol 
and cigarettes. These provide a double dividend of 
revenues and curbs on undesirable behaviors.11

Taxes levied on immovable property are widely 
viewed as a fiscal source for local governments. They 
are likely to be progressive, because the rich tend to 
have greater property holdings than the poor, and 
because they track property value. Raising revenue 
through this source can reduce inequality without 
undermining growth. It can also offer scope for 
strengthening local fiscal resources—the PRC, for 
example, is currently exploring property tax options 
as part of addressing the high indebtedness of local 
governments (Box 2.1).

An inheritance tax, in targeting the transmission 
of wealth, is inherently progressive, but exists in 
only four economies in Asia and the Pacific—
Japan, the Republic of Korea, the Philippines, and 
Taipei,China—as shown in Table 2.1. It is not clear 
to what extent an inheritance tax helps reduce 
inequality, but the countries that have it, except 
the Philippines, tend to show lower-income Gini 
coefficients; in other words, they are less unequal.13 

In the last few decades, the Asia and Pacific region 
has seen a general tendency toward diminishing 
inheritance taxation. Australia abolished its estate 
duty in 1979, while Singapore did so in 2008. 
Taipei,China cut inheritance tax rates from a tiered 
approach where the highest rate was 50% to a single 
rate of 10% in 2009. This type of taxation should 
remain a policy option in the region, however, in 
response to widening gaps between those with 
and without assets. Inheritance taxes have the 

Raising the 
threshold for taxing 
small businesses 
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administrative 
and regressive 
compliance costs 
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advantage of generating less distortion than annual 
wealth taxes, and it is more difficult to avoid them.14

A capital gains tax similarly targets the rich. The 
huge growth of the financial sector in many Asian 
countries and the growing role of speculative 
transactions in secondary markets has led some 
countries, notably India, to successfully experiment 
with a securities transaction tax.15

Taxing wealth is a policy drive that has begun to gain 
significant momentum worldwide, given evidence, 

as in new research by the Organisation for Economic 
Co-operation and Development (OECD), that when 
income inequality rises, economic growth falls.16 
A study17 based on an exhaustive look at wealth in 
Canada, France, Germany, Italy, Japan, the United 
Kingdom, and the United States finds that the 
wealth-to-income ratio is high and rising, making 
inequality a major world problem. A global capital 
tax—modest, progressive, and transparent—could 
reinforce the fraying link between economic standing 
and contributions to vital collective activities, and 
could encourage more productive uses of capital.18

box 2.1
The People’s Republic of China turns to property taxes 
to ease municipal debts
Property tax generates only modest revenue in the People’s Republic of China (PRC), despite its long history and rising yield in recent 
years. In 2012, five types of property tax combined contributed 21.4% of local tax revenue compared with 73% in the United States and 
almost 100% in Australia, Ireland, and the United Kingdom. As a result, local governments in the PRC must rely on other sources for 
income, such as land-lease fees. 

The low yield of property tax in the PRC is explained by diverse factors. First, the tax structure levies taxes on property transactions rather 
than on possession. Second, owner-occupied residential properties are excluded. Third, the tax base is narrow and has widened only 
insignificantly over the years, with tax rates based on the purchase price instead of current market value. Fourth, there are no standards 
established nationally for assessment and assessors. 

Pilot schemes have taxed home ownership in Chongqing and Shanghai since 2011 toward introducing residential property tax more 
widely. They have had only limited impact so far. Both cities opted for low rates and many exemptions, taxing luxury units in Chongqing 
and new purchases in Shanghai. 

In Chongqing, property tax was levied on 8,800 housing units in 2011 and 11,000 units in 2012. Despite this slight increase, property tax 
continued to provide less than 1% of local government revenue because it still covered less than 1% of all properties. Results are similar 
in Shanghai, where property tax revenue is larger, at CNY9.3 billion, but still amounted to less than 1% of local government revenue in 
2012 because of similarly low coverage. Nonetheless, the pilots were extremely important for introducing residential property taxation in 
the PRC and paving the way for the nationwide rollout, which was announced in November 2013 after the Third Plenary Session of the 
18th Central Committee of the Communist Party of China.

Other issues deserve attention: the poor quality of property and land registration data; separate authorities for land and building 
registration; the difficulty of assessing the market value of land, rural housing, and subsidized housing for government and state-owned 
enterprise employees; the lack of independent property appraisal firms, which remain dominated by subsidiary companies of local 
governments; and resistance from vested interests to the adoption of residential property tax.

Sources: Norregard, J. 2013. Taxing Immovable Property: Revenue Potential and Implementation Challenges. IMF Working Paper Series No. WP/13/129. 
Washington, DC: IMF. www.imf.org/external/pubs/ft/wp/2013/wp13129.pdf; and Asian Development Bank. 2014. Asian Development Outlook 2014: 
Fiscal Policy for Inclusive Growth. Manila.
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•  Bolstering other domestic resources 

Nontax revenues—payments made to governments 
for goods, services, special rights, and recompense—
are important sources of domestic revenues, but 
are lower in Asia and the Pacific than the rest of the 
world. They comprise only 2.5% of GDP in developing 
Asia compared with 5.4% in Latin America and the 
Caribbean and 4.5% globally.19 Sources vary widely 
across countries, from land leases and certificates 
to own a car in Singapore, to the sale of tuna fishing 
licenses in Kiribati. These revenues generally have 
neutral or positive impacts on economic growth; 
proper design can result in positive distribution 
effects.

Resource dependence clearly drives high nontax 
revenues in oil-rich Brunei Darussalam, at 54.2% 
of total revenue, and some Pacific economies. On 
the other hand, deliberate policy choices such as 
corrective levies to direct certain kind of public 
behavior explain the relatively high share of these in 
Singapore.20

An untapped source of nontax revenue is profit 
from state-owned enterprises, which have a 
major economic role in a number of countries in 
developing Asia. They contribute more than 20% of 
GDP in the PRC, India, Thailand, and Viet Nam.21 

As countries move toward deregulation, reforms 
to boost productivity can deliver large dividends 
to governments and lift overall economic output. 
In the PRC, where state-controlled companies 
account for 80% of the market capitalization of 
the stock market, reforms like these significantly 
increased productivity and profitability. State-
owned enterprises globally make up 19 of the 
world’s 100 biggest multinational companies and 
28 of the top 100 from emerging markets.22

•  With urbanization, new options 
arise for local funds and finance

Asia’s rapid urbanization is spurring new attention 
to subnational revenue flows, especially municipal. 
Despite potential concerns about the loss of 
central fiscal flexibility and the performance of local 
governments, most countries have now elected 
to institutionalize allocation of a fixed percentage 
of a major tax, a group of taxes, or total domestic 
revenues to subnational governments through 
intergovernmental transfers. In some cases, this 
percentage is very substantial and fixed by legislation 
(Table 2.2).23

So-called own-source revenues raised locally through 
taxes or nontax revenues can encourage subnational 
governments to effectively provide services and 

Table 2.1:  An inheritance tax is inherently progressive, but exists in only four economies  
in Asia and the Pacific

economy name of tax 

taxation on 
property left or 

acquired
Highest rate and 
lowest rates (%)

Percentage of national 
tax revenues (%)

Japan Inheritance tax Property acquired 50 
10

1.6 (FY2013 budget)

Republic of Korea Inheritance tax Property acquired 50 
10

2.0 (inheritance and 
gift taxes in 2012)

Philippines Estate tax Property left 20 
 5

0.1 (2010)

Taipei,China Estate tax Property left 10 1.1 (2012)

Sources: Department of Finance, Philippines; Ernst & Young; International Bureau of Fiscal Documentation; and Ministry of Finance, 
Taipei,China.

Asia’s rapid 
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revenue flows
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Table 2.2:  central governments provide varying levels of support to localities in Asia

countries and estimated 
population (million) 

states/provinces/ 
prefecture 
 (number)

Local/
municipalities 

 (number)

share of states/
provinces to total 
expenditures, % share of local, % 

Japan (128) 47 1,800 20 40

Republic of Korea (44) 16 232 20 40

People’s Republic of China 
(1,354) 

33 333 prefectures, 
2,010 counties, a 
larger number of 

townships 

20 50

India (1,200) 28 states, 7 union 
territories

many thousands 33 33

Pakistan (180)  7 (presently do not 
conform as elected 
local governments) 

28  5

Cambodia (15)  ...  ... 19  2

Indonesia (237) 33 398 districts and 93 
municipalities

40, including local (included in share 
of states)

Philippines 2 autonomous 
regions, 80 
provinces

1,494 
municipalities, 140 

cities 

11 14

Indonesia (237) 34 provinces of 
which 5 with a 
special status 

451 districts  7 28

Thailand (67) 76 provinces 938 districts plus 
municipalities

26, including local 
governments

(included in share 
of provinces)

... = data not available.
Source: Brosio, G. 2014. Decentralization and Public Service Delivery in Asia. ADB Economic Working Paper Series. No. 389. Manila. 

manage spending.24 Through raising and spending 
resources, localities have room to determine their 
best use and be more responsive to local demands. 
They can also make policy choices to align with 
sustainability and equity considerations, such as 
through incentives to reduce traffic or recycle trash. 
The structure of fees can be progressive, for instance, 
by waiving charges for lower-income groups.

Ensuring subnational governments effectively 
draw upon own-source revenues depends in part 
on the design of the central transfer system. If 
transfers seek primarily to meet deficits, there will 
be no incentive to raise local resources and spend 
efficiently.25 How far own-source revenues are 
used to finance local services depends as well on 

the autonomy of subnational governments, the 
capacity for revenue administration, and the size of 
the local economy.

In Asia, since the share of local taxes in local revenue 
is generally low, own-source revenues commonly 
come from a variety of nontax fees and charges. 
Local governments in Thailand, for example, levy 
user charges on garbage collection, public utilities, 
mass transportation, and child care. The Philippines 
has more than 33 different types of local user 
fees and charges, ranging from animal and civil 
registration to garbage collection fees.

The reliance on nontax fees and charges has led to 
some degree of overuse, particularly where other 

The share of 
local taxes in 

local revenue 
is low; own-

source revenues 
commonly come 

from a variety 
of nontax fees 

and charges
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options, such as local taxes and municipal bonds, 
are limited or not available. The negative fallout that 
results can include market disruptions, distorted 
incentives, and opportunities for corruption.26 Cities 
in the PRC see a disproportionate amount of their 
financial revenues coming from land transference 
fees, for example. According to the Ministry of 
Finance, from 1999 to 2011, gross income from 
these fees was about RMB12.75 trillion, with the 
share rising from 9% of local financial revenues in 
1999 to 44% in 2009. Cities have few other options, 
since local governments are not allowed to issue 
bonds, and banks perform strict audits on loans. 
One consequence of the reliance on these fees 
has been unsustainable patterns of building and 
development.27

Some countries have taken steps to institute a 
framework for the local collection of taxes and fees. 
In the Republic of Korea, local governments can levy 
property, vehicle, resident and other taxes, while 
provinces are assigned less productive taxes with 
the exception of the registration tax. While the Local 
Tax Act dictates the basic framework of local taxes, 
it allows local governments to determine the rates 
of 11 local taxes within certain limits (usually 50% 
below or above the standard rate determined in the 
Local Tax Act). 

Indonesia passed a new law in 2009 on subnational 
taxes and charges, bringing about major changes. 
A  “closed list” provision defines the types of 
revenues subnational governments may raise and 
prohibits tapping additional sources, helping to 
stop the previous proliferation of nuisance taxes28 
and charges. According to the law, provincial taxes 
and fees now consist of the vehicle tax, the vehicle 
ownership transfer fee, the vehicle fuel tax, the 
surface water tax, and the cigarette tax, whereas 
municipal taxes include rural and urban property 
taxes, and land and building title acquisition fees and 
other minor collections.

Municipal bonds have long been the foundation 
of municipal borrowing in North America;29 their 
proliferation in Asia is more recent. Thailand has just 

approved regulations that will take effect in 2015. 
Viet Nam has had a robust municipal bond market 
since 2009, operating through agreements with 
commercial banks and financial institutions, and 
guaranteed by municipal receipts.30 The successful 
use of municipal bonds heavily depends on the 
availability and reliability of information on local 
budgets, balance sheets, debt service obligations, 
and intergovernmental fiscal flows, since bonds can 
be issued in the domestic market only if they attain 
a minimum credit rating from an authorized credit-
rating agency. 

With growing urbanization in the region, state, 
provincial, and municipal governments will 
progressively need to develop abilities to draw 
in funds, including from the private sector, and 
to pump financing toward local sustainable 
development priorities. Greater capacities related 
to issuing municipal bonds and managing associated 
development projects are some steps in that 
direction.

•  Sovereign wealth funds: 
seeking social returns 

The Asia and Pacific region currently has around 
$3 trillion parked in sovereign wealth funds,31 which 
are state-owned pools of financial assets. These are 
typically used for foreign exchange surpluses, but 
they are also a tool for absorbing revenue windfalls 
from natural resources and noncommodities. 
Sovereign wealth funds can preserve the value of 
these assets by investing them and generating a 
return, a strategy that is particularly relevant when 
a country may not be able to productively absorb all 
new resources immediately.

For countries with a narrow economic base, but 
endowed with exportable natural resources, such 
funds can be very valuable to finance infrastructure, 
public services to meet human needs, national 
capacity-building, and public goods. Success 
depends, however, on adequate systems and 
regulations to manage the funds as well as clear 
forward planning.

Municipalities will 
need to draw in 
funds, including 
from the private 
sector; greater 
capacities related 
to municipal bonds 
are steps in that 
direction
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While conventionally assets were invested in safe 
havens like US Treasury bills, the search for higher 
returns has prompted a move toward stocks, bonds, 
and real estate in appropriately chosen countries 
abroad. Eighty-two percent of total foreign direct 
investments by sovereign funds in the Asia and 
Pacific region in 201332 were in alternative assets, 
compared with 39% in 2007.33 Asian sovereign 
wealth funds are setting up more offices abroad 
as they increase investments in real estate and 
infrastructure, which require more local expertise 
than stocks and bonds.

This process of diversification is important, as long 
as it remains tied to delivering greater returns for 
sustainable development. Some questions arise 
when resources remain abroad for a long period, 
since they might be better invested in development 
initiatives at home, such as infrastructure.34 The 
PRC, which has the largest collection of sovereign 
wealth funds, has taken a lead by dedicating 
its National Social Security Fund exclusively to 
domestic infrastructure initiatives.35

Timor-Leste established its Petroleum Fund by law 
in 2005 to manage petroleum resources “for the 
benefit of both current and future generations” 
and “in a fair and equitable manner.” In December 
2012, assets amounted to $11.8  billion. There 
has been some debate around where funds should 
be invested, balancing safety against returns, and 
on loosening restrictions on how much can be 
withdrawn for current budgets, given that Timor-
Leste is a deeply poor country.36

The performance of sovereign wealth funds as a 
whole has been varied. On the Linaburg-Maduell 
Transparency Index, which has a scale of 1 to 10, 
with 10 being the most transparent, only about 26% 
of the larger funds globally reach the range of 6–10. 
Most have underperformed, although Timor-Leste’s 
fund gets a high score of 8. Norway has the largest 
sovereign wealth fund globally, at $893  billion in 
value, and rates a 10 on transparency.37

•  Reducing losses by plugging leaks

As part of expanding the pool of domestic resources, 
an essential consideration is protecting against 
leakages and losses. One major source of these 
involves tax provisions allowing a narrow selection 
of taxpayers to reduce or postpone liabilities. These 
can be costly, unproductive, and regressive—as can 
preferential tax rates on capital gains and qualified 
dividends.

Other concerns are tax evasion, the deliberate and 
illegal failure to pay, and tax avoidance, or using legal 
loopholes to legally avoid payments.38 Overseas 
tax havens with secrecy laws result in a drain on 
the economy as a whole, not just the exchequer. 
An estimated $21 trillion to $32 trillion39 of private 
financial wealth is located, untaxed or lightly taxed, 
in “secrecy” jurisdictions around the world. Despite 
stronger secrecy laws, many countries still operate 
as tax havens. 

Some corporations have used “transfer pricing” 
or the over-invoicing of imports into and under-
invoicing of exports out of developing countries 
to conceal profits that end up in lower-tax 
jurisdictions.40 Between 2005 and 2007, transfers to 
the European Union and the United States resulted 
in losses of $577 million for Pakistan, $350 million 
for Bangladesh, and $475  million for Viet  Nam. 
About 20 Asian countries have now adopted 
transfer-pricing rules in their tax codes, mostly along 
OECD lines.41

Illicit financial outflows result from transferring 
financial capital out of a country while contravening 
national or international laws.42 They generally 
involve practices such as money laundering, bribery, 
trade misinvoicing, tax evasion, etc. From 2003 
to 2012, developing and emerging economies 
lost $6.6  trillion in illicit financial outflows, which 
increased at an average rate of 9.4% per year, as 
much as twice as fast as global GDP. In 2012 
alone, around $991.2 billion flowed illicitly out of 
developing and emerging economies, stemming 
from crime, corruption, tax evasion, and other 
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illicit activity. Fraudulent misinvoicing of trade 
transactions was the largest component at 77.8% of 
all illicit flows.43

Globally, from 2003 to 2012, illicit financial 
outflows averaged around 3.9% of GDP; Asia 
comes in just below the average at around 3.8% of 
GDP. Asia, however, is the region with the greatest 
volume of illicit financial flows, comprising 40.3% 

of the world total over 10  years (Figure  2.2 and 
Table 2.3). Five of the top 10 countries accounting 
for the global total of illicit financial outflows by 
volume are in Asia.44

Measures to stem major losses call for national 
and international action, including strengthening 
tax administration and clamping down on illegal 
activities. Accounting practices could be more 

Figure 2.2:  illicit financial outflows are a substantial share of gross domestic product 
(Average annual illicit outflows from developing countries by region, 2003–2012, % of GDP)
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MENA = Middle East and North Africa.
Source: Kar, D. and J. Spanjers. 2014. Illicit Financial Flows from Developing Countries: 2003-2012. Global Financial Integrity.  
www.gfintegrity.org/wp-content/uploads/2014/12/Illicit-Financial-Flows-from-Developing-Countries-2003-2012.pdf

Table 2.3:  growth of real illicit financial flows by region, 2003–2012 (in constant 2010 $, billion)

region 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 cumulative Average

trend rate 
of growth 

(%) % of total

Sub-Saharan 
Africa

 16.2  25.6  44.9  57.3  71.7  71.5  80.1  58.0  59.9  62.7 547.8  54.8 13.2   8.0

Asia 175.5 210.4 216.8 225.7 243.2 256.6 285.6 368.1 341.3 433.0 2,756.2 275.6  9.5  40.3

Developing 
Europe

 91.1  93.0 100.8 107.6 140.9 163.8 187.1 170.3 230.5 152.2 1,437.3 143.7  9.8  21.0

Middle East 
and North 
Africa

  8.0  28.6  67.8  57.3  45.6 128.5 126.7  74.2 100.4 103.6 740.6  74.1 24.2  10.8

Western 
Hemisphere

107.0 122.1 143.6 115.9 133.6 152.7 120.0 151.4 158.0 154.3 1,358.6 135.9  3.5  19.9

All developing 
countries

397.8 479.7 573.9 563.8 635.0 773.1 799.5 821.9 890.1 905.8 6,840.5 684.1  9.4 100.0

Source: Kar, D. and J. Spanjers. 2014. Illicit Financial Flows from Developing Countries: 2003-2012. Global Financial Integrity. www.gfintegrity.org/wp-content/
uploads/2014/12/Illicit-Financial-Flows-from-Developing-Countries-2003-2012.pdf
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stringently regulated.45 Ending harmful tax 
competition needs to be based on cooperation 
between countries, while respecting their right 
to design national tax regimes.46 In some cases, 
such as in India,47 political momentum and civil 
society involvement have made some progress in 
demanding greater transparency with regard to 
money flows.

Countries in Asia and the Pacific as a whole need to 
work together to encourage transparency and create 
better standards for reporting financial information, 
and continue to implement international standards 
on the exchange of information, such as through 
the Study Group on Asian Tax Administration 
and Research. Whether or not the exchange of 
information translates to adoption of a formal 
mission and composition of core governance 
documents, as called for in the group’s last meeting, 
remains to be seen.48

•  Protecting against 
the toll of disasters

The Asia and Pacific region bears a heavy burden 
from disasters, from natural hazards as well as other 
crises such as economic downturns (Box 2.2). 
These weigh on its financial resources and longer-
term development prospects. From 2005 to 2014, 
84% of the 1.7 billion people affected by disasters 
triggered by natural hazards worldwide lived in the 
region. Losses amounted to $198 million per day, 
or over $720 billion. The rate of growth in losses 
exceeded GDP growth, indicating that the region 
has not done enough to invest in risk reduction.49

While policy makers often find it easier to spend on 
immediately tangible benefits, rather than hedges 
against what may (or may not) happen, disaster 
risk is not only great, but expected to worsen 
through climate change, with escalating human and 
economic costs. These costs are not evenly shared, 
with those who are poor, or subject to gender or 
other forms of discrimination, likely to be among the 
hardest hit relative to their coping capacity.

Comprehensive disaster risk reduction and planning 
not only aims to mitigate threats, but can ensure 
that appropriate resources are in place ahead of time 
to recover from crises and sustain development, 
while freeing up fiscal space in the medium to 
longer term for regular development applications. 
India’s Ministry of Finance took the lead by making 
it mandatory in 2009 for all project proposals above 
Rs1 billion to include a disaster impact assessment 
and to factor related risk reduction measures into 
project costing.50

Appropriate planning can be equally essential in 
protecting fiscal space for development, given the 
common tendency to divert development budgets 
to respond to crises. Nepal’s Department of Water 
Supply and Sewerage has faced annual disaster-
related damage bills of around NRS100 million, 
more than triple the NRS30 million budgeted for this 
purpose. The shortfall has forced a reallocation from 
maintenance, which for around a quarter of Nepalis 
means that while they have clean water connections, 
outstanding repairs prevent these from functioning.51

Increasingly, climate adaptation financing goes 
toward disaster risk reduction. Within this longer-
term framework, addressing immediate disaster 
risks represents “no-regrets” minimum levels of 
adaptation. These interventions can be justified 
on the basis of current economic, social, and 
environmental costs and benefits, and on the levels 
and forms of disaster risk. They also support future 
disaster resilience, without requiring any certain 
knowledge about the frequency or intensity of 
future hazards.

When disasters do strike, available postdisaster 
financing from domestic sources is typically far 
short of needs. A survey of 73 countries, including 
21 in Asia and the Pacific, underscored the wide 
gap in response options between wealthier and 
poorer states. Japan and Malaysia have resources 
to respond to catastrophic events that on average 
occur once every 550 years, while Samoa would 
struggle to manage smaller-scale disasters occurring 
on average once every 11 years.52
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International assistance may address part of the 
financing gap but by no means all of it. Over the 
last 2 decades, this assistance has comprised only 
21% of total disaster-related flows,53 and has been 
the equivalent of just 1% of disaster-related losses.54 
As of March 2015, only 60% of the $776 million 
international appeal in response to the November 
2013 typhoon in the Philippines had been met.55 
Moreover, this assistance is not necessarily 
additional. Postdisaster external assistance often 
entails some adjustment of existing aid programs 
and potentially displaces short- to medium-term 
flows of development support.

Particularly in poorer countries, the lack of funds 
can significantly delay reconstruction, along with 
chances for people to find jobs or other options to 
rebuild their lives. Three years after the 2008 cyclone 

in Myanmar, for instance, 75,000 households were 
still waiting for new housing. 

Opportunities may be lost—such as to upgrade 
technology and damaged infrastructure. Communities 
left to rebuild themselves may end up replicating 
previous vulnerabilities—such as remaining in unsafe 
areas—because they have few other options.56

A number of disaster-prone countries in Asia and 
the Pacific make at least some budgetary provisions 
for relief and early recovery, at both the national and 
subnational levels. But other instruments to spread 
the costs across time are very limited. In 2013, 
insurance covered only 8% of the region’s disaster 
losses, compared with 67% in the United States. This 
market has significant potential for growth, offering 
greater protections against disasters, if  guided by a 

box 2.2
Managing risks from multiple threats
Beyond being highly vulnerable to natural hazards, countries in Asia and the Pacific face threats from an array of other sources. More than 
a third of the region’s poorest countries are classified as fragile or conflict-affected,a mostly in the Pacific. Fragile countries are especially 
vulnerable to internal and external shocks because of weaknesses in governance, underdeveloped domestic markets, limited economic 
opportunities, and climate change.b

Their transition from fragility to resilience may involve a long process of 20 to 40 years,c and will require consistent, high-quality financing. 
Helping them better draw in and use external funds could involve applying customized risk management frameworks and fragility 
assessments, covering combined economic, institutional, political, cultural, and structural issues.d

Disease is another type of risk, given recent experiences with SARS and the spread of dengue fever. Beyond costs and losses linked to 
human capital and medical expenditures, health crises can impact entire economies, such as through declines in consumer demand and 
reduced investor confidence. The absence of advance readiness can increase losses both in the short and long terms. The same holds 
true for financial crisis, where public monies end up being diverted toward bailing out companies and banks.

Risk management covering all potential threats thus becomes an essential tool to mitigate costs and sustain continued investments in 
development.

a  Asian Development Bank Fragile Resource Situation Center. www.adb.org/sectors/governance/fragile-situations/resource-center.
b Asian Development Bank. 2012. Working Differently in Fragile and Conflict-affected Situations. Manila. 
c  The New Deal for Engagement in Fragile States. www.newdeal4peace.org/wp-content/themes/newdeal/docs/new-deal-for-engagement 

-in-fragile-states-en.pdf
d  Asian Development Bank Fragile and Conflict-Affected States Resource Center. https://wpqr4.adb.org/LotusQuickr/fragilesituations/Main.nsf/h_To

c/2629bb6f4ec7761c48257b89001e37a3/?OpenDocument
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strong regulatory framework. Regulatory frameworks 
could additionally back policies to apply pools of 
money toward sustainable development.

An array of market-based disaster risk transfer 
instruments can increase the financial response 
capacity of governments, households, and 
businesses after disasters, while protecting long-term 
fiscal balances. Property catastrophe risk insurance 
protects the property of homeowners, businesses, 
and public entities. Agricultural weather insurance 
builds resilience of farmers. Disaster micro-insurance 
is specifically focused on protecting the livelihoods 
of the poor, and may be tied to initiatives to promote 
disaster risk reduction and/or achieve social aims 
such as through conditional cash transfers.57

Comprehensive financing strategies for postdisaster 
support require understanding a variety of risks and 
developing a basket of financing instruments to cover 
them, based on potential frequency and probability. 
Losses from very high-frequency, lower-cost events 
occurring on a near annual basis are best dealt with 
under annual contingency budget allocations. 
Options for slightly larger, less frequent events 
might include public disaster reserves, contingent 
loan arrangements, and postdisaster realignment of 
national capital investment resources, while those 
for higher cost events might entail indemnity and 
parametric insurance tools and catastrophe bonds, 
as well as international assistance in extreme cases. 
Encouragement of insurance for property, crops, 
and businesses could reduce pressures on the public 
purse. All elements of financing strategies need 
to account for extra vulnerabilities faced by some 
groups, including those marginalized by poverty and 
gender.

This approach to financing allows governments to 
spread costs over time and incorporate incentives 
to reduce risks, but can also require the politically 
difficult step of building up reserves and covering 
insurance premiums. Further, many governments in 
the Asia and Pacific region currently lack adequate 
information and tools to make fully informed choices 
of disaster risk financing options.

Specific ODA targets for financing disaster risk 
reduction have been periodically discussed globally 
and regionally. The Fourth Asian Ministerial 
Conference on Disaster Risk Reduction in 2010, 
for example, called for assigning 2% of development 
assistance to risk reduction by 2015, along with 10% 
of humanitarian relief funds. Despite considerable 
measurement difficulties and variations among 
countries in suitable apportioning of resources for 
disaster risk reduction, targets can prove useful 
in highlighting considerable under-spending and 
advocating increases.58

In March 2015, representatives from 187 UN 
member states adopted a new international 
agreement to foster greater disaster resilience as the 
first building block of the post-2015 global arena. 
The Sendai Framework for Disaster Risk Reduction, 
2015–2030 builds on both the successes and 
shortcomings in strengthening disaster resilience 
over the past 10 years.59

INTERNATIONAL 
PARTNERSHIPS 
TO BACk SHARED 
GLOBAL GOALS
International public funds continue to remain the 
main source of financing specific to development 
programs. They offer an important complement to 
domestic flows through ODA, recent activities by 
new southern donors, support via the multilateral 
development banks, and climate finance. In light 
of the post-2015 agenda, past ODA commitments 
need to be met and climate funds added while the 
banks must reinvigorate their roles. New donors 
have vital and evolving parts in moving more money 
to development.

In the region as a whole, aid remains critical for 
countries in conflict, small island states mostly in 
the Pacific, and the least developed countries. In 
all other countries, while the aid share of overall 
financing is shrinking, it remains relevant, albeit for 
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use in more nuanced ways, and oriented toward 
more strategic applications, such as crowding in 
private finance. 

•  ODA still falls short of commitments

ODA remains the largest source of concessional 
public funding, and is among the sources of 
financing most responsive to development goals. 
Grants are significant sources of public revenue 
in some Asian and Pacific countries—comprising 
14.9% of the total in Papua New Guinea, 38.5% in 
Bhutan, 53.2% in Afghanistan, and even more in 
some Pacific nations,60 where economic structural 
constraints imply the need for ODA into the 
foreseeable future.

Globally, ODA has never reached the internationally 
agreed target for donors of 0.7% of gross national 
income. In 2013, this meant a shortfall of about 
$43.9  billion for Asia and the Pacific alone. The 
gap has been a sticking point even in nations 
that otherwise welcome no longer being heavily 
dependent on ODA; many see meeting the target as 
an important signal of whether or not wealthy donor 
countries are genuinely buying into the post-2015 
agenda.

Since 1990, traditional ODA to all developing 
countries has doubled in nominal terms, reaching 
$126.9 billion in 2012. But in Asia, net ODA has 
been falling since 2008 across multiple indicators 
(Figure  2.3); comparatively, it has risen in Africa. 
The  decline in Asia and the Pacific has been 
more rapid than in other developing countries 
(Figure 2.4).

ODA disbursement per person living on less than 
$2 per day was significantly less in Asia at $19.10 in 
2012, compared with $54.30 across all developing 
countries and $84.10 in Africa. This reflects in part 
the reality that more Asian countries have moved 
into a middle-income stage where donors see less 
apparent need for concessional funds, even as the 
same countries are home to the majority of the 
world’s most impoverished people. 

In 2010, Asian middle-income countries had nearly 
63% of people living on less than $2 per day, but 
received 19.3% of total net traditional ODA. Africa 
received 38.7% in 2012, with around 25% of the 
world’s poor. The picture has been more positive 
for the Asia and Pacific region’s 23 countries 
considered least developed, fragile, and/or affected 
by conflict (Figure 2.5). ODA to them in 2012 was 
$12.5 billion, up from $10.1 billion in 2008. In per 
capita terms, ODA to the Pacific region far outstrips 
that to the rest of the world.

As a group, Asian countries have a relatively good 
track record of repaying concessional loans and 
improving financial management. This history 
along with still high rates of poverty suggests 
both efficiency and equity arguments for ODA 
investments in the region.

•  A more nuanced approach: Diverse 
needs, public goods

All concessional public funding is voluntary, and 
driven by diverse political, strategic, commercial, 
and other considerations. At the same time, the 
commitment to providing a threshold amount has 
been made and should be fulfilled, as has been done 
by a handful of OECD Development Assistance 
Committee (DAC) countries. Other commitments 
include those to improving the quality of aid, such as 
through the reduction of earmarks, timely delivery, 
and better coordination across donors.

Further, the time has come to push forward new 
notions of using ODA more strategically. When 
aligned with agreed international norms, ODA 
can help to anchor domestic policy in principles 
such as equity and sustainability, and train 
attention on issues such as gender equality or the 
customary rights of local populations in the midst 
of economic and other planning processes that do 
not adequately emphasize these. It can have an 
essential role in widening fiscal space, bolstering 
project management capacities, and advancing 
regional cooperation and actions around global 
public goods.

ODA can help 
anchor domestic 
policy and train 
attention on issues 
such as gender 
equality or the 
customary rights of 
local populations
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Figure 2.3:  despite commitments, official development assistance is trending downward in developing Asia and Pacific
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Figure 2.4:  the region falls below the developing country average in official development assistance shares
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Figure 2.5: official development assistance has risen for less developed and fragile states in Asia and the Pacific
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A forward-looking approach to ODA also needs 
to be nuanced around the needs of different 
developing countries. The broad divide between the 
Asia and Pacific region’s middle-income and low-
income countries is already reflected in ODA trends 
favoring the latter. Yet ODA retains importance in 
both categories. 

In low-income countries, concessional financing 
remains critical until they become better equipped 
to access financial markets—it can help enable or 
crowd in other flows,61 change the quality of growth, 
and influence prodevelopment social norms. One 
particular priority can be projects requiring long-
term investments, such as rural education and 
health care, where economic benefits accrue over 
decades. Low-income countries that are also well 
governed are candidates for aid delivered as budget 
support to achieve national development priorities.

As countries begin to emerge from a very low income 
level, some caution is needed to avoid the “missing 
middle” pattern. This occurs when domestic taxes, 

foreign private flows, and market-related public 
borrowing cannot yet compensate for the drop-off in 
concessional assistance.62

In middle-income countries, concessional financing 
might focus on regional goods, such as control of 
communicable diseases or technology transfer. 
While these countries still have large numbers 
of poor people, they are also in a better position 
to take greater responsibility for activities with 
more country-specific benefits—like education, 
decreased maternal and child mortality, and social 
safety nets. Development assistance could be on 
nonconcessional terms, and could include expertise, 
drawn from regional and global sources, on meeting 
poverty and human development goals. 

In both lower-middle and upper-middle income 
countries, aid could be used to build capacities to 
draw in additional funds, such as through designing 
bankable projects, making better use of sovereign 
wealth funds, or establishing metrics for assessing 
private development contributions.

In low-income 
countries, 
concessional 
financing remains 
critical until they 
become better 
equipped to access 
financial markets
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A recent study63 on aid effectiveness in Asia and the 
Pacific analyzed aid to the health sector in countries 
with differing levels of aid dependency.64 It found 
that countries with low dependency (the PRC, India, 
Indonesia, Malaysia, the Maldives, the Philippines, 
Sri  Lanka, Thailand, and Viet Nam) mainly needed 
assistance in piloting new approaches, and focused 
support on poorer districts, including through working 
with local authorities and government systems.65 An 
assumption that aid management challenges would 
be less apparent in these countries, however, did not 
hold true. Indonesia and Viet Nam faced particular 
issues with the proliferation of small projects with low 
impact and high transaction costs, and with multiple 
partners working at the subnational level.

In medium aid-dependent countries (Bangladesh, 
Cambodia, Fiji, the Lao PDR, Mongolia, Myanmar, 
Nepal, and Pakistan), an issue that emerged was the 
low capacity of the ministry of health to steward the 
sector, lead coordination efforts, and hold donors 
to account. This was in addition to coordination 
mechanisms not achieving their full potential, an 
issue as well for low aid-dependent countries. 

•  Redefining and recalculating ODA

ODA has undergone a partial evolution in recent 
years, driven in part by discussions on aid quality 
and effectiveness, and a push to expand the 
scope to “development effectiveness.”66 The 
most notable recent shift came in a 2014 OECD–
DAC67 communiqué redefining ODA calculation. 
According to the old definition,68 for a donor loan 
to qualify as ODA, apart from being concessional it 
had to have a grant element of at least 25%.69

Under the new definition, a loan qualifies as ODA 
if it meets a revised set of grant element thresholds, 
with no further requirements for concessionality. 
The threshold varies across country groups, with 
higher levels mandated for poorer countries. Loans 
to the least developed countries must now have a 
grant element of at least 45%. The thresholds are 
15% and 10% for lower-middle and upper-middle 
income countries, respectively. 

The new definition ensures that more concessional 
loans earn greater ODA credit than less concessional 
ones. Previously, if a loan qualified as ODA, the 
full loan amount was counted as ODA. In the new 
system, only the grant element is counted. For 
calculating the grant element, the new system 
introduced differentiated discount rates by country 
group, which have been set around 9%, 7%, and 
6% for least developed, lower-middle income, and 
upper-middle income countries, respectively. This 
is to recognize that lending to poorer countries 
involves greater donor effort than lending to richer 
countries.70

For developing countries, greater clarity is needed in 
understanding the implications of the OECD–DAC 
shift. One set of questions arises around whether 
relying on income alone is too limiting. Other 
indicators of systemic development deficits could be 
considered for aid to reach the poor in lower-middle 
and upper-middle income countries, for example, 
in the Pacific and also some Asian countries. 
Classifying countries only by income often does not 
take into account the many dimensions of poverty, 
not all of which relate to income (see Appendix 1 for 
the four types of country categorizations). 

•  The reinvigorated role of the 
multilateral development banks 

The role and importance of the multilateral 
development banks as aggregators and intermediators 
of international capital flows to the developing 
world, relative to other public (and private) sources, 
continue to evolve in light of a changed landscape for 
development finance and the heightened demands 
of sustainable development. The traditional role of 
augmenting public finance for long-term investments 
in infrastructure and industry development has 
expanded. 

Today, the banks finance economic and social 
development projects to bolster inclusive growth 
and reduce poverty, and support priorities such 
as environmental protection, gender equality, 
capacity development, and good governance.71 

ODA has 
undergone 

changes toward 
development 

effectiveness and 
more recently 
to strengthen 

concessionality
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Effective crisis response assistance comes in the 
form of budget and balance of payments support.72 
Financing investments undertaken directly by the 
private sector also takes place, beyond meeting the 
external finance requirements of governments and 
their agencies.

Multilateral development banks are likely to further 
adjust their business strategies as they respond to 
new demands and more ambitious development 
priorities within an environment where developing 
countries have more options for external financing. 
For example, in the recent joint discussion note of 
April 2015,73 current efforts to leverage and catalyze 
public and private finance recognize these shifts. 
The banks are also building on their capacities to 

provide knowledge and expertise and to finance 
global public goods, such as readiness for a health 
pandemic or emissions mitigation. Many countries 
are increasingly integrated into international 
capital markets, and new international financial 
institutions have emerged. Asia and the Pacific will 
soon be home to two new multilateral development 
banks dedicated to developing country concerns 
(Box 2.3).

Most multilateral development banks have 
adopted  multitiered results frameworks that track 
the performance of organizations as a whole, as 
well as the results of the operations they finance. 
The frameworks drive accountability and evidence-
based decision making. Support for developing 

box 2.3
New banks take the stage
Clear evidence of the changing architecture of development finance comes from the founding of the New Development Bank (NDB) in 
2014 and the establishment of the Asian Infrastructure Investment Bank (AIIB) by the end of 2015. Both complement existing public 
and private financial institutions, and can help foster greater financial and development cooperation.

The NDB, commonly referred to as the BRICS Bank, was set up by Brazil, the People’s Republic of China, India, the Russian Federation, 
and South Africa in July. Three months later, the AIIB was launched in Beijing and prospective founding members include 57 countries 
as of April 2015.

The NDB has been mandated to “mobilize resources for infrastructure and sustainable development projects in BRICS and other 
emerging economies and developing countries.” To accomplish this, it will “support public or private projects through loans, guarantees, 
equity participation and other financial instruments.” The initial capital of $50 billion will come from $10 billion contributions from 
each of the five BRICS members. Total authorized capital will be $100 billion. Membership will be open to all UN member states; each 
member’s voting power will be equal to its subscribed shares in the bank’s capital stock. Headquartered in Shanghai with an African 
regional center planned for Johannesburg, the NDB is scheduled to start lending in 2016.

The founding members of the AIIB authorized $100 billion in capital for the bank, with an initial sum of around $50 billion. The bank is 
expected to go into operation at the end of 2015 and will be located in Beijing. It is expected to contribute to infrastructure development 
in Asia and the Pacific, given a need for about $8 trillion in infrastructure financing in the coming decade. 

These new international financial institutions can serve as an additional source of funds. Existing institutions may see this as opportunity 
to collaborate and also be more effective, while allowing more options for sovereign nations.

Sources: The Asian Infrastructure Investment Bank www.aiibank.org/; Ministry of External Relations of Brazil. 2014. Agreement on the New Development Bank. 
VI BRICS Summit, Fortaleza, 15 July. http://brics6.itamaraty.gov.br/media2/press-releases/219-agreement-on-the-newdevelopment-bank-fortaleza-
july-15; and Ong Juino, D. R. 2014. Asian Infrastructure Investment Bank: An Idea Whose Time Has Come? The Diplomat. 4 December. http://thediplomat.
com/2014/12/asian-infrastructure-investment-bank-an-idea-whosetime-has-come/
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countries helps them devise results frameworks as 
the basis for mutual accountability.74 In 2013, the 
Asian Development Bank (ADB) introduced the 
results-based lending tool, where disbursement of 
funds is linked directly to achievement of program 
results. This moves the focus from financing 
expenditures and controlling transactions to directly 
supporting development progress, and from a rules-
based approach to a principles-based approach. 

As the significance of traditional ODA becomes 
limited in middle-income countries, the role of the 
multilateral development banks could evolve to 
become even more significant and strategic not only 
to inject funds, but also to build capacities to attract 
funds. This could involve, for instance, providing 
innovative tools to increase the capital base, 
devising leveraging instruments to help countries 
pump money toward development, and offering 
technical and policy assistance to attract investment 
(Appendix 3 summarizes ADB preparedness).

•  Enter the new southern partners

The gap between the needs of developing countries 
and available ODA has paved the way for new 
bilateral partners from the south—many of whom 
are in the situation of both giving and receiving 
aid. Non-DAC bilateral ODA in 2012, as reported 
to the OECD, was only 4.1% of traditional or DAC 
ODA, yet the number of non-DAC donors doubled 
from 12 in 2000 to 25 in 2012.75

Non-DAC ODA that year totaled $5.3 billion 
(Figure  2.6), 61.3% of which went to Asia and the 
Pacific, while Africa received 21.6%. The total rose 
to an estimated $8.8 billion in 2013. A larger share 
of non-DAC ODA is likely available for development 
purposes, compared with traditional ODA, since 
these donors channel more of their assistance 
directly into projects and programs.76

Figure 2.6:  net disbursement of official development assistance from non-development Assistance committee countries
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A lack of standardized data and reporting hinders 
full analysis of the contribution of southern 
bilaterals, however (Table 2.4). A number of major 
emerging donors do not report their development 
assistance to the OECD. Estimates for all forms 
of South–South concessional financing, based on 
available data, suggest that these flows amounted 
to between $9.4 billion and $16.2 billion in 2012, 

with the share going to Asia and the Pacific ranging 
from $4.3 billion to $7.4 billion. By 2025, estimates 
suggest that total concessional financing from 
southern states could climb to $50 billion.77

Diverse interests motivate new donors, just 
like traditional ones (Box 2.4). Many of these 
countries have developed official aid policies that 

Table 2.4:  Flows are substantial from some key partners 

estimates on official development assistance-like flows, 2007 to 2011 (current $ in millions)
country 2007 2008 2009 2010 2011 source of data
Brazil 291.9 336.8 362.2 482.1 ... Until 2010: Brazilian Cooperation Agency
People’s Republic 
of China

1,466.2 1,807.0 1,946.5 2,011.2 2,470.0 Fiscal yearbook, Ministry of Finance, People’s 
Republic of China

Indiaa 392.6 609.5 488.0 639.1 730.7 Annual reports, Ministry of Foreign Affairs, 
India

South Africaa 108.0 108.5 99.6 106.0 146.6 Estimates of public expenditures 2010–2012, 
National Treasury, South Africa

Indonesiab ... ... ... 9.9 ... Web-based research
... = not available.
a  Figures for India and South Africa are based on their fiscal years. 
b  Not all information is accessible through the web, so parts of the development cooperation programs might not be reflected in these 

figures. 
Sources: Basu, A. 2014. Enhancing Concessional Assistance for a Post-2015 Development Agenda. ADB Sustainable Development Working 
Paper Series No. 35. Manila; and Organisation for Economic Co-operation and Development. 2013. Development Co-operation Report 
2013: Ending Poverty. Paris: OECD Publishing. http://dx.doi.org/10.1787/dcr-2013-en

box 2.4
Emerging bilateral donors pick their priorities
Several emerging bilaterals seek to share their own development experiences and successes. The People’s Republic of China provides 
significant assistance in the form of turnkey projects, providing planning, finances, human resources, and training to implement projects. 
The Republic of Korea—which became a Development Assistance Committee member only in 2010—stresses export-led projects, 
human resources, and rural development, offering a combination of staffing and capital. Much of Brazil’s aid for agriculture projects is 
based on its own success in supporting small-scale farmers. India provides assistance for training civil servants, engineers, and public 
sector managers, in line with its own expertise. Much of South African aid is focused on peace-keeping and education. 

Cooperation among southern donors is increasing. Through the India–Brazil–South Africa Trilateral Initiative launched in 2003, for 
example, the three countries have collaborated on capacity-building and agriculture projects.

Source: Center for Global Prosperity. 2013. The Index of Global Philanthropy and Remittances with a Special Report on Emerging Economies. Hudson 
Institute. Various issues.
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mix altruism  and self-interest. Most prioritize 
neighboring countries, based on concerns such 
as political alliances, security, human mobility, 
or religion. For  some new donors, the primary 
motive appears to be the search for energy and raw 
materials. Of course, some of these considerations 
are relevant to traditional donors as well.

South–South flows generally come with fewer strings 
and conditions than traditional ODA, posing the risk 
of crowding out traditional donors. They tend to be 
biased toward infrastructure, with only about 12.5% 
of non-DAC ODA going to education, health, and 
water and sanitation in 2012, compared with 26.1% 
of bilateral ODA from DAC donors and 22.5% of 
multilateral ODA. Funds have occasionally been 
provided without regard to internationally agreed 
safeguards, while lack of a centralized coordinating 
agency like the DAC reduces transparency of 
information and data.78

THE CASE OF 
CLImATE FINANCE 
The courses of climate and development are 
closely intertwined; so must finance. Virtually 
every potential adverse impact of climate change is 
expected to occur in at least a few Asian and Pacific 
countries, posing some of the greatest threats to 
development.79

Countries of the region are set to lift around 
500  million people out of poverty and improve 
daily lives for all, while managing climate change. 
The choices they make may involve difficult trade-
offs.80 Climate finance could ease some of them. 
Asia’s densely populated cities, in particular, are 
facing the twin challenges of reducing emissions 
and  protecting the poor in climate-exposed areas. 
As centers of commerce and creativity, cities will be 
key to a cleaner world. 

With globally interconnected economies and 
ecologies, meaningful action and finance will be 

incomplete if limited to administrative or political 
boundaries. Rising sea levels, and increasingly 
devastating storms, droughts, and floods, can 
quickly reverse hard-earned development gains, 
within and across borders. Lower emissions means 
a healthier environment and better quality of life for 
all, the very aims of development.

For countries in the Pacific, climate change 
economics are the starkest (Box 2.5). For other 
subregions, if the world continues a business-as-
usual approach, the impact of global warming on 
GDP will be significant. For Southeast Asia, it is 
estimated as equivalent to 6.7% of annual GDP 
annually by 2100, and for East Asia, 5.3%. For South 
Asia, it will reach about 2.3% of GDP by 2050.81

Incorporating climate finance in a framework for 
future sustainable development financing is urgent. 
It must cover adaptation, building resilience, and 
mitigation, and help ease trade-offs between short-
run imperatives and longer-term sustainability. 
Financing has been a critically important element 
of global climate negotiations, with the latest round 
taking place at the end of 2015.82

•  International climate finance 
is complex

Understanding climate finance is key to better 
accessing, planning, managing, and reporting on 
climate funds. In an evolving landscape, sums and 
channels often remain unclear, however, with no 
agreed definition of climate finance. 

Some estimates of total flows from developed 
countries to developing countries are available. In 
2012, these ranged from $39 billion to $62 billion, 
including a very low estimate of private flows83 
(Table  2.5). A clear assessment of the share 
ending up in Asia and the Pacific is not available, but 
some indicators suggest it receives about 40%.84

Public funds through multilateral and bilateral 
channels are approximately $20 billion per year. 
Multilateral climate flows under the UN Framework 

Understanding 
climate finance 
is key to better 

accessing, planning, 
managing, and 

reporting on 
climate funds



BOLSTERING THE PUBLIC DOmAIN 31

box 2.5
The economics of climate change in the Pacific 
The Asian Development Bank has assessed climate change impacts and their resulting economic costs in the Pacific. Under a high-emissions 
scenario with slow growth and technological change, climate-related costs for the Pacific region are projected to rise from 0.2% of annual 
GDP in 2015 to 3.5% in 2050 and to as much as 10.9% by 2100. 

Given the size of potential losses, climate change adaptation measures will be crucial. Financing equivalent to 0.97% of annual Pacific GDP or 
$284.3 million per year will be needed until 2050. Funding requirements are expected to rise as climate changes become more severe, and 
could reach as much as 1.52% of regional annual GDP (or about $446.7 million) under a high-emission scenario. Should the global economy 
manage to stabilize carbon dioxide concentration at under 450 parts per million, the investment required would drop by about half.a

Most Pacific countries have begun their own adaptation policies with international assistance for implementation. Probably the starkest 
case is Kiribati’s Migration with Dignity program,b a relocation strategy propagated by the president’s office. By 2100, rises in the sea level 
across the Pacific are projected to be significantly higher than the anticipated global average increase of 0.21–0.48 meters, and could rise 
by as much as 0.92 meters in Kiribati.

With the chance that increasing swathes of national territory will literally be under water, the program stresses creating opportunities for 
those who wish to migrate and assisting the establishment of expatriate communities able to absorb larger numbers of migrants over the 
longer term. Those who remain will benefit from higher remittances. A second thrust is on raising the levels of qualifications obtained 
in Kiribati so they are comparable to those in countries such as Australia and New Zealand. This will make qualified nationals more 
attractive as migrants and improve local services. 

a  ADB. 2013. The Pacific Economic Monitor. December. www.pacmonitor.org
b  See Relocation at www.climate.gov.ki/category/action/relocation/; and Uan, L. 2013. Vanishing homeland leaves people with nowhere to go. The 

Sydney Morning Herald. 11 February. www.smh.com.au/federal-politics/political-opinion/vanishing-homeland-leaves-people-with-nowhere-to-go-
20130211-2e8tz.html

Source: Asian Development Bank. 2013. Economics of Climate Change in the Pacific. The Pacific Economic Monitor. December. www.adb.org/sites/
default/files/publication/31142/pacmonitor-dec2013.pdf

Box Figure 2.5.1:  A rapidly rising toll from climate impacts 
(projected % of GDP)

Box Figure 2.5.2:  cost burdens vary by country 
(projected % of GDP)
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Convention on Climate Change (UNFCCC)—
largely through activities of the multilateral 
development banks—total around $1 billion per 
year, disbursed through four funds. These include 
the GEF Trust Fund for mitigation and three 
adaptation funds, each of which disburses an 
average of less than $100 million annually.85

For Asia and the Pacific, a complete assessment 
of international climate finance is not available. 
Other than the estimates above, data on bilateral 
support for mitigation to 180 developing countries 
globally during 1998–2010 show that countries 
with higher carbon intensity, larger carbon sinks, 
lower per capita GDP, and good governance tend 
to be selected as recipients of mitigation finance 
and receive more of it.86 Since 2012, multilateral 
development banks have been jointly reporting 
their annual climate finance using a harmonized 
approach. Their 2013 report showed financing for 
Asia and the Pacific topped $6 billion.87

The variety of sources, agents, and channels of 
climate finance can be burdensome (Figure 2.7). 
It is difficult for international partners to plan and 
respond to this global challenge in an integrated 
way. Developing countries88 trying to access funds 
have to expend effort to understand the options to 
integrate climate finance in their development plans. 
The current move away from the large number of 
existing channels to the Green Climate Fund as a 
central mechanism may simplify matters—or add 
new complexities. 

•  The challenges of counting 
and accounting 

Bilateral flows from industrialized countries are 
provided by government bodies and bilateral 
financial  institutions. Developed countries report 
climate finance to both the UNFCCC and the OECD. 
The eligibility of countries, requirements for financial 
flows, and reporting differ. Yet systems involve 
considerable overlap, giving rise to concerns over 
possible double-counting and a lack of transparency. 

Table 2.5:  estimated ranges of climate finance are wide

channel
Low estimate  

($ billion)
High estimate  

($ billion) comments 

Multilateral

Multilateral development banks 15 22 High estimate is total climate commitments to developing countries. Low 
estimate is the industrialized countries’ share of multilateral development 
bank ownership applied to the total commitments.

Multilateral climate funds 1.4 1.4 Capital investment costs and grants

Bilateral

Government bodies  4 11 Low estimate is official development assistance where climate change is 
the “principal” objective. High estimate also includes projects with climate 
change as a “significant” objective. 

Bilateral finance institutions 14 14 Total climate commitments to developing countries by these institutions

Private

Private investment in renewables  4 13 Low and high estimates based on different sources, noting that investment in 
renewables is not the only source of private finance

Total 39 62

Source: Buchner, B., M. Hervé-Mignucci, C. Trabacchi, J. Wilkinson, M. Stadelmann, R. Boyd, F. Mazza, A. Falconer, and V. Micale. 2013. The Global Landscape of Climate 
Finance 2013. Climate Policy Initiative. Venice, Italy. http://climatepolicyinitiative.org/wpcontent/uploads/2013/10/The-Global-Landscape-of-Climate-Finance-2013.pdf
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Figure 2.7:  international climate finance involves a myriad of channels
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government agencies, development banks, and programs: AFD = French Development Agency, Australian Aid = Australian Agency for International Development, 
BMZ = Federal Ministry for Economic Cooperation and Development, CCPO = Climate Change Projects Office, CIDA = Canadian International Development Agency, 
DFID = Department for International Development, EU REDDF = European Union REDD Facility, Ex-Im = Export–Import Bank of the United States, FFEM = French 
Global Environment Facility, GCCA = Global Climate Change Alliance, GIZ = German Technical Cooperation, JBIC = Japan Bank of International Cooperation, JICA = 
Japan International Cooperation Agency, KfW = German Development Bank, MIES = Interministerial Taskforce on Climate Change, MOFA = Ministry of Foreign Affairs, 
NORAD = Norwegian Agency for Development Cooperation, ODIN = Ministry of Foreign Affairs, OPIC = Overseas Private Investment Corporation; RECP = Africa–EU 
Renewable Energy Cooperation Programme, USAID = US Agency for International Development.
dedicated bilateral initiatives: FSF = Fast Start Finance (Japan), ICF = International Climate Fund (UK), ICFI = International Climate Forest Initiative (Norway), 
ICI = International Climate Initiative (Germany), IFCI = International Forest Carbon Initiative (Australia).
multilateral funds: AF = Adaptation Fund, APCF = Asia Pacific Carbon Fund, CBFF = Congo Basin Forest Fund, CTF = Clean Technology Fund, FCPF = Forest Carbon 
Partnership Facility, FIP = Forest Investment Program, GEEREF = Global Energy Efficiency and Renewable Energy Fund, LDCF = Least Developed Countries Fund, 
PPCR = Pilot Program on Climate Resilience, SCCF = Special Climate Change Fund, SCF = Strategic Climate Fund, SREP = Scaling Up Renewable Energy Program.
Un and regional agencies, other acronyms: ADB = Asian Development Bank, AfDB = African Development Bank, CIF = Climate Investment Funds, EBRD = European 
Bank for Reconstruction and Development, EIB = European Investment Bank, FAO = Food and Agriculture Organization, UNDP = United Nations Development 
Programme, UNEP = United Nations Environment Programme, UNREDD = United Nations Collaborative Programme on Reducing Emissions from Deforestation and 
Forest Degradation, WB = World Bank.
Source: Climate Funds Update. Global Trends. www.climatefundsupdate.org/global-trends
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A specific concern touches upon how these flows 
relate to bilateral ODA, with questions around 
whether or not industrialized countries can report 
climate finance as part of their development 
assistance. Negotiated commitments to increase 
climate finance state that the resources be “new and 
additional,” suggesting existing ODA commitments 
cannot be diverted to climate finance. Some 
calculations indicate that the climate finance 
provided by industrialized countries probably has 
been new and additional.89

Unclear accounting can be a challenge for donors 
and recipient countries. For donors it would help 
to accurately budget, monitor, and report flows to 
their citizens and to the international community. 
For recipients, knowing the sums, whether a part of 
preexisting ODA commitments or additional ones, 
would help in credible planning, programming, and 
reporting. 

Private international flows of climate finance are 
not officially tracked, though information on them 
is collected under other initiatives.90 As private 
sources have the potential to grow, accounting is 
increasingly critical. 

•  Climate financing needs are 
increasing in Asia and the Pacific

Globally, estimates of annual adaptation costs for 
developing countries are $70 billion to $100 billion 
a year by 2030.91 Mitigation is projected to cost 
somewhere between $140 billion to $175 billion 
a year by 2030.92 Developing countries have huge 
opportunities, since they are less “locked in” to 
old ways and have opportunities to pursue cleaner 
development pathways.93

Asia’s energy demand is projected to more than 
double by 2035, with coal fueling most of this 
increase. The majority of the world’s “energy poor” 
live in Asia and the Pacific; over 600 million people 
do not have electricity, and more than 1.8 billion 
do not use modern fuels. A few countries are among 
the world’s largest total emitters of greenhouse 

gases, while others have negligible emissions and 
are vulnerable to the impacts of climate change. 

An emphasis on common but differentiated 
responsibility94 has been recognized in the 
region. It implies that all countries take action on 
climate issues, but in line with their capacities and 
contributions to the problem, with some bearing 
a greater responsibility than others; changing the 
pathways of development will require massive 
investments to help the transition to low-carbon 
and climate-resilient paths. 

Emissions of CO2 per capita have been lower in 
developing Asia and Pacific compared with the 
world, slightly higher than all developing countries, 
and less than half of the developed regions. They 
have risen as countries grow and poverty declines, 
but are declining per dollar of GDP (purchasing 
power parity), an overall positive trend (Figure 2.8 
and Table 2.6). While developing Asia and the 
Pacific started with the highest averages per dollar of 
GDP globally in 1990, the number has fallen below 
the developing country average. Coming closer to 
the carbon intensity of GDP in developed countries 
will require climate finance. 

Developing countries in the region already 
devote domestic resources to climate change 
activities. Almost every national government has 
a climate change plan, and many have institutions 
to coordinate actions. Some have funding 
mechanisms; others rely almost exclusively 
on bilateral and multilateral climate finance. 
Municipalities too are taking initiatives (Box 2.6). 
Some developing countries have started registering 
their focal points and national designated 
authorities with the Green Climate Fund.95

•  Future directions

Climate finance has risen recently, both from public 
and, increasingly, private sources. Further increases 
in public climate finance by industrialized countries 
is expected by 2020, based on a commitment to 
mobilize $100 billion. Several potential sources could 
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Figure 2.8:  carbon dioxide emissions per capita and per $1 gross domestic product 
(purchasing power parity) in developing Asia and Pacific  
(Data on ADB’s developing member countries, 2000–2010)
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CO2 = carbon dioxide, GDP = gross domestic product.
Source: World Bank, World Development Indicators. http://databank.worldbank.org/data/views/variableselection/selectvariables 
.aspx?source=world-development-indicators (accessed 14 April 2015).

Table 2.6:  comparison of average carbon dioxide emissions, 1990–2010

Per capita  
(tons)

Per $1 gdP (2005 $ [PPP])
(kilograms)

1990 2000 2005 2010 1990 2000 2005 2010
World  4.08  3.91  4.30  4.57 0.60 0.50 0.49 0.47
Developed regions 12.37 11.67 11.79 10.90 0.58 0.45 0.41 0.37
Developing regions  1.66  2.03  2.57  3.16 0.63 0.59 0.61 0.58
Developing Asia and Pacific  1.34  1.79  2.54  3.37 0.94 0.66 0.61 0.51
GDP = gross domestic product, PPP = purchasing power parity.
Note: The 1990 column shows 1992 data.
Sources: Data for World, developed regions and developing regions are from United Nations. 2014. Millennium Development Goals, 
Targets and Indicators (http://unstats.un.org/unsd/mdg/Host.aspx?Content=Products/ProgressReports.htm, accessed 14 April 2015); 
and data for developing Asia and Pacific are staff estimates using data from World Bank, World Development Indicators (http://databank.
worldbank.org/data/views/variableselection/selectvariables.aspx?source=world-development-indicators, accessed 14 April 2015).

be tapped for financing,96 including new domestic 
carbon taxes or auctioned emission allowances, the 
phase out of fossil fuel subsidies and higher fossil 
fuel royalties, and proceeds from carbon pricing for 
international aviation and maritime shipping. 

The Green Climate Fund,97 by leveraging its capital 
and mobilizing private funds, could increase the 
amount of international climate finance available. 

The  core rules of the fund’s private sector facility 
have not yet been decided. But private flows 
incentivized by public policies and instruments, as 
well as leveraged by public climate finance, could 
significantly add to the total. Climate investment 
funds—managed jointly by multilateral development 
banks—have so far delivered about $7.5  billion 
and will continue to exist in parallel at least in the 
coming years. 
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box 2.6
Bottom-up finance: localities take the lead
Municipalities are among those best positioned to act on climate change. Governors, mayors, and community leaders are mobilizing 
efforts to expand public transportation, encourage fuel efficiency, and set up “green banks” to leverage private capital for clean energy, 
among many other initiatives.

In Kazakhstan, the city of Almaty is working to control air pollution through a cap-and-trade program. Each of 1,200 industrial companies 
will have an emissions allowance, and will be required to operate under it, purchase additional allowances, or sell allowances it does not 
use once it reaches a minimum 7% reduction per year. 

The companies will pay fees to hold and bank and trade allowances, with revenues used to finance monitoring and enforcement. The city 
aims for an annual reduction of up to 10% per year. 

Sources: United Nations Economic and Social Commission for Asia and the Pacific. 2014. Sustainable Development Financing: Perspectives from Asia and 
the Pacific. Background paper. ESCAP Regional Outreach Meeting, United Nations Intergovernmental Committee of Experts on Sustainable Development 
Financing, 10–11 June, Jakarta; and Esty, D. C. 2014. Bottom-Up Climate Fix. The New York Times. 21 September.

Private resources are expected to climb especially 
for mitigation. Improved understanding and 
marketization of low-carbon technologies and 
international and national policies and regulations 
can spur climate-friendly investments. Since the 
$100  billion goal includes private sources, some 
industrialized countries may implement measures 
to stimulate private climate finance. But scaling up 
private options will be a challenge, in part due 
to a dramatic decline in activity under the Clean 
Development Mechanism. 

The UNFCCC Standing Committee on Finance 2014 
biennial assessment pointed to a huge imbalance in 
climate financing for mitigation and adaptation, with 
95% spent on mitigation and only 5% on adaptation. 
A rising share of finance, however, is now being 
allocated for adaptation and resilience, in response 
to the needs of vulnerable countries. That trend 
will continue if the Green Climate Fund achieves its 
medium-term target of allocating 50% of its funds 
for adaptation. More adaptation funding will better 
align with the development concerns faced by small 
countries, notably the Pacific islands.

Overall, mobilizing significantly more resources 
remains a challenge. Despite economically 
attractive options for generating public revenues, 
a rising share is likely to come from nonpublic 
sources. Private involvement—such as through 
public–private partnerships—can play an important 
role in aligning development and climate finance. 
Accounting and monitoring of these funds then 
becomes even more important. Given growing 
interest in climate finance, many public institutions 
are revising their information systems to provide 
better data.98

Better alignment of climate finance and 
development finance results in a more efficient 
use of financial and human resources than if 
climate and development projects are separately 
pursued. Alignment can also ease some of the 
trade-offs between current benefits and longer-
term prospects, and provide clarity on all sources of 
funds and how they fit into the larger framework of 
financing sustainable development. 
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THE STATE’S 
CENTRAL ROLE IN 
BRINGING TOGETHER 
DIVERSE RESOURCES 
States in Asia and the Pacific play primary roles 
in managing national quests for sustainable 
development and the well-being of all their people. 
Given the challenges now and in the future, they 
must draw on all possible options for financing, 
recognizing that shares and patterns of use may shift 
over time. Many countries now have strong potential 
for improving the flow of domestic resources, at 
both the national and local levels—progress in 
this direction has already begun. It now needs to 
accelerate and be connected specifically to the goals 
of sustainability and inclusion—in how resources are 
both raised and spent. 

Public international resources offer an important 
complement, through channels linked both to 
traditional ODA and the newer category of climate 
finance. Separate commitments in each area need 
to be achieved, as the most basic starting point. 
A forward-looking agenda should be developed that 
recognizes different applications for each kind of 
financing in diverse development contexts, as well as 
the potential for advancing regional cooperation and 
the stewardship of global public goods. 

Even as states continue to manage the overall process 
of development, and public resources remain essential 
for many services basic to sustainable development, 
new options for financing have begun to emerge from 
the private sector, the subject of the next chapter. It 
has vast potential that could be unleashed by moving 
more money to development—and shifting business 
operations toward more sustainable paths.

KEY TAKEAWAYS

 ɂ the Asia and Pacific region must expand its base of domestic public resources, recognizing it as a foundation for steering all 
monies toward sustainable development. 

 ɂ To expand fiscal space, countries can pursue options like strengthening progressive, wealth-inclusive tax reforms by regulating and 
monitoring existing tax revenues to restrict illicit financial outflows, and by gearing revenues toward fostering inclusive growth. 
An  increase in domestic resources also includes wider use of sovereign wealth funds and better preparedness for disasters.

 ɂ the region’s rapid growth of municipalities makes them a source of domestic resources, beyond being an allocation endpoint for 
central budgets. Own-source revenues, subnational taxes, and municipal bonds could significantly assist in meeting development goals.

 ɂ odA retains a key function including in the middle-income countries; it is critical in the least developed countries and fragile 
states. A forward-looking understanding of ODA would emphasize how it can act as a catalyst for action on issues that might 
otherwise be overlooked, crowd in additional resources, and foster regional cooperation and sustainable management of global 
public goods. 

 ɂ Alignment of climate finance with development finance requires unlocking the complex web of sources and synching them to 
country priorities that take into account degrees of deprivation and exposure to climate risks. Climate finance must be accurately 
tracked and additionalities to existing ODA commitments made clear. 

 ɂ contribution of new donors in the region is growing. Progressive improvement in data sharing and alignment with the new 
development agenda can strengthen durable development dividends. 

 ɂ multilateral development banks contribute mainly by direct financing, leveraging their capital, catalyzing other sources, 
and supporting capacity development. They can further contribute by increasing their own resources, coordinating better, and 
strengthening country capacities to attract and apply finance toward development investments. 
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The private sector, comprising individuals, households, and 
businesses, has an enormous impact on the course of 
development. Large conglomerates, small and medium-sized 

businesses, the self-employed, and migrant workers have fueled Asia and the 
Pacific’s remarkable growth story. 

Yet while private financing, through businesses 
and the financial sector, is often well suited 
for productive investment in sustainable 

development, a short-term profit orientation 
undercuts consistent contributions. Today, with 
growing recognition that commercial interests and 
public policy aims in many ways coincide,1 a new 
type of development partnership needs to emerge, 
led by states, but engaging the private sector on 
multiple levels. The question is how to realize this 
partnership systematically and consistently. 

Unleashing private potential involves identifying 
the money that businesses and individuals save and 
encouraging them to move it toward sustainable 
development. Businesses and financial markets are 
designed to pump money toward commercial gain; 
they also draw in funds seeking returns. They move 
money by producing goods, providing services, 
and generating paid work. Private individuals too 
seek returns, as well as safety and liquidity for their 
savings. For both enterprises and people, taxes shift 
money from private hands to the public exchequer. 

All of these flows can work harder for sustainable 
development, but capturing their full potential 
depends in part on building attractive destinations for 
investment and strengthening financial instruments 
that can push more financing toward basic needs, 
infrastructure, and public goods. 

The high-level panel on the post-2015 
development  agenda explicitly recognized the 
role of the private sector as a development 
partner. It  emphasized the need for “a rapid 
shift to sustainable patterns of consumption and 
production—harnessing innovation, technology, 

and the potential of private business to create more 
value and drive sustainable and inclusive growth.”2 

It added, “The powerful in today’s world can no 
longer expect to set the rules and go unchallenged. 
People everywhere expect businesses and 
governments to be open, accountable and 
responsive to their needs.”3

DOING BUSINESS 
DIFFERENTLY
Asia and the Pacific’s growth, while unprecedented 
in history, has not delivered enough in terms of 
equity and human development. This is the case 
even in countries where growth rates have been 
highest, in part because private sector activities 
and incentives have been only partially aligned 
with development goals. Private sector entities 
have been courted primarily as a source of growth, 
but have not in a meaningful way been engaged as 
essential partners in development that attends to 
durable social, economic, and environmental aims. 
FDI flows to the region surpass those of ODA, yet 
end up mainly in the most dynamic economies and 
profitable sectors (Box 3.1).

Across diverse national contexts, where the private 
sector is more or less developed, businesses as a 
whole contribute both positively and negatively 
to development goals. They provide jobs, on one 
hand, but may impose poor working conditions, 
on the other, for example. Maximizing the positive 
fallout begins by recognizing that businesses could 
do much more to deliberately and systematically 

With growing 
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align with sustainable development, from the way 
they conduct daily operations to the provisioning of 
financing for agreed priorities. 

•  A major influence on development, 
for better and worse

In most Asia and Pacific countries, despite a varying 
footprint, business is a significant investor and the 
dominant producer of goods and services. By nature, 
businesses make major contributions to public 
goods, including through employment or products 
such as vaccines. Revenues are shared in part with 
the public through taxation. Some businesses and 
wealthy individuals fund charitable foundations. 

Businesses also add, in some cases significantly, 
to public bads, such as environmental destruction 
or the failure to uphold basic safety standards. 
Near- or medium-term profitability considerations, 
fanned  by the competitive struggle, have 
undercut attention to longer-term sustainability 
or development objectives. More market-friendly 
development strategies in recent decades have 

intensified competition globally while diluting 
regulation that might curb some undesirable 
outcomes. The spread of new technologies, 
where disconnected to social ends, has reduced 
employment responsiveness to increased output, 
resulting in job-poor growth. In some cases, 
adhering to patterns of gender discrimination, new, 
poor-quality jobs have gone mainly to women.

Encouraging positive private sector contributions to 
development and curtailing negative fallout are both 
arguments for reimagining how businesses could 
transcend conventional behavior and structural 
limitations to play new roles as development 
partners. The rationale is increasingly obvious, with 
governments over the last quarter century ceding to 
the private sector as the primary driver of growth. 
At the same time, businesses operate within a 
social alliance that is the foundation of modern and 
democratic societies. They have responsibilities 
not just to themselves, but to society at large. All 
private sector activities must be assessed from the 
perspective of profit, and in terms of impacts on 
equitable and sustainable development. 

box 3.1
Foreign direct investment offers large flows,  
but limited contributions to sustainability 
In 2013, developing Asia and Pacific economies absorbed over a third of global foreign direct investment (FDI) flows, which reached in 
total $1.46 trillion. The region’s share of inflows rose from 16.2% in 1990 to 37.5% in 2013, much higher than any other region, yet most 
ended up in larger emerging countries and in resource sectors. The least developed countries and fragile states attracted far lower sums.

Some governments in the region have pursued policies to align FDI with inclusive growth, such as through investments that boost jobs 
and spread technology. But given market forces and inconsistent regulations, most investments avoid explicit social or environmental 
aims as failing to deliver adequate short-term returns. Without stronger regulation tied to sustainable development, the full potential of 
FDI will be hard to realize. Options include designing performance requirements for multinational corporations and indicators for tracking 
development contributions. 

Source: United Nations Economic and Social Commission for Asia and the Pacific. 2014. Sustainable Development Financing: Perspectives from Asia and 
the Pacific. Background paper. ESCAP Regional Outreach Meeting, United Nations Intergovernmental Committee of Experts on Sustainable Development 
Financing, 10–11 June, Jakarta.
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Across the Asia and Pacific region, the importance 
of business as a source of private finance and its role 
in achieving sustainable development is recognized, 
albeit with varying emphasis. Viet Nam,4 for 
example, is paying attention to the development 
of a more vibrant private sector, moving away 
from state-owned enterprises and encouraging 
banks to tailor their lending operations to domestic 
businesses. The Republic of Korea5 is active on 
other fronts, introducing legislation to promote 
an environmentally friendly industrial structure 
involving measures encouraging companies to 
introduce environmental management systems 
and cleaner production. At a lower-level stage 
of development, Viet Nam hopes to use private 
finance to generate more money to fuel local 
businesses. At a more mature stage, the Republic 
of Korea is requiring its private sector to do business 
more responsibly.

•  A big stake in backing 
better development

The private sector has a clear stake in sustainable 
development, even in the face of arguments, 
especially in some Asia and Pacific middle-income 
countries, about the need for growth at all costs 
to avoid a middle-income trap. The relationship 
between growth on one hand, and human 
development and sustainability on the other, has 
been empirically well established. Businesses cannot 
thrive, for instance, without a healthy and educated 
workforce paid for outside of company profits. 
Some forms of unsustainable development, such 
as environmental destruction, can be irreversible, 
extracting enormous costs over the longer term for 
private enterprises and societies at large. 

The primary incentive for private sector operations 
will and should be profit. But this can combine with 
a variety of other motivations to steer business 
operations and investments toward sustainable 
development. Some incentives are tied to profit, 
such as the desire to earn public goodwill and attract 
customers by supporting social goods. Incentives 
can also be based on ethical principles, such as a 

commitment to environmental stewardship and 
women’s empowerment. 

Private sector interest in backing sustainable 
development can emerge from within, as 
businesses recognize that they benefit from 
supporting development goals. Or it can evolve 
from external pressure exerted by regulation 
or advocacy campaigns. The profit-seeking 
character of the private sector means its journey 
to social responsibility will likely begin with external 
incentives. As behavior changes and benefits 
become clear, an internal momentum may emerge. 

The original factor altering private sector behavior 
has been government regulation, from defining 
labor standards to curbing tax evasion. Regulations 
to prevent profit-seeking behavior from unfairly 
affecting other interests or rights have grown 
considerably. Some are imposed, but many have 
evolved through consultative processes involving 
the private sector, the state, and groups affected 
by private sector operations. Arriving at a common 
understanding and agreement is crucial for 
expanding the private sector’s role in development, 
including through the provision of additional 
financial resources. 

Governments already mandate private sector 
financial contributions to development through 
taxes. Tax concessions can be another incentive—
as can statutory requirements. Tax incentives can 
be a blunt instrument, however, providing little 
impetus for companies to embed sustainability 
considerations within their values and culture. There 
is also an argument against corporate tax incentives 
as depriving governments of funds, although this 
assumes that governments are the most efficient 
and effective agents of development.6 

Other public tools to direct private sector financing 
include price and production controls, as with 
capping prices of essential drugs. “Employing” the 
private sector to produce certain products or deliver 
services can result in public goods, such as health 
care, while delivering some return on investment 
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box 3.2
Motivating businesses to contribute to sustainable development 
Public policy needs to guide the private sector shift toward more systematic support for sustainable development. “Nudge” and “budge” 
techniques developed in behavioral economics—and used by many businesses in their own marketing to consumers—can discourage 
undesirable activities and spur desirable ones.a 

These are built from the notion that an array of incentives and motivations, rational and otherwise, influence human behavior. 
Understanding the behavioral patterns that result can enrich understanding of human decision making and potentially improve the design 
of public policy, assisting, for instance, in choosing where and how to use overt regulation. Denmark, France, the Netherlands, Sweden, 
and the United Kingdom have instituted units that concentrate on behavioral economics and its possible uses in public policy, including 
in areas such as personal energy saving and tax fraud reduction. 

Countries in Asia and the Pacific have begun to apply “nudge” techniques, but efforts have often been fragmented. Setting up government 
entities to more routinely apply behavioral economics could strengthen its use vis-à-vis the private and financial sectors. 

Findings of, for example, “present bias” could be used to establish banking regulations that account for the fact that citizens might 
take unwarranted risks by focusing on the short-term benefits of borrowing while overlooking the long-term pain of repayment. 
Other applications might be the requirement to “opt out” of corporate pension plans, which generally leads people to save more. 
New regulations might even “nudge” and “budge” the private sector toward factoring external social costs into operations, and 
internalizing social benefits. 

A number of options are possible in motivating businesses to do their part for sustainable development—these can originate from 
governments as well as civil society and private enterprises themselves. Some examples are as follows: 

Push techniques: Countries adopt these to “push” the private sector to contribute through legislation. In 2013, India adopted a new 
Companies Act requiring all public and private companies with a net worth of Rs5 billion, a turnover of Rs10 billion, or a net profit 
of Rs50 million to spend at least 2% of their average net profit over the preceding 3 financial years on activities such as livelihood 
enhancement, rural development, improvement of the status of socially and economically backward groups, and establishing homes and 
hostels for orphans and women. This unique and controversial initiative has met strong resistance from companies, but if implemented 
well, it could deliver significant benefits. 

Continued next page 

for businesses. “Nudge” and “budge” techniques are 
additional options (Box 3.2). 

A number of incentives for business to align with 
sustainable development come from the general 
public and even shareholders in some cases, with 
people around the world increasingly calling on 
businesses to stop harmful activities, such as 
producing pollution, relying on sweatshop labor, 
or continuing the gender wage gap. They have 
pressed the private sector to uphold the norms of 
justice and sustainability in commercial activities, 
and to devote part of profits to the common good, 

given the many people who directly or indirectly 
contribute to profits, but do not share in them. 

Globally, greater information access and growing 
social consciousness have made businesses 
increasingly protective of their reputations and 
brands. Earning public goodwill through evidence 
of social and environmental responsibility takes 
effort and investment, but can pay off by conferring 
a competitive advantage. The benefits can include 
higher sales, more loyal clients, a bigger market 
share, and the ability to hire and retain the most 
qualified staff. 

Greater information 
access and social 

consciousness have 
made businesses 

increasingly 
protective of 

their reputations 
and brands



UNLEASHING PRIVATE POTENTIAL 47

In planning financing strategies aimed at incentivizing 
private finance, varying returns on investment need to 
be taken into account. From a business perspective, 
financing development can be understood as part of 
a philanthropic or charitable activity with no expected 
financial return; as linked to potential profits; or as 
delivering more indirect benefits, such as a clean 
environment or a respected reputation, that over the 
long term are good for operations.

Over time, the goal could be to foster a deeper 
development partnership between the private sector 
and other stakeholders, with the public sector playing 
a central leadership role. Such a partnership would 
go beyond treating private agents mainly as sources 

of fiscal funds for the public purse or potential 
implementers of government programs. 

It would include private entities taking on new 
roles in designing and financing programs for 
sustainable development, including within a for-
profit framework. It would rest on the responsibility 
of the private sector to add, overall, to the 
financing of development, and to offer additional 
or incremental contributions, such as through 
the spread of technology, that other players may 
not have the capacity or know-how to deliver. It 
would deepen through a systemic culture shift in 
understanding what drives profits, which would 
include factoring social and public goods into 

Box 3.2 (continued)

Pull techniques: Market forces evolve in a way to “pull” businesses into commercial production of goods and services that factor social 
parameters into calculating rates of returns, as with fair trade coffee, for instance. Indonesia and Viet Nam, as two of the world’s largest 
growers and exporters of coffee,b have benefited to some extent from a fair trade certification that pays producers an above-market 
“fair trade” price provided they meet specific labor, environmental, and production standards. The price increase is translated to the cost 
of the labeled and marketed fair trade product. This practice has been touted as the best way to empower growers and drive sustainable 
development of one of the world’s largest commodities, although it has met with some skepticismc among importers, who point to 
insufficient data showing positive impacts on growers.

Elevation techniques: This involves recognizing companies that demonstrate clear contributions to sustainability. The Sustainable 
Business Awards, for example, established in Indonesia, the Philippines, and Singapore, are based on quantitative assessments of 
companies’ environmental impacts. The assessment process encourages companies to demonstrate awareness of environmental risks 
and highlights their efforts to manage them in a systematic manner driven by data.d

Shame techniques: This typically involves consumer and civil society groups publicizing companies that fail to meet basic labor and 
environmental standards. Several organizations, such as Covalence, compile lists of corporate ethical lapses, or report on corporate 
activities that produce more public bads than goods.e Such techniques shame companies into altering their ways or force changes as 
profits fall due to damaged reputation and public goodwill.

a  The analysis of behavioral economics is informed by the World Bank. 2015. World Development Report 2015: Mind, Society and Behavior.  
www.worldbank.org/en/publication/wdr2015; Oliver, A. 2013. From Nudging to Budging: Using Behavioural Economics to Inform Public Sector Policy. 
Journal of Social Policy. DOI: 10.1017/ S0047279413000299; and The Economist. 2011. Something’s gotta give—The State of Philanthropy in Asia.  
www.economistinsights.com/countries-trade-investment/analysis/somethings-gotta-give

b  See Fairtrade Foundation. 2012. Fairtrade and Coffee Commodity Briefing. www.fairtrade.net/fileadmin/user_upload/content/2009/resources/2012_
Fairtrade_and_coffee_Briefing.pdf

c  Haight, C. 2011. The Problem with Fair Trade Coffee. Stanford Social Innovation Review. www.ssireview.org/articles/entry/the_problem_with_fair_
trade_coffee

d See www.sustainablebusinessawards.com (accessed 8 December 2014).
e  See www.ethicalquote.com for ethics ratings of companies. The ethical index compiles both quantitative and qualitative data, spanning 7 years, for 

581 companies. The data encompass 45 criteria that include labor standards, waste management, and human rights records. Because it is a reputation 
index, the Covalence survey also incorporates media, industry, and NGO documents in its evaluation.
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calculating rates of return and methods of doing 
business. 

•  Broadening notions of 
corporate social responsibility

Businesses can exercise corporate social 
responsibility and contribute to financing public 
goods by complying with the law or for reputational 
reasons, both of which could enhance shareholder 
value as consumer awareness grows. But a deeper 
level of corporate responsibility comes when 
a business understands itself, at the core of its 
operations, as being about more than just profit 
(Box 3.3). 

This type of business makes money while investing 
in socially just and sustainable development, such 
as by reaching under-served markets, or developing 
business models reliant on a high degree of public 
interaction. It builds into “its purpose and strategy 
a commitment to deliver sustainable value to 
society at large, as well as to shareholders, and has 

open and transparent business practices that are 
based on ethical values and respect for employees, 
communities, and the environment.”7 An example 
could be one where a business, instead of just 
focusing on the high visibility of donating to disaster 
response, systematically invests over time in risk 
reduction in the communities where it operates.

The notion of shared value, where businesses 
build their own competitiveness while improving 
social and economic conditions, calls for measures 
such as enterprises reconceiving their products 
and markets, redefining productivity in each link of 
the value chain, and fostering development in the 
communities where they operate.8 

In Sri Lanka, MAS Holdings takes this approach. 
A manufacturer of garments, lingerie, and fabric, 
MAS deliberately chose to situate its factories in 
rural areas so that workers (mostly women) could 
live at home while contributing to their families’ 
incomes. It has invested in well-ventilated factories 
operating under safe and hygienic conditions, and 

box 3.3
More than just a profit
The concept of a “social business” is catching on. It questions the idea that human beings engage in business exclusively for profit. 
Muhammad Yunus, founder of Bangladesh’s Grameen Bank, has emphasized that such a notion of one-dimensional creatures “whose 
only mission is to maximize profit” is fundamentally flawed. 

A social business is economically viable and self-sustaining, selling priced products and services, and adopting business methods to 
control costs. Its activities and operations are such, however, that while it records profits, its primary aim is to address a social problem 
and/or deliver social benefits. An example is a partnership Yunus established with the French dairy company Danone. It is geared toward 
producing and marketing fortified yogurt in Bangladesh to reduce malnutrition. 

There is also the B-Corp (or benefit corporation) movement, which has certified over 1,000 companies in 34 countries and 60 industries. 
The B-Corp declaration states: “We envision a new sector of the economy which harnesses the power of private enterprise to create 
public benefit. This sector is comprised of a new type of corporation—the B Corporation—which is purpose-driven, and creates benefit 
for all stakeholders, not just shareholders.” Companies who want a “B-Corp” designation must obtain a minimum score in areas such as 
employee relations, community benefit, governance, and environmental footprint.

Source: Chandrasekhar, C. P. 2014. Potential and Prospects for Private Sector Contributions to Post-2015 Development Goals: How Can Development 
Cooperation Strengthen Engagement and Results? ADB Sustainable Development Working Paper Series No. 34. Manila: Asian Development Bank.
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in financial literacy training that helps workers make 
the best use of their salaries for their families’ health 
and education. MAS has also been innovative in 
developing eco-friendly products and production 
methods—producing, for example, the world’s first 
carbon-neutral bra. 

The inclusive business model calls on businesses 
to  serve the needs of people who are poor and 
excluded, and encourage entrepreneurship at the 
lowest income levels. Unilever’s Project Shakti 
trained a network of women known as Shakti ammas 
to distribute sachets of Unilever personal care 
products such as soap to rural consumers in India. 
The women were trained in selling and promotion, 
in the use of the products, and in business practices. 
They became micro-entrepreneurs and educators, 
raising community hygiene standards while improving 
their own economic status and self-confidence. 

Project Shakti has since spread beyond India to 
Bangladesh and Sri Lanka. Unilever plans to raise 
the number of Shakti entrepreneurs from 45,000 
in 2010 to 75,000 by 2015. This single initiative 
has addressed multiple problems linked to health, 
income, and the empowerment of women. Increased 
household income means children have better 
chances of being educated and better nourished.9

Governments, development finance institutions, 
private philanthropies, and academia could engage 
with companies on improving and expanding the 
use of innovative and inclusive business models. 
Better  market information would help companies 
reach low-income communities. Knowledge sharing 
could foster the spread of successful practices. 
Credit enhancements and risk management 
strategies could encourage private capital flows 
aligned with sustainable development goals. Where 
investments are required in infrastructure, special 
facilities could assist with project preparation. 
Guarantees of commercial sustainability would 
encourage private finance.

•  A role for international and 
regional cooperation

Overall, enhancing the role of the private sector 
in furthering sustainable development requires 
support at the national level, tailored to the needs 
of different countries. International and regional 
cooperation also have roles, such as in setting 
benchmarks to maintain certain standards and 
preventing regulatory arbitrage. 

Global and regional monitoring and regulatory 
mechanisms could back progress in deepening 
partnerships between businesses and public 
entities, and bolster information collecting and the 
sharing of effective practices. Intergovernmental 
organizations could become hubs to help 
strengthen cooperation that fosters mutual respect 
and trust between governments, the private sector, 
nongovernment organizations (NGOs), and the 
intelligentsia.

One international tool might be an enhanced 
UN Global Compact. Under this initiative so 
far, companies have committed to aligning their 
operations and strategies with 10 universally 
accepted principles on human rights, labor, the 
environment, and corruption in order to ensure that 
business benefits societies. It could now go a step 
further by tapping business contributions in terms of 
resources, technology, and expertise.

mOVING mONEY 
TO DEVELOPmENT: 
THE FINANCIAL 
SECTOR
Directing private money toward development 
depends largely on a mature financial sector that 
can channel savings and reserves to productive 
investments that produce jobs and growth. 
Liberalization in many Asian and Pacific countries 
has deepened and diversified financial markets 
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overall, with varying rates of progress. Some small 
states have prioritized favorable integration in larger 
markets. Overwhelming evidence suggests that 
the depth of the financial sector has a positive and 
statistically significant effect on economic growth, 
which is greater for developing countries than 
developed ones.

While the main purpose of financial markets is to 
move money from one pocket to another, however, 
the exchange should not be limited to only some 
pockets or some short-term investments. Markets 
need to align with sustainable and more inclusive 
development. Financial activities linked to the “real” 
economy, for example, assess investments not only 
in terms of returns, but also in light of social goods 
such as employment and negative externalities such 
as emissions that have for too long been ignored. 

Well-developed markets can give these imperatives 
more attention. When markets are still nascent, 
moves toward financial integration can be made from 
the start. Already, better alignment with sustainable 
development is evident in the shift to green banking 
and socially responsible investing. Given the region’s 
huge reservoirs of savings, there is a call for keeping 
these at home instead of abroad, in part through 
innovative new instruments that channel resources 
toward development priorities, in infrastructure and 
elsewhere. 

•  Expanding markets, 
encouraging investors

Despite the potential for financial markets to 
encourage more sustainable practices and direct 
more financing toward development, their current 
structure does not favor these aims. They do not 
“price in” some fundamental issues, such as climate 
change. Since short-term profits typically find 
more affordable capital, most capital does not end 
up in activities and investments contributing to 
sustainable development and the full range of public 
goods under it. These tendencies are exacerbated 
by an excessive focus on short-term results.10

In Asia and the Pacific, capital markets on the whole 
remain underdeveloped, lagging economic growth, 
although the trend is toward expansion, if primarily in 
larger economies. By 2030, Asian equity markets will 
represent around 42% of global market capitalization, 
and up to 72% by 2050. Asian domestic debt 
securities are expected to grow strongly over the 
next 2 decades, to $65 trillion in value by 2030, 
nearly half of which will be in the People’s Republic of 
China (PRC).11 Financial market expansion attracts 
investment from businesses as well as individuals, a 
necessity for the region.

Domestic savings rates, overall, are high and rising in 
developing Asia, those with some country specific 
differences (Table 3.1). In 2012, the region’s 
“mass affluent”, with assets between $100,000 
and $1  million, had $20.5 trillion in collective 
assets. High-net-worth individuals, those with over 
$1  million assets, had $12.7 trillion. Savings are 
influenced by population age structure, incomes, 
and financial sector development. A sharp downturn 
may occur in rapidly aging economies by 2030, 
according to an estimate, as the negative impact of 
population aging will dominate the positive impact of 
higher income levels (Table 3.1).13

Underdeveloped capital markets currently mean 
that the region’s savings, while substantial, often end 
up invested in other parts of the world. This results 
in lost opportunities to direct them, in part, toward 
financing sustainable development within source 
countries. Further, while high-net-worth individuals 
invest in varied financial instruments, a growing 
middle class has been reluctant to trust a larger share 
of savings to financial investments, even relatively 
safe debt instruments. One exception is government 
small savings schemes linked to tax benefits.

With wide availability of savings, the challenge 
becomes to develop markets to attract them into 
investments, including those that back sustainable 
development. Markets can, for instance, provide 
insurance for the poor to mitigate risks and 
shocks, or issue bonds for projects that assist low-
income communities. Lowering transfer costs on 
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remittances—which regionally topped $260  billion 
in 2013, a sum larger than total ODA inflows—
could free more funds for household expenditures 
such as education. Diaspora or other remittance-
backed bonds are among the options that could 
be considered for funding investments with a 
social purpose. In some cases, backing bonds with 

foreign  remittances can raise ratings above the 
sovereign rate.14

Institutional investors play an increasingly critical 
role in providing long-term finance, including 
that used for development purposes such as 
infrastructure—and could do more in Asia and 

Table 3.1:  savings rates are high in developing Asia, but face pressures over time  
(Gross domestic savings, % of GDP)

2000 2005 2010 2013

Armenia  (8.5) 16.0  8.4  0.6

Azerbaijan 21.3 51.6 51.7 46.6

Cambodia  5.6  9.8 11.9 11.0

People’s Republic of China 37.5 47.6 52.0 51.8

Georgia  9.9 15.7  3.8 11.8

Indonesia 32.8 29.2 34.0 31.6

Kazakhstan 25.6 39.6 39.7 35.5

Kyrgyz Republic 14.3 (2.1)  (2.7) (14.5)

Lao PDR  (0.2) 10.7 22.0 20.2

Malaysia 46.1 44.3 40.3 35.4

Mongolia 15.1 32.7 33.1 39.5

Philippines 16.4 15.9 18.7 15.6

Tajikistan  7.3 (12.0) (19.4) (30.1)

Thailand 31.5 30.3 33.4 32.5

Turkmenistan* 49.3 40.2 85.4 76.1

Uzbekistan 25.2 27.1 27.7 19.2

Vanuatu 11.1 14.7 28.5 22.4

Vietnam 24.1 30.4 27.5 30.7

Afghanistan   – (28.5) (17.1) (25.1)

Bangladesh 17.8 18.1 20.5 21.2

Bhutan 23.7 25.2 33.4 25.2

India 23.2 31.5 32.2 29.6

Nepal 15.2 11.6 11.5 10.1

Pakistan 16.0 15.2 10.0  7.9

Sri Lanka 17.4 17.9 18.9 20.0

AverAge 31.8 39.2 43.5 43.8
GDP = gross domestic product.
Note: Latest data for Turkmenistan is 2012.
Source: World Bank, World Development Indicators (http://databank.worldbank.org/data/views/variableselection/selectvariables.
aspx?source=world-development-indicators, accessed 8 June 2015).
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the Pacific. In 2011, they held $85 trillion in 
assets globally, but $70  trillion was invested in 
Organisation  for Economic Co-operation and 
Development (OECD) countries. In Asia and 
the Pacific, there are variations among different 
categories of institutional investors. The region’s 
share of assets under management by the world’s 
top 500 asset management firms was 9.7% in 2012. 
For the top 300 pension funds, the share was 
26.3%. The region claimed 45% of assets managed 
by sovereign wealth funds.15

Pension funds in recent decades have started to 
recognize infrastructure as an asset class important 
to portfolio diversification. While a variety of 
obstacles have limited these investments, including 
their often large scale and the need for specialized 
expertise to manage them, countries such as Chile 
and Mexico have demonstrated how government 
development of infrastructure corporate bond 
markets can encourage investments. To acquire the 
necessary expertise, investor groups have pooled 
their resources in common investment platforms, 
as in South Africa, where pension funds have been 
used to establish a joint infrastructure fund.

One concern with the participation of foreign 
investors in Asia and Pacific markets is the potential 
for disruption through sudden large capital outflows 
or inflows. This underlines the case for developing 
domestic investors and institutions, and increasing 
regional cooperation. Capital market regulation and 
direct capital account management can be other 
important tools in managing inflows and curbing the 
tendency for the financial sector to grow too large 
relative to the domestic economy.16

•  Banking for sustainable development 

Banks are important intermediaries in the 
movement of money. Relatively well developed 
in Asian  countries, they provide the majority of 
financing in emerging economics. Developing Asia 
has on average a banking system that is 60% of GDP, 
although the numbers are much lower for Central 
Asia and the Pacific.17 Today, banking has moved far 

beyond the mid-19th century postal savings model 
considered a public service for the poor and a source 
of assistance in mobilizing capital.18 Deregulation 
has made banks, national and international, a major 
economic presence. 

Currently, many banks in the region have capital 
requirements exceeding international standards 
defined by the Basel III framework,19 although 
standards will only gradually be phased in between 
2013 and 2019. Whether compliance will contain 
systemic risk and increase stability globally over the 
longer term, as intended, and what that means for 
development finance, are yet to be fully understood. 

While Asia needs to improve governance of 
banking risks, a “one-size-fits-all” approach may be 
inappropriate, given broad differences in financial 
systems, stages of development, and banking 
industry practices. Difficulties may arise through 
excessive capital and liquidity requirements and 
leverage ratios. Stringent controls on liquid assets 
could penalize bank lending for trade finance, 
to small and medium-sized enterprises, and for 
infrastructure projects, all of which are critical to 
sustainable development. Spillover effects from 
developed country regulatory changes and low-
interest-rate policies leading to the migration of risky 
financial activities to Asia could undercut regional 
financial stability. 

Compared with some other regions, Asian countries 
have long experience in implementing a variety of 
macroprudential measures to prevent or address 
asset price bubbles or other threats to stability. 
Those already experimenting with macroprudential 
policies linked to Basel III include Australia; the 
PRC; Hong Kong, China; the Republic of Korea; 
Malaysia; and Singapore,20 with a primary impetus 
being experience with previous threats, such as 
those from volatile capital flows. 

In the Asia and Pacific region as a whole, the banking 
sector in developed markets operates as a mature 
financial buffer. Countries in the Pacific21 weathered 
the 2008 financial crisis because their financial 
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box 3.4
Banking in the Pacific faces multiple constraints
The availability of commercial banking services in the Pacific is generally low, and customers in most countries have few choices. Kiribati 
and Tuvalu have only one commercial bank each, while the Republic of the Marshall Islands and the Federated States of Micronesia have 
two, one domestic bank and one branch of a US bank. No commercial bank has operated in Nauru since 2006, when the Bank of Nauru 
went bankrupt. 

The Pacific banking system’s total assets as a proportion of GDP is comparable to the proportion in low-income economies in Asia, and 
banks are generally well capitalized. Rising mobile phone usage has opened up opportunities for mobile banking and is expanding financial 
inclusion, particularly in remote rural areas.

The share of depositors is more or less similar to that found in other low- and middle-income economies, but the portion of borrowers is 
small (Box Figure 3.4.1). Large public institutional investors—provident or trust funds—provide the bulk of deposits, which may partly 
explain the gap between deposits and lending. 

Lending is hindered in part by the difficulty of using land as collateral because of customary systems of communal land ownership. 
To alleviate this, Pacific governments are working with development partners on reforms related to secured transactions; these will 
facilitate the use of movable property, such as crops, machinery, vehicles, and future earnings, as collateral for commercial loans 
(see also Box 3.9). There are several constraints on demand for credit, however. These include limited opportunities for productive 
private investment and high costs. The latter reflect not only heightened political and macroeconomic risks, but the expense of catering 
to a small and dispersed clientele. 

Source: Asian Development Bank. 2015. Asian Development Outlook 2015. Special theme chapter, Financing Asia’s Future Growth. Manila.

Box Figure 3.4.1:  comparing commercial bank deposits and loans in singapore and the Pacific
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systems are linked to major Australian banks, for 
example. Many also have exchange controls and 
limitations on foreign borrowing. While some of the 
banking sector was resilient to the crisis, however, 
provident and trust funds did not cope as well.22 
Other indirect effects came through reductions in 
trade, remittances, and capital flows. In general, the 
availability of commercial banking services is low 
(Box 3.4).

•  Insurance to improve resilience

The insurance industry, key to economic resilience, 
is regionally on an upward trend, with premiums per 
capita higher in advanced Asian markets than in 
OECD countries, and a steady increase in premiums 
per capita in emerging Asia (Table 3.2). Life and 
health insurance products are most widely used, 
particularly in countries where governments assume 
only a limited share of health care expenditures. 
While international providers have begun to flow 
in, there is some risk of higher premium rates, which 
could limit the reach of insurance services.23 

Mature regulatory frameworks can guide the healthy 
development of the insurance industry, while 
encouraging it to play a role in reducing risks, fostering 
innovation, and encouraging better management 
of environmental and social issues. Insurers can, 

for example, be required to develop integrated risk 
management products that build resilience and 
are broadly accessible to all population segments. 
Further, countries in the region are poised to receive 
a growing influx of investment from insurance firms, 
who raked in nearly $1.3 trillion in premiums in 
2013. These flows could be directed in part toward 
sustainable development ends. 

Insurance services themselves directly contribute 
to the durability of development gains when they 
are extended to lower-income populations or 
marginalized groups such as women, and cover a 
relevant spectrum of risks and shocks. Protecting 
incomes and assets for the poor can be as important 
as generating incomes. While insurance by itself is 
not adequate to fight poverty, it can potentially offer 
a complement to other interventions, particularly 
through designing relevant new products or 
scaling up existing ones. 

While the “micro” end of the industry is a relatively 
new area, it is receiving increasing attention in Asia, 
highlighted, for instance, in the Government of 
India’s Committee on Financial Inclusion.24 Despite 
intense need, demand remains low, reflecting issues 
such as a mismatch between standard products 
and actual risks faced by potential users, costs, and 
limited awareness. 

Table 3.2:  insurance premiums are rising in emerging Asia

Premium volume ($ million ) Premium (% of gdP) Premiums per capita ($)

2011 2012 2013 2011 2012 2013 2011 2012 2013

Asia 1,285,854 1,337,612 1,252,376  5.76  5.85  5.18 310.1 326.4 295.2

Advanced Asian markets 898,723 922,361 793,332 11.04 12.11 10.93 4,212.7 4,504.4 3,690.5

Emerging Asia 347,347 371,247 411,521  3.05  2.98  3.02 96.7 102.2 112.1

World 4,569,380 4,605,095 4,601,169  6.57  6.47  6.13 660.4 657.0 644.8

OECD 3,830,652 3,807,528 3,744,960  8.03  8.02  7.55 2,989.6 2,978.5 2,682.6

Emerging markets 680,720 727,788 781,421  2.72  2.66  2.65 117.9 120.3 127.9

OECD = Organisation for Economic Co-operation and Development.
Source: Swiss Re. 2015. World Insurance in 2013: Steering towards recovery? Statistical appendix, update. January. http://media.swissre.com/documents/WIS_
appendix_150123.pdf
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Figure 3.1:  bond market strength varies widely in Asia and the Pacific, but public bonds tend to dominate 
(public and private bonds outstanding, 2010, % of GDP )
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Life or endowment products are among the easiest 
to extend, but causes of accidental death need 
to include events that may be far more common 
in poor rural areas, like snakebites or falling into a 
well, as opposed to road accidents. In India, health 
insurance products for the poor feature cashless 
services with a third-party administration system, 
given that cash flow is a significant issue. 

New products in the region include crop insurance 
linked to agricultural loans, and weather risk 
insurance, covering events such as floods or 
hurricanes that may strike large populations at the 
same time. In the Philippines, a weather-risk product 
is combined with coverage for pest losses. Index-
based insurance covers livestock in Mongolia.25 
Introducing options like these, however, has faced 
challenges. Apart from remote locations and higher 
transaction costs, these include relatively limited 
risk data and claims histories, making commercial 
pricing difficult. 

•  Developing bond markets help 
municipalities flourish

Bonds help to bridge financing gaps that exceed 
what banks can lend, either for a company that plans 
to expand its business, or a government that wants 
to build a road or develop a social program. Issuing 
bonds in the financial market as publicly traded 
securities pools small sums from diverse individual 
and institutions. As debt instruments, bonds are 
considered lower risk and offer room to diversify 
investments. 

Countries in the Asia and Pacific region have 
adopted several measures to strengthen access to 
long-term financing via bond markets. Governments 
at different levels, from the local to the national, 
have issued bonds to support public spending but 
overall bond markets remain at a nascent stage, 
lagging behind those in OECD states (Figure 3.1). 
No country in Central Asia or the Pacific has a bond 
market. Overall, however, the developing countries 
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in the region are ahead of those in other developing 
regions. In 2010, developing Asia on average valued 
its public and private bond markets at 29% and 20% 
of GDP respectively, compared with corresponding 
figures of 27% and 15% in Latin America and the 
Caribbean. 

Domestic bonds increased at an average annual rate 
of 16.8% for Asia and Pacific developing countries 
from 2005 to 2013, compared with 4.9% for 
developed countries. Japan remained the largest 
issuer of domestic currency bonds, but its share 
dropped from 66% in 2005 to just over 44% in 2013. 
India’s issues of domestic currency bonds have shot 
up the fastest, with local markets growing 90% a year 
from 2009 to 2013.26

The proportion of foreign currency bonds in 
developing Asia is quite low at only 4%. Countries 
with a high proportion of foreign currency bonds 
include the Philippines at 38% and Indonesia at 
26%. In contrast, local currency bonds are more 
than 90% of the total in the  PRC, India, Malaysia, 
Pakistan, and Thailand.27 A  broadened investor 
base, with both domestic and foreign institutional 
investors, has driven demand. 

In East Asia, the PRC’s public and private bond 
markets are, respectively, 26% and 21% of GDP—
similar to the East Asian aggregate. The Republic of 
Korea has the region’s second largest sovereign bond 
market, at 47% of GDP, and the largest corporate 
bond market, at 67% of GDP. In Southeast Asia, 
Malaysia has the largest public bond market at 53% 
of GDP and second-largest private bond market 
at 59%.

In South Asia, India’s corporate bond market is 
immature at 5% of GDP.28 Private bonds are a fast-
growing segment in the PRC, the Republic of Korea, 
and the Philippines,29 but across the region, the 
portion of private bonds exceeds public ones only in 
the Republic of Korea.30

Bond markets31 tend to be larger in bigger 
economies with deeper domestic financial systems, 
lower inflation, larger fiscal deficits, stronger legal 
protections, and greater capital account openness. 
Limitations on market growth in Asia and Pacific 
include transaction costs, creditworthiness, access 
to markets and investors, and incomplete contractual 
and legal regulations.32 One of the most important 
provisions in a bond relates to when and how a 

Table 3.3:  bonds have benefits, but not in all cases

strengths Weaknesses

 ɂ Broadened investor base desirous of diversifying 
their portfolio

 ɂ International appetite for local bonds 

 ɂ Underdeveloped local bond markets
 ɂ Multiple trading platforms
 ɂ Government securities dominating and taking up available 

liquidity in the market 
 ɂ Bonds are far more complex than bank instruments, so 

many prefer bank loans for ease of doing business 

opportunities Threats

 ɂ Sizable opportunity to grow
 ɂ Substantial push coming from infusion of liquidity 

from central banks
 ɂ Third-party guarantors reducing risk 
 ɂ Appetite from mutual funds to subscribe to 

bond markets 
 ɂ Other options for small to medium borrowers 

through pooled financing

 ɂ Enforcement
 ɂ Nonstandard terms

Asian governments 
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lender can collect on any collateral or secured claim. 
This often occurs through insolvency, winding up, 
and liquidation. But corporate insolvency regimes 
and recovery rates for investors in most Asian 
countries lag behind OECD countries substantially. 
Nonstandard terms add uncertainty and make bonds 
less attractive, while a lack of centralized information 
undercuts capacities for accurate pricing.33

Another constraint on market development is that 
Asian governments as a whole have tended to be 
cautious about floating bonds for public purposes 
(see Table 3.3 on bond strengths and weaknesses). 
A better balance is needed, recognizing bonds 
as a viable source of raising funds for sustainable 
development. Bonds can be especially appropriate 
for financing long-term, less liquid investments, such 
as in infrastructure, including on the local level. They 
carry a relatively low and diversified risk, and have a 
number of advantages over traditional bank lending. 
These include the fact that purchasers do not need 
to have a long-term relationship with issuers. The 
latter can make separate decisions about where to 
maintain their liquid deposits and where to obtain 
financial advisory services or technical assistance on 
project design, with the potential for lower costs. 

Municipalities face particular obstacles, and yet 
a push to create a municipal bond market, where 
feasible, could open options for financing for both 
infrastructure and services. Requirements for these 
are expected to become more and more pressing 
given rapid urbanization. Many municipalities need 
to take the first step of establishing creditworthiness, 
followed by building capacities to issue and manage 
bonds.

A number of mechanisms are now available to 
ease entry into bond markets. Special purpose 
vehicles, for example, allow separate management 
of a project financed by a bond, making the flow 
of finance discrete and highly visible, and allowing 
creditworthiness to be linked to the project. 
Through guarantors and contractual protections, 
among other methods, special purpose vehicles can 
encourage private investors. 

Blended financing involves combining a sovereign 
line of credit with market financing. The latter will 
require commercial due diligence to demonstrate 
commercial viability and the potential for leveraging 
private sector resources. The terms of commercial 
financing can in turn provide pricing benchmarks 
for the wider market and expand the viability of 
commercial financing instruments, including bond 
issuances.

Future flow transactions meet investor payments 
out of cash flows generated in the future, such as 
from property rentals, toll receivables, oil and gas 
sales, etc. Collateral used by the originator does 
not involve existing assets but separate escrowable 
claims against current or future obligors. Servicing 
the bond is done through specified receivables 
collected in an escrow account operated and 
supervised by a trustee. The issuer will have access 
to the receivables only after the debt is serviced. 
The rating on this bond can be notched up based on 
assessing the link between the issuer and the ability 
to generate receivables.

Pooled financing enables a number of municipal 
borrowers with small requirements to come together 
and access financing with a single pooled bond 
issue backed by the cash flows from the underlying 
projects. The process delivers the benefits of scale, 
as well as credit enhancement based on revenue 
sources, such as property taxes, credited to an 
escrow account that attracts a good rating.34 In some 
cases, bonds can be sold to users, who can monitor 
service delivery (Box 3.5).

A pooled debt obligation facility involves various 
lenders pooling together a line of credit facility 
for a maximum agreed sum and entering into 
a memorandum of agreement, with the credit 
facility managed by an asset manager and a trustee 
company. The key benefits include the services 
of a professional asset manager, and the fact that 
assistance to borrowers in terms of the viability and 
“bankability” of projects can be structured to suit 
project needs. 
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box 3.6
Islamic finance grows as a financing alternative
Islamic finance involves a whole range of financial institutions—including banks, capital markets, fund managers, investment firms, and 
insurance companies—acting according to Shari’ah law, as well as conventional industry regulations applying to all financial institutions. 
One fundamental Islamic principle is the prohibition against charging interest, which is regarded as a form of exploitation and greed. 
Instead, Islamic financial institutions provide financing using a variety of risk sharing financial instruments. Other important tenets include 
a ban on speculation and reckless behavior, a requirement for transparency and honesty in transactions, and the avoidance of activities 
detrimental to community welfare. 

In recent years, and particularly in the wake of the 2008 financial crisis, Islamic financing institutions have gained increased acceptance 
across the globe. With more than 700 institutions in 75 countries, their global financial assets as of 2013 were $1.9 trillion, with the sum 
expected to surpass $6.5 trillion by 2020. In 2014, a number of debut sovereign issuances of Sukuk products, which are capital market 
instruments similar to bonds, took place, including in Hong Kong, China; Luxembourg; South Africa; and the United Kingdom. 

Among Asian and Pacific countries, Bangladesh, Indonesia, Malaysia, and Pakistan have significant Islamic financing institutions. Malaysia, 
for example, aims to increase Islamic banking to 40% of the total by 2020. Bangladesh has demonstrated how Islamic banking can expand 
financial inclusion by overcoming barriers to services in low-income communities where religious concerns prevent the use of other 
options. Sukuk is well suited for financing infrastructure, as has been done recently in Indonesia, Kazakhstan, Malaysia, and Pakistan. 

Appropriate laws and regulations are required to cultivate the growth of Islamic financial institutions to ensure a level playing field is 
created to allow for the development of Islamic finance. Key multilateral institutions to support the stability and liquidity of Islamic 
finance now include the Islamic Financial Services Board, the International Islamic Liquidity Management Corporation, and the 
Accounting and Auditing Organization for Islamic Financial Institutions.

Source: Mohammed, A. and E. Mateo. 2014. Islamic Finance for Asia and the Pacific: Harnessing the Potential for a Post-2015 Development Agenda. Manila: 
Asian Development Bank.

box 3.5
When users become bondholders
“User right” is an innovative debt instrument to raise capital based on expectations of urban residents for infrastructure services. As an 
independent instrument, it could be sold to segments of the public—pure investor, investor-user, or pure users. As an interest-free debt 
instrument during construction, it reduces debt raised via bonds or loans with a consequent reduction in interest payments. 

The cost of servicing the rebate contained in the “user right” is deferred to a stage when revenues can be collected. This helps in 
mitigating spikes in cash outflows upon the maturity of bonds, increases alignment of costs with revenues, and significantly improves net 
present value. Liquidity comes through trading at exchanges, yielding a liquidity premium.

Part of the value of this instrument is in harnessing financing from diverse users. Once projects become operational, users receive a 
rebate on services. As bondholders, users are motivated to perform monitoring functions, which enhance accountability. 
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box 3.7
Green banking in Bangladesh
In Bangladesh, national development strategies prompted the Central Bank to issue green banking guidelines on environmentally friendly 
financing. From 2011 to 2013, investments have stimulated various economic sectors, while facilitating renewable energy projects and 
green buildings. They have helped promote solar energy, biogas plants, and effluent treatment. By the end of 2012, for example, there 
were 850 biogas energy plants in five districts, with a long-term projection for 20,000 plants in place by 2020.

Source: United Nations Economic and Social Commission for Asia and the Pacific. 2014. Sustainable Development Financing: Perspectives from Asia and 
the Pacific. Background paper. ESCAP Regional Outreach Meeting, United Nations Intergovernmental Committee of Experts on Sustainable Development 
Financing, 10–11 June, Jakarta.

•  Investing in social goods 

Globally, there are increasing calls for financial 
sector contributions to sustainability and social 
goods,35 such as through reporting on environmental 
and social impacts as well as economic returns 
(Boxes  3.6 and 3.7). Increasingly, shareholders 
apply social yardsticks to value their investments. 
They screen companies to establish their adherence 
to social responsibility objectives, seek to influence 
the strategies of companies in which they have a 
stake, and support investment in needy areas. 

Some investors have begun tracking emissions 
impacts of their financing activities. While activities 
like these are so far largely voluntary, there could be 
a rationale for making them mandatory in regulatory 
frameworks. Malaysia has already moved in this 
direction, along with Brazil and South Africa.36

The 1-in-100 initiative  on integrating climate risks 
into the financial system was launched at the 2014 
UN Climate Summit. It calls for members of a 
consortium of influential organizations to evaluate 
the maximum probable annual financial loss that an 
organization, city, or region, could expect once in a 
hundred years to account for risks in their portfolio 
and incentivize resilience-building programs.37

A growing number of private investors have signed 
the Principles for Responsible Investment and the 
Principles of Sustainable Insurance. The Sustainable 
Stock Exchanges program advocates responsible, 
long-term approaches to investment. Not enough 
businesses and financial institutions know about 
efforts like these, however, suggesting scope for 
building awareness.38 Avenues for engaging with 
financial institutions could include tactics such as 
incorporating training on sustainable development 
objectives in industry licensing exams. 

Regulatory frameworks could do more to encourage 
commitment to sustainability within the financial 
sector. Systematic joint work on indicators and 
norms could bring regulators and financial sector 
experts together to define ways forward. Greater 
regional cooperation could reduce the tendency 
for investors to move where the regulatory burden 
is lightest. Many investors have stressed the lack 
of bankable projects as an obstacle to investment, 
underscoring a need to expand capacities for 
developing finance-ready projects. 

•  The potential for greater 
regional cooperation and integration

Deeper regional cooperation in Asia and the Pacific 
could bolster the scale and depth of capital market 
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development, and, through economic and financial 
monitoring mechanisms, help stabilize private 
capital flows.39 It could encourage the integration 
of sustainability standards in financial market 
functions, including by discouraging the tendency 
of capital to flow without consideration for longer-
term costs. Regional bond markets could assist 
countries in establishing common standards for 
bond issuance; developing cross-border clearing, 
settlement and payment, and depositary systems; 
and creating regional credit rating agencies.40

The Asian Bond Market Initiative (ABMI) was 
launched by ASEAN+3 (the PRC, Japan, and the 
Republic of Korea) in 2003 and has since been 
strengthened. In 2012, the new ABMI road map 
specified measures to promote local currency 
bonds, strengthen regulations, and improve related 
infrastructure for bond markets. Important measures 
include the establishment of the Credit Guarantee 
and Investment Facility; the dissemination of market 
information, including through AsianBondsOnline; 
and the creation of the Regional Settlement 
Intermediary.41

Equity markets could also move toward regional 
integration. A variety of obstacles will need to 
be overcome, including the lack of links across 
all aspects of financial infrastructure; the lack of 
harmonized standards in capital markets, which 
limits investor confidence; and weak cooperation 
in financial system development, which constrains 
diversity in channels of financial intermediation.42

BROADENING 
FINANCIAL INCLUSION
When financial services are broadly inclusive, 
allowing access to all social groups, there are wide-
ranging benefits linked directly to sustainable 
development. Financial inclusion unleashes the 
potential of small and medium-sized enterprises, 
which are important contributors to job creation 
and stimulators of broader economic growth. 

For  individuals and households, access to services 
can result in improved livelihoods, food security, 
education, and health care, among other positive 
impacts. 

In developing Asia, growth of the financial sector 
per se does not automatically reduce income 
inequality.43 In fact, there is a negative correlation 
between the Gini coefficient, as a measure of 
inequality, and financial inclusion. This supports the 
notion that financial sector development must be 
accompanied by specific actions to ensure financial 
inclusion. 

While some progress has been made in that 
direction, billions of adults in Asia and the Pacific still 
lack access to basic savings, credit, money transfer, 
and insurance services. The lack of financial services 
restricts the growth of micro, small, and medium-
sized enterprises, even as SMEs account for up to 
90% of all businesses in the region.44 While nearly all 
adults in the Republic of Korea and Singapore have 
an individual or joint account at a formal institution, 
fewer than 5% do in Cambodia, the Kyrgz Republic, 
Tajikistan, or Turkmenistan. Across developing Asia, 
fewer than 27% of adults have a bank account, 
well below the global median of 38%.45 A variety of 
factors result in financial exclusion. It is worse among 
groups who have faced historical discrimination, 
such as women, or who are marginalized by poor 
education, poverty, and/or rural locations. Indian 
women, for instance, are 41% less likely than men to 
have a bank account.

In some cases, policy choices have targeted credit to 
state-owned enterprises, crowding out individuals. 
Other barriers come from a lack of consumer 
awareness and limited consumer protection. Gaps 
in regulations, institutions, financial infrastructure 
such as credit reporting, and debt funding hobble 
expanded financing for small and medium-sized 
enterprises.

Traditionally, financial inclusion has focused on 
market segments considered excluded. But another 
aspect involves financial transactions occurring 
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outside formal financial services in the so-called 
gray economy, which operates within and across 
countries. This undercuts options for taxation, 
leading to fiscal losses. As economies become 
more formalized and coordination across countries 
improves, gray economic activities tend to decline. 

As for-profit businesses, banks have built-in 
incentives to avoid risks, such as those associated 
with poorer customers, as well as inefficiencies and 
higher costs, stemming, for example, from managing 
multiple small transactions. Banks in countries 
with immature financial systems often face little 
competition and can therefore earn high returns 
by selectively lending to large public and private 
players. Many have limited experience in lending to 
small and medium-sized enterprises, which can lead 
them to avoid the sector, or impose higher interest 
rates that depress lending.46

•  Strategies to spread services

Strategies to increase financial inclusion need to be 
rooted in the realities of different Asian and Pacific 
countries (Box 3.8). But some options have worked 
well in diverse contexts. Branchless and mobile 
banking are two examples, where information 

technology can be applied to reduce transaction 
costs and overcome barriers related to distance and 
lack of infrastructure. Mobile banking is proving to 
be a viable option for inhabitants of the many far-
flung and otherwise poorly connected Pacific Islands. 
An estimated 60% of people there now have mobile 
phones, up from only 10% in 2006.47

Business correspondents and banking facilitators 
can be conduits for credit in locations where it 
does not make sense to establish brick-and-mortar 
banking facilities. Being local, these agents are better 
informed about their clients and more capable of 
gathering the information needed for viable lending. 
They deliver loans to primary borrowers, and are, 
in turn, supported with lines of credit from banks. 
Loans are typically for productive purposes as well 
as some consumption expenditures or special 
needs such as emergency health care. Since the 
agents often provide guarantees against losses up 
to a prespecified proportion of the loans, bank risk 
exposure is only to large-scale default.48 The use and 
capacity of business correspondents and banking 
facilitators could be extended through training and 
the provision of appropriate technology. Expanded 
services could include those related to the transfer 
of remittances and insurance schemes.49 

box 3.8
Community institutions serve India’s remote rural areas
India’s KGFS (Kshetriya Gramin Financial Services) model is based on a set of small, community-focused financial institutions. They 
offer comprehensive savings and loan products to individuals, businesses, and local governments, as well as a full range of other services 
such as insurance, investments, and pensions. 

The program targets people less by income than by geography, but does emphasize remote rural communities where poverty rates 
are high. Branches may serve 70% of residents, both poor and better off, instead of the 10% to 20% that a fast-growing microcredit 
organization might pick up. In part by achieving economies of scale, the branches can deliver credit at an interest rate equivalent to 12% 
a year, a third of what Indian microfinance institutions charge, since many of the latter are focused on fast profits to reinvest in growth. 

Sources: IFMR Rural Finance website. http://ruralfinance.ifmr.co.in/; and Roodman, R. 2009. The IFMR Trust: Not Your Parents’ Microfinance. Center 
for Global Development. 27 April. www.cgdev.org/blog/ifmr-trust-not-your-parents-microfinance
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Microfinance has become a cornerstone of financial 
inclusion in many countries, involving small loans 
to low-income households for income generation, 
asset building, and consumption smoothing. 
Microfinance institutions may also provide products 
and services related to insurance, savings, and 
remittances. They work with groups of borrowers, 
on the assumption that the groups will have a clear 
sense of the probability of default by individual 
members, and that peer pressure encourages 
repayment, since individual defaults affect the 
credibility of everyone. Returns have been quite 
high, with the average real yield on gross portfolio 
more than 20% in Asia in 2008. Among all regions, 
Asia had the lowest portfolio-at-risk ranking, at 1.5% 
for under 30 days.50

Microfinance represents only one aspect of 
extending financial services, however, and poses 
several challenges. In many countries, these 
entities remain outside the regulatory framework, 
and not enough attention has been paid to 
balancing benefits with risks, including household 
indebtedness.51 Most microfinance institutions 
are overly reliant on banks and development 
financial institutions for funding, and can do more 
to diversify their sources of capital and access 
mainstream capital market investors.52

Where it may be justified to enlarge the volume 
of credit, securitization is one avenue. It bundles 
microloans to spread risk and markets them as 
an investment. Some microfinance institutions 
add incentives by agreeing to cover any initial 
losses.53 Securitization provides the same benefits 
as conventional structured finance products. For 
the originator of assets, the advantages include 
diversification of the investor base, access to new 
and potentially cheaper sources of funding, and the 
ability to establish a credit history. For investors, high 
repayment rates, low volatility, and low correlation 
with other asset classes, among other factors, make 
microfinance interesting for securitization.54 

In India, up to Rs8.7 trillion of securitized microloans 
were sold in 2009–2010.55 This success is partly 

explained by the fact that banks, which are required 
to meet lending targets in priority sectors such as 
agriculture, are allowed to invest in such securities 
in lieu of lending themselves. One issue with 
securitization, however, is that it qualifies for top 
ratings only when the asset is entirely separated from 
the default risk of the originator. In microfinance, 
this is not possible, since the relationship that the 
originating institution has with the borrower is 
crucial to ensure the repayment of the loan. 

Individual microloans are often considered as risky, 
given the economic condition of many micro-
borrowers, and evidence that borrowers take loans 
from multiple institutions and/or use loans from 
one to pay off dues to the other. “Group credit” 
structures expected to minimize defaults do not 
consistently help to resolve these problems. It is also 
possible for microfinance institutions themselves 
to fail. While these risks are small in isolation, they 
multiply through securitization, more so when the 
volume of securitized transactions increases hugely 
as is happening in India.56

An emerging area of inclusive finance involves 
meeting the demand for affordable housing, which 
is rising in semi-urban and rural areas. Banks and 
mainstream housing finance companies have 
avoided this because loans can be small and 
customers hard to assess for creditworthiness. 
Over the last several years, specialized housing 
finance companies focusing on affordable housing 
finance have been set up—most often supported 
by private equity firms and social investors. They 
have developed origination and credit underwriting 
models based on cash flow assessments through 
personal discussions with customers, and cultivated 
expertise in evaluating the value of the title 
documents of affordable properties.57

Post networks have several decades of experience 
in providing savings and payment services. Their 
infrastructure could be harnessed and upgraded for 
additional products, including credit and insurance, 
as well as the transfer of social welfare and protection 
benefits to excluded groups. 
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•  Reaching small and medium-sized 
enterprises

In many developing countries in Asia and the Pacific, 
micro-, small, and medium-sized enterprises find 
their needs for financing are beyond loan size caps 
imposed by microfinance institutions, but below 
amounts considered attractive to banks. Further 
constraints come from limited long-term bond 
markets and the lack of financing alternatives such 
as venture capital funds. 

Many of these enterprises currently resort to 
nonbanking financial companies that lend based on 
enterprise income and cash flow assessments, and 
personal discussions with the entrepreneur. Some of 
these financial companies have equity support from 
mainstream investors and focus exclusively on small 

and medium-sized enterprises lending, including 
specific sectors such as education, textiles, and so on.

Over the longer term, expanding financing explicitly 
for small and medium-sized enterprises depends on 
an enabling regulatory framework and supportive 
financial infrastructure—a sound payments system 
and a well-functioning credit information framework 
are two essential elements (see other factors in 
Box  3.9). In the short term, more direct public 
interventions to promote financing may be merited. 
These can be countercyclical or aimed at addressing 
more structural market failures. They can compensate 
for shortfalls while reforms are implemented. 

Different strategies may include assistance for 
enterprises to improve their creditworthiness, low-
interest government loan programs, and supply 

box 3.9
Common financing solutions in the People’s Republic of China 
and the Pacific
Small and medium-sized enterprises used to struggle to get financing in the People’s Republic of China. In 2004, new regulations allowed 
them to apply movable assets as collateral; earlier lending mainly required real estate, which these enterprises often do not possess. 
By contrast, movable assets account for over 50% of their assets. 

To make the new approach work, the government developed a property law, created an electronic registry for pledging assets, and 
trained lenders on movable assets as a basis for lending. The effort soon paid off: In the first 2 years of the new system, total commercial 
loans involving movable assets grew by an annual rate of 21%. The Credit Reference Center, a collateral registry, has recorded 1 million 
registrations, including loans based on accounts receivable and financial leases, with at least 36 trillion yuan disbursed. 

Smaller firms and individuals in many Pacific countries have also found it difficult to obtain credit, since financial institutions have a 
long-standing fear that loans may not be repaid. Several countries have introduced legal and institutional changes to reduce risks through 
secured transactions reforms, again involving the use of movable assets as collateral for loans. The reforms established the kind of specific 
legal framework needed for borrowers to use movable assets for loans, and for lenders to speedily claim and sell them in case of default. 

As of September 2013, Palau, the Republic of the Marshall Islands, Solomon Islands, Tonga, and Vanuatu all had modernized secured 
transactions frameworks. Papua New Guinea and Samoa had introduced new legislation and are proceeding toward implementing 
required registries. 

Sources: Asian Development Bank. 2014. ADB and the Climate Investment Funds, Climate Change Innovation and Action in Asia and Pacific.Manila. 
www.climateinvestmentfunds.org/cif/sites/climateinvestmentfunds.org/files/adbclimate-investment-funds.pdf; and Rao, V. 2015. Developing the 
Financial Sector and Expanding Market Instruments to Support a Post-2015 Development Agenda in Asia and the Pacific. ADB Sustainable Development 
Working Paper Series No.36. Manila: Asian Development Bank.
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chain finance linked to public procurement and 
payments.58 State development banks have in some 
cases provided concessional funding to commercial 
banks for lending at preferential rates. Cooperative, 
post, and savings banks could offer more services, 
including more diversified loan products. 
Securitization of portfolios of loans to small and 
medium-sized enterprises could increase funds, as 
has happened with microfinance, with safeguards to 
keep the loans performing.59

PHILANTHROPY: 
A wIDENING CIRCLE 
OF CONCERN
Private philanthropy appears to be growing at a 
time when other sources of development financing, 
particularly foreign aid, are under pressure. Asia has 
a long history especially of family philanthropy, while 
successful business leaders have taken increasingly 
prominent roles in financing development programs 
out of their wealth.

•  Private philanthropy has grown

It is difficult to define the scope of private 
philanthropy in Asia and the Pacific, given gaps in 
definitions and data. Loosely, it covers giving by 
individuals, families, and businesses; conventional 
forms, such as foundations; and newer iterations, 
such as social business ventures. In general, 
however, the sums, even by different estimates, 
appear to be large and growing, at least in more 
dynamic economies.60

Private philanthropy flows to Asia and the Pacific in 
2012 stood at an estimated $39 billion, in comparison 
with South–South ODA and ODA-like flows at 
$4.3  billion–$7.4 billion, and traditional ODA at 
$33 billion. This suggests that private philanthropy 
is as important a source of financing as total ODA for 
development purposes. Estimates from the PRC and 
India indicate that private philanthropy in the two 
countries was about $20 billion in 2011, and was 

more important than official bilateral concessional 
financing at about $3 billion the same year. But 
compared with GDP, philanthropic giving in the 
region’s largest economies is still low, estimated at 
only around 0.6% in India and 0.1% in the PRC.61

A global survey based on the top 10 developing 
country recipients of private giving in 2012 found 
that about 31.6% of global giving went to Asian 
and Pacific countries, while 46.6% went to Africa.62 
By one estimate, global private giving reached 
$63 billion in 2012; about $20 billion probably went 
to Asia and the Pacific.63

Philanthropic flows from families in emerging Asian 
countries tend to stay within the region—a 2011 
survey revealed that only 4% of their contributions 
went outside Asia,64 and 70% were nationally focused. 
Most funds went to local and national NGOs.65 
Family giving tends to be more focused on MDG 
issues than other forms of concessional financing. 
Cultural and religious beliefs deem education and 
poverty reduction particularly important, although 
newer concerns like the environment and gender 
equality are increasingly prominent.66

The 2014 World Wealth Report predicted that the 
volume of philanthropy in Asia would expand at 
9.8% annually, with the highest growth coming from 
the PRC and Japan.67 There has been increasing 
recognition that philanthropy is not only an arena 
for the rich. In India, the group most committed to 
charitable giving makes an average of $180 a month.

•  Shifting incentives 

Individual and group motivations for engaging in 
philanthropy can be traced to values, background, 
and culture. In Asia, religion is also an important 
motivator.68 A desire to show social impact 
often drives giving—58% of family philanthropic 
respondents in one study on the region said this was 
an important factor.69 Other considerations include 
the desire for family and personal recognition, 
enhancing one’s standing in the community, and 
business interests. 
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There can be multiple reasons for businesses to 
engage in philanthropy, from tax incentives to a 
desire to cultivate a socially conscious image, but 
there are also barriers, such as a lack of information 
on opportunities for giving. Support may go to the 
most visible needs, but these may not necessarily 
be the most pressing. Business giving can be most 
sustained and meaningful when it is embedded 
in corporate values and culture, rather than 
encouraged by external regulations (Box 3.10).70

While direct charitable giving prevails in many 
countries, entailing the straightforward provision 
of public goods and services where affordability is 
low or where markets or governments have failed 
to provide them, there is also a trend toward more 
demanding, hands-on philanthropy. Philanthropists 
stress targets and results; seek innovation to improve 
performance and efficiency; and encourage the 
sharing of skills, abilities, and experience as opposed 
to monetary gifts alone. 

Underlying these changes is a shift in assumptions, 
including a move away from the notion that 
philanthropy benefits the recipient more than the 
giver, and that philanthropic time or money is about 

one-time giving. There is an emerging conviction that 
the poor or recipients are able to help themselves 
and need not always rely on others, but should have 
market solutions and services that cater to them, 
and that there should be greater engagement with 
them to identify their needs.

The next generation of philanthropists is being 
introduced to philanthropy at an earlier age than 
before and also includes more women.71 They have 
higher educational levels and greater international 
exposure, so their philanthropic efforts are less 
likely to be restricted to the communities or causes 
that their predecessors designated. They are more 
attuned to social media, and open to collective or 
collaborative philanthropy, and have a higher rate of 
volunteerism. 

Private philanthropic organizations linked to 
businesses are applying corporate practices and 
fostering innovations, such as crowd-funding, where 
people can donate small amounts and might gain a 
financial return.72 Emerging forms of philanthropy 
with significant potential in Asia include giving 
circles, which pool groups of individual donors, 
often middle or senior professionals. Giving circles 

box 3.10
A family foundation helps the health department boost services 
in the Philippines
In the Philippines, the Zuellig Family Foundation (ZFF) runs its own programs to reduce maternal mortality, applying business experience 
from the Zuellig Pharma distribution networks. It has set up a network of health centers and services for maternal and child health, and 
trained mayors, health leaders, and frontline health workers to improve health outcomes, in the process benefiting 4.5 million people. 

The foundation has spent $7.8 million on efforts across 231 partner municipalities, trained 1,790 health leaders and 3,537 frontline 
health workers, and built 82 health facilities. 

In 2013, ZFF agreed to help the Philippines Department of Health scale up its programs to 609 cities and municipalities all over the 
country identified as priority areas by the National Anti-Poverty Commission.

Sources: Chia, A. 2015. Potential and Prospects for Philanthropy in Implementing Post-2015 Development Goals. ADB Sustainable Development Working 
Paper Series No. 38. Manila: Asian Development Bank; and Zuellig Family Foundation. www.zuelligfoundation.org/
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can catalyze philanthropy as circle members invite 
their friends to join, or spur corporate philanthropy 
through professional networks.73

•  A two-way street: 
social entrepreneurship

Over the last 2 decades, a new breed of socially 
conscious individuals and organizations has 
emerged—social entrepreneurs. Their characteristics 
include a willingness to innovate to fulfill unmet 
needs, often using an entrepreneurial approach. 
They work creatively across traditional disciplines and 
sectors to solve difficult problems. Social enterprises 
can be important for testing ideas and innovations, 
for scaling up those that work, and for leveraging new 
financing as well as expertise.74

Venture philanthropy evolved as an adaptation of 
the venture-capital model to the social context. 
It entails using philanthropic money as capital for 
organizations with a social purpose. This seed 
capital can leverage funds from other sources, such 
as loans, equity investments, and social bonds. 
Venture philanthropists seek both social impact 
and financial return, and often require measurable 
social and environmental outcomes. Organizations 
dedicated to backing venture philanthropy include 
SOW Asia in Hong Kong, China.75 Businesses may 
also set up their own philanthropic ventures. 
The Piramal Group, for example, established the 
Health Management Research Institute76 to provide 
maternal health services to rural communities in 
India while making a financial return. 

While venture philanthropists directly invest their 
time, expertise, and money in social organizations, 
social impact investors77 do not make grants. They 
provide loans or capital. Many investment banks 
have now moved into this arena. Since they may be 
looking for a decent return, they may take fewer risks 
than venture philanthropists.78

Social business ventures receive funding or capital 
from various sources, such as venture philanthropists, 
private organizations, and individuals. For instance, 

Lifespring Maternity Hospitals in India provides 
safe, low-cost deliveries to women of lower-
income groups. It started as a joint venture between 
Hindustan Latex and Acumen, a social impact 
investment fund. Hybrid Social Solutions offers low-
cost, durable, solar-powered technologies to remote 
communities in the Philippines. It collaborates with 
locals to design its products, such as a waterproof 
lamp for fishermen to attract fish, and with NGOs, 
foundations, and microfinance institutions to make 
its products accessible and affordable.79

Some models of social entrepreneurship blend 
nonprofit organizations that accept grants with 
profit-making entities that generate employment and 
raise funds to sustain social programs. In Thailand, 
the Population and Community Development 
Association80 focuses on population planning, 
education, and livelihoods for the rural poor. It has a 
foundation that accepts donations, even as some of 
its revenues come from profit-making entities such 
as Birds & Bees resorts and Cabbages & Condoms 
restaurants. 

•  International foundations:  
aims and accountability

Successful corporate entrepreneurs stand behind 
a group of powerful international foundations 
increasingly active on international issues. They 
include Ford, Gates, Rockefeller, and Soros. Mostly 
making grants, they aim big, concentrate on clear 
goals, and are willing to invest heavily to achieve them. 
But there are growing concerns about their lack of 
transparency81 and accountability to people beyond 
their founders and boards.82 Some sway the course 
of international and national policy development 
through their sheer monetary presence. 

Foundations have become key participants in what 
is now being called multi-bi financing,83 where they 
earmark funding for multilateral agencies and for 
a variety of initiatives by specific sectors, themes, 
countries, or regions.84 This poses the risk that 
difficult choices about priorities may be made in 
the marketplace of global initiatives, rather than 
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in communities that will have to live with them. 
Developing country ministers have alleged that the 
process too often imposes the whims of powerful 
states and institutions on poorer countries.85

Multi-bi financing may create mechanisms that 
permit foundations to favor short-term gains, 
short-circuiting the traditional emphasis by 
many intergovernmental organizations on regular 
consultation and goals linked to national priorities or 
stipulated in international agreements.86

Another risk is that multi-bi financing could erode 
global capacities to create, collate, and disseminate 
information, the cornerstone of research. To 
some  extent, working off several decades of core 
multilateral funding, philanthropic foundations 
and other donors are still benefiting from wider, 
previously  built technical expertise. But this 
knowledge capacity may decline as large amounts 
of funding is narrowed to discretionary activities, 
typically aimed at demonstrating an immediate 
impact. The potential for multi-bi financing to 
increase competition for funds among multilateral 
agencies undercuts basic principles of development 
effectiveness, including to reduce fragmentation and 
complexity. 

The role of international and national private 
foundations in Asia and the Pacific should be carefully 
analyzed in terms of accountability, alignment with 
local and national goals, social equity, and economic 
development. Countries could consider establishing 
standards of evaluation and accountability in the case 
of private funds, perhaps based on indicators already 
used for international aid. 

TOwARD SUSTAINABLE 
DEVELOPmENT: 
EVERYONE IS IN IT 
TOGETHER
Sustainable development depends on the 
participation of the private sector, even as states 

retain overall leadership roles. Private financial 
flows, from businesses and individuals, drive 
economies. Aligning this mass movement of 
funds with sustainable development is possible 
and already beginning to happen in some cases, 
but much more remains to be done in building 
attractive destinations for investment and pushing 
financing toward basic needs, infrastructure, and 
public goods. 

The private sector has a clear interest in sustainable 
development because businesses, markets, and 
individuals all benefit from stable societies, growing 
economies, and a healthy environment. While 
profit remains a primary motivator, private concerns 
should increasingly consider their role from a 
broader perspective, as part of a social alliance. This 
calls for moving beyond “business as usual,” such as 
through a shift away from a near-exclusive focus on 
short-term profitability, and by factoring social and 
public goods into calculating rates of return. It could 
inform a new notion of partnership where the full 
spectrum of private and public actors work together 
for the common benefit, combining resources as 
well as distinctive skills and capabilities, as explored 
in the next chapter.

Looking ahead, while actions within countries will 
remain central, business and finance activities 
increasingly cross borders, with implications 
that cannot be managed within countries alone. 
Supranational cooperation will likely grow in 
importance, so that countries can advance 
appropriate regulations and institutionalize higher-
level decision making on issues that cut across 
national boundaries, including those that threaten 
public goods. In tandem, there will be a need to 
move down to the subnational level, so that localities 
of all sizes can be better integrated in markets, and 
more included in the opportunities and resources 
they need for sustainable development.
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Sustainable development challenges 
some traditional definitions 
of public and private. 

The notion of public funds for public goods and private funds for private goods 
does not hold, since development deficits affect them both. There is increasing 
recognition that these challenges may not be met by either sector acting alone; 
partnership will be critical to progress.

Bringing the public and private sectors together 
requires a careful aligning of incentives. Even 
where the broader objective is sustainable 

development and support for public goods, there 
will still be a balance between economic and 
noneconomic returns. A long history of the public 
sector over-assuming risks in partnering with the 
private sector needs to be avoided. And in some 
cases, a legacy of mistrust or lack of understanding 
on one or both sides must be managed. 

There can be several forms of public–private 
collaboration. Resources can comingle, as in the use 
of public funds to leverage private capital to achieve 
development goals. In other cases, private finance is 
not part of the arrangement, but the private sector 
can provide efficient services at lower costs, and 
the return is large enough to both compensate the 
private sector and accrue developmental benefits.

Another kind of collaboration is when public 
resources become a stimulus for the private sector, 
helping to unleash growth that can be steered 
toward goals of sustainability and inclusion, and 
the provision of new resources for development. 
Examples include the management of natural 
resource flows, national development banks, and 
trade finance. Initiatives such as emissions trading 
schemes and the financial transaction tax can draw 
in public resources from private sector activities with 
the potential for concomitant development benefits 
such as climate mitigation and greater financial 
stability.

PARTNERSHIPS 
FOR SUSTAINABLE 
DEVELOPmENT
Public–private partnerships (PPPs) have grown more 
attractive in Asia and the Pacific in recent decades. 
A massive and costly infrastructure deficit propels 
interest especially in using these configurations 
for infrastructure, and particularly in investment-
intensive areas such as energy and transport. 
Unprecedented urbanization is an emerging driver, 
suggesting new scope for PPPs in scaling up health 
and education services to meet rapidly rising 
demand. 

Despite their benefits, PPPs are not automatically 
an option for every project. Considerations vary 
widely by country, related to factors such as public 
institutional capacity, the legal framework, and the 
depth of the private sector. In all cases, care needs 
to be exercised in managing PPPs, including in terms 
of their risks. 

• Balancing rewards and risks

A number of factors favor PPPs, including the 
potential for diversifying financing options with 
nonfiscal market sources, flexibility, and the ability 
to tap private expertise and efficiency. In Asia and 
the Pacific, the most common type of PPP is where 
the private sector cofinances or invests in a given 
activity, and revenues are tied to services. A less 
typical configuration entails “employing” the private 
sector to produce certain goods or deliver services.
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PPPs often operate under a build-operate-transfer 
(to the government) scheme, or build-operate-
own model, in which the government provides 
some guarantee that the private partner will recoup 
capital costs and earn a reasonable return. Usually, 
the partnership involves some resources from the 
state, some skills and capabilities from the private 
sector, and some returns from user charges. There 
are monitoring requirements, as the government 
has to ensure that the private player adequately 
justifies reported capital and operating costs. 

In some cases, PPPs are platforms for financial 
products such as “take-out” finance, a loan to replace 
an earlier loan. The process can help bridge the time 
difference between the shorter period for which a 
bank can typically lend and the much longer duration 
needed for infrastructure projects, and has been 
shown not only to make borrowing more feasible but 
also to reduce costs. Public financial intermediaries, 
such as the India Infrastructure Finance Company 
Limited or Infrastructure Development Finance 
Company, are typically involved. 

PPPs can be complex arrangements, with success 
largely dependent on expert management and risk 
assessment, backed by stable legal and regulatory 
frameworks. Otherwise, the chance of failure can 
be high. PPPs in developed countries falter at a 
rate of 25% to 35%, due to factors such as delays 
and cost overruns; the figure is likely to be higher 
in developing countries.1 The World Bank notes 
that2 “PPPs are not a panacea,” highlighting issues 
of higher borrowing and transaction costs, and 
inadequate sharing of risks.

Most public–private partnerships aim to balance 
conflicting objectives—such as low costs and high 
service quality—which raises issues of availability, 
reliability, safety, accessibility, and safeguards of 
public interest. Where the government wants the 
private sector to set prices below what is warranted 
for a reasonable return, it must either finance part 
of the capital cost with a grant or provide a subsidy 
to cover the difference, but without assuming all the 
risk of project failure. It needs to avoid situations 

such as guaranteeing purchases at predetermined 
prices independent of market demand. This can put 
public resources at unnecessary risk, and damage 
private incentives to choose financially sound 
projects and operate them cost-efficiently.3

Regulation can help strike a balance between the 
public and private interests that are at work in any 
PPP, including by allocating technical, operational, 
financial, and other risks to the party best able to 
manage them. Governments can, for example, 
choose a concession model and pricing regime that 
incentivize the private partner to operate efficiently 
and invest adequately. They can opt only to engage 
with private agents with proven engineering skills 
or with operations and financial management 
expertise. Regulation can also help mitigate 
market failures, including those related to “natural” 
monopolies that can arise particularly with large 
infrastructure projects, and reduce externalities, 
such as environmental costs from pollution.4

For lenders, PPP risks stem from loan repayment 
based on revenues generated by the project, the 
uncertainty of demand forecasts, and the interface 
with regulators and government agencies.5 The 
absence of an interest rate derivative market in 
most developing countries implies that investors 
are unable to manage interest rate risks. Foreign 
exchange hedging is generally not available for long 
tenures, or if it is, involves high premiums. Other 
risks come from PPP project sponsors being over-
leveraged, and labor and equipment shortages. 
In  some cases, project completion risk guarantees 
are provided to the private sector against certain 
well-defined risks linked to public authorities.6

For many private sector partners, the search for 
profit can lead to bias in the types of projects 
selected. “Hard” infrastructure such as power 
plants, roads, and ports—rather than “soft” social 
infrastructure such as education, health, and 
sanitation facilities—tend to deliver higher, more 
clearly defined returns. State action could correct 
this imbalance, but this possibly would require 
a higher proportion of state financing, even as 
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monitoring and regulation of quality can be more 
complex for social services. Given the needs of the 
region and demands from urbanization, however, 
PPPs in soft sectors including education and health 
are growing.

As part of providing a long-term vision for managing 
PPPs, several countries in the Asia and Pacific region, 
such as Bangladesh and Pakistan, have developed 
national strategies. A number of governments have 
dedicated institutions to manage PPPs, including 
Kazakhstan, Malaysia, and the Philippines.7 

In general, most countries could benefit from 
developing capacities to create and manage 
bankable PPPs, covering project selection; planning, 
design, and management; robust feasibility studies; 
capacities for contract negotiation; transparency 
and accountability frameworks; and the professional 
management of partnerships. Choices needed to 
be grounded foremost in the unique realities and 
development aims of different countries, given 
vastly differing private and public capacities across 
Asia and the Pacific.

As capacities expand, there will be more scope for 
governments to build in a concerted emphasis on 
sustainable development from the beginning of any 
PPP. They could, for example, stress environmental 
sustainability at the bidding stage for transport 
projects, such as through building roads with 
pedestrian walkways, and installing solar powered bus 
and rail stops that feed back to an energy grid. PPPs 
need to be considered as well from the perspective 
of inclusion. “User-pays” mechanisms should not 
shut out the poorest citizens, for example; similarly, 
the quest for commercial viability should not bar the 
extension of services to less populated areas.8

• Bridging infrastructure gaps

PPPs are common for infrastructure, where the 
requirement for large amounts of long-term 
financing is unattractive for private finance alone. 
According to the World Bank, over the 10 years 
ending in 2013, private capital globally contributed 

between 15% and 20% of total investment in 
infrastructure.9 PPPs are not suitable for all 
infrastructure projects. They may work best where 
user charges help recoup investments, as in energy, 
ICT, and transport.10

Within the Asia and Pacific region, private investment 
in infrastructure in developing countries climbed 
from $2 billion in 1990 to over $120 billion in 2010. 
The highest investment-to-GDP ratios from 2008–
2012 were in smaller developing countries, such as 
Bhutan, Cambodia, and the Maldives, where fiscal 
space tends to be narrow.11 Yet, by one projection, 
the region will still need $8  trillion in infrastructure 
investment from 2010 to 2020.12

Most infrastructure projects tend to be highly 
leveraged, winning financing support because 
of government backing (Box 4.1). Incentives for 
partnerships frequently include funds to facilitate 
land acquisition, viability gap funding schemes, 
credit enhancement mechanisms to capitalize on 
resources from institutional investors, and state 
guarantees helping private partners to access 
commercial loans. At the subnational level, there 
is often a need to develop lending instruments and 
municipal financing in general (Box 4.2). 

Power purchasing agreements have been critical 
to PPPs in the energy sector. Guarantees need 
to be carefully scrutinized for long-run financial 
implications, however, and correctly reflected in 
national accounts. Higher private sector borrowing 
costs may open room for public policies to facilitate 
access to funds at more reasonable costs.13

•  Tackling energy and 
transport shortages

In Asia, as of the end of 2008, 43% of all PPP 
projects were in the energy sector, followed by the 
transportation sector with 27%. Energy projects are 
dominated by the build-operate-transfer mode, 
and have received substantial government support, 
such as direct financing, equity contributions, and 
guarantees.14
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box 4.1 
Government guarantees for infrastructure
The India Infrastructure Finance Company Limited (IIFCL) is a government-owned public–private partnership financing agency. 
It provides commercial long-term debt financing for stand-alone projects or those that are units of larger corporate entities with cash 
flows that can be “captured.” The government guarantees all IIFCL borrowing. 

IIFCL’s operating paradigm recognizes constraints in domestic capital markets.a It requires consortium financing with loan origination at a 
lead bank,b which sets pricing.c Participating institutions take project exposures in line with their limits; IIFCL resources fill the financing gap 
at up to 20% of total capital costs. Project appraisals are done by specialized agencies; only commercially viable projects are eligible.

In 2013, the Indonesia Infrastructure Guarantee Fund began guaranteeing private sector investments in infrastructure against the breach 
of contract by government agencies. The Asian Development Bank and the World Bank both provide partial guarantees against certain 
well-defined risks, including those with political origins such as nationalization (footnote c).

a  When financial markets are illiquid or deviate from the economic price, they become incomplete and do not permit innovations required for the financial 
closure of public–private partnership projects.

b The lead bank takes the maximum exposure to the project.
c  Rao, V. 2015. Developing the Financial Sector and Expanding Market Instruments to Support a Post-2015 Development Agenda in Asia and the Pacific. 

ADB Sustainable Development Working Paper Series No. 36. Asian Development Bank. Manila. Currently, an estimated 80% to 85% of infrastructure loans 
are priced below the prime lending rates of banks. 

A number of joint ventures have also been 
successful.15 These involve infrastructure co-owned 
and operated by public and private partners. The 
partners can either form a new company or assume 
joint ownership of an existing company through 
a sale of shares to one or several private investors. 
A  key requirement is good corporate governance, 
in particular the ability of the company to maintain 
independence from the government. From its 
position as shareholder, the government has an 
interest in profitability and sustainability, and can 
work to smooth political hurdles. The private partner 
assumes the operational role. A board of directors 
generally reflects the shareholding composition. 

Joint ventures can take some time to develop, 
as there may be considerable need for dialogue 
and cooperation before the project begins. 
The government’s dual roles as owner and regulator 
can lead to conflicts of interest. Since joint 
ventures tend to be directly negotiated or to follow 
a less formal procurement path, they can open 
opportunities for corruption.

Another PPP modality involves “hybrid” contracts.16 
Experiences in Africa, for example, have combined 
water and electricity services in integrated investment 
platforms that have reduced costs and facilitated the 
sharing of human, financial, and technical resources. 
Under an “affermage-lease plus” arrangement, the 
government generally maintains responsibility for 
investments and related risks, while operational risks 
are transferred to the private operator. Examples 
include the Laem Chabang Port Terminals B2, B3, 
and B4 in Thailand, and Guangzhou Baiyan Airport 
in the People’s Republic of China.17 “Management 
contract plus” arrangements are applied where the 
performance-related element of the management 
contract is substantial enough to transfer real risk. 

•  Extending the reach of education 
and health care

Major investments in education and health care 
will be needed if the region’s populations are to 
contribute sustainably to their growing economies. 
The huge volume of demand for public services 
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box 4.2 
Subnational public–private partnerships extend urban infrastructure 
Under the Urban Infrastructure Development Program in Tamil Nadu, India, the Tamil Nadu Urban Development Fund, a public–private 
partnership between the state government and three private banks, in 2008 obtained a €65 million loan from the German Finance 
Corporation for urban infrastructure. It secured an additional €10 million for capital market financing of projects through the Master 
Finance Indenture. 

The Master Finance Indenture pools loans to finance infrastructure, and issues bonds that can be sold to private and institutional 
investors. The German Finance Corporation loan was used to finance the subordinate tranche (35%) of the bond issue to make the 
bonds more attractive. Together with the first loss tranche or equity of 10%, this provided a substantial cushion against loan losses for the 
senior 55%.a

a  Chandrasekhar, C. P. 2014. Potential and Prospects for Private Sector Contributions to Post-2015 Development Goals: How Can Development 
Cooperation Strengthen Engagement and Results? ADB Sustainable Development Working Paper Series No. 34. Manila: Asian Development Bank.

arising from rapid urbanization and the tightening 
of budget constraints facing local governments 
reinforce the need to extend PPPs beyond 
infrastructure. Rising wealth in cities will further fuel 
demand for spending on social infrastructure. 

In education, the government may contract private 
operators to deliver teaching services or to manage 
public schools and other educational institutions. 
Services are usually provided by the private partner 
in a publicly owned facility, with the partnership 
structured under a management contract. Payment 
to the private sector partner is often made on a per 
student basis or as a lump sum.

Other PPPs in education18 address physical 
infrastructure deficits such as school buildings. 
Commonly, the private partner builds and maintains 
facilities under a concession arrangement, while 
educational services are publicly provided. Another 
type of partnership is where a voucher or subsidy 
program allows students to pay part of their tuition 
fees at privately registered schools, training colleges, 
institutes, or universities. Here, the government’s 
role is limited to offering financial assistance and 
overseeing the quality of registered providers.

The Republic of Korea introduced a build-transfer-
lease system for education in 2005. Modeled on 
the United Kingdom’s Private Finance Initiative,19 
it taps the private sector to finance the design, 
construction, and maintenance of schools for 
20 years. During that time, the government provides 
all educational services and makes payments to 
the private sector to use the facilities, which are 
ultimately transferred back to public control. The 
approach has been applied to basic and secondary 
schools as well as for technical and vocational 
education and training. 

Education is well suited to the PPP model where the 
government can shift its role from sole funder and 
operator to a focus on regulation, giving the private 
sector certain autonomy in funding and operating 
education facilities. But accountability for agreed 
outcomes needs to be upheld and backed by good 
regulation.20

PPPs in health, at the most basic level, can involve 
the private partner providing and maintaining 
buildings used by a hospital or other health facility, 
or offering basic services such as catering or 
gardening. More complex arrangements involve 
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discrete packages of services. For example, the 
provision of medical equipment for a new hospital 
can be bundled with pathology and pharmacy 
services into a PPP, an approach currently being 
used by the Government of Hong Kong, China 
for nine new hospitals. Clinical services are often 
provided under a health PPP. Other possibilities 
include delivering health programs, training, and 
education.

Since health and education typically lack the 
revenue streams of energy and transport, PPPs may 
require availability payments21 to ensure commercial 
viability. For governments, these payments can 
create long-term financial commitments that need to 
be kept at affordable levels. In some cases, it may be 
more appropriate to focus PPPs on service contracts 
that are more limited in scope, and complement the 
main teaching or medical treatment activities. 

Expanding PPPs into new areas like health and 
education depends on reforms that align financial 
resources with expenditure responsibilities, 
particularly as pressures grow on local governments 
to deliver services. An additional issue is the security 
of government payments to the PPP consortium. 
In general, many governments need to develop 
a range of essential capacities to draw in existing 
funds through bankable projects that readily attract 
private sector investment. 

•  From contracts to collaboration

For the private sector to become a fully fledged 
development partner, it needs to venture beyond 
mainly a for-profit motivation to embrace new 
incentives. These include the desires to earn 
goodwill, fulfill notions of social responsibility, and 
contribute to public goods with direct benefits for all 
members of society. 

One starting point may be to sharpen understanding 
of long-run rewards and benefits that are currently 
not reflected on corporate balance sheets. Deepening 
the notion of partnership would help as well, so 
that the public sector no longer views businesses 

just as contractors, but as genuine collaborators. 
The process of PPP could offer opportunities to 
cultivate new types of relationships, oriented around 
the sharing of responsibilities, risks, and financing, 
keeping in mind “next generation” PPPs. 

In these, the balance must shift from the government 
providing the bulk of the resources and the private 
sector implementing projects on a for-profit basis, 
to the private sector contributing a large part of the 
resources and collaborating with the government in 
delivering social benefits while earning profits.

A PUBLIC ROLE 
IN STEERING 
PRIVATE RESOURCES
Governments are central in overseeing the flow 
of financing for development. But beyond direct 
oversight of their own funds, they can also play 
specific roles in guiding some funds generated by 
private sector activities, such as the extraction 
of natural resources. Managing these in line with 
sustainable development recognizes a sense of social 
ownership and common property. Other public 
initiatives, such as through development banks and 
trade finance, can deliberately spur private sector 
activity in socially and economically beneficial ways, 
such as through assisting small and medium-sized 
enterprises to scale up operations and generate jobs, 
or helping unlock structural barriers in economic 
sectors important to growth and human well-being.

•  Managing natural resources for long-
term public and private gains 

Both private and public interests often come 
together in the extraction and/or management of 
natural resources, which can yield large sums, but 
may be exhaustible and nonreproducible. Whether 
or not revenues from resources end up supporting 
sustainable development is a public policy concern, 
and an issue for businesses committed to operating 
in line with sustainability and inclusion objectives.
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There are many instances of the so-called resource 
curse where countries are not able to mobilize 
the full value of the gains for social benefits and 
development. Gains are often illegally captured 
by a corrupt elite and transferred abroad. Where 
a few interests control exportable resources, they 
become extremely powerful, and are in a position 
to stall efforts to tax revenues to finance economic 
diversification and social development, among other 
consequences.

Countries with access to significant export revenues 
from natural resources can act to prevent early 
exhaustion. They also need to ensure that extraction 
for export does not burden the rest of the economy 
with an overvalued exchange rate that undermines 
the competitiveness of other tradable sectors, and 
does not have damaging ecological consequences. 

Social ownership and the common property nature 
of resources need to be respected, such as through 
public ownership by a democratically accountable 
state or taxation of private revenues for adequate 
social expenditures. Revenues should flow toward 
areas such as infrastructure, where poor quality 
constrains development. The pace and pattern of 
economic diversification should be oriented around 
productivity increases as well as employment 
generation, such as through building manufacturing 
capability. 

For resource-dependent economies, price swings 
matter more than volatile capital flows. They 
share equally with other economies, however, the 
need to strengthen underlying macroeconomic 
fundamentals and institutions, which can insulate 
their economies from the destabilizing impacts of 
price shocks. How vulnerable an economy is to price 
swings often depends on domestic factors, such 
as absorptive capacity—encompassing the skills, 
capital, and institutions to put a windfall to good use 
and manage price swings. Better fiscal management 
and capital budget planning and implementation are 
key in converting the benefits of commodity booms 
into permanent social and physical assets, and 
aiming at goals such as narrowing inequality.22

•  A role for development banks 
in quality growth 

Many countries have instituted publicly backed 
development banks where private sector banks 
as well as longer-term financing may be in short 
supply, and there is a need to stimulate industrial, 
agricultural, and infrastructural investment.

A 1998 study estimated that there were around 
520 national development banks worldwide.23 A 
more recent survey of 90 development finance 
institutions found that 39% had been established 
between 1990 and 2011, suggesting these remain 
important despite the post-1990 shift toward 
economic liberalization. Around 5% had assets 
greater than $100 billion; they included institutions 
like the China Development Bank, the Brazilian 
Development Bank, and Germany’s Kreditanstalt für 
Wiederaufbau  (KfW), all of which are bigger than 
the World Bank. More than half had specific policy 
mandates, such as to support the agriculture sector 
or small and medium-sized enterprises.24

Although 41% of the institutions in the survey 
reported taking deposits, 89% were borrowing from 
other financial institutions or issuing debt in local 
markets, 40% had obtained budgetary transfers 
from the government,25 and 64% had benefited from 
government guarantees of the debt they issued. 
Half  reported that access to government support 
allowed them to offer credit at subsidized interest 
rates.26

Many countries have found that it is best to create 
separate development banks to provide long-term 
capital at near-commercial rates and “policy banks” 
to provide credit to special areas such as agriculture 
or small-scale enterprises, where interest rates 
have to be subsidized and grace periods have to be 
longer. This allows application of different criteria in 
evaluating performance.27 In the region, experience 
with development banks has been varied (Box 4.3).

With their close knowledge of local markets, 
development banks can play essential roles, 
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including in building capacities and assisting 
with project management. They can have a 
countercyclical influence, compensating for the 
freeze in more risk-averse private lending during 
crises. They can help in strengthening capital 
markets and in leveraging public and private 
investment in sustainable development. At the 
same time, they should not crowd out activities that 
could be competitively performed by the private 
sector.28

In recent decades, financial liberalization has 
limited the degree to which governments can 

directly finance or subsidize lending undertaken 
by these banks. But they have evolved in many 
contexts to remain important means of financing 
long-term investments, including in sectors basic 
to sustainable development. They have relied 
increasingly on bond finance, overcoming the 
weaknesses of bond markets because of the implicit, 
if not explicit, sovereign guarantee perceived to back 
their borrowing.29

Some pressures on development banks have 
arisen where the maturity of available funding has 
shortened even as needs remain long term. Locking 

box 4.3 
Varying experiences with development banks 
Experiences with development banks in the Asia and Pacific region are varied. The Republic of Korea, widely accepted as the most 
successful case of late industrialization, in 1954 set up the Korea Development Bank to grant medium- and long-term loans to industry. 
By the end of 1955, it accounted for over 40% of total bank lending. About a third of the loans were supported by aid counterpart funds 
and two-thirds with financing from the Bank of Korea and the government. The bank’s charter was eventually revised to allow it to borrow 
funds from abroad and guarantee foreign borrowing by Korean enterprises. 

India’s experiment with development banks began immediately after Independence with the establishment of the Industrial Finance 
Corporation of India in 1948. This was followed in 1955 by the Industrial Credit and Investment Corporation of India, the first 
development finance institution in the private sector. In 1964, the Industrial Development Bank of India was established as an apex 
development banking institution, marking the end of the phase of creation and consolidation of a large development-financing 
infrastructure.

The development finance institutions gained steadily in importance, and by 1993–1994 were disbursing assistance amounting to 15.2% 
of gross capital formation. But their role declined as liberalization converted some into commercial banks. By 2011–2012, the assistance 
they disbursed amounted to just 3.2% of gross capital formation.

A development bank that receives special attention because of its large size and asset base and growing global presence is the 
China Development Bank. It opened its doors in 1994, a product of the People’s Republic of China’s reform and opening up process. 
Created at a time when banks were restrained from lending to projects that were capital intensive, had long gestation, or involved 
infrastructure, the bank found a niche in providing local government financing. It mobilized resources for issuing bonds seen as having a 
sovereign guarantee, despite the lack of a formal commitment to this.

In 2008–2009, the bank became a leading vehicle to finance the government’s gigantic stimulus package adopted in response to 
the global financial crisis. By 2011, its assets were estimated at $991 billion, compared with $545 billion for the World Bank Group 
(Sanderson and Forsythe 2013). 

Sources: Chandrasekhar, C. P. 2014. Potential and Prospects for Private Sector Contributions to Post-2015 Development Goals: How Can Development 
Cooperation Strengthen Engagement and Results? ADB Sustainable Development Working Paper Series No. 34. Manila: Asian Development Bank; and 
Sanderson, H. and M. Forsythe. 2012. China’s Superbank. Debt, Oil and Influence—How China Development Bank is Rewriting the Rules of Finance. Singapore.
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up funds in projects can adversely affect cash flows 
without well-developed secondary markets to 
provide exit opportunities. Competitive pressures 
have come as commercial and development banks 
that traditionally provided working capital began 
financing projects. In some contexts, these issues 
may call for new approaches to the operations of 
development banks. 

•  More inclusive financing for trade 

Trade success explains much of the significant 
decline in poverty in Asia over the past 2 decades.30 
Further progress could come through closing trade 
finance gaps, since 90% of trade transactions involve 
some form of credit, insurance, or guarantee.31

In 2013, the global trade finance gap was huge, 
estimated at $1.9 trillion, with $1.1 trillion in 
developing Asia. Companies surveyed in a 2013 
study32 indicated that the availability of 5% more 
trade finance would increase production by 2% 
and require a corresponding labor increase of 2%, 
underlining the implications for growth and jobs.33

Currently, almost half34 of global bank-
intermediated trade finance is devoted to firms 
in Asia, who seek it out to manage cash flows and 
risks such as long trade routes, less established 
trade partnerships, weaker contract enforcement, 
a lower degree of financial development, and 
higher political uncertainty. Trade financing helps 
shift some risk to banks, which can then monitor 
transactions and exert greater control over the flow 
and receipt of funds. 

Gaps in trade finance arise from low or nonexistent 
country risk ratings, weak banking systems, a lack 
of liquidity, and changing regulatory requirements, 
among other factors. For many banks, a scarcity 
of capital keeps attention on core clients in major 
markets, to the neglect of small and medium-sized 
enterprises and poorer developing countries.35 
Barriers preventing small and medium-sized 
enterprises from accessing trade finance include 
high transaction costs, limited information, 

a perception of high default risk, and limited 
collateral.36

Ongoing regulatory change, including under the 
impending Basel III requirements, have increased 
the operating costs of trade loans, making 
profitability more difficult and possibly constraining 
liquidity. A 2014 survey37 stressed that the 
unintended consequences of overlapping regulatory 
requirements, particularly with respect to financial 
crimes compliance, contribute to the trade financing 
gap, with the most negative fallout for developing 
countries with weak financial systems. 

Broadening access to a full range of trade finance 
instruments depends on strengthening the banking 
and insurance sectors. Technological innovations 
such as electronic trade finance can reduce costs 
and increase availability. Trade finance facilitation 
schemes backed by development banks have been 
important supports (Box 4.4). New instruments, 
such as bank payment obligations, are becoming 
available, suggesting that more outreach to 
companies about “nontraditional” trade finance 
could reduce gaps.

Making trade finance more inclusive in particular 
involves assisting small and medium-sized 
enterprises to develop their capacities to secure 
finance. Microtrade programs modeled on 
microfinance might be one way forward. Regional 
trade finance cooperation might bolster capacities 
especially in countries that have been left behind.

Under the United Nations global Aid for Trade 
initiative, commitments reached $41.5 billion 
in 2012, although almost all went to economic 
infrastructure and productive capacity, with very 
little assistance on trade policy and regulatory 
issues. The Asia and Pacific region is second only 
to Africa in receiving Aid for Trade commitments, 
although these have expanded significantly mainly 
in middle-income countries, far less so in the least 
developed countries.38
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PRIVATE 
TRANSACTIONS 
PROVIDE PUBLIC 
RESOURCES AND 
BENEFITS 
Through right public policy choices, some kinds 
of private transactions provide a dual opportunity 
to enhance public goods and generate revenues 
for social and environmental investments. Carbon 
pricing, for instance, makes it more costly to emit 
greenhouse gases and encourages reductions with 
wide-ranging benefits, from cleaner air to better 

health. Taxing financial transactions could pull 
in significant new public funds, while dampening 
financial volatility and speculation. Both the 
public and private sectors must work together on 
arrangements like these, so that they fit well with 
different incentives and needs, while delivering high 
returns for sustainable development. 

•  Pricing carbon to curtail emissions

The 1997 Kyoto Protocol committed 37 
industrialized countries to reaching targets 
for reducing their emissions, through national 
measures as well as through international 
emissions trading and the Clean Development 

box 4.4 
Closing gaps in trade finance
The Asian Development Bank’s Trade Finance Program closes market gaps by providing guarantees and loans at market rates through 
partner banks. Between 2009 and 2013, it supported over $16 billion in trade across more than 8,000 transactions, half of which 
involved over 4,700 small and medium-sized enterprises. 

In 2015, Global Trade Review magazine voted the Asian Development Bank the best development bank for trade finance, as determined 
by companies engaged in cross-border trade.

Backed by its AAA credit rating, the program works with over 200 partner banks, leveraging finite financial resources through cofinancing, 
and attracting over $10 billion in cofinancing between 2009 and 2013. Cofinancing helps draw the private sector into challenging 
markets, often for the first time. Four risk distribution agreements include one with Swiss Re Corporate Solutions. With dedicated trade 
finance specialists and a 24-hour turnaround time, the program supports a wide range of transactions from commodities and capital 
goods to medical supplies and consumer products. 

In 2009, to make the case that trade finance carries low risk and to convince regulators to make capital cheaper for transactions, the 
program established the Trade Finance Register. It collected data on over 5.2 million transactions and found a very low 0.02% probability 
of default. The private sector now funds the register, with reinforced Basel III changes that will result in freeing billions or even trillions 
of dollars to back trade in developing countries over time. In addition, the register, housed at the International Chamber of Commerce, 
generates statistics that encourage private sector interest and confidence in supporting trade in developing countries. Munich Re, 
a leading reinsurance company, decided to enter the trade finance business partly because of register data.

Other dimensions of the Trade Finance Program have included developing banking relationships between Asia, Africa, and Latin America. 
The Supply Chain Finance Program supports small and medium-sized enterprises in overcoming two of their greatest impediments to 
finance: poor financials and lack of collateral. Unlike traditional risk assessments that focus almost exclusively on these elements, supply 
chain finance stresses the strength and longevity of a supply chain as well as mutual dependence between buyers and suppliers. 

Source: Asian Development Bank Trade Finance Program.
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Mechanism. Emissions trading caps the total level 
of greenhouse gas emissions, assigns allowances 
to industries, and allows those with low emissions 
to sell extra allowances to larger emitters,39 with 
the most prominent example being the European 
Union’s Emissions Trading Scheme. The Clean 
Development Mechanism facilitates the selling of 
credits for emissions reductions to companies and 
governments in industrialized countries.

Both systems have met with successes and problems. 
The EU scheme is the cornerstone of European 
climate policy, and by far the largest global carbon 
market. But the recent economic downturn has 
suppressed economic activities, hence emissions. 
This has led to a surplus of allowances and 
credits, and a significant decline in carbon prices, 
undermining the functioning of the market. The 
Clean Development Mechanism has racked up over 
1.4 billion tons of emissions reductions in less than 
a decade, but struggles with the supply of credits 
exceeding demand. Virtually no new projects are 
currently being implemented. 

In Asia and the Pacific, efforts are under way to 
develop emissions trading. The People’s Republic of 
China has piloted a subnational scheme in five cities 
that covers roughly 40%–60% of total carbon dioxide 
emissions, applying to power and other heavy 
manufacturing sectors such as steel, cement and 
petrochemicals. The Republic of Korea launched its 
own system in January 2015. 

While one objective in the monetization of carbon is 
to cut emissions and pollution, carbon markets also 
have potential to raise money for development, and 
stimulate the uptake of clean technology. Beyond 
emissions trading, there are other ways of pricing 
carbon. Significant funds could be tapped through 
carbon taxes, the phasing out of fossil fuel subsidies, 
and industry-specific pricing such as for aviation and 
shipping, among other means. 

Chile, for instance, approved a carbon tax to start 
in 2018 that will target large thermal power plants, 
which will pay $5 for every metric ton of carbon 

dioxide they emit. Mexico initiated a carbon tax 
in 2014, has a voluntary carbon market, and is 
exploring innovative approaches to carbon pricing as 
a member of the Partnership for Market Readiness, 
a group of 31 countries helping to develop future 
carbon pricing systems.40

At the supranational level, countries in Asia must 
be fully aware of both successes and failures in 
carbon trading and pricing mechanisms to engage in 
a well-informed dialogue on these issues, regionally 
and globally. Mechanisms that account for the 
circumstances faced by most Pacific countries, 
as essentially nonpolluters, are called for at the 
regional and global levels.

•  Multiple dividends from a 
financial transaction tax

A financial transaction tax applies to currency 
trades and other cross-border financial transactions 
in stocks, bonds, and derivatives. The concept 
is not new—it was introduced in the 1970s by 
James Tobin, a Nobel laureate economist, and is 
sometimes referred to as the Tobin tax—but it has 
yet to be seriously operationalized. 

Estimates have shown that even a tax of one 
“basis point” could raise over $200 billion annually 
if levied  globally.41 A tax of only one half of a 
basis point  (0.005%) on all trading in four major 
currencies (the dollar, euro, yen, and pound 
sterling), could yield an estimated $40 billion 
per year.42

Beyond generating additional revenues for public 
use, an added benefit of a financial transaction 
tax can be to limit market volatility from short-
term, mostly speculative trades that happen daily 
across borders, while leaving long-term productive 
investments intact. This could in turn lessen the 
risk of financial crisis and help to restore national 
economic autonomy. Countries could intervene 
more effectively to manage their own currencies 
and insulate them from speculation-driven 
devaluation. 

Countries in Asia 
must be fully aware 
of both successes 
and failures in 
carbon trading and 
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In the European Union (EU), 10 member countries 
have renewed their commitment to an EU-wide 
financial transaction tax, expected to come into 
force in January 2016.43 While details are still in the 
works, the plan is to introduce the tax in phases, 
starting with shares and derivatives. There seems 
to be general agreement around the initiative, 
which could raise as much as 35 billion euros a 
year,44 despite some contrary opinions—the United 
Kingdom unsuccessfully challenged its legality. 
Some points still under debate relate to whether 
banks would pay the tax or cut back on the number 
of trades. A 2011 poll of more than 27,000 people 
found that Europeans favor a financial transaction 
tax by a margin of 61% to 26%.45

Critics of the financial transaction tax have called it 
an inefficient instrument in raising revenue, on the 
grounds that such taxes reduce the value of securities, 
increase the cost of capital and decrease liquidity 
in financial markets. Two measures have been 
proposed instead: a financial stability contribution 
and a financial activities tax. The first could be linked 
to a resolution mechanism that would help reduce 
excessive risk-taking and meet the direct fiscal costs 
of future crisis. The second could be levied on profits 
of individual financial institutions.46

A tax on international foreign exchange 
transactions would require global governance 
mechanisms, without which effective enforcement 
would be impossible. This has been a barrier. 
Political will too has come in the way, even though 
there is serious support for such options as well. 
Given the potential for substantial revenues that 
could go toward public goods, countries in Asia 
may benefit from pursuing a regional financial 
transaction tax of their own, drawing from the 
EU experience. A  South  Asia consultation in 
201447 on the post-2015 development agenda 
recommended exploring this idea to support 
sustainable development. 

Domestically, in Asia, some countries have applied 
a tax on transactions in securities, with revenues 
that rise and fall with the markets. The Republic of 

Korea’s securities transactions tax yielded 0.2% to 
0.7% of GDP from 1990 to 2009.48 Japan had such 
a tax but abolished it.

In 2004, India introduced a securities transaction 
tax on equity markets and collected around 0.2% 
of GDP, as of 2009. The revenue generated 
contributed around $1.5 billion to public coffers 
in 2010, without drying up market liquidity, as had 
originally been feared.49 The tax has undergone 
some modifications, but is still levied on listed 
securities on stock exchanges and in units of mutual 
funds. In 2013, India introduced a commodities 
transaction tax of 0.01% on domestically traded 
commodity futures contracts—including gold, 
copper, and oil.50

The financial sector can contribute to a sound 
financial transaction tax regime by investing 
in advanced information and management 
technologies that can significantly reduce 
transaction costs. And as such taxes evolve, banks, 
brokers, and stock exchanges, with regulators, can 
undertake product innovation and build capacities 
in phases. 

ALLIANCES FOR A 
SHARED FUTURE
A sustainable future holds incentives and benefits 
for all actors, public or private. The investments 
required will be large and complex, given the issues 
at stake, and will require widespread engagement 
and commitment. States retain a central role in 
guiding the sustainable development agenda, but 
it cannot be achieved by them alone. Partnerships 
will need to form and operate at all levels, from local 
to global, and be guided by transparency, trust, and 
regular engagement. Inclusive dialogues involving 
businesses in national development plans are 
already taking place in many countries.51

The post-2015 development agenda calls for 
revitalizing a “global partnership for sustainable 
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development,” although the scope of this is not yet 
fully defined. A number of developing countries 
have cautioned against excessive private sector 
involvement. They have called for a comprehensive 
assessment of existing and future partnerships, 
and underscored the importance of compliance 
with internationally agreed standards.52 But some 
aspects of development, including many of those 
linked to the fundamental workings of current 
economies, clearly require public and private 
to work together to move toward inclusive and 
durable development (Box 4.5).

As partnerships evolve, an increasing challenge 
will be ensuring accountability and evaluating 
results. Other hurdles may arise around managing 
expectations, agreeing on actions, and avoiding 
tensions between partners. While PPPs have 
become a familiar concept, the involvement of the 
private sector in the post-2015 intergovernmental 
negotiations ushers in the likelihood of deeper, 
more involved partnerships. These may be oriented 
around the achievement of specific sustainable 
development goals, something that has never been 
done before.

box 4.5 
Bringing the public and private together to advance 
“gendered” development
Both the public and private sectors can together address gender disparities at various levels of the economy. Globally, women are paid 
less than men, but taxed more. Their share at decision-making levels remains low, despite high educational attainments. Women’s 
average wages are estimated as 4% to 36% less than men’s, and the gap widens for higher-earning women. At the mid- to higher end they 
are commonly charged more than men for a range of products and services, including footwear, dry cleaning, and haircuts. Laws should 
require equal pay, but companies also need to adopt workplace equity policies and assess the prevalence of gender bias in product and 
marketing strategies. 

Inequality is expensive. Economic gender disparities cost an estimated $9 trillion per year in the developing world. Some countries have 
begun to understand and act to close this huge gap. In Malaysia, where a higher female labor participation rate could boost growth by 
0.4% points a year, the Malaysian government has collaborated with companies to raise the rate from 52% to 55% by 2015. It offers tax 
incentives to companies that establish nurseries and allow flexible work arrangements to encourage women to resume their careers. 
In February 2014, the Securities and Exchange Board of India mandated listed companies to appoint at least one woman director on their 
boards as part of its review of corporate governance, at a time when this was an exception. As the deadline for compliance drew near, 
more than half of the companies had managed to do so by March 2015. But the significant numbers of women directors coming from 
promoter group families is being commented upon in the media, not as a sign of lack of talent, but of following the regulation in letter and 
not in spirit. Nevertheless, the lively debate that has unfolded may well lead to a change in the future.

Informal economies breed unfair practices that often impose particularly large burdens on women, who make up the majority of workers 
in the sector. In developing Asia, women make up the “buffer workforce,” concentrated in informal jobs, often within households as 
“secondary earners.” Many earn a pittance, and have little or not protection in terms of labor rights.

Businesses and governments, including regulators, can work jointly to address the barriers to women’s participation and contribution for 
more gender-responsive business practices.

Source: International Labor Organization. 2014. Global Wage Report 2014/15: Wages and Income Inequality. Geneva.
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TOwARD A 
SHARED AGENDA
The new global agenda for sustainable development 
aims at transformation and significantly more 
ambitious goals that, for the first time, universally 
apply. Meeting these goals, which require prosperity 
to reach all groups while remaining within planetary 
boundaries, will require all resources, public and 
private, new and existing, to work together. Since 
the new global sustainable development agenda will 
touch every country, person, and activity, so should 
every dollar.

This report sets out to comprehensively map the 
range of opportunities for financing in Asia and 
the Pacific. It makes the case that just pumping 
money toward different objectives is not sufficient; 
destinations for finance must be attractive enough 
to draw in funds as well. 

The years ahead will unquestionably be challenging. 
The region must wrestle with multiple threats—
among them climate change, crises, conflicts, and 
pressures from the world’s most rapid urbanization—
even as it seeks continued prosperity. But it also 
starts with clear advantages. The continuing 
optimism about the region’s prospects despite 
the global economic downturn, an established 
track record of regular debt servicing among low-
income countries, and the region’s consistently high 
savings to GDP ratio of around 40% have played 
an important role in attracting investments. There 
is also a growing understanding that the time has 
come to shift course in a way that not just builds on 
past accomplishments, but also seeks new ones, 
and sustains and broadens momentum for current 
generations and the ones to come. 

A shift in course will require large investments, 
but the region has funds at hand—or in many 
different hands, as it were. Domestic public 
resources are at higher levels than ever before, 
but the largest sums circulate in private markets. 
A big part of the challenge ahead will be in getting 
the “nonprogrammable” sources of funds to align 
behind sustainable development, given a spectrum 

of motivations around returns, safety, liquidity, and 
results. This does not mean putting all the money in 
one pot, but it does require diverse actors to commit 
to doing their parts and to consider how they might 
align their incentives. It calls for policy choices 
beyond electoral horizons, and private choices 
beyond sums on a balance sheet. 

BUILDING A 
FOUNDATION
Moving more money to sustainable development 
from all sources requires operating on a common 
foundation. This could be built on some of the 
following concepts.

• Quality matters

Quality financing makes measurable contributions to 
sustainable development. To attain that end, quality 
issues need to be considered for all financing sources 
and processes, including both pumping and drawing 
in more money. Efficiency, accountability, and 
transparency are all essential and interrelated factors. 
Quality applies to the standard of finance as attributed 
against its use and its distinctive contribution toward 
development. It covers expenditure aspects, such as 
in establishing norms in terms of dollar value—for 
instance, a minimum for social services consumed 
per head and as a share of GDP. 

• Capacity matters, too

Capacity matters in making the best use of all sources 
of sustainable development financing. Greater public 
institutional abilities are needed to manage the risks 
and rewards of new kinds of partnerships, including 
scaled-up PPPs. Municipalities need capacities to 
explore and qualify  for new options for financing, 
for example, by floating public bonds. Corporations 
could build new skills to orient profit models around 
sustainability aims, such as by factoring in the costs 
of pollution and moving toward fair labor standards. 
Major investment funds could build expertise to 
guide investments that incorporate a social purpose.

The years ahead 
will unquestionably 
be challenging but 
the region also 
starts with clear 
advantages



mAkING mONEY wORk88

•  Common aims but 
differentiated responsibility

People may want to move in the same directions, 
but have different capacities to get there, which in 
turn define their responsibilities for progress. Those 
with greater capacity should do more, in other 
words. In the push for sustainable development, 
countries in Asia and the Pacific increasingly 
realize that this principle applies not just across 
traditional donor and developing countries, but also 
within the region itself, and even within countries. 
Structural bottlenecks, environmental degradation, 
and persisting inequalities cannot be addressed 
without extra efforts by privileged groups. Wealthier 
countries need to share technology on softer terms 
with poorer ones, for example. Wealthier people 
could agree on the fairness of higher tax rates on 
large incomes and capital gains. 

•  Balancing the short and long terms

Sustainable development will not be about everyone 
winning all the time. The realities of planetary 
boundaries, deep inequities, and imbalanced 
consumption and production patterns do lead to 
some trade-offs, where some people and countries 
are required to “give” so that others who are less 
well-off can “get.” There will be a period of transition 
where all interests must be involved in defining how 
financing can best be used to ease this process, 
on the understanding that the long-term goal—
sustainability—benefits everyone, now and in the 
generations to come. 

•  Independent and regular monitoring

Private financing by and large lies outside systems 
of regular monitoring of development finance. In 
the past, public funds, and especially international 
public resources, have been the main focus of 
monitoring—in terms of quantity, quality, and, 
increasingly, results orientation. Monitoring backed 
by appropriate metrics that apply to varied sources of 
finance is vital to support progressive diversification 
and scaling up of development financing from all 

sources. Such tracking, based on agreed principles 
and indicators, should go hand-in-hand with 
monitoring progress on all goals for sustainable and 
inclusive development. Benchmarks, indicators, 
and dashboards can be developed—with a core 
set of common global indicators for comparability, 
complemented by those capturing country 
specificities. Progress can be assessed against 
relevant timelines and criteria. For example, criteria 
for philanthropic contributions may be developed 
under shorter timelines, those for businesses may 
need to factor in differences across industries, 
and municipal readiness to access international or 
national financial markets may be tracked in stages. 

•  Collaboration is key

Most countries in the Asia and Pacific region have 
made significant progress and could now benefit 
from closer supranational and regional links. This 
process is happening, but it needs to become 
more systematic, better aligned with sustainable 
development, and more attuned to reducing 
disparities. Collaboration is key, for example, in 
tackling issues around tax havens, transfer pricing, 
and environmental responsibilities. Cross-border 
mobility and the creation of common markets 
require more cooperation and less competition.

A transformative agenda will come with a variety of 
ideas and to-dos. While countries in the region sign 
on to a globally shared sustainable development 
agenda, prioritizing it in national plans will be critical. 
Where and how monies are used will be as decisive 
as the constituents who undertake implementation 
of the new goals. 

ACTING ON ALL 
OPPORTUNITIES: AN 
EIGHT-POINT AGENDA 
As countries prepare to take on the post-2015 
agenda, all public and private actors must begin 
thinking through the roles they can play and 
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the resources they can marshal toward the 
transformation to a more sustainable world. Some 
starting points could be the following.

1.  Supranational forums: coordinate 
through official regional and 
global measures

Supranational coordination delivers benefits  within 
and across countries. It is a precondition for 
sustaining and financing cross-border public goods. 
The UN regional and subregional platforms will have 
important roles. Priorities include the following: 

tackle gaps and mismatches in tax rules. This will 
be important to prevent losses from illicit financial 
flows and tax evasion. Regional platforms could 
assist with measures such as adopting cross-border 
regulatory measures, information sharing, and tax 
inspections.

Leverage subregional financial mechanisms for 
pooling resources. Such arrangements could help 
close capacity gaps. For example, they could assist 
the Pacific island countries in building collective 
capacities to negotiate contracts with extractive 
industries and foreign investors.

explore a subregional financial transaction  tax. 
This could be included in current ASEAN 
deliberations over a common market, taking into 
account lessons learned in countries that have some 
experience in operating such instruments. 

build agreement on a comprehensive regional 
statistical measure with identified indicators 
to track all finance for development from 
multilateral and bilateral channels. This would 
enable transparent monitoring of a broad array 
of official sources in terms of commitments on 
quantity, quality, leveraging, and results, especially 
since the region is now home to countries that are 
both recipients and donors. Undertaken under the 
United Nations umbrella, it would ensure credibility, 
acceptance, and independence.

design common benchmarks, protocols, and 
indicators to track private and other nonofficial 
flows. A dashboard approach would allow monitoring 
of a diverse set of benchmarks and indicators under 
a common framework permitting comparability as 
well as customization. It could also help businesses, 
foundations, and the financial sector internally to 
clearly assess the development content of their 
investments. The United Nations could take a leading 
role, together with regional bodies, and joined by the 
private sector. 

verify odA and climate funding issues. Given the 
recent redefinition of ODA tracking, countries could 
coordinate efforts to gain understanding of the 
changes and their implications. Equally important 
is clarification to minimize concerns around double 
counting of international climate and development 
finance. Clear accounting protocols for climate 
finance, developed separately for adaptation and 
mitigation, along with support for country capacities, 
will go a long way in moving from uncertainty 
to  realistic expectations. Collective engagement 
could encourage the sharing of experiences and 
knowledge across countries and regions.

2.  National governments:  
set the pace through policy

National governments are the main decision makers 
in guiding the strategic direction of sustainable 
development. For the post-2015 agenda, mobilizing 
domestic resources, building private sector 
engagement, and exploring bottom-up solutions 
to financing, including through municipalities, will 
likely be key policy thrusts. Among the priorities are 
the following:

expand the foundation of domestic resources. Tax 
reforms should be progressive and geared toward 
greater inclusion, while including the currently 
hard-to-tax sectors as well. They should also 
stress efficient collection and toughen restrictions 
on illicit outflows. A balanced array of nontax 
measures would avoid perverse incentives, and 
could contribute to equity such as through waivers 
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for poorer citizens. Benchmarks for tax–GDP ratios 
could be considered, and adjusted for very small 
economies and others with structural bottlenecks.

develop risk management instruments to protect 
resources. These could reduce losses from various 
crises, as well as the diversion of funds meant 
for development. Principles of resilience should 
be embedded in all development decisions, and 
supported by mechanisms such as regulatory 
requirements for disaster impact assessments as 
part of project design. Fiscal management of residual 
risk should be enhanced though instruments such as 
contingent loan arrangements, parametric insurance 
tools, and catastrophe bonds.

Use odA to leverage private and fiscal resources 
for sustainable development. These funds, 
especially in middle- and upper middle-income 
countries, could be part of defining how large 
untapped monies from insurance premiums, pension 
funds, and remittances might be channeled into 
investments with public benefits. Fragile and poorer 
states need to continue applying ODA primarily for 
basic development, and should also consider other 
forward-looking options simultaneously.

galvanize private sector engagement in new ways. 
Better understanding of business incentives and how 
these might coincide with national interests, across 
the economic, social, and environmental pillars of 
sustainable development, could inform deeper, 
more productive engagement with the private 
sector. Also important is a trustworthy regulatory 
environment, including on contract enforcement; 
the development of high-quality projects that attract 
investor interest; and regulatory nudges informed by 
behavioral economics.

build a financial leveraging capacity framework. 
This could assess all available financial 
intermediaries and tools to leverage financing, and 
pinpoint capacity issues that must be addressed.

strengthen data and statistics departments. 
These can provide evidence to support monitoring, 

planning, reporting, and high-quality decision 
making around the best use of resources. It can 
also be important to strengthen supreme audit 
institutions and establish a research data pool.

create monitoring and evaluation frameworks for 
private sustainable development finance. Concerns 
about the lack of transparency and accountability with 
some private philanthropic contributions as well as 
PPPs underline the need for developing a framework 
of indicators for private flows. Early steps might focus 
on infrastructure and human needs. 

self-assess and analyze policy instruments. 
Knowing what has worked or not, including 
across changing political leadership, contributes 
significantly to the most efficient use of resources. 
Repeating mistakes or failing to advance effective 
solutions are otherwise often significant obstacles 
to sustainable development.

commit to making municipalities ready to draw 
in financing. As part of processes of devolution and 
decentralization, national governments can update 
regulations and initiate measures to help local 
governments develop administrative, planning, and 
other capacities to raise and spend their own funds. 
Central transfer systems should not be geared only 
to meeting deficits, as that undercuts incentives to 
raise local resources and spend effectively.

3.  Municipalities: build solutions 
from the bottom up 

With unprecedented urbanization, responsibilities for 
both finance and decision making shall increasingly fall 
on subnational governments. Municipal leaders are 
closer to citizens and can develop workable, bottom-
up solutions to financing that cater directly to local 
needs. Priorities include the following:

increase tax and nontax bases. Increasing 
own-source revenues will be paramount for 
municipalities. These can include effective 
collection of a balanced variety of fees, fines, levies 
for service rendered, and taxes on immovable 
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property. Different sources should be assessed 
in terms of sustainability, avoiding, for instance, 
perverse incentives that lead to the unsustainable 
use of land or other resources.

nurture market options for municipal financing. 
In addition to developing mechanisms to access 
financial markets, municipalities should build the 
right capacities for risk assessment, planning, and 
management. This can be done in stages, starting 
with stronger municipalities identified as the priority, 
to build the experience. For selected municipalities, 
borrowing through bonds can be explored, including 
options for cofinancing. 

tailor PPP frameworks and contracts based 
on local needs. With the right capacities, PPPs 
for projects such as schools or health facilities 
can widen options in identified cases. These 
need to apply appropriate safeguards, based 
on sound risk management, and could be used 
for local infrastructure and services that deliver 
verifiable sustainable development returns. 
Customized contracts should factor in all relevant 
regulatory issues, time frames, liabilities, and any 
factors related to sustainability. Building project 
management capacities will be key.

make links across sectors early in project 
design. Sustainable development requires linking 
different economic, social, and environmental 
issues; developing analytical tools to capture these 
connections can improve the quality and impact 
of local projects. Further benefits can come from 
involving diverse stakeholders in project design and 
implementation, since they can contribute different 
perspectives and identify additional factors that 
cross issues and sectors. 

4.  Business leaders: become more 
of a force for good 

Actions by businesses, foreign and domestic, 
will impact sustainable development positively 
and negatively. They can make contributions on 
multiple levels, from adjusting business operations 

to more sustainable paths, to engaging in PPPs, 
to providing philanthropy and calling for clear 
guidelines on assessing development impacts of 
their activities. All of these measures maximize 
benefits when they are internalized in business 
models, where they stand a chance of lasting over 
time. Priorities include the following: 

consider new orientations for business models 
and operations. These would build on awareness 
of the benefits of sustainable development for the 
private sector. Businesses need a well-educated, 
healthy workforce, and people with enough income 
to purchase their goods. Environmental resources 
are essential for many industries to operate. Doing 
business while doing good can be attractive to 
employees and consumers. New ways of calculating 
the bottom line could take account of issues 
like these, as in choices to extend products to 
marginalized areas even if returns are slightly lower, 
or to invest in technology to appropriately manage 
industrial waste. 

Ask forums such as chambers of commerce 
and other business platforms to exercise 
leadership in raising awareness. These entities 
could promote the different roles of business 
in sustainable development, and instill positive 
incentives by tracking, publicizing successes, and 
building consensus around voluntary targets. They 
could sponsor innovative pilot solutions, and share 
information and experiences. Such forums can 
also consolidate inputs and opinions on developing 
national indicators to measure private funding 
contributions to sustainable development. 

call on business schools to teach new skills to the 
next generation. Business schools could integrate 
environmental and development concepts across 
their curricula, so that in the future, sustainable 
development is integral to doing business, not 
an add-on. This also applies to other forms of 
professional education, such as architecture and 
engineering, where graduates can learn to develop 
infrastructure projects that meet human and 
environmental needs.
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Promote the share of women in the formal sector 
and business leadership. Strengthen systems  for 
search, selection, rewards, and recruitment to 
support gender parity in the formal workplace. 
This would increase the pool of talent to choose 
from, and increase women’s contributions to 
domestic revenues, as compared with working in 
the informal sector. Sharing international practices 
and experiences from developing and developed 
countries could help expedite progress. 

engage with informed consumers to understand 
their interests. People in the Asia and Pacific 
region are increasingly concerned by issues such 
as pollution, environmental degradation, and 
social injustice. With the spread of new forms of 
communication, they are not only more and more 
well informed, but also actively sharing experiences 
and information. Businesses can be proactive 
in engaging with people in different markets to 
understand their concerns, and, where possible, 
respond to these in business practices. Benefits 
could accrue both in terms of sustainability and 
profitability, as consumers increasingly choose 
businesses they perceive as responsible.

make philanthropic projects more meaningful. 
These should avoid the tendency to become vanity 
or “latest issue” projects, favoring instead support 
for priorities that meet national and/or local 
development goals, and adhering to high standards 
of transparency and accountability to the public. 
The many new forms of philanthropy, including 
those that mix for-profit and not-for-profit business 
models, could be explored and expanded within 
the region, offering opportunities to share financial 
resources as well as innovations and expertise.

5.  Financial sector front-runners: 
move more money

Financial markets are designed to pump money 
toward financial gains, but now need to take 
sustainability considerations on board. Investments 
need to be assessed in terms of social and other 
goods, longer-term investments, and externalities 

such as emissions that are still sidelined in profit 
calculations. Among the priorities include the 
following: 

mobilize banking and financial services consortia 
to take proactive roles. They can help spread 
awareness among members of the need to blend 
market wants and development needs, call for 
developing and adhering to minimum sustainable 
development investments standards, and begin a 
process of dialogue and thinking around better-
balanced models of consumption and production. 
They can support efforts to develop new products 
that both align with sustainable development and 
increase financial services offerings.

identify financing instruments for economically 
and ecologically sound infrastructure. Low-
carbon infrastructure and climate-resilient options 
are important to all countries, while cities that 
face increasing mobility challenges for people and 
vehicular traffic need transportation options—
priorities to be considered. Where much of the action 
needed is at subnational levels, as part of developing 
the market for public bonds, the financial services 
industry could work with municipal associations on 
processes related to preparing municipalities for 
floating bonds.

encourage tracking of the impacts of financial 
activities. Banks, financial services companies, 
and consortia could begin developing common 
indicators to measure the sustainable development 
dimensions of investments and services as well as 
corporate management practices. 

collaborate with governments on new instruments. 
An international financial transactions tax is an option 
to widen fiscal space for sustainable development. 
The  process of designing could benefit from some 
level of collaboration with the financial sector. 

Provide more inclusive services. An important 
starting point for the financial sector involves making 
services more inclusive, with potential benefits in 
terms of profitability and sustainable development 
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including strengthening gender-responsiveness 
and growth of women’s businesses New services 
could aim at reaching the large number of people in 
the region without access to banking or insurance, 
as well as municipalities seeking new financing 
options such as bonds. In banking, options include 
branchless and mobile banking. Fast-growing Islamic 
financial institutions offer a model of how to balance 
ethical principles with the bottom line.

6.   Influencers: generate and share 
knowledge to shape the agenda

Making money work for sustainable development 
requires influencers who contribute through 
knowledge, information, and advocacy. 
Independent think tanks have an important role. 
Informed citizens, the media, and consumers too 
can speak out on their expectations for sustainable 
development, making it worthwhile for business 
leaders and policy makers to pursue actions 
accordingly, and upping accountability for progress. 
Priorities include the following:

develop analysis and dialogue. National think tanks 
can assist in building knowledge-based awareness 
and capacities to make money work for sustainable 
development. They can generate analysis on new 
ways forward and solutions, provide technical 
options and guidance to complex challenges, 
convene different actors for dialogue, and advocate 
steps forward based on their findings. 

build data and benchmarks. Think tanks also have 
vital roles in developing benchmarks, principles, 
and indicators for new aspects in financing, such as 
those related to better leveraging financial markets 
to meet sustainable development priorities. This 
process can assist in building comparable and sound 
indicators for measuring impacts from all sources of 
development financing.

raise awareness and insist on accountability. 
A mature media and aware civil society can amplify 
voices calling for sustainable development, call 
attention to gaps, and widely disseminate solutions. 

They can call for holding both the public and private 
sectors accountable for every unit of money spent 
or not spent.

galvanize change from the bottom up. Informed 
citizens and consumers can mobilize around achieving 
sustainable development as benefiting them and their 
children, and in accordance with notions of fairness 
and care for common resources. This process could 
take many forms, among them consumer courts, class 
action suits, or online activism. 

7.   Donors: partner for 
development for all

International public finance is important on several 
counts. It signals donor commitment to the global 
development agenda, and most of the funds are 
directly programmable. For the region’s low-income 
countries, traditional ODA has been significant—
over 17% of development finance flows and around 
6% of GDP, as seen in Chapter 2.

review country classifications for official 
concessional finance. A reassessment of whether 
or not ODA allocations should be based primarily 
on income would be helpful. With more poverty 
and growing disparities in lower- and upper-
middle income countries, and crises and systemic 
deficits, country classification may take into 
account multidimensional poverty, accounting for 
deprivations that are not income based. Updating 
of grant terms and their implications would benefit 
from a dialogue with recipient countries.

support more strategic uses of international 
public finance. Use funds to anchor more domestic 
revenues in development results. Draw in private 
funds for large infrastructure projects through 
blended or pooled financing and risk mitigation. 
Contribute to strengthening capacities and 
systems, for example, for domestic revenues, the 
business environment, or policy development. Such 
funds can also be more responsive to challenges 
of a regional or global nature. They can address 
cross-border public goods, for example, in coping 



mAkING mONEY wORk94

with disasters and health emergencies, facilitating 
trade, improving technology access, establishing 
indicators and comparable data, and developing 
consensus around new sources of finance like the 
financial transaction tax. 

Provide clarity on alignment of climate and 
development finance. As more aid is needed to 
meet a more ambitious sustainable development 
agenda, including the challenges of climate change, 
more coordination on the availability and use of 
funds is necessary. Clarity around dollars allocated 
to bilateral aid and bilateral climate assistance to 
show overlaps and avoid double counting is key to 
understanding the basket of finance for climate. 

Assist in implementing benchmarks to measure 
the movement of new monies to development. 
A growing number of developing countries provide 
bilateral support. These new donors can use existing 
global and regional platforms to collectively improve 
data, policy coordination, and transparency to help 
aid recipients in better planning and effectively 
applying such support.

8.   Multilateral development banks: 
improve and extend support

Multilateral banks can have a significantly 
reinvigorated role, directly and through 
collaborations. They already help money work by 
funding, crowding in, mobilizing, and aggregating 
funds; managing risks; and lowering costs. They 
also help to draw in funds through technical 
assistance for project development and contribute 
to strengthening capacities. Priorities include the 
following:

strengthen financing opportunities above and 
below national levels. New directions will need to 
be discussed by the executive boards. One option for 
exploration is not being limited to “country clients.” 
Many investments will be at subnational, especially 
municipal, levels—a relatively underexplored 
business direction. Support for selected municipal 
financing could include assessing options for 

municipal borrowing, evaluating cofinancing, and 
leveraging national currency instruments. At the 
other end are opportunities for cross-border public 
goods. Regional or subregional multicountry projects 
could advance support for such infrastructure, as 
well as other human needs that have cross-border 
or multicountry dimensions. The  initiatives may 
contribute to the directions picked up by other 
international public finance sources.

Accelerate resource transfers. This requires 
instituting right timing mechanisms to provide a 
predictable stream of resources for countries to use 
toward sustainable development. “Frontloading” 
makes funds available at an early stage via bonds 
issued on international capital markets. Using 
backloaded cash assets as collateral enables 
borrowing from banks and capital markets for 
immediate liquidity. Banks can help governments 
put in place requisite conditions including policies 
that promote macroeconomic stability, laws that 
protect creditors and borrowers, local banking 
systems, and capital markets.

expand technical assistance. For countries to 
achieve sustainable development, they will need 
to develop the right capacities and a pipeline 
of finance-ready projects. The multilateral 
development banks, donors, the United Nations, 
and other development partners can cultivate their 
own capacities to provide high-quality technical 
assistance covering new forms of financing that 
might come from FDI flows, the insurance industry, 
and sovereign wealth and pension funds. 

ensure best practices in environmental and 
social safeguards and procurement. Given the 
region’s huge infrastructure funding needs, the 
recent establishment of the Asian Infrastructure 
Investment Bank and the New Development Bank 
is understandable. While the new multilateral 
banks have yet to start operations, they as well as 
the established ones can contribute to sustainable 
development directly and indirectly through 
projects that embed international best practices in 
safeguards and procurement. 
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Further strengthen coordination and alignment. 
This entails continued strengthening of working 
relationships among the multilateral development 
banks, particularly in providing financial and 
nonfinancial support. Country-level coordination, 
including with other development partners, would go 
a long way in easing the burden of managing multiple 
partners for the same development challenges in 
smaller countries. There is already a consensus on 
this among the multilateral development banks, 
demonstrating a healthy direction.

mAkING mONEY wORk
Money is available in the Asia and Pacific region to 
put all countries and all people within them on paths 
of development that can be sustained for the longer 
term. For money to work toward that end, however, 
decision makers, those who influence them, and 
people in many different walks of life have to make 
the right choices. They have to move beyond 
fragmented thinking—and fragmented finance. 

Sustainable, inclusive development is about 
integrating all the issues that matter for human and 
planetary well-being, which is why every dollar has 
to count toward it. Failing to see and act on the links 
will be to court a bleak future. 

Harnessing capital and developing capacities under 
a coherent framework for financing that connects 
people, challenges, and money will not be easy. 
The  process will involve trade-offs and thinking 
carefully through the alignment of diverse incentives. 
Serious questions lie ahead about who can consume 
and how much, who is responsible for which changes 
and to what degree, who needs to give more, and 
who needs to get more. Decisions makers in both 
the private and public spheres need to inspire and 
lead by example, while people at all levels can infuse 
a sense of urgency through informed calls for action 
and accountability. In the end, making money work 
for sustainability may prove to be the investment 
with the greatest possible return. 

Figure 5.1:  building an integrated financing framework 

Source
Cost INTERNATIONAL

PUBLIC
(Concessional)

PRIVATE
(Market)

SUPRANATIONAL

 

Human needs

Infrastructure

Cross-border
public goods

Capacities

Enabling
environment

SUSTAINABLE
DEVELOPMENT
INVESTMENTS

SUBNATIONAL NATIONAL

Supranational forums
National governments

Municipalities
Business leaders

Financial sector frontrunners
Influencers

Donors
Multilateral development banks

LOCAL

Capital to pump funds Capacity to attract funds

�  ODA: grants and loans
�  External borrowings
�  Climate finance
�  Global vertical funds
      –  Global health funds 
      –  Infrastructure funds
      –  Disaster risk reduction funds

�  Fiscal sources
      –  Tax
      –  Nontax
�  Sovereign wealth funds
�  Domestic borrowing

�  Gross domestic savings
�  Private businesses

DOMESTIC

�  Foreign direct investments
�  Portfolio equity
�  Bonds
�  Remittances 

�  CSR, philanthropy, and private aid
�  Social impact investments
�  Public–private partnerships
�  Pension and insurance funds

BLEND

Note: The entries are illustrative. Some sources of funds can fit under multiple categories. The classification of sustainable development investments presented should be 
seen as synergistic rather than mutually exclusive.
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APPENDIX 1

ADB Regional Members

Classification of ADB Developing Membersa WB Classification according to Income Groupsd

WB Operational 
Lending 

Categoriese United Nations Classifications

Group A
 (ADF only)

Group B 
(Blend) FCASc

Group C 
(OCR only)

Low
<=1,045

Lower-middle
1,046–4,125

Upper-middle
4,126–12,745

High 
income

>12,745 ID
A

Bl
en

d

IB
RD Least 

Developedf

Small Island 
Developing 

Landlocked 
Developing 

Developing 

 1. Afghanistan      

 2. Armenia    

 3. Azerbaijan    

 4. Bangladesh    

 5. Bhutan     

 6. Brunei 
Darussalam



 7. Cambodia    

 8. China, People’s 
Republic of

  

 9. Cook Islands  

10. Fiji    

11. Georgia   

12. Hong Kong, 
China



13. Indiab   

14. Indonesia   

15. Kazakhstan    

16. Kiribati      

17. Korea, 
Republic of

 

18. Kyrgyz Republic    

19. Lao PDR     

20. Malaysia   

21. Maldives    

22. Marshall Islands     

23. Micronesia, 
Federated 
States of

   

24. Mongolia    

25. Myanmar     

26. Nauru   

ClAssIfICAtIoN of ADB MEMBErs

continued next page



ClAssIfICAtIoN of ADB MEMBErs 107

ADB Regional Members

Classification of ADB Developing Membersa WB Classification according to Income Groupsd

WB Operational 
Lending 

Categoriese United Nations Classifications

Group A
 (ADF only)

Group B 
(Blend) FCASc

Group C 
(OCR only)

Low
<=1,045

Lower-middle
1,046–4,125

Upper-middle
4,126–12,745

High 
income

>12,745 ID
A

Bl
en

d

IB
RD Least 

Developedf

Small Island 
Developing 

Landlocked 
Developing 

27. Nepal     

28. Pakistan   

29. Palau    

30. Papua New 
Guinea

   

31. Philippines   

32. Samoa     

33. Singapore  

34. Solomon Islands      

35. Sri Lanka   

36. Taipei,China

37. Tajikistan    

38. Thailand   

39. Timor-Leste      

40. Tonga    

41. Turkmenistan    

42. Tuvalu      

43. Uzbekistan    

44. Vanuatu     

45. Viet Nam   

Developed 

46. Australia 

47. Japan 

48. New Zealand 

Asia and Pacific

 Number 17 13 9 10 6 20 12 7 13 16 12

  Percent to World  17.6  40.0  21.8  9.3  26.5  28.1  38.7 

World 34 50 55 75 49 57 31

ADF = Asian Development Fund, FCAS = fragile and conflict-affected situations, GNI = gross national income, IBRD = International Bank for Reconstruction and 
Development, IDA = International Development Association, Lao PDR = Lao People’s Democratic Republic, OCR = ordinary capital resources, WB = World Bank.
a  ADB uses a classification system to determine the eligibility of developing members to borrow from OCR or the ADF, which provides grants and loans on concessional 

terms. Developing members are classified based on two main criteria: GNI per capita, and creditworthiness. Group A countries have access to ADF only; Group B or 
blend countries, to both ADF and OCR, and Group C to OCR only. Classification as of 20 February 2015.

b Currently with no access to ADF.
c  Developing members facing fragility and conflict—circumstances that complicate economic development, and might include political instability, weak governance, 

economic insecurity, domestic or international conflict, ethnic tensions, vulnerability to natural disasters, or a confluence of these factors.
d World Bank income categories based on GNI per capita in 2013. Income groups classification is for fiscal year 2015 of the World Bank.
e  IDA economies are those with low per capita incomes that lack the financial ability to borrow from the IBRD. Access to IBRD loans is determined primarily by a country’s 

per capita income and creditworthiness. Blend economies are eligible for IDA and IBRD loans because they are financially creditworthy.
f  Decided by the United Nations Economic and Social Council based on certain thresholds with regard to per capita GNI, a human assets index, and an economic vulnerability index.

Classification of ADB Members continued
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APPENDIX 2
PROPOSALS FOR THE POST-2015 
DEVELOPmENT GOALS

The post-2015 global sustainable development agenda will attempt to integrate three pillars—the 
economy, society, and environment—and guide progress through a series of universal goals, targets, 
and indicators. The chart compares different goals proposed during the process of preparing the post-

2015 agenda, including in the Asia and Pacific Regional  MDG Report 2012/13. Regional perspectives are 
consistent with global goals proposed by the High-Level Panel of Eminent Persons and the United Nations’ 
Open Working Group; views from the region, however, segregate guiding principles that apply to all goals 
from the more outcome-oriented goals to be monitored under a framework of goals, targets, and indicators. 
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comPArison oF Post-2015 goAL ProPosALs

open Working group on sustainable development goalsa 
[July 2014]

http://sustainabledevelopment.un.org/focussdgs.html

 1.  End poverty in all its forms everywhere
 2.  End hunger, achieve food security and improved nutrition, and 

promote sustainable agriculture
 3.  Ensure healthy lives and promote well-being for all at all ages
 4.  Ensure inclusive and equitable quality education and promote 

lifelong learning opportunities for all
 5.  Achieve gender equality and empower all women and girls
 6.  Ensure availability and sustainable management of water and 

sanitation for all
 7.  Ensure access to affordable, reliable, sustainable, and 

modern energy for all
 8.  Promote sustained, inclusive, and sustainable economic growth; 

full and productive employment; and decent work for all
 9.  Build resilient infrastructure, promote inclusive and sustainable 

industrialization, and foster innovation

10.  Reduce inequality within and among countries
11.  Make cities and human settlements inclusive, safe, resilient, and 

sustainable
12.  Ensure sustainable consumption and production patterns
13.  Take urgent action to combat climate change and its impacts
14.  Conserve and sustainably use the oceans, seas, and marine resources 

for sustainable development
15.  Protect, restore, and promote sustainable use of terrestrial 

ecosystems; sustainably manage forests; combat desertification; 
halt and reverse land degradation; and halt biodiversity loss

16.  Promote peaceful and inclusive societies for sustainable development; 
provide access to justice for all; and build effective, accountable, and 
inclusive institutions at all levels

17.  Strengthen the means of implementation and revitalize the global 
partnership for sustainable development

High-Level Panel of eminent Personsb

[may 2013]
www.un.org/sg/management/pdf/HLP_

P2015_report.pdf

sustainable development solutions networkc

[June 2013, revised July 2014]
www.unsdsn.org/wp-content/

uploads/2015/02/140522-sdsn-indicator-
report-mAY-FinAL.pdf

Perspectives from Asia and the Pacific 
(regional mdg report)d

[2013–2014]
www.adb.org/publications/asia-pacific-

aspirations-perspectives-post-2015-
development-agenda

 1. End poverty
 2.  Empower girls and women and achieve 

gender equality
 3.  Provide quality education and lifelong 

learning
 4. Ensure healthy lives
 5.  Ensure food security and good nutrition
 6.  Achieve universal access to water and 

sanitation
 7.  Secure sustainable energy
 8.  Create jobs, sustainable livelihoods, and 

equitable growth
 9.  Manage natural resource assets sustainably
10.  Ensure good governance and effective 

institutions
11.  Ensure stable and peaceful societies
12.  Create a global enabling environment and 

catalyze long-term finance

 1.  End extreme poverty including hunger
 2.  Achieve development within planetary 

boundaries
 3.  Ensure effective learning for all children and 

youth for life and livelihood
 4.  Achieve gender equality, social inclusion, 

and human rights
 5.  Achieve health and well-being at all ages
 6.  Improve agriculture systems and raise rural 

prosperity
 7.  Empower inclusive, productive, and 

resilient cities
 8.  Curb human-induced climate change and 

ensure sustainable energy
 9.  Secure ecosystem services and biodiversity 

and ensure good management of water, 
oceans, forests, and natural resources

10.  Transform governance and technologies for 
sustainable development

 1. Zero income poverty
 2. Zero hunger and malnutrition
 3. Gender equality
 4. Decent jobs for all of working age
 5. Health for all
 6.  Improved living conditions with a focus on 

the poor (water, sanitation, and electricity)
 7. Quality education for all
 8. Livable cities
 9.  Environmental responsibility and natural 

resources
10. Disaster risk reduction
11.  Accountable and responsive governments
12. Stronger development partnerships

a  The Open Working Group’s first phase of work (March 2013–February 2014) produced 19 focus areas, which consolidated views from stocktaking and discussions with 
experts, UN member states, and other stakeholders. The second phase (February–September 2014) trimmed the goals to 17, which are now part of final negotiations for 
an outcome document expected to be agreed at a UN summit in September 2015. 

b  The High-Level Panel’s report, A New Global Partnership: Eradicate Poverty and Transform Economies through Sustainable Development, was submitted to the UN Secretary-
General on 30 May 2013. The panel was cochaired by President Susilo Bambang Yudhoyono of Indonesia, President Ellen Johnson Sirleaf of Liberia, and Prime Minister 
David Cameron of the United Kingdom, with leaders from civil society, the private sector, and government.

c  The network’s Leadership Council delivered its report, An Action Agenda for Sustainable Development, to UN Secretary-General Ban Ki-moon on 6 June 2013. A draft 
100-indicator framework, Indicators for Sustainable Development Goals, was proposed in February 2014 and shared for public consultations that concluded in March 2014. 

d  Report prepared under the partnership (ongoing since 2004) of the Asian Development Bank, UNESCAP, and UNDP, Supporting the Achievement of the Millennium 
Development Goals in the Asia and Pacific Region.
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APPENDIX 3
ADB’S STRATEGIC AND OPERATIONAL 
ALIGNmENT wITH THE POST-2015 AGENDA

As the Millennium Development Goal (MDG) timeline ends in 2015, the international community 
is expected to ratify a new development agenda that will demand stronger effort to track not only 
the levels of development gains but also their distribution within and across generations while 

also addressing environmental challenges. To this end, the Asian Development Bank (ADB) continues to 
complement its financial operations with efforts to strengthen its institutional capacity as well as the policy 
environments and capacities in its developing member countries.

the midterm review of Adb’s corporate strategy 2020 confirms alignment. ADB prepares for the post-
2015 agenda in line with priorities identified in the Strategy 2020 Midterm Review. The review concludes 
that Strategy 2020 remains valid and relevant in its broad strategic directions to address the development 
challenges of a transforming Asia and Pacific. ADB’s 10 strategic priorities are (i) poverty reduction and 
inclusive economic growth, (ii) environment and climate change, (iii) regional cooperation and integration, 
(iv)  infrastructure development, (v) middle-income countries, (vi) private sector development and 
operations, (vii) knowledge solutions, (viii) financial resources and partnerships, (ix) delivering value for 
money, and (x)  organizing to meet new challenges. These priorities respond to the future agenda in an 
integrated manner and will help increase ADB’s relevance, efficiency, and effectiveness in its developing 
member countries.

enhancing Adb’s financial capacity for reducing poverty in Asia and the Pacific approved by the board 
of governors. ADB is enhancing its capacity to supply finance for eradicating poverty and sustainable 
development. The Board of Governors have approved a groundbreaking initiative to combine the lending 
operations of the Asian Development Fund (ADF) with the bank’s ordinary capital resources (OCR) balance 
sheet effective in January 2017. The proposal will retain ADF as a grant-only operation and concessional 
lending to poor countries eligible for ADF loans will continue from OCR on same terms and conditions as 
current ADF loans. This would increase OCR equity from a projected $18 billion to $53 billion and, at the 
same time, enable ADB to raise lending operations in developing member countries (DMCs) to between 
$15  billion–$18 billion annually, up from the current level of $13 billion. ADB’s expanded resources will 
increase support to poor countries, enhance risk bearing capacity and support for private sector operations, 
and strengthen preparedness for any future economic crises or natural disasters. 

Adb plans to increase financing for basic needs, and continue to support infrastructure and cross-
border public goods. Infrastructure investments of ADB, which will account for 68% of sovereign operations 
in 2015–2017, help support jobs, expands economic opportunities, and provides access to basic services 
such as electricity, water supply and sanitation, education, and health. These will be complemented by an 
increased share of education in total financing from 3% to 6%–10% and in health from 2% to 3%–5%. ADB will 
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also expand regional connectivity by supporting cross-border infrastructure investments and connecting 
economic hubs to increase trade and commercial opportunities. It will also support regional public goods, 
including effective regional responses to climate change and control of communicable diseases.

ADB also continues to address gender gaps including through investments in girls’ education, employment, 
and income-earning opportunities. ADB will provide greater financial and technical assistance to DMCs for 
pursuing environmentally sustainable growth through clean energy investments, increasing assistance for 
sustainable transport, scaling support for climate adaptation, promoting natural resources management, and 
strengthening integrated disaster risk management.  

the Asia Pacific Project Preparation Facility (AP3F) strengthens capacity to attract money toward 
sustainable development. The AP3F, approved in November 2014, is a multidonor trust fund that encourages 
private sector participation in infrastructure by adopting a more consistent and higher-quality approach to 
public–private partnership (PPP) project preparation development and transaction advice across the region. 
ADB uses the fund to prepare, structure, and place in the market projects structured with the objective of 
promoting PPPs and to help crowd in private investment to infrastructure projects in the region. 
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Adb enhances capacity of dmcs to access climate finance, 
including the green climate Fund (gcF).1 Over the last 4 years, 
ADB has channeled a little over $3 billion in climate finance per 
annum, amounting to around 20% of ADB’s total annual financing. 
ADB continues to collaborate with its developing member countries 
to access internationally available climate finance by developing and 
implementing country investment plans for the Climate Investment 
Funds and implementing projects funded through the Global 
Environment Facility. ADB’s technical assistance supports scaling up 
climate change investments by strengthening domestic capacities 
to access finance, identifying priority investment projects, and 
conceptualizing financing strategies that will take into account the 
Green Climate Fund (GCF). 

Going forward, as one of the first GCF-accredited entities, ADB will 
assist governments and businesses to access and to implement GCF-
financed projects, undertaking projects of all sizes in all categories. 
Building awareness for existing and new climate finance sources, 
and sharing best practice experiences of accessing climate finance 
among DMCs, is another important part of ADB’s work. ADB also has 
established trust funds and facilities such as the Clean Energy Financing 
Partnership Facility and the Urban Climate Change Resilience Trust 
Fund, in partnership with select contributors. In accessing carbon 
markets, ADB has successfully managed two carbon funds (Asia 
Pacific Carbon Fund and the Future Carbon Fund) and recently agreed 
to establish the Japan Fund for Joint Crediting Mechanism at ADB. 

Finally, for private sector mobilization, ADB has launched Asia Climate Partners, a $400 million joint venture 
to make private equity investments in environment- and climate-friendly companies and transactions. ADB 
has also established the $81.5 million Canadian Climate Fund for the Private Sector in Asia that will blend 
concessional resources with ADB’s private sector operations for both mitigation and adaptation. Recently, 
ADB has raised $500 million through the issue of its first-ever green bond to support investments in climate 
mitigation and climate resilience.

results-based orientation incorporated in Adb’s lending programs. ADB introduced a results-based 
lending modality for programs on a pilot basis for 6 years effective 6 March 2013. This supports government-
owned sector programs, and links disbursements directly to the achievement of results. The initiative has 
the support of ADB shareholders because it enables ADB to offer a new and more flexible results-based 
modality, complementing existing investment lending and policy-based lending modalities. Results-
based lending incorporates many elements of the development community’s consensus on development 

1 The GCF was launched as a financial mechanism at the 17th session of the Conference of the Parties of the United Nations 
Framework Convention on Climate Change in Durban, South Africa, in December 2011. It aims to help prevent dangerous climate 
change and to promote, within the context of sustainable development, the shift toward low-emission and climate-resilient 
development pathways by providing support to developing countries to limit or reduce their greenhouse gas emissions and to adapt 
to the impacts of climate change.
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effectiveness such as the stronger focus on results, using and strengthening country systems, supporting 
government ownership, and enhancing development coordination and harmonization. In the Strategy 2020 
Midterm Review, there is a plan to expand the use of results-based lending to finance government programs 
and for policy, institutional, and regulatory reforms to boost the effectiveness of public sector institutions.

Results-based lending presents another modality apart from Adb’s policy-based lending which is in the 
form of budget support in conjunction with structural reforms, development expenditure programs, and 
balance-of-payments assistance during economic and financial crises. Policy changes that improve growth 
prospects and economic efficiency are the basis for policy-based lending to a DMC. In general, policy-based 
loans (i) are linked to the implementation of policy reforms, and are disbursed quickly; and (ii) have sector-
wide and economy-wide impact. 

Finance++ packages finance, leverage, and knowledge into an integrated approach. Complementing 
finance with a combination of advisory services, capacity development, grants, loans, equity, and guarantee 
is even more important for the post-2015 agenda. Through this approach, ADB will seek to further maximize 
the development value of its investments in serving both public and private clients. 
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