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PREFACE
Preface
I am happy to encourage a wide readership for this volume, but I must note at the outset that its

very title conveys ambiguity. Describing the new Sustainable Development Goals as “business

opportunities” for those pursuing profit could be interpreted by some readers as encouraging the

exploitation of the world’s most severe problems for personal gain. No one involved in this project

intends to encourage exploitation; but this ambiguity is inherent, not only in the title of this volume,

but more widely in the growing enthusiasm for private sector solutions to grave public problems. This

ambiguity is worth addressing head on.

Personally, I have made it a principle to pursue my self-interest in business and to be guided by

the public interest as a philanthropist and public citizen. It is my belief that if my self-interest is in

conflict with the public interest, the latter ought to prevail. And so I do not hesitate to advocate

policies that are in conflict with my business interests.

The Sustainable Development Goals (SDGs) represent an unprecedented articulation of

the “public interest” at a global scale for all the peoples of the world. As such they force us to

ask ourselves difficult questions about how we do business. Yes, there are countless business

opportunities that could advance the self-interest of thousands of entrepreneurs and investors while

also advancing the SDGs. By the same token, however, the SDGs also help us identify where we have

an opportunity to better regulate and restrain the pursuit of personal profit through public policy,

international agreements and stricter business norms. The articulation of the public interest in the

SDGs can, in short, reveal both where self-interest aligns with the greater good, and where they

conflict. The need here is to encourage private business activity where they align, and better regulate

it where they conflict.

These are the true “business opportunities” that the SDGs offer. They invite us to address the

question: how can those of us in business contribute to the achievement of these goals as investors,

entrepreneurs and executives? All of us share the need for healthy and stable economies, fair and

well-governed societies, well-regulated value chains in trade, mitigation of climate change, world

peace, and respect for human rights. This volume explores how the private sector can be a powerful

actor in promoting the achievement of such common aims, and where it must exercise restraint. In

this respect, the public good should be both the limiting factor in encouraging those who act in their

own self-interest, and the goal for those who seek to act in the collective interest of society. We must

avoid not only the obvious scourge of corruption in this effort, but the danger of exploitation. We

must seek to not only do more good, but also ask ourselves where we can do less harm.

Given the scale of the problems the world is facing, and the unprecedented levels of global

inequality, these questions are not only important, but urgent. Business must play its part.

Governments and multilateral institutions who steward resources on behalf of us all, must play their

part. Regulators at local, national and international levels must play their part. Collectively we can

mobilise financial resources at historic scales to implement a wide range of development efforts. But
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016 3



PREFACE
sustainable global progress cannot be achieved through monetary means and investment alone. It is

vital that capacity is strengthened in individuals and in the institutions of civil society to play a vigorous

part in carrying out such a transformation, including the thoughtful regulation of business activity.

I encourage anyone interested in development or business to read this report and to take to heart

the challenges, and the opportunities, that it explores.

George Soros
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 20164



FOREWORD
Foreword

In September 2015, the United Nations General Assembly adopted the universal 2030 Agenda for Sustainable

Development and its 17 Sustainable Development Goals (SDGs). These goals spell out the challenges we need to

ensure the sustainability of our planet, and to ensure prosperity and equity for all. To achieve these goals, the

participation of the private sector is essential.

In 2015, official development assistance (ODA), at USD 132 billion, reached record levels, despite

budgetary constraints in many OECD countries. Yet in recent years, only 30% of total ODA has been for the least

developed countries, the lowest share since 2006. We need financial resources far beyond today’s ODA to move

from billions to the trillions required to finance the global goals.

It is fundamental to ensure that public funds are spent in a smart and strategic manner to cover the

increasingly complex demands of sustainable global development, and this includes using them to mobilise

private finance.

More must be done on all these fronts. Success in reaching the global goals will depend not only on the

quantity of funding that is made available. More than ever, better investments are needed. The private sector

can be a powerful actor in promoting sustainable development in ways that go far beyond funding. Companies

provide jobs, infrastructure, innovation and social services, among others. Development co-operation can help

unlock the potential of such investment. Sound public policies and good governance across the board play a

crucial role in shaping the quality of investment. This includes efforts to promote responsible business conduct,

high-quality jobs and environmental sustainability, for example.

The Development Co-operation Report 2016: The Sustainable Development Goals as Business

Opportunities draws on OECD expertise, experience and policy work to explore numerous ways of helping to

make the SDGs reality. It examines the potential and challenges of social impact investment, blended finance

and foreign direct investment. It also provides guidance on responsible business conduct and the mobilisation

and measurement of private finance to achieve the SDGs. Finally, the report shares practical examples of how

business is promoting sustainable development and inclusive growth in developing countries.

To go from billions to trillions in sustainable development finance, and to do so in a way that is respectful

of the environment and of human needs and rights, will require inputs from across the board – from public and

private sources, and from all countries and communities. The OECD will continue to play its role in this

endeavour. This Development Co-operation Report 2016 illustrates our commitment to doing so.

Angel Gurría

OECD Secretary-General
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016 5
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ACRONYMS AND ABBREVIATIONS
Acronyms and abbreviations

AGID Advisory Group on Investment and Development
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DPRK Democratic People’s Republic of Korea

DRC Democratic Republic of Congo

EU European Union

EUR Euro

FDI Foreign direct investment
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GOVNET Network on Governance

ICD Islamic Corporation for the Development of the Private Sector

ICT Information and communication technology

IFC International Finance Corporation

ILO International Labour Organization

KFAED Kuwait Fund for Arab Economic Development

LDC Least developed country

LDCF Least Developed Countries Fund

LMIC Lower middle-income country

NGO Non-governmental organisation

ODA Official development assistance

OECD Organisation for Economic Co-operation and Development

PPP Public-private partnership

SDG Sustainable Development Goal

SME Small and medium enterprise

TOSSD Total official support for sustainable development

UAE United Arab Emirates

UMIC Upper middle-income country

UN United Nations

USD United States dollars

WBG World Bank Group

WP-STAT Working Party on Development Finance Statistics
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Editorial
by

Erik Solheim, Chair of the OECD Development Assistance Committee

In 2015, when world leaders adopted the Sustainable Development Goals, we committed to the most

inclusive, diverse and comprehensive and ambitious development agenda ever. By doing so, we

acknowledged that development challenges are global challenges. The new global goals represent a

universal agenda, applying equally to all countries in the world.

The year 2015 was the best in history for many people. We are taller, and better nourished and

educated than ever. We live longer. There is less violence than at any other point in history. Over the

past decades many countries, spearheaded by the Asian “miracles” – such as in Korea, the People’s

Republic of China and Singapore – have had enormous development success. By believing in the market

and the private sector, these nations have experienced strong economic growth and several hundred

million people have been brought out of poverty. The debate within the development community on

the importance of markets and the private sector is a thing of the past. The debate is won.

But based on astonishing success, we need to bring everyone on board. The 2030 aim is to

eradicate extreme poverty, but to do it in an environmentally sustainable way. Luckily – for the first

time in history – humanity has the capacity, knowledge and resources needed to achieve this. Never

before was this the case. The leaders of the past have never set such goals, nor did they have at their

disposal the policies and the resources to reach them. The Sustainable Development Goals cover the

economic, social and environmental dimensions of life. And they emphasise that increased

co-operation between the public and the private sector is vital to reach them.

Implementing the new Sustainable Development Goals will require all hands on deck, working in

concert to build on each other’s strengths. In this report we look at the opportunities for businesses

both to make money and do good for people and the environment. We must go beyond traditional

thinking that business revenues depend on destroying the environment. Smart investment in

sustainable development is not charity – it is good business and it opens up opportunities.

In developing countries, small and medium enterprises are considered the engine of growth. In

Asia, they make up to 98% of all enterprises and employ 66% of the workforce. Especially for green

growth, small and medium businesses can play an important role by acting as suppliers of and

investors in affordable and local green technologies. For instance, in Africa several businesses offer

“pay-as-you-go” solar energy to low-income households that do not have access to central resources.

Over the next 15 years, billions of dollars will be invested annually by the public and private

sectors. We need to make sure that this money creates jobs, boosts productive capacity and enables

local firms to access new international markets in a sustainable way. What’s more, these flows are

often coupled with transfer of technology that has positive and long-term effects.

This report cites the results of interviews with executives from 40 companies that had performed

above the industry average in terms of both financial and sustainability-performance metrics in various

sectors – including oil and mining, gym shoes, soup, cosmetics and telecommunications. The research
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demonstrates that sustainable action can contribute to increased efficiency and profits, gains above

and beyond their social and environmental benefits. The returns on capital include reduced risk,

market and portfolio diversification, increased revenue, reduced costs, and improved products.

We need to take these experiences further. The 17 Sustainable Development Goals represent a

pipeline of sustainable investment opportunities for responsible business. But fulfilling that potential

will mean ensuring that business does good – for people and the planet – while doing well

economically.

Although some countries are making progress, no country has achieved environmental

sustainability. The worse things get, the more difficult it will be to find solutions. We need to take

action now. There is more bang for every buck when profits are combined with bringing people out of

poverty, improving environmental sustainability and ensuring gender equality. For example:

● Ethiopia’s growth has benefited the poor and the country aims to become a middle-income country

without increasing its carbon emissions.

● Brazil has reduced poverty and equality while cutting deforestation by 80%.

● Costa Rica has revolutionised conservation by providing cash payments for people who maintain

natural resources. Forests now cover more than 50% of the country’s land, compared to 21% in

the 1980s.

● The Indonesian rainforests, the largest in Asia, are doing much better than recently. Deforestation

decreased for the first time in 2013 and the positive trend is continuing. The main palm oil

companies have made a no new deforestation pledge.

Poverty reduction can be green and fair. But we need to remember that neither developing nor

developed countries will sacrifice development for the environment. But development comes to a

stop if natural resources are exhausted, water continues to be polluted and soils are degraded beyond

manageable levels.

For those who do not benefit from all the success stories, it is necessary to identify and replicate

good policies that actually improve lives. Official development assistance is important for the least

developed nations and countries in conflict. Aid remains at a record high at USD 132 billion in 2015,

but private investments are more than 100 times greater than aid and more important for poverty

reduction and economic growth.

In order to make the most of private investments for sustainable development, it is fundamental

to know more about how much is being mobilised from the private sector as a result of public sector

interventions. In this report the OECD describes how it monitors and measures the amounts being

invested. The European Union found in 2014 that by blending public and private investments, EU

countries used EUR 2 billion in public finance grants to mobilise around EUR 40 billion for things like

constructing electricity networks, financing major road projects, and building water and sanitation

infrastructure in recipient countries. We should be inspired by this example to do more. Business

prospers when society prospers.

Each and every decision we take today related to private investment will have historic

implications. We must learn that more and better investment is possible. Balancing economic growth

with environmental sustainability is not only feasible – it is fundamental.

In this report we look at the opportunities the new Sustainable Development Goals offer for

doing good business, for profits, people and the planet. It offers guidelines and practical examples of

how all sectors of society can work together to deliver the 2030 Agenda. Investing in sustainable

development is not charity, it is smart. We just need to go ahead and do it.
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Executive summary

The year 2015 was a decisive year for sustainable development. With the adoption of the

2030 Agenda for Sustainable Development and its 17 Sustainable Development Goals (SDGs), the

world now has the most ambitious, diverse and universal development roadmap in history. The

Addis Ababa Action Agenda stressed the importance of using public investment instruments and

vehicles to leverage the unprecedented levels of private finance required to fund this agenda. And the

United Nations Climate Change Conference (COP21) in Paris confirmed the challenges of managing

climate change – and an unprecedented global commitment to do so.

These milestones have changed the face of development forever. To meet the challenges they

represent, the global community needs to move well beyond the approximately USD 132 billion provided

as official development assistance (ODA) in 2015. Investment needs for the SDGs in developing countries

are estimated to be in the order of USD 3.3 to 4.5 trillion per year. Limiting the global temperature increase

to 1.5°C above pre-industrial levels will require concerted action by all. Developed countries have

committed to mobilising USD 100 billion per year by 2020 to support developing country efforts.

At the same time, the new goals make it clear that the challenges of sustainable development are

no longer merely a question of what is happening in poor countries – they are challenges for us all. To

tackle these global and interlinked concerns, a diverse array of stakeholders will need to join forces –

with the private sector taking a pivotal position. In fact, achieving each and every one of the 17 SDGs

hinges on private sector involvement.

Investment in sustainable development is smart investment
The business case for the SDGs is strong. This Development Co-operation Report 2016 makes it clear

that investing in sustainable development is smart investment. Companies that introduce

sustainability into their business models are profitable and successful, with positive returns on

capital in terms of reduced risk, diversification of markets and portfolios, increased revenue, reduced

costs, and improved value of products. Increasingly, investments in developing countries – and even

in the least developed countries – are seen as business opportunities, despite the risks involved. On

the other hand, companies provide jobs, infrastructure, innovation and social services, among others.

This report explores five pathways for realising the enormous potential of the private sector as a

partner for delivering on the SDGs, providing the quantity and quality of investment needed to

support sustainable development.

Five pathways to the Sustainable Development Goals

1. Foreign direct investment is by far the greatest source of international capital flows to developing

countries and is considered one of the most development-friendly sources of private investment. It

can create jobs, boost productive capacity, enable local firms to access new international markets

and bring with it transfers of technology that can have positive long-term effects. Many are expecting

these flows to play a major role in filling the SDG financing gap. According to the United Nations

Conference onTrade and Development (UNCTAD), a concerted effort by the international community
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could help to quadruple foreign direct investment by 2030, especially in structurally weak countries.

There is, however, some cause for concern: global capital flows have started to decelerate, while

economic vulnerabilities are growing. Chapter 2 warns that a slowdown, or even reversal, in foreign

direct investment could have serious negative ramifications for both developing and international

investment markets. Framing development strategies around the complementary and mutually

reinforcing qualities of private investment and development co-operation can help to offset the

cyclic, changing nature of foreign direct investment trends. Tools such as the OECD Policy Framework

for Investment can help countries to improve business climates, creating conditions that increase

investment while maximising its economic and social returns.

2. New investment models can help mobilise financial resources to meet the challenges of

implementing the SDGs. Blended finance – using public funds strategically to provide, for instance,

de-risking instruments for private investors – can dramatically improve the scale of investment in

development. Blended finance offers huge, largely untapped potential for public, philanthropic and

private actors to work together to dramatically improve the scale of investment in developing

countries. Its potential lies in its ability to remove bottlenecks that prevent private investors from

targeting sectors and countries that urgently need additional investment. To accelerate social and

economic progress towards the SDGs, blended finance needs to be scaled up, but in a systematic

way that avoids certain risks. Chapter 3 takes a close look at the use of development and

philanthropic finance to unlock resources through blending mechanisms that have the potential to

transform economies, societies and lives. It notes that while the concept of blending public and

private finance in the context of development co-operation is nothing new, it has played a marginal

role so far.

3. Today’s development financing packages can be complex, with multiple actors involved. Chapter 4

of this report describes work underway to monitor and measure the mobilisation effect of public
sector interventions on private investment. This is expected to be an important element of the

new “total official support for sustainable development” (TOSSD) framework, which will provide

important information about financing strategies and best practices, helping to attract

development finance to support the SDGs. A recent OECD survey has confirmed the feasibility of

collecting and measuring data on the direct mobilisation effect of guarantees, syndicated loans

and shares in collective investment vehicles; work is underway to develop similar methodologies

for other financial instruments. Much work still remains to be done, however, in particular to find

ways of measuring the indirect – or “catalytic” – effect of public interventions on the achievement

of the global goals and in tackling climate change. The OECD is co-ordinating its efforts with work

underway in other fora to ensure coherence.

4. If development is to be truly sustainable and inclusive it must benefit all citizens – in particular the

poorest, most marginalised and vulnerable. This means looking at business through a new lens,

focusing on leaving no one behind and on empowering people to lead fuller, more productive lives.

Social impact investment has evolved over the past decade as an innovative approach to

increasing the benefits of business for the world’s poorest and most marginalised populations as

described in Chapter 5. Enterprises that generate measurable social as well as financial returns can

bring effectiveness, innovation, accountability and scale to development efforts. Public funds can

be used to strengthen and promote this type of investment by sharing risks, and also by supporting

a sound business environment, particularly in the least developed countries and in countries

emerging from conflict. These new business models can complement existing ones, especially in

areas not traditionally popular with business – but essential to the poor – such as education, health

and social services.
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5. For business to do good while doing no harm, the private sector must be held to the same

international transparency and accountability standards as all other actors. Chapter 6 looks at the

principles and standards of responsible business conduct and how following them can give

responsible businesses an advantage that benefits their bottom lines, while at the same time

producing positive results for people and the planet. Business and government have complementary

roles to play in implementing, promoting and enabling responsible business conduct. The OECD

Guidelines for Multinational Enterprises help to optimise their contributions, supporting the

development of responsible and accountable business practice to ensure that investment quantity is

matched by business quality to produce social, economic and environmental benefits. These

guidelines can enable business to make an important contribution to the SDGs in countries

worldwide, helping to raise the standard of living through the creation of fair and equal jobs, the

development of skills and technology, and more equitable distribution of wealth.

By following these pathways and working together, investors, governments, philanthropy,

institutions and civil society can make the most of converging interests and potential to unlock the

resources needed. This approach can provide accountability and transparency, at the same time

meeting business needs and expectations. And it can do so while ensuring that no one is left behind

and that the planet’s resources are conserved and even renewed. This report provides examples of

how the OECD is stimulating dialogue and creating opportunities for co-operation among the many

stakeholders involved in sustainable development. It also presents practical cases that illustrate how

businesses are already working to promote sustainable development and inclusive growth in

developing countries.

Many development agencies and bilateral and multilateral development finance institutions are

already engaging in new ways of sharing risks and reducing costs so as to leverage private finance for

sustainable development. Providers of development co-operation generally agree that mobilising

private resources for sustainable development needs to be “at the core of a modernised, reinvented

role for ODA”. In much the same way, in this era hallmarked by globalisation, rapid technological

advancement and competition for precious resources, it is important to remember that business

thrives when the world thrives. Doing good by doing well needs to be the new mantra of business for

sustainable development.
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Chapter 1

Overview: Putting sustainable development
at the core of business models

by
Christine Graves and Hildegard Lingnau, Development Co-operation Directorate, OECD

The authors would like to thank Valentin Lang for his contributions to early drafts of this chapter, and
Friederike Rühmann for her valuable background research.

Achieving the Sustainable Development Goals will require funding and co-operation
on an unprecedented scale, with the private sector holding a pivotal position. This
chapter asks how international co-operation can help to put sustainable
development at the core of business models. It looks at why these efforts must focus
on the quality as well as the quantity of private sector contributions, responding to
the challenges laid out at the beginning of the chapter: making sustainability
“business as usual”; creating conditions for good investment; building global
change from the bottom up; ensuring credibility, accountability and transparency;
and creating new multi-stakeholder partnerships. The chapter concludes with a set
of key recommendations.

Challenge piece by Amina Mohammed, former Special Advisor to the UN
Secretary-General on Post-2015 Development Planning. Opinion pieces
by Jim Balsillie, Centre for International Governance Innovation;
Olivier De Schutter, International Panel of Experts on Sustainable Food
Systems; Louise Kantrow, International Chamber of Commerce.
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The challenge: How can international co-operation help
to put sustainable development at the core of business models?

Amina J. Mohammed,
Minister of Environment, Federal Republic of Nigeria and former Special Advisor

to the UN Secretary-General on Post-2015 Development Planning

The private sector has always been an essential actor in development, credited with fostering wealth, innovati
and jobs – and many a time blamed for negative externalities. So in this new era, what is different about the role a
the responsibilities of the private sector in achieving the Sustainable Development Goals (SDGs)?

It is different because sustainable development cannot be achieved without the active involvement of responsi
businesses. The private sector will be essential in creating sustainable, productive and decent employment, econom
prosperity, resilient infrastructure that underpins sustainable development, and innovations that create green grow
and opportunities for all, especially the poor.

Also, it is different because the business community has been involved from the beginning in defining the n
agenda for sustainable development. Their voice was heard loud and clear. A recent study reveals that 71%
businesses say they are already planning how they will engage with the SDGs and 41% say they will embed the SD
in their strategies within five years (PwC, 2015). So they are part owners of the new framework for development.

Finally, it is different because the drivers of change within the business community are evolving. Of course, there
the moral case, which Pope Francis (2015) so persuasively put forward in his Laudato Si’ encyclical in May 2015: resp
for universal principles of human rights, dignified work, the environment and good governance. But there is als
strong business case for the SDGs. Investing in sustainable development is not charity; it is smart investme
Business thrives when the people thrive and our earth is protected for future investments.

The 17 SDGs represent a pipeline of opportunities for responsible business that will mobilise trillions in investme
opportunities for “people and planet”. With the right incentives, policies, regulations and monitoring, gre
opportunities abound for responsible businesses to make profits while at the same time protecting the environme
promoting equality and lifting people out of poverty.

It is worth noting that the business community is already transitioning from the old “do-no-harm” agenda to a dr
to “do good” for people, the planet, prosperity and peace, aligning with the 2030 Agenda (SDG 16). This is whe
business can make the most relevant contribution to the SDGs: by transforming their strategies, procedures, standa
and metrics to integrate sustainable development within the core of their missions and business models.

For this transformation to take place, however, we need to overcome a number of core challenges.

First, the challenge of scaling up. Progressive businesses are already demonstrating that companies that introdu
sustainability into their business models are profitable and successful. Shareholders and consumers want and va
sustainable development. But, we need to get to a tipping point where sustainability becomes “business as usual”
all markets around the globe.

Second, we need enabling regulatory frameworks to incentivise and unlock private investments for sustaina
development. This is a responsibility of governments and the 2030 Agenda serves as a useful reference for their actio

Third, global change must be built from the bottom up. Companies engage with people – workers, unio
consumers, suppliers – at the local and country levels; this is where they interact with institutions and with natu
resources. It is at the local and national levels where stakeholders have the space for aligning private action w
public policies, and for ensuring people are at the centre. These transformations must begin at this level if we are
sustain the gains. We need to ensure that businesses treat all workers fairly and equitably while striving to impro
and incorporate technology; collaborate with and empower micro, small and medium enterprises, small agricultu
producers and the informal sector – especially women.

Fourth, we need to put in place mechanisms that will ensure credibility, accountability and transparency. We ne
international standards for reporting that set up clear, balanced and coherent rules and incentives. Businesses w
need to align their key performance indicators with sustainable development outcomes. Their social a
environmental impact will need to be included in their staff’s performance evaluations.
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In September 2015, the international community agreed on the most ambitious, diverse and

universal development agenda that has ever been adopted: “Transforming our world: The 2030

Agenda for Sustainable Development” (UN, 2015a). The agenda sets out 17 Sustainable Development

Goals (SDGs) addressing the world’s most pressing economic, social and environmental challenges

(Box 1.1). Their achievement will require the engagement and contribution not only of the United

Nations (UN) member states, but also of a wide variety of non-state actors.

Finally, we need a new generation of young and experienced multi-stakeholder partnerships at all levels, going
beyond the traditional public-private partnerships. We need partnerships that are principled, accountable, people a
planet-centred. Integrating social values, economic empowerment and environmental stewardship that is tr
universal will be key to achieving the global goals for sustainable development.

These are the challenges I believe we can overcome. We have an amazing road map to address them. Let’s ta
action and get to work!

Box 1.1. The Sustainable Development Goals

Goal 1. End poverty in all its forms everywhere.

Goal 2. End hunger, achieve food security and improved nutrition and promote sustainable agriculture.

Goal 3. Ensure healthy lives and promote well-being for all at all ages.

Goal 4. Ensure inclusive and equitable quality education and promote lifelong learning opportunities
for all.

Goal 5. Achieve gender equality and empower all women and girls.

Goal 6. Ensure availability and sustainable management of water and sanitation for all.

Goal 7. Ensure access to affordable, reliable, sustainable and modern energy for all.

Goal 8. Promote sustained, inclusive and sustainable economic growth, full and productive
employment and decent work for all.

Goal 9. Build resilient infrastructure, promote inclusive and sustainable industrialisation and foster
innovation.

Goal 10. Reduce inequality within and among countries.

Goal 11. Make cities and human settlements inclusive, safe, resilient and sustainable.

Goal 12. Ensure sustainable consumption and production patterns.

Goal 13. Take urgent action to combat climate change and its impacts.

Goal 14. Conserve and sustainably use the oceans, seas and marine resources for sustainable
development.

Goal 15. Protect, restore and promote sustainable use of terrestrial ecosystems, sustainably manage
forests, combat desertification, and halt and reverse land degradation and halt biodiversity
loss.

Goal 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.

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

Source: UN (2015a), “Transforming our world: The 2030 Agenda for Sustainable Development”, United Nations, New York,
https://sustainabledevelopment.un.org/content/documents/21252030%20Agenda%20for%20Sustainable%20Development%20web.pdf.
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With the goals in place, discussions have turned to the means of implementing the SDGs. Private

sector investment holds a pivotal place in current projections and analyses. Sachs and Schmidt-Traub

highlight, in particular, the importance of private investment for agriculture and nutrition (SDG 2),

health (SDG 3), education (SDG 4), water supply and sanitation (SDG 6), climate and energy (SDG 7),

infrastructure (SDG 9), biodiversity and ecosystem services (SDGs 14 and 15), and technology, including

a data revolution (Sachs and Schmidt-Traub, 2014). For each and every one of the goals, in fact, success

hinges on private sector involvement: how can poverty be ended without inclusive economic growth?

How can gender equality be achieved without fair and equal conditions in the workplace? How can

cities and societies be made safe and secure without decent jobs that provide gainful employment?

How can we respond to climate change without green infrastructure and technologies? How can

excessive consumption and over-fishing be resolved if the private sector does not come on board? And

how can there be a true global partnership without the participation of all actors?

Nonetheless, more investment will only help if it meets standards that ensure that it is

responsible, that it combats corruption and that it empowers vulnerable populations. At the same

time, innovations need to be brought to scale – in other words, applied and adopted widely enough to

have a broad and sustained impact. In short, the ultimate goal is to generate not only more, but better

investment for sustainable development.

The new, global agenda moves the development discourse from a “North-South” perspective to

one of shared, global responsibility and concern. It calls for urgent, effective and inclusive measures

to address climate change, inequality, insecurity and other global realities that threaten the very

existence of people and the planet. It also makes it clear that without increased co-operation between

the public sector – the traditional provider of social services and of development co-operation – and

the private sector, sustainable development cannot be achieved. Yet, while there are numerous

precedents for determining the roles of governments in development efforts, the parameters for

private sector involvement are much less clear.

This report explores the enormous potential of the private sector as a partner for delivering on the

SDGs. It demonstrates why, to fully exploit the potential, the focus must be on the quantity as well as the

quality of private sector contributions. It illustrates how the OECD works to stimulate dialogue between

the public and private sectors; to create opportunities for co-operation; and to develop standards and

guidelines that can help to make the most of the potential. It provides practical examples of ways in

which businesses are already working to promote sustainable development and inclusive growth in

developing countries. Finally, it makes recommendations to guide private sector contributions to

achieving the SDGs in five key areas: foreign direct investment, blended finance, measurement of private

finance mobilisation, social impact investment and responsible business conduct.

The global goals call for mobilising all resources for sustainable development
Three key milestones in 2015 marked the new era of international co-operation.

In July 2015, the development community convened in Ethiopia for the Third International

Conference on Financing for Development, anticipating the challenges of the soon-to-be-endorsed

global goals and taking a hard, close look at the potential means of implementation (UN, 2015b).

Participants ratified the Addis Ababa Action Agenda, which stresses the importance of using public

investment structures and vehicles to leverage private finance for sustainable development far

beyond existing levels (UN, 2015b).

In September 2015, the 193 member nations of the UN General Assembly adopted the

2030 Agenda for Sustainable Development, committing to “take the bold and transformative steps

which are urgently needed to shift the world onto a sustainable and resilient path” (UN, 2015a).
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The United Nations Climate Change Conference (COP21), in Paris in December 2015, evidenced

historically unprecedented levels of commitment to managing climate change, matched by strong

affirmation of the importance of working in partnership, leaving no one behind, and respecting the

interlinked nature of challenges such as economic growth and climate change (Box 1.2) (UNFCCC, 2015).1

Living up to these historic agreements will not only require sustained political commitment.

It also calls for a level of financial resources – and of co-ordination of these resources – far beyond

what is currently in place. Investment needs for the SDGs in developing countries are estimated to be

in the order of USD 3.3 to 4.5 trillion every year (UNCTAD, 2014), well beyond the amounts counted

as official development assistance (ODA), even at its all-time high of USD 132 billion in 2015

(OECD, 2015i). Limiting the global temperature increase to 1.5°C above pre-industrial levels will

require concerted action by all. Developed countries have committed to mobilising USD 100 billion

per year by 2020 to support developing country efforts (UNFCCC, 2015). The challenge will be using

the billions to unlock trillions for necessary investments.

Box 1.2. We Mean Business

Businesses and investors recognise that transitioning to a low-carbon economy is the only way to
secure sustainable economic growth and prosperity for all. We Mean Business – a platform to help
companies find new ways of doing business to support this transition – works to amplify the business
voice, catalyse bold climate action and promote smart policy frameworks.

We Mean Business harnesses the power of over 550 companies and investors representing over
USD 7.8 trillion in total revenue and over USD 20.7 trillion in assets under management; it includes
Business for Social Responsibility (BSR), CDP, Ceres, The B Team, The Climate Group, The Prince of
Wales Corporate Leaders Group, and the World Business Council for Sustainable Development. The
coalition sends a unified message to policy makers: climate-friendly business practices are favourable
to prosperity for all. It prompts them to adapt policy frameworks that will enable ambitious climate
action, signalling that business is already acting decisively. For example, in June 2015 We Mean
Business wrote a letter to world leaders urging them to ensure that economic growth is consistent
with decarbonisation (We Mean Business, 2015); the concluding notes of the G7 presidents following
the 41st G7 summit that same month made this an explicit commitment.

For We Mean Business, taking leadership on climate change means taking leadership on sustainable,
equitable growth. For instance, the commitment to reduce short-lived climate pollutants in operations
and supply chains provides multiple benefits beyond climate health. Reducing black carbon emissions
has a positive impact on local air quality, while reducing methane leakage from oil and gas production
is crucial in the context of the increasing energy demand resulting from decarbonisation. The Take
Action campaign enables companies to commit to one or several of ten climate actions, such as
procuring 100% of electricity from renewable sources or putting a price on carbon.

As governments co-operate more and more to find collective pathways to tackle climate change and
its impact on our economy, our societies and our planet, We Mean Business will continue to put
forward the progressive voice of business.

For more information, see: www.wemeanbusinesscoalition.org.

Contributed by Emilie Prattico, Manager, Business for Social Responsibility (BSR).

To meet the investment needs of the Sustainable Development Goals,

the global community needs to move the discussion from “billions” in ODA

to “trillions” in investments of all kinds: public and private, national

and global, in both capital and capacity. (World Bank, 2015)
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In my view:
Sustainable development challenges are business challenges

Louise Kantrow,
International Chamber of Commerce Permanent Representative to the United Nations

2015 was a turning point for the whole world. The decisions governments made will affect many generations to com

The ambitious, transformative United Nations (UN) 2030 Agenda for Sustainable Development, launched
September 2015, offers a roadmap for all stakeholders – governments, the private sector and civil society – to addr
the social, environmental and economic challenges facing our world. With the Sustainable Development Goals (SDG
the global community now has the framework for expanding upon the achievements of the Millennium Developme
Goals (MDGs), and also for addressing the areas where they fell short.

It was time for a new approach. The global landscape has changed. Poverty now resides mostly in middle-inco
countries. Official development assistance (ODA), while still relevant, is clearly not enough to address the comp
global challenges we face. Advances in technology have made the world smaller, but this convergence has a
revealed glaring gaps among and within countries that can no longer be ignored. We have entered a new era who
hallmark is competition for land, water, food and energy. The impacts of climate change are enormous. This is w
the challenges in the design of the 2030 Agenda were significantly different from the experience of the MDGs – a
why their implementation makes it critical for stakeholders to work together, complementing each other’s roles.

Business has much to contribute. More than ever, it is recognised that economic growth, trade, investme
entrepreneurship, innovation and sustainable job creation are fundamental for sustainable development. On avera
business now provides 60% of GDP, 80% of capital flows and 90% of jobs in developing countries (OECD, 2015j).

In an historic development, the 2030 Agenda and the 17 SDGs place heavy emphasis on the important role
business. They recognise that for the 2030 Agenda to succeed in all countries at all stages of development, it will
essential for businesses of all sizes to grow and flourish in a responsible and sustainable manner. These busines
will be essential to create decent jobs and livelihoods, and to provide technical resources for the design a
deployment of new solutions to the sustainable development challenges facing the international community.

But one may ask: why do the SDGs resonate with business? In my view, there are many reasons why business m
take them seriously:

● The SDGs are action oriented, and they are SMART: specific, measurable, achievable, relevant and time-bound.

● Universality underpins the SDGs. They provide an overarching vision to eradicate poverty and an integra
approach reflecting all three dimensions of sustainable development: social inclusion; economic empowerme
and environmental stewardship.

● The SDGs recognise that the earth is finite. Resources must be respected and managed efficiently to ensure a n
positive contribution over the long term while striving to significantly reduce the negative environmental impac
including climate change.

● The SDGs emphasise good governance focused on smart regulation, rule of law and well-functioning natio
institutions – most notably to reduce corruption and informality.

● The SDGs support institutions that protect and promote human rights, gender equality and the empowerment
women.

● The SDGs provide a roadmap through their “Means of implementation”. Yet delivery of the SDGs will be adapted
the global, regional, national and local levels. Multi-stakeholder partnerships – and the recognition that busines
part of the solution – will be crucial to their achievement at every level.

● The key ingredient for all this to work is building trust among all actors in society. This includes honest and transpar
dialogue about accountability, and to find solutions where perspectives or interests differ among all stakeholders.

The International Chamber of Commerce co-ordinated business inputs during the two years of negotiations arou
the SDGs. It applauds the leadership of the UN on the 2030 Agenda for Sustainable Development and the launch of t
SDGs. The UN has delivered to the global community a development agenda that will truly be universal a
transformative, and will pave the way for new partnerships among governments, the private sector, civil society a
all other actors in development. Business welcomes these new partnerships and stands ready to provide the full dep
of resources, expertise and technological innovation needed for them to succeed.
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Yet despite these orders of magnitude, Schmidt-Traub notes that in relative terms, global

incremental investment needed to finance the achievement of the SDGs in all countries may be only

1.5-2.5% of the world’s gross domestic product (GDP) (Schmidt-Traub, 2015a). While pointing to the

continuing importance of public flows in low-income and lower middle-income countries, he

indicates that about half of the needs in these countries can be financed through private investment

(Schmidt-Traub 2015b). This said, he cautions that there is still much uncertainty around the

investment needs for social protection, which represents an important gap in previous analyses.

Chapter 2 of this report reviews the potential and challenges of foreign direct investment2 in

emerging and developing economies, where it accounts for more than 40% of external development

finance (UNCTAD, 2015). Foreign direct investment, by far the greatest source of international capital

flows to developing countries, is considered one of the most development-friendly sources of private

investment. It can create jobs, boost productive capacity and enable local firms to access new

international markets. What’s more, these inflows are often coupled with transfer of technology that

can have positive long-term effects (OECD, 2014b). It is therefore no surprise that current research

points to a strong link between foreign direct investment inflows, on the one hand, and increases in

Human Development Index ratings on the other (Gohou and Soumaré, 2012). Many are expecting

these flows to play a major role in filling the SDG financing gap. According to the United Nations

Conference on Trade and Development (UNCTAD), a concerted effort by the international community

could help to quadruple foreign direct investment by 2030, especially in structurally weak countries

(UNCTAD, 2015). Yet it is important to note that global foreign investment flows vary largely by region:

only 2% goes to the least developed countries, and African countries as a whole receive a mere 5%

(UNCTAD, 2015). Chapter 2 also points out that global capital flows have started to decelerate, while

economic vulnerabilities are growing. A slowdown, or even reversal, in foreign direct investment

could have serious negative ramifications for both developing and international investment markets.

Framing development strategies around the complementary and mutually reinforcing qualities of

private investment and development co-operation can help to offset the cyclic, changing nature of

foreign direct investment trends.

Successfully implementing the SDGs also depends on how well financial contributions comply

with international quality standards that safeguard and promote equality, inclusiveness and

resilience. At the same time, advances made today need to be sustained and shared widely in the

future. As Amina Mohamed notes in the challenge piece that introduces this chapter, debate about

private sector involvement in development to date has mainly focused on avoiding doing harm. This

needs to shift to a focus on “doing good” if business is to become a true driver of sustainable

development. One of the key elements of this shift will need to be a change in the perception of

profits and sustainability as opposing forces. Only when profitability comes into alignment with

sustainable practices and policies will doing good become an integral part of doing business (see the

“In my view” box by Louise Kantrow).

This chapter takes up the five challenges highlighted by Amina Mohammed, exploring for each

what is needed to turn today’s development challenges into sustainable business opportunities, guided

by the new “road map” for sustainable global development: the Sustainable Development Goals.

Sustainable business needs to become “business as usual”
While development is the “business” of the public sector, as a rule private companies and

investors are driven by financial returns. Even when investors may be willing to reduce expectations

on returns in favour of social benefits, or to lower what they consider acceptable levels of risk, at the

very least they need to repay the capital invested. Yet the private sector has much to gain from

investing in sustainable development. Developing countries offer prospects for diversifying
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investment and gaining access to new or growing markets. And although achieving the SDGs will

involve huge amounts of investment, the cost of not achieving them – in terms of human

development, security, economic stability and environmental welfare, among others – are far greater.

To help in quantifying the gains in efficiency businesses can make by engaging in the Sustainable

Development Goals, Paul Polman, CEO of Unilever, and Mark Malloch-Brown, former UN Deputy

Secretary-General, have come together to found the Global Commission on Business and Sustainable

Development. Looking at the potential alignment of profitability and social purpose, the commission

will explore diverse business models to understand what they mean for sustainable development.

Based on this understanding, it will map out new financing mechanisms for achieving the SDGs

(Global Commission on Business and Sustainable Development, 2016).

To learn more about sustainability as a business incentive, the consulting firm McKinsey & Company

interviewed executives from 40 companies that had performed above the industry average in both

financial and sustainability terms. The survey covered various sectors, including oil and mining, gym

shoes, soup, cosmetics, and telecommunications. They also interviewed experts from universities,

non-governmental organisations and the financial sector (Bonini and Swartz, 2014). The research

demonstrated that sustainable action can create value chains which, above and beyond their social and

environmental value, also contribute to increased efficiency and profits. It demonstrated positive returns

on capital in terms of reduced risk, diversification of markets and portfolios, increased revenue, reduced

costs and improved value of products, among others (Figure 1.1).

There is no business case for enduring poverty. […] Every business will benefit

from operating in a more equitable, resilient world if we achieve

the Sustainable Development Goals. (Unilever CEO Paul Polman)

Figure 1.1. Companies are pursuing sustainability in a way that creates value

© 2014, McKinsey & Company; all rights reserved. Reprinted by permission.
Source: Exhibit from: Bonini, S. and S. Swartz (2014), “Profits with purpose: How organizing for sustainability can benefit the bottom
line”, McKinsey on Sustainability & Resource Productivity, July, McKinsey & Company, New York, www.mckinsey.com/business-functions/
sustainability-and-resource-productivity/our-insights/profits-with-purpose-how-organizing-for-sustainability-can-benefit-the-bottom-line.

Mitigate risks and capture
opportunities from regulation

Reduce reputation risks
and get credit for your actions

(e.g. through proper stakeholder
management)

Manage risk of operational
disruptions (from resource

scarcity, climate-change impact,
or community risks)

Reduce operating costs
through improved internal
resource management
(e.g. water, waste, energy,
carbon, employee engagement)

Improve resource management
and reduce environmental
impact across value chain
to reduce costs and improve
products’ value propositions

Improve revenue through
increased share and/or price
premiums by marketing
sustainability attributes

Guide investment/divestment
decisions at portfolio level
based on sustainability

Develop sustainability-related
products/technologies to fill
needs of customers/company
(R&D function) Build a better understanding

of sustainability-related opportunities
in new market segments/geographies
and develop strategies to capture them

New markets
Composition
of business
portfolios

Regulatory
management

Reputation
management

Operational
risk
management

Sustainable
operations

Sustainable
value chains

Green sales
and
marketing

Innovation and
new products

Growth

Returns on
capital

Risk
management
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 201630

http://www.mckinsey.com/business-functions/sustainability-and-resource-productivity/our-insights/profits-with-purpose-how-organizing-for-sustainability-can-benefit-the-bottom-line
http://www.mckinsey.com/business-functions/sustainability-and-resource-productivity/our-insights/profits-with-purpose-how-organizing-for-sustainability-can-benefit-the-bottom-line


1. OVERVIEW: PUTTING SUSTAINABLE DEVELOPMENT AT THE CORE OF BUSINESS MODELS
Many guidelines have emerged to help ensure that business contributes to sustainable

development. With its Action 2020, the World Business Council for Sustainable Development offers a

roadmap for engaging business in influencing environmental and social trends while “strengthening

their own resilience to issues like climate change, demographic dynamics and skills shortages”

(WBCSD, 2015). It proposes that business solutions must be:

● measurable, so we know they are making a difference

● scalable, so they can have a meaningful impact on the world

● replicable, so they can be applied by many companies, in multiple sectors, regions and countries

● beyond business as usual, so businesses and governments begin to work – and collaborate –

differently

● good for business, so they have a commercial logic that contributes to the broader good and to the

bottom line.

The World Business Council for Sustainable Development has also joined forces with the Global

Reporting Initiative (GRI) and the United Nations Global Compact to “mobilise the private sector as a

key player in achieving the Sustainable Development Goals” (UN, 2015d). Together, they have

produced the “SDG compass”, a guide that offers businesses “the tools and knowledge to put

sustainability at the heart of your strategy” (GRI, UN Global Compact and WBCSD, 2015).

To help businesses in all sectors and regions – but in particular small and medium businesses in

emerging economies – shape their own business sustainability strategies, the International Chamber

of Commerce proposes a Business Charter for Sustainable Development (ICCWBO, 2015). This

practical framework is founded on eight basic principles that offer benefits for practising businesses,

from reduction of risks and liabilities, to enhancement of efficiency and effectiveness, generation of

new business opportunities, and increased employee loyalty (UN, 2015d).

Despite these initiatives, however, many challenges remain. One of the key roles of development

co-operation in the post-2015 world is to offer solutions and instruments that enable the private

sector to support sustainable development while meeting its own business needs and expectations

(Box 1.3). Working together, policy makers and private investors can make the most of converging

interests and potential to unlock the resources needed to implement the SDGs.

Box 1.3. Public-private dialogue as a measure of private sector engagement
in development

At the Fourth High Level Forum on Aid Effectiveness (Busan, Korea, 2011), participating nations and
organisations committed to “enable the participation of the private sector in the design and
implementation of development policies and strategies to foster sustainable growth and poverty
reduction” (OECD, 2011a).

To measure progress made by countries towards the objectives agreed in Busan, the Global
Partnership for Effective Development Co-operation has developed a monitoring framework, which
incorporates an indicator on the quality of public-private dialogue as a proxy for private sector
engagement in development.

The indicator, developed in close collaboration with the World Bank, assesses global and national
data, focusing on three dimensions:

1. The legal and regulatory context for public-private dialogue: for example, does the private sector
have the right to organise in associations, express its voice, access public policy information? Is
there legal deterrence of collusion between private and public interests?
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Chapter 6 looks at how following the principles and standards of responsible business conduct

can improve the quality of business. This means contributing to positive outcomes not only for the

environment, society and the economy, but also for business. The chapter examines the

complementary roles of business and government in implementing, promoting and enabling

responsible business conduct. The OECD Guidelines for Multinational Enterprises help to optimise this

contribution, supporting the development of responsible and accountable business practice to ensure

that investment quantity is matched by business quality (OECD, 2011b). By following these guidelines,

business can make an important contribution to the SDGs in countries worldwide, helping to raise

the standard of living through the creation of fair and equal jobs, the development of skills and

technology, and more equitable distribution of wealth (Nieuwenkamp, 2015).

Governments can help to create conditions that favour good investment
Efforts to encourage private investors to get more involved in addressing sustainable

development challenges can be frustrated if businesses run up against regulatory constraints when

trying to engage with new markets and opportunities. A strong enabling environment, with laws and

regulations that are clear and readily accessible for all, and that do not impose unnecessary

bureaucratic burdens, can be a critical factor in making the decision to invest (see the “In my view”

box by Jim Balsillie).

Many developing countries struggle to implement investment, trade and competition policies

that contribute to good business and investment climates while at the same time supporting local

entrepreneurship. Countries interested in attracting investment need to carefully weigh the costs of

regulation against its intended benefits. For example, when striving to create favourable conditions

for foreign investment, governments need to be careful not to:

● discourage public sector investment in public goods, such as the provision of education, energy

and water

● crowd out domestic private investment

● permit excessive deregulation.

The OECD Policy Framework for Investment helps countries to improve their business climates,

creating conditions that will increase investment while maximising its economic and social returns

(OECD, 2015a). The framework recognises that a good investment climate is good for domestic as well

as foreign ventures (see Chapters 2 and 6).

Box 1.3. Public-private dialogue as a measure of private sector engagement
in development (cont.)

2. The country’s readiness to host, create or sustain a dialogue process: for example, are the
government and the private sector ready and willing to engage and interact? Is there a potential
champion who can facilitate the dialogue process, activate political will and reduce the trust gap?
Are logistical, financing and capacity-building instruments available to support public-private
dialogue?

3. The organisational effectiveness of a given public-private dialogue platform: for example, each
platform’s quality, mandate, structure, participation, management, outputs, outreach, monitoring
and degree of autonomy.

The findings from the monitoring process are expected to improve understanding by all
development stakeholders of the role the private sector can play, and to strengthen its contribution to
development, especially the implementation of the SDGs.*

* The Global Partnership for Effective Development Co-operation’s 2016 progress report will provide an updated global
snapshot of the state of play in implementing selected Busan commitments.
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In my view:
Business can fuel the clean technologies that are needed

to achieve global goals
Jim Balsillie,

Founder and Chair of the Board of Directors, Centre for International Governance Innovation

The 17 Sustainable Development Goals (SDGs) can be boiled down to 4 overarching objectives:
economic growth, the inclusive and equitable distribution of that growth, transparent and effective
government, and the responsible curatorship of our bio-physical environment. We need to achieve all
four, and progress on each must interact with the others appropriately.

Business has a central role to play in contributing to success in achieving these objectives. The right
type of interaction among these four objectives will depend largely on stimulating innovation,
anywhere and everywhere in the world. Innovation not only breeds economic growth – it channels the
fruits of this growth, determining where and how they play out, how well governments are resourced,
and influencing how well we manage our environment.

Stimulating risk-takers to do so is central to the process of innovation. While the innate desire of
smart and curious scientists to experiment can never be underestimated, experience shows that the
countries that have been most successful in reaping benefits from innovation1 have done so by using
shrewd combinations of engaged university systems, public finance for research (particularly basic
research with strong applied components) and private risk-bearing finance – such as venture capital
and angel investment.2

Just as important as stimulating innovation, however, is ensuring a balance between the rights of
developers to profit from their inventions, on the one hand, and the need to get many countries to
adopt technologies early, and together, on the other. This is especially important in the case of clean
technologies because they contain a high “public good” element – in other words, shared adoption
and shared benefits go hand in hand. It is important, in this respect, that national intellectual
property legislation conforms with international legal agreements; but there are other ways of
achieving this balance that have also proven successful. For example, clean technologies can be
promoted through advance market commitments, wherein a market for an as-yet undeveloped but
desirable technology is guaranteed via the creation of a public fund. Or they can be supported through
“grand challenge” approaches, wherein key bottlenecks blocking the solution to a problem are
identified and made public so that scientists have a clear problem to work on, often with the added
incentive of research funding or a price for successful results. Finally, business can play a role by
making “patent pledges”, contributing a patent they hold to the public realm.

Nonetheless, the world of intellectual property is a contentious one. Each country’s share of the
profits from the innovations it nurtures will depend not only on how it does the nurturing, but also on
how well it backs these ideas up internationally – both commercially and legally. While this might
seem to tilt the balance in favour of the large, established players like the United States and Germany,
evidence from smaller, successful economies like Israel, Korea and Chinese Taipei suggests that
agility and capability can make up for a relative lack of size (Breznitz, 2011).

In my view, the creation and diffusion of clean technologies will play an integral role in achieving
the SDGs. The ingredients for success are clear: a strong private sector, working within a supportive
eco-system of public policies and processes.

1. See, for example, Mazzucato (2014) and Janeway (2012).
2. An angel investor is an affluent individual who provides capital for a business start-up, usually in exchange for

convertible debt or ownership equity.
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Creating a financial environment that will promote investment in sustainable development is not,

however, solely a national concern (Box 1.3). The SDGfunders – a group that comprises the UN Global

Compact, the UN Environment Programme and the UN Conference on Trade and Development – has

developed a set of Principles for Responsible Investment that foresees “a virtuous cycle of innovation to

achieve the SDGs” (SDGfunders, 2015).

An important role for governments is to provide de-risking instruments and incentive

mechanisms that can help mobilise the financial resources needed to meet the challenges of

implementing the SDGs. Chapter 3 of this report takes a close look at the use of development and

philanthropic finance to unlock resources through “blending” mechanisms. It notes that while the

concept of blending public and private finance in the context of development co-operation is nothing

new, it has played a marginal role so far. The chapter looks at the challenges and risks of this type of

financing package, providing recommendations and offering examples of successful approaches.

Global change needs to be built from the bottom up
If development is to be truly sustainable and inclusive, as the SDGs advocate, it must be led by

countries themselves and must benefit all citizens – in particular those most in need. This means

looking at business through a new lens, one that focuses, in particular, on the poorest and most

vulnerable, and on empowering them to lead fuller, more productive lives.

Numerous guidelines and principles have been developed to help ensure that investments meet

internationally agreed human rights standards. For example, the Ten Principles of the UN Global

Compact call for operating in ways that, at a minimum, meet fundamental responsibilities in the

areas of human rights, labour, environment and anti-corruption (UN Global Compact, 2015). The

Ten Principles are derived from the Universal Declaration of Human Rights (UN, 1948), the International

Labour Organization’s Declaration on Fundamental Principles and Rights at Work (ILO, n.d.b), the

Rio Declaration on Environment and Development (UNGA, 1992), and the United Nations Convention

Against Corruption (UNODC, 2004). Similarly, the Six Principles for Responsible Investment, developed

by the International Network of Investors in a process convened by the UN Secretary-General, recognise

the duty of investors “to act in the best long-term interests of our beneficiaries” (PRI, n.d.).

Yet even when companies take action aimed at investing responsibly in developing countries,

the details of contracts may do more harm than good to bottom-of-the pyramid actors, such as

small-scale farmers (see the “In my view” box by Olivier De Schutter).

The empowerment of women is also an essential pre-condition for building change from the

bottom up. Among the standards that have been put in place to promote common values and

benchmarks for women’s empowerment, the EDGE global business certification standard for gender

equality assesses companies’ policies and practices in areas such as equal pay for equal

Expanding public-private co-operation in the form of blended finance is one

of the most important ways the international community can support

developing countries as they seek to generate significant amounts of domestic

and foreign investment required to meet their Sustainable Development Goals

by 2030. (WEF, 2015)

In short, the poorest populations raise a prodigious new managerial challenge

for the world’s wealthiest companies: selling to the poor and helping them

improve their lives by producing and distributing products and services

in culturally sensitive, environmentally sustainable, and economically

profitable ways. (Prahalad and Hart, 2002)
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In my view:
The right to food is about much more than boosting supply

Olivier De Schutter,
Co-Chair, International Panel of Experts on Sustainable Food Systems (IPES-Food)

It is increasingly common for big agribusiness firms to contract out the production of raw
commodities to hundreds and thousands of smallholders, sometimes known as “outgrowers”.
Through the contracts they negotiate with small-scale farmers, private investors are shaping
agriculture in the developing world. For example, the investment pledges gathered in the G8’s New
Alliance for Food Security and Nutrition (New Alliance, n.d.) are primarily made up of plans by
multinational and domestic agribusiness firms to source more widely from smallholders in a range of
African countries. Yet what matters is precisely what is agreed between investors and small-scale
farmers, and small-scale food producers have been largely neglected by agricultural policies to date.
Understanding this situation is crucial to assessing the role of private investment in achieving the
Sustainable Development Goals (SDGs).

In contract farming, farmers commit their output to processing or marketing firms at (generally)
predetermined prices. Doing so can give them improved access to inputs and credit at one end, and
easier access to markets at the other. Plugging small-scale farmers into new and lucrative market
openings can help them to share the gains of globalisation. Under certain conditions, contract
farming can also help in the development of localised food chains, for instance by linking farmers’
co-operatives to the local food-processing industry or to fresh produce retailers serving urban
consumers. At the same time, however, farmers can easily become disempowered by contract
farming: it may result in passing risk down to them and exposing them to markets that are volatile,
while allowing agribusiness firms to consolidate their commodity supply chains.

An extensive review of the experiences of contract farming to date reveals that safeguards must be
built into the scheme to ensure that the benefits of contract farming outweigh the potential costs
(De Schutter, 2011). Local governments need to play a role, scrutinising contractual arrangements to
check that they are transparent, viable and beneficial to both parties; that they are fair and that
dispute procedures are in place; that they respect women’s rights; that quality standards are clear;
and that they will not harm the environment.

It is equally important, however, to consider other development models that can provide farmers
with the benefits of contract farming – such as access to credit and markets, price stability and risk
spreading – without the potential drawbacks. Farmers should be encouraged to consider forming
co-operatives and joint ventures – allowing them to join together to access markets without losing
power over their land and livelihoods – or direct-to-consumer food marketing, which links
small-scale farmers to markets while allowing them to increase their incomes and retain control of
their production.

Improving small-scale farmers’ access to markets is vital for achieving food security and improved
nutrition, but we must also improve farmers’ bargaining position in food chains. Today, the
relationships between producers and buyers are deeply unequal and they will remain so unless
farmers have a variety of channels through which to sell their produce, and the capacity to negotiate
better deals.

In my view, this is what the right to food is all about: not simply a matter of boosting supply to meet
growing needs, but of who produces, for whom, under what conditions. It is not just a question of
reducing the gap between farm-gate prices and retail prices to ensure affordable food, but also of
empowering the most marginal food producers, allowing them to capture a greater portion of the
value of their produce. In short, it is about allowing the vast number of small-scale farmers in
developing countries to reach, finally, their full potential.
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work, recruitment and promotion, flexible working, and company culture (EDGE, n.d.). Other

important international standards include the International Labour Organization standards and the

United Nations Women’s Empowerment Principles (ILO, n.d.a; UN Women, 2016). Yet while the role of

corporate actors in financing, managing and implementing programmes relating to women and

girls has increased over recent years, these private sector initiatives have mainly focused on health and

empowering women economically through employment, training and entrepreneurship opportunities.

Looking at the broader conditions needed for women’s empowerment will be important for tackling the

root causes of gender inequality, with benefits for society as a whole (Box 1.4).

Social impact investment, the subject of Chapter 5 of this report, offers an innovative and

promising approach to increasing the benefits of business for the world’s poorest and most

marginalised populations. Enterprises that generate measurable social as well as financial returns can

bring effectiveness, innovation, accountability and scale to development efforts. The chapter looks at

ways in which public funds can be used to strengthen and promote this type of investment, including

by sharing risks, and by contributing to creating a sound business environment, particularly in the least

developed countries and in countries emerging from conflict. The chapter provides a number of

examples of social impact investment to demonstrate how it works in different sectors and countries,

as well as recommendations on how to scale up this relatively new investment model.

Building domestic resources and human capital is another essential component of bottom-up

development, contributing to countries’ capacity to finance their own development. The Third

International Conference on Development Finance highlighted domestic resource mobilisation, and in

particular taxation, as a key source of development finance. Since 2002, domestic resource mobilisation

in developing countries has more than doubled, reaching USD 1.9 trillion (UN, 2015e). Yet there is still

much room for growth: tax revenues in low-income countries stand at only 10-14% of GDP, compared

to 20-30% in high-income countries.Tax Inspectors without Borders, a joint initiative of the OECD and the

United Nations Development Programme (UNDP), supports developing countries in building their tax

audit capacity (OECD, 2014a). Through this programme, experts work alongside local officials of

developing country tax administrations, transferring their technical know-how and skills (OECD, 2014b).

Box 1.4. Priorities for delivering on gender equality

Members of the OECD-DAC Network on Gender Equality (GENDERNET) have identified some
priorities for advancing gender equality (SDG 5):

● Establish safeguards and accountability mechanisms to ensure that corporate actors are socially
responsible and respect human rights.

● Broaden the focus of philanthropic activities targeting gender equality and women’s
empowerment. Research by the Oak Foundation has found that corporate activities to promote
women’s empowerment tend to be narrowly focused on single issues, such as livelihoods, and on
reaching individual beneficiaries rather than transforming the underlying structures. Broader, more
integrated approaches can help to create the conditions necessary for women’s empowerment.

● Build bridges between corporate actors and women’s organisations. A mapping by the
Association for Women’s Rights in Development of 170 private sector initiatives focusing on
women and girls revealed that only 27% of these initiatives involved women’s organisations as
partners, and only 9% directly funded these organisations. Providers of development co-operation
can play a key role as bridge-builders.

Sources: Oak Foundation et al. (2014), “The business case for women’s economic empowerment: An integrated approach”,
http://oakfnd.org/sites/default/files/documents/The%20Business%20Case%20for%20Womens%20Economic%20Empowerment-IAW-
Consultant%20Publication.pdf; Miller, J., A. Arutyunova and C. Clark (2013), “New actors, new money, new conversations: A
mapping of recent initiatives for women and girls”, Association for Women’s Rights in Development, Toronto, Ontario,
Canada, www.awid.org/sites/default/files/atoms/files/New%20Actors%20FInal%20Designed.pdf.
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For many developing countries, a range of supply-side and trade-related infrastructure obstacles

also constrains their ability to engage in international trade. To ensure that trade plays its part in

boosting growth, tackling poverty and promoting inclusive development, the SDGs identify the

following priority actions:

● significantly increasing the exports of developing countries; in particular, doubling – by 2020 – the

share of global exports from the least developed countries

● implementing special and differential treatment for developing countries, in particular the least

developed countries, in accordance with World Trade Organization agreements

● implementing duty-free and quota-free market access on a lasting basis for all of the least developed

countries, including by ensuring that preferential rules of origin applicable to imports from least

developed countries are transparent and simple, and help to increase their market access

● ending trade restrictions and distortions in world agricultural markets

● increasing aid-for-trade support for developing countries, in particular the least developed countries.

The joint OECD-WTO Aid-for-Trade initiative supports access to markets by developing

countries – in particular the least developed countries. It helps them to articulate, communicate and

mainstream their trade-related objectives and encourages providers of development co-operation to

align with these (WTO, 2015).

Providers of development co-operation can also promote inclusive and sustainable development

of the private sector in the countries they support by viewing co-operation with the private sector as

an end in itself (Box 1.5). Targeting the local private sector can have numerous benefits, including job

creation, poverty reduction, provision of goods and services for the poor, generation of tax revenues,

and decreasing reliance on external flows.

Box 1.5. Development co-operation for private sector development

The OECD’s analysis of official development finance for private sector development shows that in 2013, to
disbursements for these activities in developing countries amounted to USD 96 billion.* This includes offic
development assistance (ODA) as well as non-concessional finance provided by multilateral and bilate
development partners. The total represents half of total concessional and non-concessional development finance
multilateral and bilateral development partners allocated to specific sectors.

The framework for analysing these contributions comprises three levels: upstream, midstream and downstream

Upstream activities involve the creation and implementation of conditions that promote a sound and competit
economy conducive to private sector-led growth. These activities accounted for 19% of support to public sec
development in 2013. The recipients were exclusively within the public sector and projects were mainly in the form
technical assistance; capacity building for policy making; and institutional reforms in areas such as macroeconom
stability, the business environment, trade policy and labour markets.

Development co-operation at the midstream level aims to strengthen markets, targeting both public and priv
service providers; in particular, it addresses market failures that impede the development of the local private sect
Activities may include, for example, expanding access to financial services; developing appropriate econom
infrastructure; and reinforcing commercial linkages to local clusters, as well as to regional and global value chai
This level received the largest share of support, at 66%, mostly because it comprises infrastructure, which alo
receives half of all amounts for private sector development.

Finally, assistance at the downstream level, which accounted for 15% of the total amount, directly targets individ
companies – predominantly micro, small and medium enterprises – providing technical and financial support to h
them increase their productivity and competitiveness, or to promote viable and innovative business models.

* The figures cited in this box are the result of preliminary research conducted by the OECD Development Co-operation Directorate.
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Ensuring credibility, accountability and transparency is fundamental
As noted by Sharan Burrow in Chapter 6, the private sector must be held to the same

international transparency and accountability standards as all other actors. This calls for making

major improvements in the area of corporate transparency, reporting on business activities on a

country-by-country basis. It also includes meeting fiscal obligations and reporting on them.

The Global Reporting Initiative asks that companies provide detailed information on their tax

payments (GRI, 2015). Yet many private businesses still fail to comply with this basic and

fundamental obligation to society. Likewise, base erosion and profit shifting3 result in annual losses

of approximately 4-10% of global corporate income tax revenues (USD 100-240 billion annually).

These losses are particularly important to developing countries because of their heavy reliance on

corporate income tax (OECD, 2015f).

Transparent information on taxation is critical to ensure more sustainable, inclusive

development. The OECD works on several fronts to build tax transparency and compliance among its

members and partners:

● The Global Revenue Statistics Programme contributes to the knowledge base, providing high-quality,

comparable revenue statistics across OECD and non-OECD countries (OECD, 2015c).

● The common global Standard on Automatic Exchange of Information supports governments in the

fight against tax evasion (OECD, 2015d).

● The 133-member Global Forum on Transparency and Exchange of Information for Tax Purposes

champions tax transparency and helps countries fight tax evasion and illicit flows through

in-depth peer review and monitoring, peer review and technical assistance (OECD, 2015e).

● The Base Erosion and Profit Shifting (BEPS) Project works with G20 and developing countries to

reform the international tax rules. It also helps to identify and address the most pressing

BEPS-related issues for low-income countries, such as tax incentives.

● The OECD’s International Academy for Tax Crime Investigation offers intensive programmes to

train investigators, prosecutors, judges and other officials from across the world in the latest

investigative techniques and to share best practices.

The OECD also works to counter the outflow of illicit financial flows from developing countries

through instruments such as the Financial Action Task Force, which focuses on anti-money

laundering; the Working Group on Bribery; and joint work with the Stolen Asset Recovery Initiative

(OECD, 2015g). The OECD Anti-Bribery Convention is the first and only international anti-corruption

instrument focused on the “supply side” of the bribery transaction. It establishes legally binding

standards to criminalise bribery of foreign public officials in international business transactions and

provides for a host of related measures to make this effective.

Finally, in order to make the most of private investment for sustainable development, it is essential

to have data on financing flows, packages and opportunities. This includes knowing where funds are

going, as well as the impact they are having. With today’s increasingly complex financing mechanisms

and the growing number of actors in development, this knowledge is growing in importance.

Transparency and openness can increase profit as well. One study suggests

that open data could reduce the costs of corruption by about 10%. Just

in the EU, the costs of corruption shave 1% off the region’s GDP, equivalent

to an annual loss of EUR 120 billion. (Transparency International, n.d.)
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Chapter 4 of this report describes current work by the international community, in particular the

OECD, to monitor and measure the mobilisation effect of public sector interventions on private

investment. This measure is expected to be an important element of the new “total official support

for sustainable development” (TOSSD) framework currently under development by the OECD (see

Box 4.2 in Chapter 4). Ultimately, the TOSSD framework aims to attract development finance from a

wide variety of sources and actors to support the ambitious SDGs by providing important information

about financing strategies and best practices. The measure of amounts mobilised from the private

sector also constitutes an important step in efforts to modernise and broaden the OECD-DAC

statistical framework. A recent OECD survey has confirmed the feasibility of collecting and

measuring data on the direct mobilisation effect of guarantees, syndicated loans and shares in

collective investment vehicles. Work is underway to develop similar methodologies for other

financial instruments, including mezzanine finance, credit lines, direct investment in companies and

project finance. Much work still remains to be done, in particular to find ways of measuring the

indirect – or “catalytic” – effect of public interventions on the achievement of the global goals.

A new generation of multi-stakeholder partnerships needs to be put in place
Innovative partnerships between the public and private sector – but also bringing in civil society,

target communities and other stakeholders on an equal, responsible and accountable footing – will

be essential to achieving the SDGs.

Public-private partnerships are not new; both good and bad examples exist. In the best of cases,

public support has managed to leverage private sector contributions to deliver public goods. Yet in

some cases, public investment has given private interests an unnecessary “bonus”, for example

contributing funds for undertaking activities they would have engaged in anyway. Civil society can

play an important role in contributing checks and balances to ensure that public-private partnerships

work to the best interests of all (Box 1.6).

Public sector financing is particularly crucial in areas such as education, health and social

services – providing the social services that target, in particular, the poor. For example, Chapter 3

describes a partnership that is providing quality primary and secondary education in Nouakchott,

Mauritania, including scholarships for orphans, while also creating jobs for locally hired teachers.

And while much-needed advances in areas such as infrastructure and agriculture are national

concerns, international finance, knowledge and co-operation can help to take these advances to the

scale required.

At the same time, partnerships for the 2030 Agenda must go far beyond traditional public-private

financing models, as Homi Kharas says, reconfiguring “the business-as-usual approach to

development co-operation” (OECD, 2015h). Many development agencies and bilateral and multilateral

development finance institutions are already engaging in new ways of sharing risk and reducing costs

so as to leverage private finance for sustainable development (Chapter 4). Providers of development

Achieving these new goals will require combining the skills and resources

of many different partners in ways that drastically reconfigure

the business-as-usual approach to development co-operation. […]

These coalitions can be instrumental in pushing for successful outcomes

on questions of education, health and food security – and can help achieve

results even in countries where these issues, for political reasons, have been

relatively neglected so far. (Homi Kharas, OECD, 2015h)
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co-operation generally agree that mobilising private resources for sustainable development needs to

be “at the core of a modernised, reinvented role for ODA” (OECD, 2014c). And while ODA, on a scale of

magnitude, may appear dwarfed in comparison to the level of private investment required, its role is

by no means diminished. In the words of the World Bank, “The world needs intelligent development

finance that goes well beyond filling financing gaps and that can be used strategically to unlock,

leverage, and catalyse private flows and domestic resources” (World Bank, 2015).

Climate change mitigation and adaptation, in particular, will require not only financial flows

from the private sector, but also their commitment, innovation and technical know-how. Private

sector actors engaged in development extend far beyond formal businesses; they include households

and individuals who consume or produce goods and services, as well as informal enterprises and

family-run farms (OECD, 2007). These people can make or break environmental change. Providers of

development co-operation can do much to ensure that their contribution is positive (Box 1.7).

Box 1.6. A trade union checklist for holding public administrations to account
in the design of public-private partnerships

Governments and the public at large should scrutinise public moneys put in private hands,
especially when for-profit operators are contracted to deliver public services. Trade unions have
developed a checklist of what public authorities should do to determine whether or not public-private
partnerships are appropriate. Based on the OECD Recommendation of the Council on Principles for Public
Governance of Public-Private Partnerships (OECD, 2012), they call for taking six important steps:

1. Eliminate risk of conflicts of interest in the decision-making process and give leadership to
independent public auditors in evaluating the performance and impact of the project against
agreed objectives and parameters.

2. Consult with stakeholders, including trade unions, consumer groups and affected communities,
prior to the conclusion of a contract.

3. Demonstrate transparency in contractual arrangements, including distribution of risks between
public and private parties, exact costing of public guarantees and the payment stream from
government over the lifecycle of the project. Any renegotiation of a contract should be fully
transparent and disclosed.

4. Conduct procurement option pre-tests to prevent conflict of interest and biased decisions. A
public-private partnership project should always be benchmarked with a “public sector
comparator” (i.e. comparing it with traditional public procurement options).

5. Measure and control the costs and risks of public-private partnerships, including at the local
government level. Statutory responsibilities to maintain public services can never be transferred to
a private operator.

6. Monitor contract negotiation and renegotiation once a public-private partnership contract is
signed. This will ensure: that the government administration maintains appropriate human
resource and institutional capacity after the conclusion of the contract; and that the private
operator observes international norms of responsible business conduct, as defined by the OECD
Guidelines for Multinational Enterprises and the International Labour Organization Standards on
Freedom of Association and Collective Bargaining.

Contributed by Pierre Habbard, Trade Union Advisory Committee (TUAC) to the OECD.
Source: TUAC (2014), “Trade Union checklist on public-private partnerships (PPPs)”, Trade Union Advisory Committee to the
OECD, Paris, www.tuac.org/en/public/e-docs/00/00/0E/D7/document_doc.phtml.
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Private foundations are also important players in multi-stakeholder partnerships. Philanthropists

increasingly recognise the power of involving governments and other development stakeholders, such

as the private sector, in partnerships to enable systemic change, ensure increased sustainability and

scale up their efforts.

Box 1.7. Greening small and medium enterprises

Small businesses are considered the engine of growth, particularly in developing countries, where
much economic activity takes place in the informal sector. In Asia, for example, micro, small and
medium enterprises make up 98% of all enterprises and employ 66% of the workforce (ADB, 2014).

In the transition to a greener development trajectory, these enterprises both supply and invest in
affordable and locally appropriate green technologies and services. Yet the risks they face from
climate change threaten the stability of the very supply chains they support. Understanding the
potential contribution of these enterprises to green growth in developing countries – as well as what
holds them back – is fundamental.

Much can be learned from development co-operation approaches that have been successful in
reaching small and medium enterprises and influencing their behaviour. The Green Growth Working
Group of the Donor Committee for Enterprise Development has brought together lessons learned in
“Green growth and private sector development: Stocktaking of DCED experiences” (DCED, 2014).
For example:

● Small businesses will often engage in green growth to benefit from the financial benefits and cost
savings, rather than for environmental reasons. For example, small businesses that engaged in an
Asia-wide programme on sustainable production and consumption did so to improve their
competitiveness and reduce costs (SWITCH-Asia Network Facility, 2013).

● Many micro, small and medium enterprises have limited capacity to invest in green interventions,
despite the potential to cut costs, and are also reluctant to invest without a clear demonstration of
potential benefits, such as an externally validated study.

● While access to finance is often a barrier to uptake of green interventions, other factors are also
important: interventions need to involve awareness raising and capacity development within local
financial institutions, as well as entrepreneurial capacity building among the enterprises themselves.

The OECD-DAC Network on Environment and Development (ENVIRONET) is building on this work to
identify success factors, gaps and lessons learned from development co-operation efforts to engage
the private sector.

For more information on the DAC ENVIRONET see: www.oecd.org/dac/environment-development/
aboutdacenvironet.htm.

Sources: ADB (2014), Asia SME Finance Monitor 2013, Asian Development Bank, Manila, Philippines, www.adb.org/sites/default/
files/publication/173205/asia-sme-finance-monitor2014.pdf; SWITCH-Asia Network Facility (2013), “Greening SMEs by enabling
access to finance: Strategies and experiences from the Switch-Asia programme”, SWITCH-Asia Network Facility, Wuppertal,
Germany, www.switch-asia.eu/fileadmin/user_upload/A2F_Study_2013_Screen-compressed.pdf; DCED (2014), “Green growth and
private sector development: Stocktaking of DCED experiences”, Final Report, Donor Committee on Enterprise Development,
www.enterprise-development.org/download.ashx?id=2516.
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The way forward for business and sustainable development
The Development Co-operation Report 2016 shows how business – working with the public sector,

philanthropy, institutions and civil society – can make the most of converging interests and potential

to deliver on the SDGs. This report sets out five pathways for generating the quantity and quality of

investment needed to achieve sustainable development. The approach supports accountability and

transparency, helps to ensure that no one is left behind, and works to protect the planet’s resources,

while at the same time enabling business to meet its own needs and expectations.

Five pathways to quantity and quality investment in support of the SDGs

1. Foreign direct investment, operating within international and domestic enabling frameworks, can

be geared towards sustainable development by focusing on the complementary and mutually

reinforcing qualities of private investment and development co-operation, thereby helping to offset

the cyclic, changing nature of foreign direct investment trends.

2. New investment models, such as blended finance – using public funds strategically to provide, for

instance, de-risking instruments for private investors – can dramatically improve the scale of

investment in development.

3. New approaches to monitoring and measuring amounts mobilised from the private sector for

sustainable development as a result of public sector interventions can enhance transparency, help

to improve financing strategies and promote good practices.

Box 1.8. The power of partnering with philanthropy

Philanthropy and governments can deliver far greater development outcomes by partnering more
efficiently. Examples of successful collaboration between foundations and governments show the
potential to achieve greater impact when the assets of all actors are combined. For instance,
since 2012 the Novartis Foundation, in co-operation with Ghana’s national ministries, insurance
agency and medical associations, has provided teleconsultation medical services to 21 communities.
The 24-hour teleconsultation pilot helped reduce unnecessary referrals by 31% while allowing for
immediate support in the event of medical emergencies (Novartis Foundation, 2016). A roadmap for
scaling up the initiative across the entire country is expected to be complete by December 2017.

Despite positive examples, however, devising effective and sustainable partnerships still remains a
challenge for many, including foundations. To begin with, they often operate outside of national or
local development co-operation frameworks and therefore lack entry points. Foundations also find it
challenging to deal with the intervention scales, working methods, timelines and incentive systems
of other development actors. In addition, foundations sometimes fear that co-operation may
compromise their freedom, flexibility, and capacity for innovation and risk taking, which they
consider part of their comparative advantage.

The OECD Development Centre’s Network of Foundations Working for Development (netFWD)
works to address these issues and unleash the potential of philanthropy for development. Its
Accelerating Impact 2030 initiative aims to support foundations and other actors, including
governments and the private sector, in their efforts to engage in multi-stakeholder partnerships and
accelerate the achievement of the Sustainable Development Goals (SDGs). Accelerating Impact 2030
creates opportunities for co-operation, provides tangible support to a number of coalitions tackling
issues of common interest and develops tools to make partnerships more than a sum of their parts.

The OECD Emerging Markets Network is building on this work to promote policy dialogue among
business and government leaders, elucidating how multinational corporations can promote
economic and social development in emerging economies.
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4. Social impact investment can target sectors not traditionally popular with business, such as

education, health and social services, offering options that can empower the poorest and most

vulnerable to lead fuller, more productive lives while bringing effectiveness, innovation,

accountability and scale to development efforts.

5. Responsible business conduct can give businesses an advantage that benefits their bottom lines,

while at the same time advancing development results – for example, raising standards of living

through the creation of fair and equal jobs, developing skills and technology, and supporting more

equitable distribution of wealth.

The recommendations included in the various chapters of this report outline what is needed to

make the most of business opportunities for sustainable development, setting out the roles of the

various actors individually, as well as the areas for common and shared action and responsibility.

Ten key recommendations for putting sustainable development at the core of business
models

1. Clarify the roles of each of the key actors.

2. Agree on common principles, standards, definitions, scope and methodology.

3. Align financial and development goals.

4. Share risks and innovate to ensure public goods for the poorest and most vulnerable.

5. Create global and local enabling environments, ensuring coherence of policies across sectors and

countries.

6. Cultivate new business models and promote research on what does and doesn’t work.

7. Encourage responsible citizenship to provide checks and balances.

8. Increase transparency and accountability by monitoring and reporting against international

standards and indicators.

9. Establish platforms to enhance sharing of knowledge and technical know-how.

10. Build evidence on impacts, outcomes, successes and failures.

The OECD will continue to contribute to the implementation of the Sustainable Development

Goals, acting as a forum for dialogue; setting standards and encouraging adherence to international

principles among its members and partners; advising on best policies based on experience and

evidence; and monitoring compliance, implementation and finance.

Notes

1. The COP21 commitments have a strong focus on SDG 12 – Ensure sustainable consumption and production
patterns; SDG 13 – Take urgent action to combat climate change and its impacts; SDG 14 – Conserve and
sustainably use the oceans, seas and marine resources for sustainable development; and SDG 15 – Protect,
restore and promote sustainable use of terrestrial ecosystems, sustainably manage forests, combat
desertification, and halt and reverse land degradation and halt biodiversity loss. At the same time, the SDGs
acknowledge that the United Nations Framework Convention on Climate Change is the primary international,
intergovernmental forum for negotiating the global response to climate change.

2. Foreign direct investment is investment by individuals or firms from one country into another, either by
buying an existing firm (through mergers and acquisitions), setting up a new operation (greenfield investment)
or by expanding the operations of an existing business. The three main components of foreign direct
investment are equity investment, inter-company loans and reinvested earnings (OECD, 2014b).

3. Using practices known as “(tax) base erosion and profit shifting”, or BEPS, multinational companies shift
profits across borders to take advantage of tax rates that are lower than in the country where the profit is made
(OECD, 2014b).
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Chapter 2

Trends in foreign direct investment
and their implications for development

by
Michael Gestrin, Directorate for Financial and Enterprise Affairs, OECD

Foreign direct investment can play an important role in financing development, with
multinational enterprises also providing employment, technology transfer and
access to international markets. Between 2005 and 2014, foreign direct investment
flows to non-OECD countries more than doubled in absolute terms since 2012, these
countries receive more than 50% of the global total, compared to 35% in 2005.
Recently, however, some types of international investment in emerging and
developing economies have started to decline. There are important warning signs
that these investment flows could experience a sharp slowdown over the coming
years (or could even reverse in some cases). This chapter examines these trends, the
main factors shaping them and their implications.

Challenge piece by Karl P. Sauvant, Columbia Center on Sustainable
Investment. Opinion pieces by Andrew Chipwende, Industrial Development
Corporation, Zambia; Shaun Donnelly, United States Council for International
Business; James Zhan, United Nations Conference on Trade and Development.
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I.2. TRENDS IN FOREIGN DIRECT INVESTMENT AND THEIR IMPLICATIONS FOR DEVELOPMENT
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The challenge: How can foreign direct investment fulfil
its development potential?

Karl P. Sauvant,
Resident Senior Fellow, Columbia Center on Sustainable Investment, Columbia University

International investment, and in particular foreign direct investment, has an important role to play in helping
achieve the Sustainable Development Goals. It can be a powerful international mechanism for mobilising the tangi
and intangible assets (such as capital, technology, skills, access to markets) that are essential for sustainable grow
and development.

Yet to fulfil this potential, foreign direct investment must increase substantially; it must be geared as much as possi
towards sustainable development; and it must take place within a framework of international investment law and pol
that is enabling, yet at the same time respectful of host governments’ own legitimate public policy objectives.

Foreign direct investment flows reached their peak in 2007 at around USD 2 trillion, dropping to USD 1.2 trilli
by 2009 as a result of the international financial crisis. While this represents a relatively small share – about 10% –
gross domestic capital formation, in individual countries this share can be even higher than domestic investment.

To help meet the investment needs of the future, these flows have to increase substantially. There is no appare
reason why they could not do so over the longer term, say to a level of USD 4 or 5 trillion annually.

How to get there? Improving the economic determinants, the principal factors governing investment decisions
fundamental. Official development assistance will continue to be important, especially for the least develop
countries, including to leverage higher foreign direct investment flows. This is a long-term challenge.

However, national regulatory frameworks and investment promotion efforts can be improved in the short ter
especially in the least developed countries.

The first challenge is to increase foreign direct investment through a concerted international effort to he
developing countries, and especially the least developed among them, to improve their foreign direct investme
regulatory frameworks and investment promotion capacities. At present, there is no such international effort – alo
the lines of the Aid-for-Trade Initiative and especially the Trade Facilitation Agreement – in the area of foreign dir
investment. But in a world of global value chains, these trade arrangements can help only so much, precisely becau
they address only one side of the task, namely to increase trade. But a concerted international effort for foreign dir
investment, such as an international Aid-for-Investment Initiative or even a Sustainable Investment Facilitati
Understanding, could help developing countries, and especially the least developed among them, rapidly to impro
their regulatory frameworks as well as their capacity to promote investment – thereby helping to increase investme
flows to developing countries.

Encouraging higher foreign direct investment flows is, however, not enough.

The second challenge is to promote foreign direct investment that is geared as closely as possible towar
sustainable development: “sustainable foreign direct investment for sustainable development”. This presents t
challenge of defining “sustainable foreign direct investment”. A first approximation could be: commercially via
investment that makes a maximum contribution to the economic, social and environmental development of the h
country and takes place in the context of fair governance mechanisms, as established by host countries and reflect
for instance, in the incentives they offer. Yet any definition needs to be operationalised. So this challenge would a
involve developing an indicative list of sustainability characteristics to be considered by governments seeking
attract sustainable foreign direct investment (and to encourage sustainable domestic investment). Such a list wou
also be a helpful tool for international arbitrators considering (as they should) the development impact
investments, as well as for identifying the mechanisms – beyond those deployed to attract foreign direct investme
in general – that encourage the flow of sustainable investment and increase its benefits for host countries.
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Until 2002, foreign direct investment by multinational enterprises was widely viewed with suspicion,

if not outright hostility. Multinationals were seen as icons of irresponsible business conduct and as

instruments of political interference and neo-colonialism. In some instances this was true. Over time,

however, more and more governments have come to recognise that the case for investment

protectionism – on the grounds that foreign investment was, on balance, bad for development – had

been overstated. In 2002, the Monterrey Consensus fundamentally transformed the development

agenda by explicitly recognising that rather than being part of the problem, foreign direct investment

can play an important role in financing development objectives. Many developing countries had already

figured this out; for others, multinational enterprises have increasingly come to be seen as promising

sources of employment, technology transfer and access to international markets.

This shift in attitudes motivated two high-profile attempts to negotiate multilateral rules that

would facilitate international investment: the World Trade Organization Doha Round and the OECD

Multilateral Agreement on Investment negotiations. Although these attempts failed, across the

developing world a less conspicuous – yet transformational – agenda for domestic investment policy

reform has led to greatly improved business climates, with impressive results. Between 2005

and 2014, foreign direct investment flows to non-OECD countries more than doubled in absolute

terms; since 2012, these countries have accounted for more than 50% of the global total, compared

to 35% in 2005 (Figure 2.2). More recent trends, however, are less encouraging. Some types of

international investment in emerging economies are starting to decline: project finance, mainly for

infrastructure, fell by a third over 2014-15 (Figure 2.7). Record-high corporate debt levels, slowing

growth and the prospect of an increase in US interest rates are, in addition, providing restraints for

would-be foreign investors in emerging markets.

With the challenge of financing the Sustainable Development Goals (SDGs) looming large, many

are looking to foreign direct investment as a means of filling the financing gap (see the challenge

piece by Karl P. Sauvant at the beginning of this chapter). This chapter examines recent trends in

cross-border investment flows to developing countries and looks at the main factors shaping the

outlook. It flags important warning signs that investment flows to the emerging and developing

countries could experience a sharp slowdown over the coming years, in some cases even reversing.

The third challenge is to reform the international investment law and policy regime. National foreign dir
investment rule making increasingly takes place in the framework of international investment law and policy. For t
reason, it is important to ensure that the international investment regime constitutes an enabling framework
encouraging the flow of sustainable foreign direct investment, while at the same time allowing governments to purs
their legitimate public policy objectives. This requires asking several questions, including: How can the objective
sustainable development be made the lodestar of the international law and policy regime? What are the implicatio
of such a concept for the regime’s rights and obligations? How will this affect the mechanism for settling dispu
between investors and states? This last function is central to the regime and gives it its strength, yet it is precisely t
existing dispute-settlement mechanism that is strongly questioned – especially by non-governmental organisatio
but also by a number of governments. Any reform needs to address this challenge adequately to avoid threatening t
very legitimacy of the regime.

In conclusion, governments need to find ways and means to increase sustainable foreign direct investment flo
within a reformed international investment law and policy regime to realise the sustainable development potentia
this investment.
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The global foreign direct investment slump continues
Persistently low levels of private sector investment since the start of the financial crisis in 2008

have constituted a major source of concern for policy makers, with the current global foreign direct

investment slump proving much more tenacious than the crash that followed the collapse of the

dot-com bubble in 2001. While global flows started to recover only two years after the 2001 crash,

eight years into the current slump these flows remain 36% below the levels reached in 2007 and 7%

below the 2000 levels (Figure 2.1). This poses major questions for the development co-operation and

investment policy communities: is there an element of permanence to these declines? And if so, what

does this imply for developing countries?

On the one hand, the sluggish foreign direct investment flows would seem consistent with

broader economic trends. Economic performance globally has remained weak since 2008, despite

extraordinary monetary measures taken in advanced economies to boost growth. Destabilising

geopolitical conflicts on multiple fronts and signs of economic fragility across the emerging markets

have further undermined investor confidence. Consequently, rather than sparking the hoped-for

investment rebound, the liquidity generated by quantitative easing (injecting money straight into the

economy in response to reduced spending by businesses and citizens) has found its way into share

buy-back programmes, debt-fuelled corporate expansion in emerging markets, and, most recently, a

boom in corporate restructurings and mergers and acquisitions in developed economies.

In addition to the generally bleak economic conditions confronting investors, other factors

would also seem to be holding back investment. This is reflected by the fact that international

investment has been lagging behind other broad measures of economic activity, which it tends to

follow closely. For example, while foreign direct investment flows are 36% below their 2007 levels,

trade flows have grown by 36% over the same period (Figure 2.1). Growth in cross-border investment

is also lagging behind that of domestic investment.

The current global foreign direct investment slump is proving tenacious.

Figure 2.1. Global trade and investment flows, 1994-2014

Sources: OECD (2016), OECD International Direct Investment Statistics (database), http://dx.doi.org/10.1787/bmd4-data-en; WTO (2015),
“Time series on international trade”, Statistics Database, http://stat.wto.org/Home/WSDBHome.aspx?Language=E.
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I.2. TRENDS IN FOREIGN DIRECT INVESTMENT AND THEIR IMPLICATIONS FOR DEVELOPMENT
The global distribution of foreign direct investment is shifting
Foreign direct investment has enabled many developing and emerging economies to become

much more deeply integrated into the global economy and global value chains in recent years. A look

at global flows, however, shows that this overall trend masks nuanced patterns.

Inflows to non-OECD countries have overtaken those to OECD countries

Trends in foreign direct investment inflows into the developing economies as a group have not

generally followed the global trends outlined above. At the peak of the foreign direct investment

boom in 2007, OECD countries received around 70% of all foreign direct investment inflows. In a span

of only seven years, however, this share dropped to around 40%, with inflows to non-OECD countries

overtaking those of the OECD country grouping for the first time in 2012 (Figure 2.2).

The growth of foreign direct investment inflows to emerging countries, excluding the People’s

Republic of China (hereafter “China”), has been distributed relatively evenly, with non-G20 emerging

economies receiving USD 350 billion (44%) and the G20 emerging economies1 excluding China

receiving just over USD 150 billion (20%) in 2014. In that same year, China received around

USD 300 billion in foreign direct investment, representing 36% of flows to all developing countries

(Figure 2.3). Within the group of non-G20 emerging economies, these flows increased more or less

proportionally across all regions. China offers an exception to this general trend, given the

spectacular growth of its inward and outward investment flows in recent years.

Outflows from non-OECD economies have quadrupled

While the shifts in global distribution of outflows have been less dramatic than for inflows, they

have, nonetheless, been significant. Before the crisis, OECD countries accounted for around 90% of

global outflows, reaching USD 1.9 trillion in 2007. By 2014, OECD country outflows had declined by

USD 1 trillion, to 66%. In contrast, non-OECD country outflows quadrupled between 2005 and 2014,

from USD 112 billion to USD 443 billion (Figure 2.4). As with inflows, China stands out as a special

case, accounting for just under 20% of all emerging market foreign direct investment outflows over

the same period (Figure 2.5).

Figure 2.2. Foreign direct investment inflows by broad country groupings

Source: OECD (2016), OECD International Direct Investment Statistics (database), http://dx.doi.org/10.1787/bmd4-data-en.
1 2 http://dx.doi.org/10.1787/888933357568
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This “redistribution” of foreign direct investment over the past decade in favour of the emerging

markets is welcome for a number of reasons:

● The emerging markets have played a counter-cyclical role, helping to maintain international

investment levels even while the traditional foreign direct investment players were experiencing

slumps. Although the current global foreign direct investment slump has been longer than the one

experienced in 2001/02, the overall decline has been relatively smaller thanks to the increase in

flows from the emerging markets.

● This rebalancing has brought about a more even distribution of the benefits associated with

international investment, as economies at all levels of development have been increasingly

integrated into global value chains.

● The blurring of lines between investor and “host” countries has been credited with giving rise to a

certain convergence of views on international investment rule making.

Figure 2.3. Breakdown of foreign direct investment inflows to emerging economies

Source: OECD (2016), OECD International Direct Investment Statistics (database), http://dx.doi.org/10.1787/bmd4-data-en.
1 2 http://dx.doi.org/10.1787/888933357570

Figure 2.4. Foreign direct investment outflows by broad country groupings

Source: OECD (2016), OECD International Direct Investment Statistics (database), http://dx.doi.org/10.1787/bmd4-data-en.
1 2 http://dx.doi.org/10.1787/888933357589
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Global investment trends show warning signs for emerging markets
Despite the broader involvement of developing countries in global investment, capital flows have

started to decelerate and economic vulnerabilities seem to be growing (IMF, 2015). Just as the

inevitable tightening of quantitative easing programmes in the advanced economies is expected to

result in capital outflows from the emerging markets, it could likewise result in some turnaround in

the rebalancing trend of foreign direct investment described above.

Public-private partnerships have started to decline

Some measures would seem to indicate that this reversal might already be under way. For example,

looking at the specific case of investments in developing countries through public-private partnerships,

until recently these had largely resisted the downward trend, reaching a record level of USD 40 billion

in 2011 and again in 2013. Nonetheless, this trend has been reversing over recent years: public-private

partnerships in developing countries declined by 7% in 2014 and by 10% in 2015 (Figure 2.6).

Figure 2.5. Breakdown of foreign direct investment outflows from the emerging economies

Source: OECD (2016), OECD International Direct Investment Statistics (database), http://dx.doi.org/10.1787/bmd4-data-en.
1 2 http://dx.doi.org/10.1787/888933357590
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Figure 2.6. Total public-private financing in developing countries

Source: Dealogic (2015a), Dealogic ProjectWare (database), www.dealogic.com.
1 2 http://dx.doi.org/10.1787/888933357605
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There has been a marked drop in project financing

Likewise, even as foreign direct investment inflows to the emerging markets have been

increasing, since 2009 project financing2 has dropped by around 40%. After reaching a record high of

USD 240 billion in 2009, this financing is set to reach its lowest level since 2006 (USD 142 billion). Over

the past two years, the equity component of project finance has also declined by 80% (Figure 2.7).

While the least developed countries account for a relatively small share of total developing

country project finance (consistently less than 5%), these flows are especially important to them

given their small size (economically) and their considerable infrastructure needs. Yet the decline in

project financing has been particularly severe in these countries: after reaching a record high in 2008

(USD 13 billion), it fell to USD 2 billion in 2015, its lowest level in over a decade (Figure 2.8).

Furthermore, much as in developing countries in general, the equity component of project financing

for the least developed countries has fallen to insignificant levels, meaning that infrastructure

projects in the least developed countries are now financed almost wholly via debt.

Cross-border mergers and acquisitions in developing and emerging markets have fallen

In addition to the decline in project financing, cross-border mergers and acquisitions into the

developing and emerging markets have also declined over recent years: from USD 258 billion in 2011

to USD 162 billion in 2015 (Figure 2.9). Despite this general trend, however, the least developed

countries have fared relatively well in this area, in large part thanks to inward mergers and

acquisitions in the extractive sectors (see the “In my view” box by Andrew Chipwende later in this

Figure 2.7. Total project finance volumes in developing and emerging markets

Source: Dealogic (2015a), Dealogic ProjectWare (database), www.dealogic.com.
1 2 http://dx.doi.org/10.1787/888933357611
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chapter). While in 2005 the least developed countries received only USD 600 million in cross-border

mergers and acquisitions, between 2012 and 2014 they were receiving on average USD 10 billion a

year (Figure 2.10), representing around 40% of their total foreign direct investment inflows.3

Nonetheless, in 2015 cross-border mergers and acquisitions in the least developed countries fell off

sharply, by 70%, to just over USD 3 billion.

Figure 2.8. Project financing in the least developed countries

Source: Dealogic (2015a), Dealogic ProjectWare (database), www.dealogic.com.
1 2 http://dx.doi.org/10.1787/888933357625

Figure 2.9. Emerging market inward foreign direct investment versus inward mergers
and acquisitions

Source: Dealogic (2015b), M&A Analytics (database), www.dealogic.com/investment-banking/ma-analytics.
1 2 http://dx.doi.org/10.1787/888933357637
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The fact that both project finance and cross-border mergers and acquisitions in developing countries

have declined since around 2011, while inward foreign direct investment flows have remained stable, is

puzzling given that the former are important components of the latter. This suggests that other

components captured in foreign direct investment statistics, namely reinvested earnings and intra-

company loans, have been sustaining foreign direct investment flows since around 2011. Eventually one

would expect these components to start moving in the same direction again, either with cross-border

mergers and acquisitions increasing, or foreign direct investment flows shrinking.

In my view:
African countries need institutions that will direct

investment to where it is needed most
Andrew Chipwende,

CEO of the Industrial Development Corporation, Zambia

International investment has helped Zambia, like many other countries in sub-Saharan Africa, to
become much more closely integrated into the global economy over recent years. Inward investment
flows have doubled since 2008 and Zambia has even started to generate some modest foreign direct
investment outflows.

Although the country has undertaken major structural reforms over the past two decades to make
it a more attractive location for investment, the Zambian government realised that this was not
enough. Research has shown that foreign direct investment in mining remains dominant, although
flows to manufacturing and services have also shown an upward trend. And while the investment in
mining has brought with it new technologies, there has been little impact on job creation.

The government of Zambia created the Industrial Development Corporation (IDC) in January 2014 to
help diversify investment away from mining. It aims to play a catalytic role in deepening and
strengthening Zambia’s industrialisation capacity, supporting the creation of jobs and domestic
wealth across all key economic sectors. The IDC evaluates, assesses and lowers investment risk by
serving as a co-investor alongside private sector investors, thereby facilitating long-term financing for
projects. The IDC’s initial investments in Zambia’s growth sectors are helping to increase foreign
direct investment and catalyse the introduction of new technology and industries. For example:

● In collaboration with the International Finance Corporation, a member of the World Bank Group,
the IDC is leading the initial project development work for solar photovoltaic power stations of
50 megawatts (MW) each, reaching a total 600 MW capacity. The cost is expected to be in the
region of USD 1.2 billion in foreign direct investment. The IDC is carrying out the early project
development work – such as securing permits and power purchase agreements – which normally
delays and hinders private investment. Once the solar projects have become bankable they will be
offered to international developers to finance, build and operate.

● For the tourism sector, the IDC, in collaboration with the Ministry of Tourism and Arts, has set up a
special purpose vehicle into which all government tourism-related assets will be grouped. These
assets will be leveraged to raise funds and the company will serve as a co-investor with domestic
and international tourism industry operators targeting investment in Zambia.

Zambia is fully aware of the challenges facing the global economy in general, and developing
countries in particular. These challenges will very likely affect us.

In my view, we cannot let cyclical factors and trends distract us from pursuing our structural reform
agenda to improve the business climate – not only in our own country but also across Africa. The IDC
takes a long-term view in its investments, which helps projects and investors weather eventual storms.
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The sizes of cross-border deals are growing

There is one more source of concern for developing and emerging markets. In the lead-up to the

two previous foreign direct investment crashes in 2001 and 2008, average cross-border deal values

climbed to around USD 72 million as various factors, including easy financing, led firms to bid up

cross-border merger and acquisitions prices. There are signs that this is happening again, although

these deal values are still well below the levels reached in 2007 (Figure 2.11). This would indicate that

foreign direct investment flows might be linked to a cross-border investment bubble generated by

quantitative easing: easy financing conditions, combined with widespread industry consolidation

through mergers and acquisitions in the face of slowing growth, may have given rise once more to

sharp increases in average cross-border deal values.

Figure 2.10. Cross-border mergers and acquisitions in the least developed countries

Sources: OECD (2016), OECD International Direct Investment Statistics (database), http://dx.doi.org/10.1787/bmd4-data-en; Dealogic
(2015b), M&A Analytics (database), www.dealogic.com/investment-banking/ma-analytics.

1 2 http://dx.doi.org/10.1787/888933357641

Figure 2.11. Average global cross-border deal sizes

Source: Dealogic (2015b), M&A Analytics (database), www.dealogic.com/investment-banking/ma-analytics.
1 2 http://dx.doi.org/10.1787/888933357658

12

10

8

6

4

2

0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

USD billion

1 800

0

160

0
1996 1998 2000 2002 2004 2006 2008 2010 2012 2014

20

40

60

80

100

120

140

200

400

600

800

1 000

1 200

1 400

1 600

20-year average deal size (right axis)

Total cross-border deal volume (left axis) Average deal size (right axis)

USD million USD billion
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016 59

http://dx.doi.org/10.1787/bmd4-data-en
http://www.dealogic.com/investment-banking/ma-analytics
http://dx.doi.org/10.1787/888933357641
http://www.dealogic.com/investment-banking/ma-analytics
http://dx.doi.org/10.1787/888933357658


I.2. TRENDS IN FOREIGN DIRECT INVESTMENT AND THEIR IMPLICATIONS FOR DEVELOPMENT
Since 2012, the value of the average cross-border merger and acquisition deal has risen from

USD 75 million to USD 117 million, an increase of 57%. In the lead-up to both of the previous global

crashes, when average cross-border deal values exceeded their 20-year average value for two

consecutive years, there was a sharp fall in cross-border merger and acquisitions (and global foreign

direct investment flows). The same pattern can be observed in developing and emerging markets,

with above-average deal values being consistently followed by declines in cross-border mergers and

acquisitions and in foreign direct investment on four occasions: in 2000/01, 2006/07, 2010/11

and 2013/14. In 2014, average deal values in the emerging markets were at 20-year record high levels

and, consistent with past trends, cross-border investment began to decline in 2015 (Figure 2.12).

What are the policy implications of a slowdown in foreign direct investment?
While developing and emerging markets have experienced spectacular increases in

international investment flows over the course of the past decade, there are important warning signs

that their inward investment flows could undergo a sharp slowdown over the coming years (or even

reverse in some cases). This would have important ramifications for both the emerging markets and

for international investment markets.

First, while the volatility of foreign direct investment flows in recent years has not given rise to a

significant increase in investment protectionism, a major slowdown could, nonetheless, motivate the

emerging markets to take more cautious and less-welcoming approaches towards foreign investors

and, more generally, foreign capital. We see signs of this, for example, in the growing use of foreign

currency-based restrictions in financial sectors, as well as in the growing scepticism regarding certain

elements of the international investment treaty system, such as investor-state dispute settlement.

Second, if international investment flows to the developing and emerging markets do experience

significant declines, or even reversals, this could undermine political support for the structural reform

agenda that underpinned increasing flows of investment to those markets in the first place, but which

remains far from completed (see the “In my view” box by Shaun Donnelly later in this chapter).

Third, although it is unclear to what extent increased volatility in foreign direct investment flows

might affect global value chains, there are likely to be implications (Box 2.1). Since multinational

enterprises play a central role in the governance of global value chains and international production

Figure 2.12. Average cross-border merger and acquisition deal sizes
in developing countries

Source: Dealogic (2015b), M&A Analytics (database), www.dealogic.com/investment-banking/ma-analytics.
1 2 http://dx.doi.org/10.1787/888933357668
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In my view:
Pro-investment policies really matter!

Shaun Donnelly,
Vice President, Investment and Financial Services,

United States Council for International Business

Businesses – whether large or small, based in OECD nations or in emerging and developing
countries – all realise that investing globally is critical for growth, competitiveness and even survival
in a globalised economy. Today’s foreign direct investment flows take on many forms and touch every
sector of the economy, with trends and patterns that are far different from those of only a decade or
so ago. Foreign direct investment is no longer one way, from the developed “North” to the developing
“South”. Countries like China, India and other emerging markets are major investors, and foreign
direct investment offers “win-win” opportunities that can benefit the economies of both investor and
host nations.

In my view, and more importantly listening to business leaders around the world, foreign direct
investment flows into developing countries will continue to grow over the long term. For many years
we will likely see these flows grow by double digits. But there will be ups and downs, and the
competition will be strong. Firms, whether in OECD countries or emerging/developing economies, will
make their investment decisions based on careful assessment of market opportunities, prospects of
return on investment and risks. They will be deciding where to invest based on the presence – or
absence – of some key characteristics in the host “investment climate”:

● rule-of-law, independent judiciary and respect for private property, including intellectual property

● pro-business trade and tax regulatory frameworks at the federal and sub-federal levels

● incentive packages at the national and local levels

● strong anti-bribery and anti-corruption legislation, regulations and enforcement

● strong legal protection for investors, including through bilateral and other international investment
agreements

● solid infrastructure, including information and communications technology and transportation

● links to global supply chains

● the presence of local/regional markets for the goods produced by the investment

● a skilled local workforce

● appropriate human rights, labour rights and environmental regulations

● access to natural resources.

All these factors come together to create an enabling investment climate in the individual country.
The OECD, along with the World Bank, USAID and other organisations, has done path-breaking work
to produce guidance on improving investment climates. In particular, the OECD’s just-updated Policy
Framework for Investment (OECD, 2015a; see “The way forward for foreign direct investment”; and
Chapter 6) provides a clear and comprehensive checklist for all developing nations that are serious
about improving their investment competitiveness.

Individual investors will, of course, continue to assess investment climates and weigh key factors in
their own unique way. But in general, the message I’m hearing from major investors is that the quality
of investment opportunities is increasingly important. It is not just a matter of choosing the lowest
cost or the largest market. Investors want to invest not just in good projects, but also with “good”
partners in “good” countries with “good” policies.
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Box 2.1. The impact of decreasing investment on regional value chains

A joint undertaking by the OECD and the World Trade Organization, the Trade in Value Added (TiVA) initiative
designed to inform policy makers by providing insights into the commercial relations between nations.1 It does so
considering the value added by each country in the production of goods and services that are consumed worldwi
TiVA indicators, and their underlying Inter-Country Input-Output data system (ICIO), differentiate among 34 industr
activities2 in 61 countries.3

Foreign direct investment can be used to purchase capital goods, such as machinery and equipment, and also for t
acquisition of existing facilities. As such, some part of foreign direct investment usually contributes to gross fix
capital formation (i.e. investment in productive assets), although the relative size of this contribution can va
significantly from country to country. Efforts to understand the links between foreign direct investment and trade
value added are ongoing (for example, see OECD, 2015b).

Nonetheless, a look at gross fixed capital formation can yield some insights into how changes in one countr
investment patterns can affect industries in other countries. For instance, Figure 2.13 shows how a 10% decrease
Chinese gross fixed capital formation in machinery and equipment would have affected value added in selected E
and Southeast Asian economies in 2011, the most recent year for which ICIO data are available. The effect on to
value added differs, with Chinese Taipei’s value added decreasing by more than 1% and Cambodia’s, Indonesia’s a
Brunei Darussalam’s value added being hardly affected. The figure focuses on the seven industries that would ha
been affected the most. Although the relative impact on the various industries differs largely across countries, with
China the machinery industry would have been the most severely affected. In the rest of the region, information a
communications technology and electronics would have been the most affected, with basic metals being the th
most affected industry across the board. The exception is Brunei Darussalam, where 95% of the loss of value add
would have been in the mining sector.

Figure 2.13. Loss of value added in East and Southeast Asia due to a 10% decrease
in gross fixed capital formation for machinery and equipment in China

Notes: The underlying data used for these calculations are the Inter-Country Input-Output data system (ICIO) for 2011, the most recent y
available. The industry classifications come from the International Standard Industrial Classification of All Economic Activities (ISIC Rev
with 10T14 representing industries 10 to 14 (see http://unstats.un.org/unsd/statcom/doc02/isic.pdf).
Source: OECD (2015d), “OECD Inter-Country Input-Output (ICIO) tables, Edition 2015: Access to data”, http://oe.cd/icio.

1 2 http://dx.doi.org/10.1787/888933357

1. For more information, see http://oe.cd/tiva.
2. See: www.oecd.org/sti/ind/tiva/TiVA_2015_Industry_List.pdf.
3. See: www.oecd.org/sti/ind/ICIO2015_Countries_Regions.pdf.
Source: OECD (2015c), “Measuring trade in value added: An OECD-WTO joint initiative”, webpage, OECD, Paris, www.oecd.org/sti/i
measuringtradeinvalue-addedanoecd-wtojointinitiative.htm (accessed 21 January 2016).
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networks, a pullback from developing and emerging markets might have implications beyond the

first-order welfare implications of the investment declines themselves. The complex dynamics

underpinning the relationships between international investment and global value chains might

render the rebuilding of these systems more challenging than simply attracting investment once

more. The role of international investment in shaping global value chains, and the ways in which

these in turn contribute to development, are the subject of continuing analysis by the OECD.

On the other hand, the surprising speed with which the global distribution of foreign direct

investment shifted during the 2008 crisis suggests that a reversal could be just as swift. It also

suggests that foreign direct investment may no longer be quite as stable a form of cross-border

investment as it once was. For developing and emerging markets, which have become ever more

reliant on foreign direct investment to support their development objectives, the trends of the past

decade highlight important policy challenges.

The way forward for foreign direct investment
Key among these challenges is the need for developing countries and providers of development

assistance to frame development strategies around the complementary and mutually reinforcing

roles of private investment and official development assistance (see Chapters 1 and 3). Private

investment will always follow cycles and, as we have seen in recent years, is also subject to structural

shifts as multinational enterprises change both the location of their international production

networks and the way they organise them. As more developing and least developed economies

connect to global value chains through investment and trade, they will gain exposure to both the

opportunities and the risks that these changes bring. Among the opportunities, these economies will

benefit from greater access to international markets, technological upgrading and human resource

development. Among the risks, there will be increased exposure to the sort of turbulence and sharp

shifts observed in public-private investments, global project financing (which underpins much

greenfield investment, through which the foreign investor constructs new operational facilities in the

host country from the ground up) and cross-border mergers and acquisitions.

All of this serves as a reminder of how important it is for the development co-operation and

investment policy communities to continue to work closely together (see the “In my view” box by

James Zhan).

At the outset of this chapter, Karl P. Sauvant poses three challenges for foreign direct investment:

increasing the quantity of this investment; improving foreign direct investment to ensure that it is

geared as closely as possible towards sustainable development; and reforming international

investment law and policy to create an enabling framework that encourages sustainable foreign

direct investment while allowing governments to pursue their legitimate public policy objectives.

The OECD’s Policy Framework for Investment can help to address all three of these challenges

(OECD, 2015a; see also Chapter 6). Designed to help countries improve their business climate, it looks

at the investment climate from a broad perspective. Not only does it aim to increase investment, but

also to maximise its economic and social returns – in other words, to make the quality of investment

as important as the quantity. The framework also recognises that a good investment climate is good

for all firms – foreign and domestic, large and small.
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In my view:
A new generation of policies can create a “big push”
for private investment in sustainable development

James Zhan,
Director of Investment and Enterprise at the United Nations Conference on Trade

and Development, and Editor-in-Chief of the United Nations World Investment Report

Achieving the Sustainable Development Goals (SDGs) calls for concerted efforts to galvanise private sec
investment in numerous SDG-linked sectors: infrastructure development, health and education, agriculture and fo
security, and a host of other areas of social, environmental and economic challenges.

In my view, building an effective compact between the public and private sectors to mobilise and chann
investment towards the SDGs will demand transformative action over a broad range of areas. The United Natio
Conference on Trade and Development’s (UNCTAD) action plan for private investment in the SDGs (UNCTAD, 20
puts forward policy options in the form of focused action packages in specific segments of SDG investment, design
to promote a “big push” by the international community and national policy makers for private investment
sustainable development:

● Establishing investment agencies specialised in creating and marketing pipelines of bankable projects in S
sectors, bringing together specialist expertise propped up by technical assistance. Regional investment “broke
could help lower costs and create economies of scale. The promotion of investment in SDG sectors should
supported by an international investment policy regime that pursues the same objectives. Currently, internatio
investment agreements (IIAs) focus solely on investment protection. A new generation of IIAs should safegua
policy space for sustainable development.

● Restructuring investment schemes to create incentives that facilitate sustainable development projects. This cou
also help to mobilise finance for the SDGs. “Location-based” incentives – targeted at increasing loc
competitiveness – could be replaced by “SDG-based” incentives, targeted at promoting investment for sustaina
development.

● Using regional and South-South investment compacts to inject impetus into SDG investment, especially
cross-border infrastructure development and regional clusters of firms operating in SDG sectors (e.g. “green zone
These compacts could include joint investment promotion mechanisms, programmes to build absorptive capac
and public-private partnerships.

● Forming new types of partnerships between outward investment agencies in advanced countries and investme
promotion agencies in developing countries to help to market SDG investment opportunities while facilitating jo
monitoring and impact assessment. Concrete tools to support such efforts could include online pipelines
bankable projects and databases of opportunities for business linkages in developing countries. A multilate
technical assistance consortium could be set up to support the least developed countries.

● Enabling innovative financing mechanisms and reorienting financial markets to advance sustainability. New a
existing financing mechanisms, such as green bonds and impact investing, deserve support and an enabl
environment to allow them to be scaled up and marketed to the most promising sources of capital. Furthermo
integrated reporting – on the economic, social and environmental impact of private investment – is needed to nud
financial markets towards sustainable development requirements. This is a fundamental step towards responsi
investor behaviour.

● Establishing a curriculum for business schools worldwide to change the business mindset and raise awareness ab
investment needs and opportunities in low-income countries. It should teach students the skills needed to successfu
operate in developing country environments and encourage investment in, for and with the poor. Teaching materi
could include relevant modules in training and certification programmes for financial market actors.

The 2030 Agenda for Sustainable Development (UN, 2015) is without doubt the most ambitious development p
yet to be embarked upon by the international community. Only by pooling global resources and ideas in a concer
manner will we ensure efforts to put the world on a more sustainable growth path.
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So how does it work? The Policy Framework for Investment looks at 12 areas affecting investment:

1. investment policy

2. investment promotion

3. investment facilitation

4. competition

5. trade

6. taxation

7. corporate governance

8. finance

9. infrastructure

10. policies to promote responsible business conduct

11. investment in support of green growth

12. public governance.

These policy areas affect the investment climate in diverse ways, influencing the risks, returns

and costs for investors. While the framework looks at policies from an investor perspective, it aims to

maximise the development impact of investment and not simply to raise corporate profitability.

The Policy Framework for Investment has been used to conduct OECD Investment Policy Reviews in

over 25 developing countries.4 The framework is freely available and hence any country can

undertake its own self-assessment, but in practice the combination of self-assessment and external

assessment by the OECD has proved to be the best formula. The framework can also be used to help

providers of development co-operation contribute to capacity development and private sector

development, or to promote dialogue at the regional level.

The revised framework, launched in 2015, has a heightened focus on small and medium

enterprises, and on the role played by global value chains. It has incorporated gender issues, a vital

element of inclusive development, and has a chapter on policies to channel investment in areas that

promote green growth. To address issues of how to move from assessments to actual implementation

of reforms on the ground, the development co-operation community has been strongly involved in

discussions surrounding the update (see, for example, Thomsen, 2015).

Key messages on foreign direct investment
● While foreign direct investment in developing and emerging markets is expected to follow an

overall increasing trend over the long term, in the immediate future it could experience a sharp

slowdown, with important ramifications for both the emerging markets and for international

investment markets in general.

● Developing and emerging markets may begin to take a more cautious, protectionist approach

towards foreign capital.

● The decline in public-private partnerships in developing countries, as well as in project financing

in the least developed countries, are important warning signals given the particular needs of these

countries for development assistance, especially for infrastructure.

● A slowdown could undermine political support for the still uncompleted structural reform agenda

that has underpinned increasing flows of investment to emerging markets.

● Given the complex dynamics underpinning the relationships between international investment

and global value chains, the effects of a slowdown on these value chains – and on development in

general – are difficult to determine.
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● A shift in overall trends in foreign direct investment – from relative stability to increasing

fluctuation – would have important policy implications for the developing and emerging markets,

which are increasingly reliant on foreign direct investment to support their development objectives.

● Developing countries and providers of development assistance can address the cyclic, changing

nature of foreign direct investment trends by framing development strategies around the

complementary and mutually reinforcing roles of private investment and official development

assistance.

Notes

1. Argentina, Brazil, the People’s Republic of China, India, Indonesia, Mexico, the Russian Federation, Saudi Arabia
and South Africa.

2. Although there is no precise definition for what constitutes “project financing”, usually this takes the form of
investments either in infrastructure or extractive industries.

3. This finding runs counter to the traditionally-held view that cross-border mergers and acquisitions are limited
to the developed economies.

4. See: www.oecd.org/investment/countryreviews.htm.
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Chapter 3

Blending public and private funds
for sustainable development

by
Richard Samans, Head of the Centre for the Global Agenda and Member of the Managing Board,

World Economic Forum

Blended finance offers huge, largely untapped potential for public, philanthropic and
private actors to work together to dramatically improve the scale of investment in
developing countries. Its potential lies in its ability to remove many bottlenecks that
prevent private investors from targeting the sectors and countries that urgently
need additional investment. To accelerate social and economic progress towards the
Sustainable Development Goals, blended finance needs to be scaled up, but in a
systematic way that avoids certain risks. This chapter outlines how to underpin
international development efforts using blended finance solutions that have the
potential to transform economies, societies and lives, concluding with a set of key
recommendations.

Challenge piece by Gavin E.R. Wilson, International Finance Corporation
Asset Management Company. Opinion pieces by Jay Collins, Citigroup;
LI Yong, United Nations Industrial Development Organization.
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The challenge: Can blended finance increase the scale
and sustainability of finance for development?

Gavin E.R. Wilson,
CEO of the IFC Asset Management Company

Policy makers and experts from all sectors are discussing ways to finance the 17 Sustainable
Development Goals (see Chapter 1) (Sachs, Schmidt-Traub and Shah, 2015). This dialogue is testament
to an ongoing paradigm shift in the thinking about development finance: today, there is a clear focus
on how to remove constraints, mitigate risks and unlock the resources needed to move from billions
to the trillions required to achieve the new development agenda (see Figure 3.1) (ADB et al., 2015).

Providers of official development assistance (ODA), working in partnership with the private sector,
can play a key role in underpinning commercially viable, sustainable and scalable solutions. They can
use public funds strategically to provide, for instance, de-risking instruments; these instruments can
incentivise private finance for investments with strong social and development benefits that would
otherwise not materialise due to higher actual or perceived risk (OECD, 2014). Operating at the
intersection of fully commercial and subsidised/grant-dependent projects, they can move the needle
towards self-reliance, viability and scalability.

This is the concept behind what is referred to as “blended finance”. Where development challenges
or perceptions of risk prevent investment on purely commercial terms, these models can enable the
private sector to balance certain risks with appropriate rewards. This, in turn, can connect target
groups to the market and eventually enable solutions to become financially sustainable. For
multi-stakeholder partnerships to have the desired development impact, both public institutional
expertise and emerging market knowledge are essential; together they permit the identification and
structuring of projects that can be sustainable and replicable in the long run.

Blended finance investment solutions capitalise on partnerships among diverse actors, including
international organisations, development co-operation agencies and private enterprise. An example
of such a partnership is the Women Entrepreneurs Opportunity Facility, launched in March 2014 by
the International Finance Corporation and Goldman Sachs’ 10,000 Women. This is the first of its kind
of global facility dedicated to expanding access to capital for women-owned small and medium
enterprises. Through the facility, the International Finance Corporation aims to invest up to
USD 600 million in financial institutions that are committed to expanding their financial services to
small and medium enterprises owned by women in emerging markets. It also aims to signal the
relevance of this asset class to the broader investor market. The funding for the facility includes
USD 50 million of blended finance from Goldman Sachs’ 10,000 Women to create performance
incentives for financial institutions to boost their lending to this segment, and to support capacity
building among financial institutions and women borrowers.

Nonetheless, it is important that the growing focus on blended instruments within the post-2015
development agenda does not lead partners to overlook other financial vehicles that can deliver
commercially viable outcomes without a concessional element. The range of tools available to
catalyse private finance for development includes instruments such as market-priced co-financing,
seed capital for collective investment vehicles, partial risk guarantees, advisory services and support
for sound project structuring. Some of these tools depend simply on an alignment of interests rather
than the provision of an explicit subsidy. Blended finance solutions are best used when partial market
failures undermine economic efficiency, including pioneering investments in high-risk environments
or those that use new technologies; or when equity or distributional goals prevail, such as promoting
affordable access to basic services for underserved groups.
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Despite the challenges of investing in emerging markets,1 where development needs are the

greatest, developing countries offer investment opportunities that are increasingly attractive to private

investors and corporations, including rising financial returns, portfolio diversification, and access to

young and growing markets. By helping to mitigate the perceived and real risks, and the inefficiencies

that characterise these markets, new financial approaches can enable investors to realise commercial

benefits while allowing developing countries to tap into significant capital resources.

Blended finance2 – development finance and philanthropic resources used to mobilise private

capital to promote development outcomes across a range of sectors and countries – is one such

innovative approach (see the challenge piece by Gavin E.R. Wilson at the beginning of this chapter).

By mitigating risks and enhancing returns for investors, this financing model can accelerate financial

flows to emerging markets, thereby dramatically improving the scale of investment in development.

This chapter outlines how blended finance can promote public-private co-operation to underpin

international development efforts, offering huge, largely untapped potential for public, philanthropic

and private actors to work together towards win-win solutions. Private investors can make attractive

returns on their capital. Public and philanthropic providers can make their limited dollars go further,

yet ensure scale of implementation. Most importantly, people in developing countries can benefit

from more funds – and knowledge – being channelled to emerging and frontier markets,3 and being

used strategically to transform economies, societies and lives – and ultimately to achieve the

Sustainable Development Goals (SDGs).

New sources of capital are available to close the sustainable development financing gap
The development challenges of the 21st century remain vast, requiring the transformation of

developing economies to ensure long-term development. The annual SDG financing gap in

developing countries is estimated at approximately USD 2.5 trillion (Figure 3.1). Although this seems

a huge amount, it constitutes only 3% of global gross domestic product (GDP), 14% of global annual

savings,4 or 1.1% of the value of global capital markets, estimated at USD 218 trillion (Sachs, 2014).

The use of concessional subsidies could, however, encourage investors to compete against each
other, leading to a race to the bottom in terms of pricing. The challenge for development partners
providing blended finance instruments is to implement them strategically and selectively. This
requires, to begin with, a shared understanding of exactly which forms of capital constitute a blended
finance instrument. In addition, organisational capacity and vision are needed to:

1. Identify and structure projects where blending is needed to make projects viable and ensure that
the concessional element can be phased out in a reasonable time period, leading to commercially
sustainable projects.

2. Target projects that address critical gaps in development and can be scaled up and/or replicated to
yield significant benefits beyond the original undertaking. This is particularly important for
projects in fragile and conflict-affected states.

In essence, blended finance implies that certain policy-driven investors take on a higher level of
risk, without commensurate commercial rewards. These partners are compensated by the prospect of
strong development impact, of demonstrating the viability of new sectors and of attracting additional
commercially-driven private finance to fund development challenges.

The good news is that there is enough money to close the SDG financing gap.
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The good news is that there is enough money to close this gap (OECD, 2014). Today only a small

fraction of the worldwide investment assets of banks, pension funds, insurers, foundations and

endowments, and multinational corporations is targeted at sectors and regions that advance

sustainable development in developing countries. Translating these assets into SDG-compatible

investments is fundamental.

Among the prospective sources of new capital to help finance SDG outcomes, pension funds

from developed and developing countries already have at least USD 1.4 trillion of assets invested in

developing markets, and the value is growing. Flows of cross-border bank lending to developing

countries were roughly USD 325 billion in 2013 (UNCTAD, 2014), making international bank lending

the third most important source of foreign capital after foreign direct investment and remittances. Of

the total USD 31 trillion in international cross-border bank claims by the end of 2014, 28% came from

developing countries (Bank for International Settlements, 2014).

The potential – and the need – to do more is enormous, particularly in sectors such as

infrastructure (e.g. power, renewable energy, transport), telecommunications, and water and

sanitation, which together have an estimated shortfall in public sector funding of up to

USD 1.6 trillion a year (UNCTAD, 2014; Sachs, Schmidt-Traub and Shah, 2014; see the “In my view” box

by Jay Collins later in this chapter). Thanks to a likely reversal of the factors contributing to the recent

decline in real estate interest rates,5 global capital markets appear to be entering a protracted period

of high liquidity and low cost that could last a decade or more (Kharas, Prizzon and Rogerson, 2014).

At the same time, owing to downward pressures on returns in developed markets, investors and

financial institutions are seeking to invest in emerging and frontier markets. These markets are

attractive because they offer above-average returns and are relatively less affected by prevailing

developed world challenges. High GDP growth in emerging economies also signals that there are

opportunities for investors to “buy into” a country’s overall prospects, or seek out opportunities by

identifying undervaluation in specific sectors.

Figure 3.1. Estimated investment gap in key SDG sectors, 2015-30
Trillions of USD, annual average

Source: UNCTAD (2014), World Investment Report 2014: Investing in the SDGs: An Action Plan, United Nations Conference on Trade and
Investment, Geneva, http://unctad.org/en/PublicationsLibrary/wir2014_en.pdf.

Total annual
investment needs

Current annual
investment

Total investment gap

2.5

1.43.9

Emerging and developing economies already contribute to more

than 60% of global GDP.
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In my view:
“Doing good while doing well” is the mantra for SDG success

Jay Collins,
Vice Chairman, Corporate and Investment Banking, Citigroup

Global and local capital markets have powerful potential as development funding tools and offer the world t
ability to move beyond traditional development assistance and philanthropy to structures and solutions that levera
public funding and crowd-in the private sector (OECD/WEF, 2015a). With myriad structures, themes and forma
capital markets have the scale, depth and potential to reach far beyond the current multi-billion dollar developme
funding level. Largely because of their size, they can drive the move called for by World Bank’s President Jim Yong K
(2015), “from billions to trillions”.

Perhaps the most important example of the underutilised potential of capital markets lies in the infrastructu
funding gap, which exists in both emerging and developing economies. The world spends approximat
USD 3.3 trillion per year on infrastructure (Dobbs et al., 2013: 10), with the bulk of this funded directly by governme
on their balance sheets, despite debt and deficit limitations; only some USD 400 billion is contributed annua
through project finance markets, in the form of non-recourse loans and/or bonds that are paid from cash flows fro
the project rather than the balance sheets of its sponsors (Dealogic, 2015). With Basel III and Solvency II constrain
which impose more stringent capital requirements on financial institutions and insurance companies, t
predominantly bank-funded market will not grow meaningfully unless solutions are found to push mo
infrastructure financing into global and local capital markets. Currently, only USD 30-50 billion of project bonds
completed annually, which makes global bond markets only a small fraction of the infrastructure funding pie (ibid

This has to change. To achieve rapid growth in the infrastructure project bond market, governments a
development institutions must innovate and develop new structures involving the private sector – structures th
distribute risk differently. As the private sector embraces instruments that combine social returns with risk-adjus
financial returns, the development community will need to focus on blending more of its public resources in
risk-adjusted return structures. This includes using development capital to create guarantees and other financ
solutions that make infrastructure projects “bankable” – or viable for the private sector.

The concept of blended financial solutions is not new. For years, Citi has been partnering globally with institutio
such as the World Bank Group’s Multilateral Investment Guarantee Agency and the US Overseas Private Investme
Corporation through a variety of risk-sharing arrangements. The challenge – and the imperative – going forward is
development finance to better incorporate grants and concessional financing, including official developme
assistance (ODA) and philanthropic capital, to catalyse and crowd-in more private sector capital. Global ODA stands
roughly USD 135 billion per year and philanthropic giving is holding relatively constant at about USD 30 billion (OEC
2014). By better leveraging these funds, much more can be mobilised (OECD/WEF, 2015a). For example, an injection
ODA as first-loss equity in a project with positive development impact could go a long way in making a previou
un-bankable deal bankable.

To promote innovative solutions and put theory into practice, Citi is participating in public-private partnerships th
are developing new blended finance solutions, such as the Sustainable Development Investment Partnership (s
Box 3.4). With partners that include USAID, the OECD, the World Economic Forum and the Swedish Internation
Development Co-operation Agency, this partnership aims to mobilise USD 100 billion in private financing ov
five years for infrastructure projects in developing countries in support of the SDGs. It will do so by using offic
funding to better mitigate risk and attract private sector capital (OECD/WEF, 2015a).

Yet unless development institutions measure their performance based upon amounts leveraged or “mobilise
rather than public funds committed, the behavioural change necessary to create capital market and blended finan
solutions will simply not happen. At the same time, global for-profit institutions – banks, corporations a
institutional investors – must embrace a paradigm that measures social and financial returns and builds those metr
directly into core businesses. As capital markets will likely be the dominant tool to fund the SDG gap, “doing go
while doing well” must be the mantra for SDG success.

© Citigroup Global Markets Inc. 2016.
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In emerging markets, expansion of the middle class, fuelled by increased accumulation of wealth

and attractive demographics (e.g. a young and growing workforce), is also driving tremendous

growth. This middle class is poised to expand by around 3 billion people (more than 40% of today’s

population) over the next 20 years and assets under management are expected to double by 2020, to

roughly USD 13 trillion (Pelosky, 2014). Emerging and developing economies already contribute to

more than 60% of global GDP and this percentage is expected to grow if growth rates increase as

projected – from 4.3% in 2015 to 4.7% in 2016, compared to the 2.4% growth projection for advanced

economies (euro area and the United States) over the same period (IMF, 2015; Lagarde, 2016).

Attracted by these positive metrics, combined with the rapidly growing workforce and consumer base

of these economies, corporations and investors are increasingly seeing emerging and developing

economies as their future source of growth and differentiation, offering important opportunities to

meet their business and financial objectives.

Since the 2008 global financial crisis, over USD 1.1 trillion in private capital flows has been

channelled into the developing world every year, and global investments there are expected to triple

by 2030 (IIF, 2014; World Bank, 2012; UNCTAD, 2012). Moreover, for the past 15 years long-term

investments in emerging markets have outperformed those in advanced economies.6 Private equity

investment has seen significant growth in emerging markets, reaching 11% of global private equity

investments in 2014; this represents USD 33.8 billion, the highest total in the Emerging Markets

Private Equity Association’s records. More than 50% of total private equity investment in 2014 was

allocated to sectors targeting the growing middle class, including consumer services, consumer

goods, technology, healthcare and financial services (Canada, 2015).

Finally, philanthropic foundations are recognised as important providers of additional funding

for development.7 Available data suggest that philanthropic contributions to development have

multiplied by nearly ten in less than a decade, from around USD 3 billion in 2003 to USD 30 billion

in 2012 (OECD, 2014).

Numerous barriers limit private sector investment in emerging markets
Despite this potential, however, only a fraction of global capital market investment flows to

emerging markets annually. To realise the potential – and to achieve the SDGs – it is fundamental to

address the bottlenecks that prevent private investors from targeting the sectors and countries that

urgently need additional investment. The following are five fundamental barriers that prevent the

private sector from deploying capital into emerging and frontier markets, of which the first is the

most significant (OECD/WEF, 2015a):

1. Returns are seen as too low for the level of real or perceived risk. Private capital providers have a

fiduciary duty to maximise returns while ensuring capital is preserved. While a wide range of

investment opportunities in emerging and frontier markets have the potential to deliver strong

development impact, transactions often do not meet investor return requirements in terms of

risk-appropriateness. Specific risks faced by investors in emerging markets include business model

risk (nascent markets, new projects), technical feasibility, macroeconomic and corporate

governance risks, and funding shortfalls. In addition, the transaction costs and time associated

with learning about new markets, capital-intensive projects and relatively small deals can be high,

dampening return expectations. The challenge is therefore to either reduce the level of perceived

and real risk or to increase the returns.

2. Markets not functioning efficiently. Local financial markets in emerging and frontier economies are

often at a much earlier stage of development than in developed countries. They often lack the

infrastructure, expertise, deep pools of capital and seamless connection of supply to demand

required for efficient functioning. For example, bond and equity markets are often under-developed

and illiquid, introducing high uncertainty about whether investors will be able to exit the investment
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and receive their money back. Also, while institutional investors usually require that investment

managers have a verifiable history of positive returns, many local fund managers are new and do not

have sufficient experience to demonstrate results. Finally, only a limited number of financial

institutions have the structuring expertise needed to package the financial and non-financial

solutions appropriate for countries and sectors of high potential development impact. The resulting

shortage of scalable, standardised, investable products limits the ability to effectively connect supply

of capital to demand, and to efficiently access capital markets.

3. Knowledge and capability gaps of private investors. In many cases, private capital providers lack

in-depth understanding of emerging and frontier markets; they may also lack the sector-specific

expertise (particularly related to development) needed to accurately assess risk and make informed

investment decisions. This increases the cost of investment and reduces the likelihood of success.

Limited understanding of local business practices when structuring and executing investments, as

well as limited market data (including historical financial returns) on which to base investment

decisions, further widen the knowledge gap. Finally, private investors and fund managers may be

unfamiliar with the challenges involved in assessing the development impact of investments.

4. Limited mandates and incentives to invest in sectors or markets with high development impact.
Private sector investors often do not have the explicit mandate – or the flexibility – to invest in

emerging and frontier economies and/or in sectors that have potential for social, environmental

and economic impact. With the high competition for capital in global markets across geographies

and sectors, the lack of a clear directive can block such investments.

5. Difficult local and global investment climates. The lack of strong, transparent local regulatory and

legal systems in emerging and frontier markets is a significant deterrent to private capital flows

(see Chapter 2). Capital controls, tax barriers, labour policies, inconsistent tariffs and visa

challenges reduce the attractiveness of investment by adding to the complexity of transactions and

the difficulty of realising returns. These limiting factors are amplified by risks associated with

fluctuating exchange rates and local currencies, lack of liquidity in local capital markets and

political instability. Certain regulatory policies in developed markets have also affected the ability

of their private capital providers to transact in emerging and frontier economies. For example,

since 2008 many global banks have reduced their presence in emerging and frontier markets

because a tightening of policies (e.g. Basel III8) has raised the cost of long-term and risky lending.

While not an intended consequence, these policies have created a capital shortfall in critical

sectors, including infrastructure, clean energy and local currency lending.

Blended finance can help diversify skills and resources for development
Blended finance can help to overcome many of these obstacles. It offers new and exciting

opportunities for providers of development finance and philanthropic funders to work with private

investors on identifying and supporting key investment opportunities in the developing world (Box 3.1).

It can enhance the impact of limited philanthropic and development resources, using those funds to

tap into the trillions of dollars of private capital available in global markets through three key functions:

1. Leveraging capital by reducing risks and guaranteeing investments, or by supplementing private

investment with grant financing to create incentives for the private sector.

2. Enhancing impact by bringing into play skillsets, knowledge and resources dedicated to

development.

3. Increasing returns in line with expectations by helping to improve the investment climate in key

markets.
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Investors express a range of benefits from partnering with public institutions. They note that

blended finance mechanisms help to effectively overcome many of the barriers referred to in the

previous section by:

● reducing costs

● adding liquidity and exit opportunities

● demonstrating or enhancing commercial viability of new products, projects or markets

● creating credit-quality and institutional-grade investments

● sharing local market knowledge

● providing access to local networks and partners

Box 3.1. Innovative private financing in Sudan

Irrigation is critical to the Sudanese economy. The country has one of the largest irrigated areas in
Africa – close to 2 million hectares, with the potential to reach 2.78 million hectares – and the
agriculture sector employs 80% of the country’s workforce, contributing 30% of its GDP.

Yet in spite of this potential, irrigation intensity figures in Sudan have been consistently low over
the past three decades and have resulted in crop yields far below the potential. A myriad of
institutional, policy and legislative factors have contributed to this situation. To begin with,
liberalisation/privatisation policies, applied in haste and without due consideration of the conditions
required to make such policies successful, have contributed to a decline in performance. An
unbalanced shift to hydro-generation projects has resulted in lack of funding for the operation and
maintenance of the existing irrigation infrastructure. And finally, these problems have been
exacerbated by limited government capacity in co-ordination, strategic planning, and water and land
legislation and governance, as well as by limited transparency regarding the problems that have
plagued the sector.

Historically, financing for irrigation operation and maintenance in Sudan was underwritten by a
combination of irrigation fees collected from farmers and government subsidies. During the 1980s and
into the mid-1990s, however, the collection of irrigation fees declined; this, together with a reduction in
funding resulting from liberalisation/privatisation policies adopted in 1995, led to the deterioration of
storage (dams) and irrigation infrastructure. As tariffs and subsidies failed to cover the costs of
maintaining and operating the irrigation infrastructure, cropping intensity and yields dropped.

In 2005, the government began to open up to the private sector the rehabilitation of existing
small-scale pump irrigation schemes in the River Nile and northern states, aiming to turn their
management over to corporate entities (a private sector delegation approach). The first such entity
– Al-Shamil – was formed in 2006 with 21% minority participation by the federal and state
governments and 79% participation by private sector funds. The company took on a total of
11 projects with responsibilities that included providing irrigation water to farmers, collecting water
fees and operating the irrigation infrastructure, including its routine maintenance. The state retained
responsibility for major maintenance and overhaul work.

The Al-Shamil project has proved to be acceptable, affordable and in line with the government’s
privatisation policy. Accountability is built into the project through production councils that monitor its
activity. With fees being collected by a private entity rather than the government, there has been a
change in the perception of water as a free resource, which has improved farmers’ willingness to pay;
this in turn has reduced levels of farmer migration and contributed to the development of stable farmer
communities. Collection levels increased from 50% in 2006 (the maximum achieved in other areas of the
country to date) to an average of 70% in 2011/12. These improved collection rates indicate that the fees
are affordable, and have also helped to resolve previous operation and maintenance issues.

Source: ADB (2012), “Strategic financing framework and innovative financing mechanisms in the water sector in African
countries: Sudan irrigation sub-sector”, African Development Bank, pp. 4-38.
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● improving the overall regulatory environment, investment climate and ease of doing business

● improving the terms for borrowers in emerging and frontier markets.

By offering these benefits, development finance institutions and foundations can mobilise

additional sources of finance for development, increase the impact of their own investments and

accelerate progress towards the SDGs (Box 3.2).

It is important to note that blended finance is not intended to replace ODA, provide excessive

subsidies to private capital, crowd out the financial sector or completely eliminate risk in a

transaction. Rather, blended finance helps facilitate risk-taking at acceptable levels to encourage

investment without distorting functioning markets. Some of the particular advantages development

funders have in making blended finance work include:

● Flexible capital. Development funders can assume exposure to greater potential risk and forego

commercial returns in exchange for development impact. Similarly, they can improve project

financial viability by offsetting high up-front transaction costs.

● Local market knowledge and experience. Development funders can use their local expertise and

presence to help bridge investor knowledge gaps, leveraging their local partners and networks to

support successful transactions (Box 3.3).

Box 3.2. A fund that has proved its efficacy in providing development impact

The European Fund for Southeast Europe was initiated by the KfW Development Bank in 2005 with
the financial support of the German Federal Ministry for Economic Cooperation and Development
(BMZ) and the European Commission. It fosters economic development in Southeast Europe and the
European Eastern Neighbourhood through the sustainable provision of development finance, notably
to micro and small enterprises and to private households, via qualified financial institutions. Since its
inception, investments by the fund in 16 countries have enabled more than 660 000 micro and small
enterprises to access much-needed credit. As the global economic crisis has not yet come to an end,
the fund’s mission, and its role as an example of a successful public-private partnership, are more
important than ever.

With EUR 358 million in public resources, the fund has leveraged twice that amount in private
funding by tailoring capital investment opportunities to the needs of diverse investors. Depending on
the desired risk-return profile, options range from first loss capital (junior shares) for public investors
to more senior capital tranches (notes) for private investors. The junior shares serve as a risk cushion,
in the sense that these are the first funds to be depleted in case of investee default; public investors
are also the last to benefit from income distribution. Note holders, on the other hand, are the first in
line to receive returns and they have the highest risk protection.

The fund’s approach to corporate governance also contributes to its success. It integrates professional
service providers – such as fund managers and advisors or fund administrators – for day-to-day
management, in addition to a Board of Directors and an Investment Committee constituted by
seasoned professionals from the international finance institutions that invest in the fund.

Last but not least, the fund pairs investment with technical assistance offered to partner financial
institutions by its Development Facility. This strategy has consistently proved its efficacy in
maximising development impact and outreach.

Contributed by Sylvia Wisniwski, Managing Director, Finance in Motion GmbH, Investment Adviser of the European Fund
for Southeast Europe.

Blended finance is not intended to replace ODA.
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● Local capacity development. Development funders can finance specialised strategic, financial and

technical advisory services that may be required in local markets; for example, training for small

and medium enterprises in preparing and managing balance sheets.

● Policy and regulatory reform. Development and philanthropic actors undertake many activities

that directly support improvements to the local investment climate in emerging and frontier

markets, including in procurement processes and the preparation of strategic investment plans.

Development funding provided to a project or enterprise through blended finance instruments

(Table 3.1) helps to overcome barriers in emerging and frontier markets at the following stages of the

investment life cycle:

● preparing – reducing uncertainty and high initial costs before commissioning a project

● pioneering – helping to reduce failure rates and transaction costs associated with high-risk

enterprises or projects that are experimenting with, testing and piloting new business approaches

● facilitating – deferring or improving returns to encourage investments with high expected

development impact but limited commercial returns

● anchoring – crowding in private capital

● transitioning – providing a cultivated pipeline that meets the needs of private investors to source

mature transactions and deploy capital at scale.

Box 3.3. Financing local needs in sub-Saharan Africa

Since its inception in 1999, the Islamic Corporation for the Development of the Private Sector (ICD)
– a member of the Islamic Development Bank Group – has promoted the development of the private
sector in its member countries as a means of contributing to inclusive growth and poverty reduction.
The ICD establishes local subsidiaries to act as its “financial channels” so as to gain proximity to
target communities and yield deeper customer insights.

In June 2009, in Senegal, it created Tamweel Africa Holding, of which 60% is owned by the ICD.
Tamweel Africa Holding currently comprises four local banks – in Guinea, Mauritania, Niger and
Senegal – which mainly serve small and medium enterprises. One of these four banks – the Islamic
Bank of Mauritania (BIM), with paid-up capital of USD 25 million – is a fully owned Tamweel
subsidiary. After three years of operations, it has provided financing to more than 100 small and
medium enterprises in Mauritania for a total of USD 34.5 million. The bank’s investment strategy
addresses the economic, social and environmental needs of the local community, covering key
sectors in the Mauritanian economy, including fishing, construction, telecommunications, education
and industry. The BIM directly employs 61 full-time workers, of which 29 are women, and has
contributed to the creation of more than 1 500 jobs. Twelve of the enterprises financed by the bank
contribute to the country’s foreign currency inflows through exports of their products.

Another one of the BIM’s clients, the Burj El Ilm private school established in 2005, provides quality
primary and secondary education for the inhabitants of Nouakchott, Mauritania’s capital. With a total
student body of 1 750 spread across five different locations, the school’s students include some of the
top performers nationwide. In 2014, the school’s success rates in exams were 96% (elementary), 100%
(middle school) and 68% (high school baccalaureate) compared to 50%, 30% and 30% respectively on
the national level. Its high school graduates continue their tertiary education in universities
worldwide, including in Canada, France, Morocco, Tunisia, Turkey and the United States. The school
offers merit and need-based scholarships to orphans and other qualifying students as part of its
social contribution to the local community. It employs 232 teachers, 75% of whom are locals.

Source: Islamic Corporation for the Development of the Private Sector (ICD), Member of the Islamic Development Bank
Group.
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What is needed to achieve the potential of blended finance?
If it is to accelerate social and economic progress towards the SDGs, blended finance needs to be

scaled up. To achieve its potential, development funders must actively commit to mainstreaming the

blended finance approach in a systematic way (see the “In my view” box by LI Yong). This requires

embracing some fundamental changes:

● Awareness and common language: Using a common blended finance lexicon is essential to

facilitate relationship building with the private sector, speed up investment processes, improve

transaction times and lower costs.

● Analytics and education: Analysing the effectiveness of various blended finance models and

documenting good practices can inform approaches to future financing deals. Communicating

these insights to a wide audience can increase the number of actors using blended finance.

● Institutional readiness: Defining clear mandates and strategies for engaging private sector

investors to achieve development goals, and ensuring appropriate resources and capabilities are in

place, are essential for scaling up blended finance.

● Partnerships: Developing relationships with funders and investors that possess similar

development goals, as well as complementary investment goals, can help to identify investment

structures and products that will work for all partners.

● Alignment of impact expectations: Standardising metrics can enable measurement of outcomes

and impact from blended finance across different sectors. Impact targets must be reasonable: if

targets are too onerous and costly in terms of time and funding, private capital may not invest.

● Consolidation of the market: Developing unified platforms to bring together public funders and

private investors can reduce fragmentation and duplication of effort while lowering costs and

building transparency.

● Recognition of private sector incentives and needs: Addressing the objectives of private capital is

fundamental, as these partners will not invest if asked to compromise between risk-adjusted

returns and development impact.

Although blended finance instruments are enjoying increasing popularity, they can involve some

potential risks. To mitigate these, a number of actions need to be taken:

● Financial incentives need to be balanced with development objectives. Using development

finance and philanthropic funds to leverage private sector investment in support of projects with

limited development outcomes can be a poor use of funds.

Table 3.1. Blended finance instruments

Instrument Description

Grants A financial award with no expected repayment or compensation over a fixed period of time.

Guarantees Protection from various forms of risk intended against capital losses for investors.

Debt Money lent for repayment at a later date, usually with interest:
● Market rate debt, when rates and terms are determined based on capital market prices and tenors, but can be subordinate to senior debt

(i.e. mezzanine).
● Flexible (concessional) debt, with favourable terms or rates for the borrower relative to market pricing.

Equity Ownership in a company – value determined at time of investment:
● Junior equity, accepts higher risk for lower financial returns in exchange for social, environmental and economic impact, typically

in a position to take the first losses.

Source: OECD/WEF (2015a), “Blended finance Vol. 1: A primer for development finance and philanthropic funders”, September,
OECD, Paris and World Economic Forum, Geneva, www3.weforum.org/docs/WEF_Blended_Finance_A_Primer_Development_
Finance_Philanthropic_Funders.pdf.
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In my view:
Well-structured public finance can align profit

and sustainability aspirations
LI Yong,

Director-General, United Nations Industrial Development Organization

The ambitious global commitment to pursue inclusive and sustainable paths of development – outlined
the 2030 Agenda for Sustainable Development – comes at a moment that does not admit any further delay. T
economic, environmental and social challenges we face are enormous and must be addressed today, before clim
change, demographic pressures, fragile security situations and other unsustainable global trends take th
unbearable toll on all of us.

At the same time, this agenda unveils a new set of opportunities for investments to yield unprecedented levels
economic and social dividends, provided that the appropriate co-ordination mechanisms and instruments are put in pla

This means rethinking the role of official development assistance (ODA) to increase its efficiency and impact as
international public investment tool. It means making it more co-ordinated, catalytic and targeted as an instrume
for attracting additional public and private investments for the transformation we all strive to achieve. Public finan
will need to focus on initiatives that can drive progress on the SDGs, bringing into play the necessary industries – w
their investments and their knowledge – thus generating a virtuous circle of further investment, innovation, structu
transformation and technological upgrades.

Driving the structural transformation required to increase the domestic tax base and achieve the SDGs also mea
targeting public finance to strengthen the institutional infrastructure and capacities of developing countries a
regions to implement their own industrial policies and activities.

Environmental sustainability offers important opportunities for investment and technological exchange among “gre
industries” worldwide. The development of cleaner production technologies and the adoption of healthier and m
equitable production-system practices will provide significant returns in terms of both private and social benefits.

Mitigating food insecurities or health risks offers similar opportunities, for example by attracting responsi
agro-industrial investments or promoting partnerships with medical industries.

International public investment in inclusive and sustainable industrialisation should aim at supporting small a
medium enterprises – including building their trade capacities, which tend to be the backbone of developing a
industrialised economies alike. It should contribute to localising or integrating value chains to provide equita
distribution of added value, boost income generation, increase purchasing power and strengthen the domestic tax ba

Finally, public investment should provide incentives for the formalisation of jobs and the development
entrepreneurial skills, particularly for women.

In my view, the objective of ODA-based international public investment should be to strengthen institution
infrastructure at all levels so as to enable economies to flourish, acting as a catalyst for further responsib
sustainable investment into key industrial sectors.

Such a structured approach to international public investment can ultimately raise the trillions we require
implementing the SDGs and for shaping the next era of globalisation.

There are already some success stories to be shared. For example, in 2014 the government of Ethiopia and t
United Nations Industrial Development Organization (UNIDO) launched an initiative aimed at achieving higher levels
inclusive and sustainable industrial development by attracting public and private investment around a governme
owned industrial strategy. The Programme for Country Partnership (PCP), as this successful model is called, is found
on several essential elements: policy alignment, focused investment, technical co-operation and an inclusive approa
to ensure ownership. After only two years, the programme is yielding impressive results, including the set-up of natio
structures for PCP governance and monitoring, completed feasibility studies for integrated agro-industrial parks, a
mobilisation of several investors for infrastructure development. Major private investments have been made
industries that are key to Ethiopian competitiveness, such as agro-food processing, textiles and apparel, and leather a
leather products. Examples include the establishment of an environmentally friendly leather industrial zone in t
country and the mobilisation of soft loan programmes for agro-food industrial and rural infrastructure.

A similar programme between UNIDO and Senegal, launched at the same time, also offers a promising outlook. Amo
other successes, the PCP Senegal has developed an incentive package and business plan for the country’s first integra
industrial platform. The first garment factory is expected to start operations in March 2016. Also in 2016, the PCP mo
is being expanded to Peru, demonstrating its applicability and effectiveness in middle-income countries as well.

Examples like these show that we are taking steps in the right direction. Legitimate profit interests are aligning w
sustainability aspirations at many levels. But innovative approaches are required to systematise and scale up the
initiatives.
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● Care needs to be taken not to crowd out private financing and cause market distortion. Crowding

out occurs when development funders invest in a project that would have been commercially

viable, or that could have attracted full private sector financing without any public support. In

these cases, not only is scarce donor funding perceived as being misspent; markets may also be

distorted, undermining the development of a healthy private sector.

● Transparency needs to be ensured while protecting commercial confidentiality. Transparency is

important in all areas of development finance and, many would argue, particularly so where

development finance and/or philanthropic funds are used to subsidise and leverage private

investment. Blended finance processes create a unique set of challenges to full transparency – in

particular because of private sector needs for commercial confidentiality. Development funders

need to strike the balance between accountability for their resources and the impact they have, and

the confidentiality needs of private investment partners.

● Demonstration effects need to be managed. When projects and companies do not succeed

because of factors such as lack of political support, or the application of the wrong model or

funding mechanism, the demonstration effect can be negative, discouraging private investors from

further involvement in the sector or even the country.

The way forward for blended finance
Development co-operation agencies, development finance institutions and foundations are clearly

looking for opportunities for more catalytic ways to engage with the private sector. Blended finance has

the potential to become a transformative tool for future development efforts and to serve as a major

pillar of the sustainable development financing framework. There is growing momentum in support of

blended finance as a systematic, ecosystem approach, with a range of development funders already

showing strong political will and allocating funds to innovative financing mechanisms.

To contribute to realising this potential, the World Economic Forum and the OECD have

established the ReDesigning Development Finance Initiative (OECD/WEF, 2013). This initiative creates

strategic links among development, investor and philanthropic resources to promote the use of

blended finance to deliver social impact through sustainable, investable, scalable enterprises and

projects (Box 3.4). One outcome of this initiative – the Blended Finance Toolkit (comprising the reports

“Blended finance Vol. 1: A primer for development finance and philanthropic funders” and “A how-to

guide for blended finance”; OECD/WEF, 2015a; 2015b) – outlines practical steps development funders

can take to make good use of blended finance.

Blended finance is currently at a pivotal juncture. It has evolved from a niche activity to a

mainstream focus of development finance, offering the potential for development funders to address

some of the world’s most pressing challenges. A recent survey of blended finance funds and facilities

identifies 74 pooled public and private funds, accounting for a total of USD 25.4 billion in committed

assets (OECD/WEF, 2016). These funds are already having an impact in sectors such as climate

resilience and clean energy, financial services, food and agriculture, healthcare and infrastructure.

Nonetheless, as Gavin E.R. Wilson points out in his challenge piece at the beginning of this

chapter, it is important not to let the enthusiasm for blended finance lead development partners to

overlook other financial approaches that may be more appropriate in a given circumstance – and may

not require public funding. He also flags the need to avoid encouraging competition with each other

for risk-mitigation instruments, encouraging a “race to the bottom”. For blended finance to fulfil its

potential in helping to accelerate sustainable and social economic progress towards the SDGs,

however, it needs to be scaled up. The approaches outlined in this chapter provide a framework for

how institutions can address risks and create incentives to accommodate the investment goals of

private sector capital while achieving development objectives.
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The time is right for development funders to take bold action and actively commit to embracing

the blended finance approach in a mainstream and systematic way.

Key recommendations for scaling up blended finance
● Recognise private sector incentives and needs and balance financial incentives with development

objectives.

● Use a common blended finance lexicon to facilitate relationship building with the private sector.

● Develop relationships among funders and investors with complementary development and

investment goals.

● Develop unified platforms to bring together development funders and private investors.

● Ensure clarity on the roles of development funders and private actors.

● Identify standardised, scalable investment structures and products.

● Make sure appropriate resources are in place.

● Take care not to crowd out private financing and promote market distortion.

● Set reasonable impact targets; standardise metrics and measures of impact across sectors.

● Analyse the effectiveness of different blended finance models and aggregate best practices;

communicate these insights to a wide audience.

● Take a structured approach to public investment using innovative approaches to systematise and

scale up successful initiatives.

● Manage demonstration effects so as not to discourage private investors from further involvement

in a given sector or country.

Box 3.4. The Sustainable Development Investment Partnership

Hydropower projects in Nepal or solar power plants in Mali should be good for business, people and
the planet. But all too often, the market fails to match supply with demand. At the Third International
Conference on Financing for Development in Addis Ababa (2015), the World Economic Forum and the
OECD launched the Sustainable Development Investment Partnership (SDIP).*

The partnership promotes co-operation among commercial investors, governments, development
agencies and development banks from both developing and developed countries, combining its
members’ assets and capabilities. The partners work together to mobilise private sector investment,
share existing tools, and develop new tools and financing models. By expanding the use of blended
finance to support sustainable infrastructure in developing countries, the SDIP aims to mobilise
USD 100 billion in private financing over the next five years. Using a sustained, co-ordinated
approach, it aims to deliver the scale, speed, transaction efficiency and risk mitigation necessary to
close existing viability gaps. The ultimate goal is to support inclusive growth and poverty alleviation
through commercially feasible projects in areas such as water and sanitation, transportation, clean
energy, agriculture, health and climate adaptation.

* See: www.sdiponline.org.

The time is right for development funders to take bold action.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 201680

http://www.sdiponline.org/


I.3. BLENDING PUBLIC AND PRIVATE FUNDS FOR SUSTAINABLE DEVELOPMENT
Notes

1. This chapter uses the term “emerging markets” to refer to developing country markets in general.

2. Blended finance is the use of development finance and philanthropic resources to mobilise private capital at
scale so as to deliver risk-adjusted returns and economic progress across a range of sectors and countries
while ensuring significant development outcomes.

3. For the purposes of this chapter, emerging and frontier markets refer to countries included in the OECD “DAC
List of ODA Recipients (2014-16)” at: www.oecd.org/dac/stats/documentupload/DAC%20List%20of%20ODA%20
Recipients%202014%20final.pdf.

4. Calculation based on IMF (2014), at purchasing power parity exchange rates.

5. Emerging market economies’ saving rate increased significantly between 2000 and 2007, driving down interest
rates; this increase is expected to be only partly reversed. At the same time, there is a rising demand for
risk-free assets as a result of increased accumulation of foreign exchange reserves in the emerging market
economies and an apparent rise in the perceived riskiness of equities relative to bonds. Finally, the decline in
investment rates in advanced economies as a result of the global financial crisis is likely to persist.

6. MSCI data.

7. See the 2011 Busan Partnership agreement, at: www.oecd.org/development/effectiveness/busanpartnership.htm.

8. “Basel III” is a comprehensive set of reform measures, developed by the Basel Committee on Banking
Supervision, to strengthen the regulation, supervision and risk management of the banking sector. These
measures aim to: improve the banking sector’s ability to absorb shocks arising from financial and economic
stress, whatever the source; improve risk management and governance; strengthen banks’ transparency and
disclosures. See: www.bis.org/bcbs/basel3.htm?m=3%7C14%7C572.
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Chapter 4

Measuring private finance mobilised
for sustainable development

by
Julia Benn, Cécile Sangaré and Suzanne Steensen, Development Co-operation Directorate, OECD

The OECD is working on ways to monitor and measure private resources mobilised
through public sector interventions. This is of great importance in the context of the
Sustainable Development Goals: improving the tracking of these resources will
increase transparency while also encouraging their use to mobilise further
resources. This chapter provides an overview of the work underway and outlines
some of the methodological challenges involved. It also presents the findings of a
recent survey that focused on private sector finance mobilised through guarantees,
syndicated loans and shares in collective investment vehicles between 2012
and 2014. It concludes with a set of key recommendations.

Challenge piece by Jeff Chelsky, World Bank. Opinion pieces by Pierre Jacquet,
Global Development Network; Philippe Orliange, Agence Française de
Développement.
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The challenge: How do we measure the mobilisation
of private finance?

Jeff Chelsky,
Program Manager, Strategy, Risk and Results,

Operations Policy and Country Services, World Bank1

Massive amounts of private finance will be needed to achieve the Sustainable Development Goals (SDGs). At t
same time, there is understandable pressure on official sector entities to demonstrate that their use of scarce pub
resources is having impact. While this makes it important for them to show how they are catalysing priva
investment, measuring this contribution is fraught with challenges.

The first challenge is definitional. Words like “mobilise”, “catalyse”, “leverage” and “additional” are often us
interchangeably, with varying degrees of precision and consistency. A number of these concepts appear in t
World Bank Group (WBG) “corporate scorecards”2 – an integrated performance and results-reporting framewor
which has presented us with a platform to distinguish the terms.

For example, “private capital mobilised” is defined as: Financing from private entities other than the WBG th
becomes available to a client at legal commitment of the financing (i.e. financial close) as a result of the WBG’s act
and direct involvement in raising resources (i.e. that are contractually part of a distinct transaction).

This definition makes it relatively easy to measure private capital mobilised. The International Finan
Corporation (IFC), the private sector arm of the WBG, has a long history of measuring and publicly reporting on t
additional financing it mobilises. Their ability to do this is largely thanks to the nature of their business, in which th
deal directly with the private sector and are paid by clients to mobilise funds.

The definition of private capital mobilised is quite narrow, however, and as such does not offer a comprehens
view of the impact of institutions like the WBG on attracting private financing. Much of the impact from interventio
by the WBG’s International Bank for Reconstruction and Development or its International Development Associat
comes from helping clients (in this case, the public sector) improve the underlying conditions for private sec
activity and investment.3 For this reason, private capital mobilised is complemented in our corporate scorecard by t
concept of “private investment catalysed”, defined as: Private investment resulting from the contribution associa
with the WBG’s involvement in an investment, operation or non-financing activity. Private investment catalys
measures financing provided, regardless of whether or not the WBG was actively and directly involved in raising su
financing or soliciting investors, and includes investment made as a result of an engagement after it is completed.

The second challenge is measurement. It is relatively easy to track investment linked to a specific transaction b
which is not a contractual part of the transaction, for example, co-financing. Measuring private investment catalys
as a result of the impact of the intervention or activity is more problematic. Not only is it essentially arbitrary
delimit how far along the results chain one goes to track finance catalysed, it is also not obvious how far into the futu
to look. An investment may be made, for example, as a result of an operation, an activity or advice that has help
improve the business and investment climate in a client country, by reducing red tape in the registration of n
businesses or by improving creditor rights. Or infrastructure financed by the WBG could make it possible to profit fro
private sector activity where this was previously not the case.

The relationship of the investment to these kinds of interventions may be easy to grasp conceptually, but it is v
difficult to measure quantitatively, even when significant (and costly) effort is expended. Yet failure to take in
account the important contribution of development institutions in attracting private financing through such mea
would paint an incomplete and fundamentally misleading picture of their impact and effectiveness.

Given the importance of acknowledging this contribution, the WBG is investigating the potential of usi
“multipliers” to estimate private investment catalysed. Drawing on various studies, particularly from t
infrastructure sector, we are attempting to come up with credible “rules of thumb” for estimating the impacts
private investment of WBG interventions or investments. The methodological challenges are enormous, however, a
the outcome is likely to be, at best, an “order of magnitude” estimate.
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The question of how private resources can best be mobilised1 is at the heart of discussions around

how to finance the Sustainable Development Goals (SDGs) (OECD, 2014a) and to realise developed

countries’ commitment to mobilise, by 2020, USD 100 billion per year for climate action in developing

countries (UNFCCC, 2009).

The potential exists: global savings have never been higher, there are new sources of capital that

can be tapped, innovative financial instruments are widely available and investment opportunities

abound. Yet in order to realise this potential, incentives need to be created to help mobilise and

channel “patient capital” – i.e. medium or long-term investment – particularly from the private

sector. Public funds can be used to create these incentives, providing guarantees, mitigating risks,

improving the enabling environment and helping to improve technical capacity at the receiving end

(see the “In my view” box by Philippe Orliange).

To ensure that these funds achieve their maximum impact, and to assess whether governments

and private sources are living up to their commitments, it is fundamental to monitor and measure

them. The OECD Development Assistance Committee (DAC) is currently expanding the scope of its

statistical framework, introducing new reporting requirements and methodologies for measuring the

amounts mobilised from the private sector through public sector interventions.

This chapter presents the outstanding challenges in measuring international private finance

mobilised by public funding. It reviews the results of a recent survey on mobilisation and, drawing on

the lessons from this work, concludes with a number of recommendations to providers of

development assistance, including developing common and pragmatic approaches, and increasing

internal capacity to report data on the mobilisation effect of their interventions.

International stakeholders are joining forces to track mobilised finance
Today’s development financing packages can be complex, with multiple actors involved in the

various financial and implementation phases of an activity or project (often referred to as “blended

finance”, see Chapter 3).

Despite these challenges, failure to acknowledge indirect effects on mobilising private capital can easily lead
sub-optimal decisions about the relative effectiveness and efficiency of different kinds of development interventio
and institutions. Not everything that matters can be measured and not everything that can be measured matters.
effective strategy to catalyse private finance will always have qualitative and quantitative dimensions, and w
require ongoing learning from experience to ensure that development activities are achieving real results on t
ground. Only by embedding the overarching objective of making interventions of development partners more cataly
can we hope to attract the scale of resources necessary to achieve the SDGs.

For this reason, calculations of indirect “catalytic” effect should be an integral part of the thinking that goes into t
design of every project, investment or activity, even if it is difficult to measure the impact with precision. It should a
be an integral aspect of any effort to assess the extent to which development interventions are able to “crowd in” t
private sector.

1. This piece benefited from insightful comments from Neil Gregory, Christopher Calvin, Jyoti Bisbey, Paul Barbour, Marco Scuriatti
Arthur Karlin.

2. See: www.worldbank.org/en/about/results/corporatescorecard.
3. For a discussion of the additionality that multilateral development banks can bring to the mobilisation of financing, see Chelsky, Morel

Kabir (2013).
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Efforts are underway in several fora to improve the tracking of information on mobilised finance.

Within the climate community in particular, a range of partners involved in the OECD-hosted

Research Collaborative on tracking private climate finance has been conducting work to measure

publicly-mobilised private finance for climate action in developing countries (Box 4.1). The

OECD-DAC work is being taken forward in co-operation and synergy with these partners so as to

arrive at widely shared definitions and standards.

In my view:
Innovative mechanisms can help

to mobilise domestic finance
Philippe Orliange,

Director for Strategy, Partnerships and Communication, Agence Française de Développement

The financial model of the Agence Française de Développement (AFD) is typical of those of
development banks in general.1 The agency borrows on capital markets at low interest rates, thanks
to its good ratings as a solid, state-owned institution. It provides these funds to developing country
borrowers in the form of development loans – subsidised or not, according to need.

This is the most direct way in which development banks “mobilise” private funds. Yet other vehicles
for mobilisation need to be further explored; in particular, ways of enabling developing countries to
mobilise their own domestic resources, through local banks, to finance small and medium
enterprises. One of the main hurdles local companies face is insufficient access to bank finance in the
volumes they need, with affordable interest rates, reasonable pay-back time and security. The AFD
and its private sector subsidiary, Proparco,2 offer several tools to help them overcome these obstacles:

● Credit lines for small and medium enterprises. When there are clearly identified financing gaps in
the local market, the AFD can provide support in the form of a credit line to one or several local
banks, which will then lend to local small and medium enterprises. The beneficial terms of these
loans to local banks are passed on to the end-borrowers. The local banks also usually offer
additional loans on their own terms; these, together with what the enterprise invests itself,
contribute around 45% of local resources within the overall investment. In addition, the AFD’s
credit line is often complemented by technical assistance, both to the local banks and to each
specific project.

● Guarantee mechanisms. The inability of small and medium enterprises to provide sufficient
collateral is often a major barrier to obtaining a loan. Even when collateral is available, in the case
of default, shortcomings in the local legal system may make it lengthy and costly for banks to
recuperate their investments. The risk for the local bank can be reduced if a third-party “guarantor”
agrees to pay part or all of the amount due on the loan in the event of non-payment by the
borrower. These “guarantee” schemes, legally binding, allow small and medium enterprises to
access credit at low cost. The AFD has developed such a risk-sharing tool, ARIZ,3 which is mainly
used in the least developed countries, guaranteeing loans from local banks to over 5 000 companies
in more than 30 countries to date.

In my view, using mechanisms like these can go a long way towards mobilising domestic resources,
putting them to work for productive investments. This, in turn, will help to stem both licit and illicit
outflows of resources – a goal at the heart of the financing-for-development agenda that the
international community adopted at Addis Ababa in July 2015.

1. See: www.afd.fr.
2. See: www.proparco.fr.
3. ARIZ stands for Accompagnement du Risque de financement de l’Investissement privé en Zone d’intervention de l’AFD (support for

the risk of financing private investment in the AFD’s areas of operation).
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Box 4.1. Estimating mobilised private finance for climate action

The OECD-hosted Research Collaborative on tracking private climate finance is a network of
researchers, development finance institutions and governments working together to identify, develop
and assess methodologies for estimating publicly-mobilised private finance for climate action in
developing countries.* Based on the work of the Research Collaborative, the OECD recently estimated
private climate finance mobilised in 2013-14 in the context of the United Nations Framework
Convention on Climate Change commitment made by developed countries to jointly mobilise
USD 100 billion per year by 2020 (Figure 4.1).

Figure 4.1. Estimates of private finance mobilised by developed countries
through bilateral and multilateral channels for climate action in developing countries

Commitments, USD billion

Notes: Private co-financing data from development finance institutions were used as best-available evidence of
mobilisation. Where multiple public financiers were involved, amounts of private co-financing were attributed at the
activity level using volume-based pro-rating across public finance instruments and actors (from developed and developing
countries alike). Estimates are for ODA recipients and/or UNFCCC non-Annex I countries. They include private finance from
all geographical origins.
Source: OECD (2015), “Climate finance in 2013-14 and the USD 100 billion goal”, a report by the OECD in collaboration with
Climate Policy Initiative (CPI), www.oecd.org/environment/cc/OECD-CPI-Climate-Finance-Report.htm.

1 2 http://dx.doi.org/10.1787/888933357682

Moving forward, however, some methodological questions remain to be addressed. For instance,
alternatives are being explored for differentiating between mobilisation and co-financing. Methods
for taking into account the role played by each public actor and finance instrument (other than simple
volume-based pro-rating) are also being developed. In doing so, co-operation and synergies with the
ongoing work of the OECD-DAC, as well as joint initiatives by bilateral (Stumhofer et al., 2015) and
multilateral (Joint-MDBs, 2015) development finance institutions are being ensured. How to estimate
the mobilisation effect of credit lines is, for instance, an area where stakeholders are working to
advance a common understanding.

Work conducted under the Research Collaborative also highlights the importance of public finance
for capacity building, and of domestic public policies in developing countries in order to catalyse
private finance at scale (Haš i et al., 2015). Therefore, if measurement only captures direct
mobilisation or co-financing, there is, on the one hand, a risk of overestimating the role of public
co-financiers at the project level. On the other hand, it also means that private finance mobilised
indirectly – in the absence of direct public co-finance – will not be captured at all, leading to an
underestimation of the total. This implies that activity-based monitoring and reporting of private
finance mobilised directly at the project level should be complemented with other methods for
estimating indirect mobilisation.

* For more information, see: www.oecd.org/env/researchcollaborative.
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Measuring mobilised finance presents challenges of definition, scope
and methodology

To provide accurate, comparable data on mobilisation at the international level, several

questions must be answered and agreement must be reached on:

● Definition: How does the term “mobilised” differ from other terms such as “catalysed” and

“leveraged”? What is meant by “private” vs. “public” finance?

● Scope: How to develop a common understanding of the boundaries of a project – of where it starts

and ends?

● Methodology: What proven and internationally agreed methods exist for assessing causality and

attributing mobilisation of private finance?

What is the difference between catalysed, leveraged and mobilised?

The terms “catalyse”, “leverage” and “mobilise” are often used interchangeably (see the challenge

piece by Jeff Chelsky). To permit accurate and comparable monitoring of sustainable development

finance, however, it is important to distinguish among these terms and the contexts they describe

(Figure 4.2):

● Catalyse usually refers to actions aimed at stimulating positive change. The result of such actions

– the catalytic effect – may be financial (funds mobilised) or non-financial (transfer of knowledge,

sharing of new practices, introduction of a policy, etc.). It is generally recognised that catalytic

effects are difficult to measure statistically.

● Mobilise and leverage are usually used more restrictively to refer to the ways in which specific

mechanisms stimulate the allocation of additional financial resources to particular objectives. In

the context of OECD-DAC methodological work, the term “leverage” is usually associated with a

quantitative indicator, such as a leverage ratio, while “mobilise” refers to a causal link between

private finance made available for a specific project and the official flows that were used to

incentivise them.

It is important to agree on definitions of private and public flows

While distinguishing between private and public finance is also vital when measuring

mobilisation, at present there is a lack of agreement on how to define these terms. In the OECD-DAC

statistical framework, transactions are classified as public or private according to the ownership of

the financing entity (this complies with balance of payments principles): if more than 50% of an

entity is publicly owned, its operations are considered public.2 This is the definition applied by the

Figure 4.2. Catalytic vs. mobilisation or leverage effects

Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.
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I.4. MEASURING PRIVATE FINANCE MOBILISED FOR SUSTAINABLE DEVELOPMENT
OECD-DAC when measuring mobilisation. In other fora, however, private finance is sometimes

defined more broadly and may include activities undertaken by public corporations on a commercial

basis, e.g. national electric companies. Co-financing from such corporations could, therefore, be

considered private finance. These definitional differences affect the comparability of the data

provided by the various entities tracking flows.

Assessing causality is difficult

While some subjectivity is embedded in most methodologies used by institutions, measuring

causality statistically can be particularly complex. It is difficult to demonstrate that private financiers

would not have invested without the corresponding official investment. To provide credibility at the

international level, therefore, it is critical to make conservative assumptions in defining a measure

of causality.

In addition, whenever more than one official investor is involved in a project that has mobilised

private finance, the issue of attribution arises (i.e. how much each official investor mobilised). Being

able to clearly attribute the amount of private finance mobilised by each investor is essential,

however, to avoid double counting. Pro rata attribution – based on the amounts invested by each

official agency – is, mathematically, the simplest approach. Yet this methodology does not take into

account certain factors (e.g. a more active role by one of the official agencies, or different risk levels

born by each official body). While these factors are difficult to quantify, taking them into account

would provide a better reflection of causality (see the “In my view” box by Pierre Jacquet).

Double-counting of mobilised finance must be avoided

One of the particular challenges in capturing the amounts mobilised internationally from the

private sector is how to provide a full picture while avoiding double counting. In an international

statistical system that receives reports from all the contributors to a given financial package, there is

a risk that the amount mobilised could be counted several times. A recent review carried out by the

DAC revealed that most institutions are likely to use total private investment in a project as a proxy

for the private finance mobilised through their interventions.3 Figure 4.3 shows a typical example: in

this case, the investment by Daewoo and K-water in the Patrind hydropower project would be

counted by each of the official investors.

Defining boundaries can be difficult, especially in large projects

Defining project boundaries is also crucial to avoid double counting, especially in the case of

large projects (e.g. in the infrastructure sector) involving multiple investors, from both the official and

private sectors, with different financial instruments. For example, the boundaries of a road project

might be considered to be limited to the actual construction of the highway, or they might be

broadened to include other related investments, such as the construction of gas stations and other

services along the road. Depending on the definition of boundaries, the number of official actors as

well the amount of private investment involved in the project could vary significantly, making the

causal links between public and private investment difficult to establish. This is why defining

boundaries in complex projects allowing the attribution of the amounts mobilised on a fair and

statistically sound basis is a major methodological challenge.
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In my view:
Engaging the private sector in sustainable development

finance involves commitment, careful analysis
and alignment of objectives

Pierre Jacquet,
President, Global Development Network

The increasing scarcity of public budgets has naturally led to heightened expectations about private
financing for the Sustainable Development Goals (SDGs). As such, this is quite a challenge: public and
private objectives do not coincide naturally and private firms are not philanthropic, even though
some individuals within them may be. Two dimensions are crucial to reconcile these differing
objectives, beyond identifying unexploited synergies that can deliver “low-hanging fruit” – such as
energy-saving initiatives.

Improving the regulatory and policy environment. Negotiating and adopting a list of global goals
in itself does not ensure the kind of stable and predictable regulatory policy environment needed to
promote investment. The SDGs are desired results, but there is still a lot of debate and disagreement
on how to commit and get there. Continuing scientific uncertainties, including in the area of climate
change, are exploited by various interest groups fighting for their own parochial interests. As a result,
sustainable development policies remain largely experimental, questionable and unstable. Clear,
consistent and credible public commitments are needed. How can we expect the private sector, for
example, to help fight climate change if governments cannot themselves put a credible price on
carbon emissions?

Ensuring the compatibility of profits with social objectives. Because the private sector is driven by
profits, its involvement is often perceived as problematic. Building trust is a priority, and this must be
founded on a better understanding of the role and responsibilities of private companies and, beyond
this, of the notion of profitability itself. Of course, profits can be excessive and their distribution
unjust. Yet, profitability itself is not the culprit. Profits are crucial for increasing real incomes and
ensuring the sustainability of efforts and investments, as well as of results over time. Recognising
this, social business champions support activities that both achieve social objectives and are
profitable enough to be self-sustainable (Chapter 5). The question is how to make the pursuit of social
objectives compatible with market-led profit requirements.

In my view, sound public development finance can play a role in resolving some of these issues.
Above and beyond funding what private markets won’t finance spontaneously, it can use innovative
financial instruments – such as subsidies, insurance and partial guarantees – to mobilise investment.
Such an approach requires sound risk analysis to arrive at informed decisions about desirable risk
allocation (notably between the public and private parties). It also calls for conviction concerning why,
when and how to support private investments with public money in order to reach social and
environmental objectives. And there is an additional difficulty: effective instruments to mobilise
finance for a project or activity include insurance and guarantees, which imply a willingness to
finance (should the covered risk materialise) rather than actual financing. In many cases, no money
may need to be spent, which makes the corresponding public finance effort more difficult to measure
and communicate, and the links with results or impact more blurred. Despite these difficulties, this
is a very promising path, and one that may lead to a profound revolution in public-private
partnerships and in public finance in support of the SDGs.
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The OECD-DAC is developing an international standard for measuring mobilisation
The OECD-DAC has long-standing experience in measuring and monitoring development

finance, and in establishing commonly agreed definitions and standards. Building on this experience,

and on co-operation with a wide range of partners from bilateral and multilateral development

finance institutions, it has developed and piloted methodologies for measuring the amounts

mobilised from the private sector through a first set of instruments and mechanisms: guarantees,

syndicated loans4 and equity shares in collective investment vehicles (e.g. investment funds).

Following the basic principles underpinning international statistical systems, these methodologies

are designed to be realistic and feasible, conservative in the assessment of causality, fair (pro-rated

attribution), and pragmatic in terms of point of measurement (point in time for the measurement)

and data availability.

The OECD-DAC statistical framework has been expanded to include this information – which will

be reflected in regular reporting as of 2017 – and work is underway to develop methodologies for

other leveraging instruments and mechanisms (e.g. credit lines, direct equity, mezzanine finance and

structured finance). The measure of amounts mobilised from the private sector, which up to now

have not been reliably or uniformly measured in international statistical systems, will provide

consistent and comparable statistics on private sector finance for development, thereby increasing

transparency. It is also expected to contribute to the ongoing development of a broader measurement

framework of total official support for sustainable development (TOSSD) (Box 4.2).

Figure 4.3. A complex financial package: The Patrind Hydropower Project (Pakistan)

Notes: MIGA = Multilateral Investment Guarantee Agency; IDB = Islamic Development Bank; IFC = International Finance
Corporation; AsDB = Asian Development Bank; KEXIM = Export-Import Bank of Korea; GHG = greenhouse gas.
Sources: Star Hydro Power Limited, www.patrind.com; and World Bank (2016), “Project information – K-Water Star Patrind HPP”
(dataset), Renewable Energy Database, The World Bank, Washington, DC, http://ppi-re.worldbank.org/data/project/k-water-star-patrind-
hpp-6358 (accessed 23 February 2016).
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A new OECD survey confirms the feasibility of collecting data on mobilisation
In April 2015, the OECD-DAC launched a new data survey (Benn et al., 2016). Its aims were to:

● pilot the new methodologies it has developed for measuring the amounts mobilised from the

private sector by guarantees, syndicated loans and shares in collective investment vehicles

● assess the feasibility of collecting activity-level data on the amounts mobilised

● collect comprehensive data on the amounts mobilised from the private sector through the above

mechanisms over the period 2012-14.

The scope of the survey was limited to amounts mobilised from the private sector as a result of

official development finance interventions (i.e. export-related transactions were excluded), including

both international and domestic private funds.5 It also sought information on the climate focus of the

activities reported on. Amounts mobilised entirely from official sources were not included in this

survey, as these are captured through regular data collection in OECD-DAC statistics.

The survey targeted 71 institutions, including bilateral and multilateral development finance

institutions, development banks and development co-operation agencies.6 Of the 56 institutions that

responded to the survey, 29 provided comprehensive data, representing a fair picture of the

institutions that are known to use the 3 mechanisms surveyed. Some institutions were not able to

share data because activity-level information on mobilisation was not readily available in their

internal systems. For a few of the smaller institutions, lack of resources was a major obstacle to

participating in the survey. Other reasons for not participating included confidentiality concerns.

These challenges limiting participation underscore the need for a pragmatic approach to developing

methodologies for other instruments.

Box 4.2. A measure of total official support for sustainable development

DAC ministers agreed in December 2014 to develop a new measurement framework, provisionally
entitled total official support for sustainable development (TOSSD). This measure aims to recognise
and further incentivise efforts in support of sustainable development above and beyond official
development assistance (ODA). Such efforts could include: 1) the leveraging/catalytic effect of ODA;
2) blending operations, risk-mitigation schemes and equity stakes invested in sustainable development
activities in developing countries; and 3) public finance for global public goods where these are deemed
relevant for development and aligned with developing countries’ priorities.

Analytical work carried out through country pilot studies, inclusive policy dialogues and technical
consultations across the international community have been crucial in modernising and broadening
the OECD-DAC statistical framework. TOSSD will help to measure, monitor and mobilise development
finance from a wide variety of sources in support of the ambitious 2030 Agenda. Work to develop the
scope, boundaries, statistical conventions and operational modalities of the TOSSD framework is
being carried out with the participation of a wide range of development actors and stakeholders in a
transparent, inclusive consultation process.

The TOSSD measure will provide important information – for both provider and recipient
countries – about the components of various financing packages, including the instruments used,
their terms and how they are combined. This knowledge should, in turn, increase knowledge about
financing strategies and best practices for effectively tapping and deploying a wide range of
development finance from public and private sources to fund the Sustainable Development Goals.
Bringing together data from OECD members, emerging economies, developing countries, the United
Nations, other multilateral organisations and other relevant fora, the new statistical directives and
policies will provide an important contribution to international standards and norms.

For further information see: www.oecd.org/dac/financing-sustainable-development/tossd.htm.
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Survey data have confirmed the leading mobilisation instruments and actors

The survey results (Benn et al., 2016) show that USD 36.4 billion was mobilised from the private

sector in 2012-14 by official development finance interventions in the form of guarantees

(USD 21.3 billion or 59%), syndicated loans (USD 8.4 billion or 23%) and shares in collective

investment vehicles (USD 6.7 million or 18%) (Figure 4.4). The total amount mobilised by these

three instruments rose over the three-year period (an overall increase of 44% between 2012 and 2014);

most of the increase was attributable to syndicated loans, for which the amounts mobilised

quadrupled.

Over half of the total amount was mobilised by multilateral organisations, with the

Multilateral Investment Guarantee Agency (MIGA) taking the lead, followed by the International

Finance Corporation (IFC) and the European Bank for Reconstruction and Development (EBRD)

(Figures 4.5 and 4.6).

The major bilateral actors in this area were the United States (USD 10 billion), followed by the

United Kingdom (USD 2.7 billion) and France (USD 1.6 billion) (Figure 4.7). Here again, a large share of

the total amount was mobilised through guarantees, especially by the Overseas Private Investment

Corporation (OPIC). Shares in collective investment vehicles were the second largest leveraging

instrument for bilateral actors (mainly the United Kingdom), while syndicated loans played the

smallest role.

The instruments surveyed mobilised USD 36.4 billion from the private sector

in 2012-14, mostly through guarantees.

Figure 4.4. Private finance mobilised per instrument and year, 2012-14
Through guarantees, syndicated loans and shares in collective investment vehicles, billions USD, current prices

Note: CIVs = collective investment vehicles.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357695
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Figure 4.5. Private finance mobilised per type of institution
and financial instrument, 2012-14

Billions USD

Note: CIVs = collective investment vehicles.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357709

Figure 4.6. Top provider institutions, 2012-14
Billions USD

Notes: CIVs = collective investment vehicles; MIGA = Multilateral Investment Guarantee Agency; IFC = International Finance
Corporation; EBRD = European Bank for Reconstruction and Development; AsDB = Asian Development Bank; IADB = Inter-
American Development Bank; OPIC = Overseas Private Investment Corporation; USAID = United States Agency for International
Development; AFD = French Development Agency; Sida = Swedish International Development Cooperation Agency. The IFC does
not treat guarantees as a mobilisation instrument in its internal reporting system. Guarantees appear directly on the IFC’s balance
sheet (in 2012-14, long-term guarantees amounted to USD 1.2 billion).
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357718
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The top recipients of mobilised funds were middle-income countries

The majority of private finance mobilised through guarantees, syndicated loans and shares in

collective investment vehicles benefited developing countries in Africa (29.1%), followed by Asia

(27.2%) and the Americas (21.1%) (Figure 4.8). The target region or country could not be identified for

7.3% of the total amount mobilised. In terms of recipient countries, the top beneficiary was Turkey

(7.1%), followed by a relatively homogeneous distribution among Chile, India, Pakistan, Serbia,

Côte d’Ivoire, the People’s Republic of China (hereafter “China”), Brazil, Jordan and Ghana (Figure 4.9).

Together these ten countries received approximately one-third of the total amount mobilised, most

of which was mobilised through guarantees. In the case of Côte d’Ivoire, Pakistan and Serbia, almost

the entire amount of private investment mobilised was attributable to guarantees. Syndicated loans

were, nonetheless, a major leveraging instrument for activities in Brazil, Chile, China, Jordan and

Turkey. While shares in collective investment vehicles were mainly used to mobilise private funds for

activities in India and Turkey, a large share of the amounts mobilised through these vehicles was also

reported under “Africa, regional”, without specifying the beneficiary country.

In addition, the survey showed that the amount mobilised from the private sector through these

three instruments was concentrated largely in middle-income countries (72.3% of the total). Only

USD 2.9 billion (8%) of the total amount targeted the least developed countries, and USD 0.7 billion

(2%) other low-income countries (Figure 4.10). While guarantees represented the main mobilisation

instrument in the least developed countries (USD 2.4 billion, 82%) and other low-income counties

(USD 0.6 billion, 86%), syndicated loans were also important in middle-income countries

(USD 5.3 billion, 36% in upper middle-income countries).

Figure 4.7. Top provider countries, 2012-14
Billions USD

Note: CIVs = collective investment vehicles.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357720
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Between 2012 and 2014, 29% of mobilised private finance went to Africa.
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In terms of sectoral breakdown, the survey data revealed that a majority of the private funds

mobilised benefited the energy, banking and industry sectors (USD 11, 8 and 7 billion respectively).

Guarantees were the main mobilisation tool in most sectors, particularly in the water and sanitation

sector (71%). Shares in collective investment vehicles were an important mobilisation tool in the

banking sector (35%), while in other sectors they seemed to play a marginal role. Syndicated loans,

while used in all sectors, were most significant in the transport sector (Figure 4.11).

Figure 4.8. Regional distribution of private finance mobilised
for developing countries, 2012-14

Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357735

Figure 4.9. Top ten recipient countries of private finance mobilised, 2012-14
Billions USD

Note: CIVs = collective investment vehicles.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357745
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Figure 4.10. Private finance mobilised by income group and financial instrument, 2012-14
Billions USD

Notes: CIVs = collective investment vehicles; LDCs = least developed countries; LICs = low-income countries; LMICs = lower
middle-income countries and territories; UMICs = upper middle-income countries and territories.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357759

Figure 4.11. Private finance mobilised by sector and financial instrument, 2012-14

Note: CIVs = collective investment vehicles.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357769
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Relatively little of the finance mobilised was climate-related

According to the survey, only 19% of the total amount mobilised from the private sector by

guarantees, syndicated loans and shares in collective investment vehicles in 2012-14 was

climate-related (Figure 4.12).7 This finance targeted climate change mitigation in particular (71%),

with around 27% addressing both mitigation and adaptation objectives. Not all respondents were able

to provide the information requested on the climate focus of their spending (nine respondents,

covering 40% of the total amount, did not respond). The data show, nonetheless, that these

institutions also operate in climate-related sectors. For example, amounts mobilised by these

institutions for renewable energy projects, which are usually considered climate-related, amounted

to USD 3.5 billion over the period.

A significant share of syndicated loans was reported as climate-related (31% of the amount

mobilised by this instrument, compared to 16% for guarantees and 11% for shares in collective

investment vehicles).

In 2012-14, 19% of the amount mobilised was climate-related

(USD 6.8 billion).

Figure 4.12. Climate-related private finance mobilised, 2012-14

Notes: “Not climate-related” includes amounts reported as not climate-related and amounts for which climate relevance was not
reported. CIVs = collective investment vehicles.
Source: Benn, J. et al. (2016), “Amounts mobilised from the private sector by official development finance interventions:
Guarantees, syndicated loans and shares in collective investment vehicles”, OECD Development Co-operation Working Papers, No. 26,
OECD Publishing, Paris, http://dx.doi.org/10.1787/5jm3xh459n37-en.

1 2 http://dx.doi.org/10.1787/888933357778
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The way forward for measuring mobilised private finance
In his introductory piece, Jeff Chelsky sets out two basic challenges:

1. establishing clarity regarding what is being measured, including defining words like “mobilised”,

“catalysed” and “leveraged”

2. capturing the indirect, broader impact of activities and efforts to attract private finance.

While the use of these terms continues to present challenges, much work has been done to

clarify their meaning. In the case of mobilised finance, this includes work to define the associated

measurement using comparable, international standards. In particular, the survey described in this

chapter confirms that it is feasible to collect data that permit measuring the direct mobilisation effect

of guarantees, syndicated loans and shares in collective investment vehicles, although some

institutions may need to strengthen their capacity to collect this information.

Building on the survey, work is underway to develop similar methodologies for other financial

instruments used for development purposes, such as mezzanine finance, credit lines, direct

investment in companies and project finance. It will be important to learn from the experiences of

OECD-DAC members (see “Engaging the private sector in development co-operation: Learning from

peers” in Part II of this report) and others in measuring private finance mobilised through this second

set of instruments, paying special attention to avoiding double counting in an international statistical

system.

There is still much work to be done, however, to be able to define and capture the “indirect” – or

“catalytic” – effect of public interventions. As mutual learning continues to nourish thinking on this

front, Mr Chelsky recommends ensuring, nonetheless, that the indirect “catalytic” impact of every

project also be tracked. What matters, after all, are the improvements in the quality of people’s lives

– and these result not only from the quantity of investment, but from its quality as well (Chapter 6).

Key recommendations for measuring mobilised private finance
● Clarify and clearly define the scope of what is being measured when developing standards for

measuring mobilisation.

● Harmonise, as much as possible, diverse approaches for measuring mobilisation (including those

being developed by the climate community), keeping in mind the need to avoid double counting at

the international level.

● Continue methodological work to cover a broader range of instruments.

● Engage widely with other actors and stakeholders to ensure that the methodologies proposed are

realistic and fair.

● Whenever possible, take steps to make the data readily available in internal systems for regular

reporting.

● Agree on the definitions, scope and methodology for measuring direct mobilisation and work

towards approaches to capture the “indirect” – or “catalytic” – effect of public interventions.
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Notes

1. In the DAC statistical system, mobilisation refers to the stimulation by specific financial mechanisms/
interventions of additional resource flows for development.

2. In OECD-DAC directives, transactions are defined as public (or official) if they “are undertaken by central, state
or local government agencies at their own risk and responsibility, regardless of whether these agencies have
raised the funds through taxation or through borrowing from the private sector”. This also includes
“transactions by public corporations i.e. corporations over which the government secures control by owning
more than half of the voting equity securities or otherwise controlling more than half of the equity holders’
voting power; or through special legislation empowering the government to determine corporate policy or to
appoint directors. Private transactions are those undertaken by firms and individuals resident in the reporting
country from their own private funds” (OECD, 2013, para. 13).

3. A survey carried out in 2014 to assess whether development finance institutions measured the amounts
mobilised from the private sector as a result of their interventions, and when this was the case, how they
measured such amounts. See also: www.oecd.org/dac/stats/documentupload/surveymobilisation.pdf.

4. Syndicated loans are loans provided by a group of lenders (called a syndicate) for a single borrower. The main
objective is to spread the risk of borrower default across multiple lenders so as to encourage private
investment.

5. With the possibility of identifying the origin of funds mobilised, differentiating between developing and
high-income countries.

6. For the purposes of this survey, official/public sector institutions comprise development co-operation
agencies, bilateral and multilateral development banks, and development finance institutions. Most
development finance institutions are also considered official institutions; the Development Bank of Austria,
which is a privately owned entity executing a public mandate from the Austrian government, is also
assimilated as an official institution.

7. Climate-related finance is measured using the Rio markers and multilateral climate components. See also
OECD (2014b).
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Chapter 5

Investing for social impact
in developing countries

by
Karen E. Wilson, Development Co-operation Directorate, OECD

Social impact investors seek social and environmental impact from their
investments, in addition to financial returns. This chapter discusses the potential of
social impact investment for developing countries, highlighting several examples to
demonstrate how it works in practice. It examines the challenges, including
assessing whether interventions have achieved their intended impact and
expanding the evidence base. The public sector can promote social impact
investment, for example by providing risk capital to enable the private sector to
offer affordable, accessible, quality products and services to the poorest populations.
The chapter makes recommendations for increasing the reach and the scale of social
impact investment.

Challenge piece by Julie Sunderland, Bill & Melinda Gates Foundation.
Opinion pieces by Manuel Sager, Swiss Agency for Development and
Cooperation; Sonal Shah, Beeck Center for Social Impact & Innovation,
Georgetown University.

A special thanks to Julia Sattelberger and to Wiebke Bartz from the OECD Development Co-operation Directorate for,
respectively, help with the boxes and examples in the chapter; and with the background data and the case studies.
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The challenge: Can social impact investment serve
the “bottom of the pyramid”?

Julie Sunderland,
Director of Program-Related Investments, Bill & Melinda Gates Foundation

It’s not surprising that the private sector faces challenges in serving bottom-of-the-pyramid customers: the larg
and poorest population groups. By definition, bottom-of-the-pyramid populations don’t have much income, mak
margins slim. In addition, the often weak infrastructure and distribution channels in developing countries make t
transaction costs of reaching these customers high. Much of the procurement of basic goods and services for t
poorest populations goes through government-managed development co-operation channels, which are oft
bureaucratic and opaque to companies.

Nonetheless, there is still great potential for the private sector to serve bottom-of-the-pyramid populations. Capi
flows into the private sector, both via investment and revenue, dwarf flows from philanthropy and developme
co-operation combined. The private sector’s commercialisation and manufacturing capabilities can allow for sca
production and delivery of affordable, life-saving products. The private sector can bring critical knowledge, capabilit
and resources to solving social sector problems, and its capacity for research, development, innovation a
entrepreneurship can be applied to generate transformative technologies and new business models.

Social impact investment can help to realise this potential. When done well, it can address market failures that ke
the private sector from investing in social sectors. At the Bill & Melinda Gates Foundation, we’ve seen in practice h
patient, flexible risk capital can support innovative models that provide affordable, accessible, quality products a
services to bottom-of-the-pyramid populations. When done badly, however, social impact investment can dist
markets and prop up unsustainable businesses.

For social impact investment to become a credible bridge to a private sector focus on bottom-of-the-pyram
populations, it needs to address three challenges.

Align incentives for social and financial goals. Except for the limited resources allocated to corporate soc
responsibility, private companies and investors are driven by financial goals. While a new class of impact invest
may be willing to sacrifice some financial returns to generate social impact, investment capital at the very least nee
to be repaid out of the cash flows generated by the business activity. One of the current challenges for making soc
impact investment work effectively, therefore, is identifying (and working creatively to expand) the opportunities
aligning revenue/profit generation with the achievement of social goals.

A great historical example of such alignment is the proliferation of cellular technology. Mobile phones have h
significant social impact in fields as diverse as disease response, financial inclusion and technical assistance. Mob
phone companies have also provided excellent returns for their investors. Yet most social goals will lack the natu
alignment with scale and profit evidenced by mobile telecommunications. Social impact investment has the potent
to bridge this gap through risk reduction mechanisms, such as guarantees; through the application of low-cost scal
capital to validate nascent distribution models; and through company-building equity investment in technologies th
hold promise similar to that of mobile phone technology.

Change the economics of reaching bottom-of-the-pyramid populations. Capital-intensive, complicated
transaction-heavy business models that might work elsewhere will not be sustainable in bottom-of-the-pyram
markets. The private sector can develop new technologies, products and business models that are adapted to t
needs of bottom-of-the-pyramid populations, allowing for rapid uptake and producing high sales volumes, even
margins remain slim. For example, there are innovations that have the potential to cut delivery costs, ranging fro
sachet-sized consumer products to agent-based distribution models and pay-as-you-go financing. Social imp
investment can support the further development and demonstration of these new business models by leveraging an
ultimately, crowding in private sector investment.
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Social impact investment is the use of public, philanthropic and private capital to support

businesses that are designed to achieve positive, measurable social and/or environmental outcomes

together with financial returns (OECD, 2015c). It has evolved over the past decade as a means of using

traditional development financing, in particular official development assistance (ODA), to develop

new business models that can complement existing ones.

Social impact investment can not only help to direct new capital flows to developing economies;

it can also bring greater effectiveness, innovation, accountability and scale to investments, increasing

their economic and social benefits for the world’s poor (SIITF, 2014a). For example, a study by the

United Nations Development Programme shows how in Africa, capital flows from the private sector

and philanthropic actors are offering opportunities for impact investors to increase access to basic

services for healthcare, education, clean water and energy (UNDP, 2014; and see Box 5.1).

Cultivate top-tier, on-the-ground investment and entrepreneurial talent. Access to capital is often cited a
primary limitation to the growth of small and medium enterprises, and to social sector businesses. Yet access to tale
may be a bigger and more persistent constraint as promising models replicate and grow. Social impact investme
needs to develop two levels of talent: strong intermediaries and fund managers who are good at allocating capital a
building companies; and strong entrepreneurs and managers to lead social sector businesses.

Over time, improving secondary and post-secondary enrolment and education, and increasing entrepreneur
expertise in local markets and among diaspora, will allow talent to flourish. Social impact investors can speed up t
process by taking the risks and investing in emerging intermediaries and entrepreneurs, recognising that while th
are learning they will be developing experience and networks. A handful of successful cases can encourage others
the private sector to seek out and further develop untapped human capital.

Box 5.1. “Pay-as-you-go” energy

SDG 7 calls on the global community to “ensure access to affordable, reliable, sustainable and
modern energy for all” (UN, 2015). The demand for energy is growing in developing countries, with
estimates of the need for investment in renewable energy at around USD 34 billion (UN, 2015;
Schmidt-Traub and Sachs, 2015).

Many companies are already rising to the challenge. For example, in Africa M-KOPA Solar is offering
“pay-as-you-go” solar energy for customers who do not have access to more central resources. Since
its commercial launch in October 2012, M-KOPA has connected more than 300 000 homes in Kenya,
Tanzania and Uganda to solar power, and is now adding over 500 new homes each day. It offers solar
energy to low-income households at affordable prices using a pay-per-use system. Aside from being
cheaper than traditional kerosene lighting, solar-powered energy is better for human health and for
the environment. Based on a calculation of 1.3 tonnes of CO2 reduced per M-KOPA solar system over
four years, the company estimates that it has helped to reduce 260 000 tonnes of C02.

M-KOPA draws on a team of Kenyan and international software engineers who have built the
platform from the ground up. For example, embedded sensors in each solar system allow M-KOPA to
monitor real-time performance and regulate usage, for which fees are collected via mobile phone
systems. The innovative M-KOPA business model has enabled the company to take their solutions to
scale, spreading success by creating jobs for 650 full-time employees and 1 000 commission-based
sales agents.

For more information see: www.m-kopa.com.
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Examples like this illustrate how the power of markets combined with innovative ways of

efficiently and effectively using public and private capital can be channelled to bring solutions to

urgent social, environmental and economic challenges (see the “In my view” box by Manuel Sager).

While these innovative approaches will not replace the core role of the public sector or the need for

philanthropy, they can provide models for leveraging existing capital to produce greater social impact

(Wilson, 2014).

This chapter examines the concept of social impact investment in the context of other forms of

private sector contributions to sustainable development. It discusses both the potential and the

challenges of social impact investment in developing countries, providing illustrative examples of

how it works in practice. It concludes by offering recommendations for fostering social impact

investment in developed and developing countries.

Development challenges offer opportunities for social impact investment
Social impact investment tends to target sectors that have difficulty attracting other forms of

private investment, such as renewable energy, rural development and health (Simon and Barmeier,

2010). The 2030 Agenda for Sustainable Development’s 17 Sustainable Development Goals (SDGs)

address global challenges in many of these sectors, from food security (SDG 2) to health (SDG 3),

education (SDG 4) and sustainable energy (SDG 7). Written into all of these goals is the need for more

efficient and effective social service delivery (UN, 2015). Private investors and public development

agencies can make solid contributions to financing the achievement of the globally agreed SDGs by

aligning resources and knowledge to leverage the potential of social impact investment.

The delivery of social services is complex and entails a number of challenges. A growing number

of non-state service delivery organisations – such as community organisations, charities or

non-profit organisations, social enterprises, social businesses and social impact-driven businesses –

are specialising in addressing social needs using innovative business models (Box 5.1). Social impact

investment can play a critical role in preparing markets to support the growth and scaling up of these

models to benefit the poor and disenfranchised (Koh, Karamchandani and Katz, 2012).

Enthusiasm for social impact investment is growing
Capital can be invested along a broad spectrum: some investors are interested exclusively in

financial returns, while others focus on the social and environmental impact of their investments

(Figure 5.1). A growing number of private investors are interested in achieving both social and

financial returns, with varying degrees of preference for one over the other.

Social impact investment offers a way of diversifying investment. It has the potential to catalyse

new capital flows into developing economies while at the same time translating experience, policies

and approaches from developed countries to emerging and less developed ones. Social impact

investors in developing countries include foundations, high net-worth individuals, early-stage

venture funds, private equity funds, development finance institutions and other institutional

investors (Table 5.1).

Pay-as-you-go solar energy in Kenya has helped to reduce 260 000 tonnes

of C02 over four years.

A growing number of private investors are interested in achieving both social

and financial returns.
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In my view:
The public sector can do much to promote social impact investmen

in developing countries
Manuel Sager,

Director-General of the Swiss Agency for Development and Cooperation

Partnerships between the public and the private sector can take on many forms. When it comes to leverag
additional resources for sustainable development, social impact investors are key partners for development agenci
They include private and institutional investors that seek not only financial returns, but also social and environmen
improvements. The market for social impact investment has been growing steadily in recent years. It makes sense
development actors to pay greater attention to this investor segment and to look for synergies with it.

In Switzerland, for example, the volume of investments seeking social impact in developing countries is substant
in 2015, assets under management for such investments in the country amounted to an estimated USD 9.85 billio
While the global impact investment industry is still in its infancy, it is set to grow significantly over the coming yea
Investors are increasingly interested in returns other than purely financial ones and seek new investment classes
diversify their portfolios.

Given the close alignment between the goals of impact investors and those of the international development commun
it seems only natural that the two sides should engage in more mutually supportive partnerships. This would strength
the impact that socially oriented capital has on poor communities, particularly in lower income markets.

In my view, there are four key areas in which development agencies like the Swiss Agency for Development a
Cooperation could do more to partner with the impact investment industry and support the transformation of soc
impact investment into a mainstream choice.

First, partner governments and development co-operation agencies should not neglect the important objective
strengthening the overall governance framework in developing countries. This is essential to create attract
investment opportunities, including for impact investment. After all, impact investment decisions are informed by t
same factors that make a business environment attractive for other forms of investment. These include effective pub
administration, rule of law, a sound macroeconomic framework, low levels of corruption, and easy, transparent busin
procedures. Switzerland will continue to work with its partner countries to improve their overall business climate a
promote good governance, including in the world’s least developed countries and in countries emerging from conflic

Second, the public sector can support a number of activities to help reduce the cost of impact investment relative
other types of investment. Switzerland has created the Swiss Capacity Building Facility2 for this purpose. The facility
a public-private partnership that provides small technical assistance grants to financial service providers in develop
countries. Its contribution reduces the entry costs for those seeking to offer innovative and affordable financial servi
to low-income earners, smallholder farmers and small businesses. Financial products such as agricultural inp
insurance or livestock leases allow clients to boost their income, employ more people and reduce their vulnerability.

Third, where it makes sense, public funds can be used to leverage private funds via guarantees or early-sta
investment. One of the most successful microfinance funds in Switzerland – the responsAbility3 Global Microfinan
Fund – was launched in November 2003 with initial capital of CHF 3.6 million from the Swiss State Secretariat
Economic Affairs. Today, this is a flagship microfinance fund worth over USD 1 billion in private capital invested
various microfinance institutions in developing and transition economies.4

Finally, development actors and the social impact investment sector need more platforms for exchangi
knowledge and sharing experiences. This dialogue can help them identify what works and what doesn’t work, a
to ensure that the right incentives are put in place on both sides to advance the goals of the 2030 Agenda.
Switzerland, the sustainable investment community, which comprises a number of impact investors, has band
together under the auspices of the Swiss Sustainable Finance5 organisation to help establish the country as a lead
centre for sustainable finance. To date, Swiss Sustainable Finance comprises over 80 members from Swiss banki
insurance and financial services, and includes a working group on investment for development.

As we set out to achieve the Sustainable Development Goals by 2030, it is clear that social impact investors can ma
a big contribution. What we need now are smarter policies to enlarge the circle of contributors.
1. Swiss Sustainable Finance (2016), “Swiss Investments for a Better World. The First Market Survey on Investments For Development”.

classification used in the survey entitled “investments for development” summarises investments that combine three necessary eleme
the intention to improve the social, environmental and/or economic situation in the investment region; target low or middle-income fron
countries; and aim for returns in line with other investment categories.

2. http://scbf.ch.
3. www.responsability.com/investing/en/678/Investments-AG.htm.
4. www.responsability.com/investing/en/1061/responsAbility-Global-Microfinance-Fund.htm?Product=19665.
5. www.sustainablefinance.ch.
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Foundations have pioneered social impact investment
Foundations and family offices have played a critical role in the development of social impact

investment (Koh, Karamchandani and Katz, 2012), in parallel to their philanthropies. Figure 5.2 shows

the mix of financial investment, social impact investment and philanthropy among foundations and

family offices responding to a 2015 Financial Times survey. The data illustrate the growing importance

of social impact investment as a core activity for these organisations.

Figure 5.1. The spectrum of capital

Source: Adapted from Bridges Ventures (2015), “The Bridges spectrum of capital: How we define the sustainable and impact
investment market”, Bridges Ventures, London, http://bridgesventures.com/wp-content/uploads/2015/11/Spectrum-of-Capital-online-
version.pdf.

Table 5.1. Investing in impact in developing countries: Examples from Africa

Organisation type Typical financial products Typical sector focus Investors

Foundations Equity, debt, grants, quasi-equity for seed
stage and market building.
Typical deal size (direct investment):
USD 50 000-1 million.

Access to basic services (food, health,
education), social/human development
and market-creating initiatives
(associations, accelerators,
competitions, networks, etc.).

● Gatsby Charitable Foundation
● Omidyar Network
● Shell Foundation
● Africa Enterprise Challenge Fund
● Bill & Melinda Gates Foundation

Dedicated early-stage
impact funds

Equity, debt, quasi-equity, inventory
finance and grants for relatively early
stages of enterprise.
Typical deal size: USD 50 000-2 million.

Access to basic services (food,
health, education, water, energy)
and social/human development.

● Acumen Fund
● Tony Elemulu Foundation
● LGT Philanthropy
● Root Capital
● Gatsby Charitable Trust

Private equity (impact)
funds

Equity investment small and medium
enterprises in growth stage.
Deal size: USD 5-80 million.

Infrastructure projects, agriculture,
telecom, retail, financial services.

● Abraaj Africa
● Phatisa
● Ariya Capital
● Harith

Development finance
institutions

Equity, debt, mezzanine quasi-equity
and guarantees.
Fund investments: USD 50-200 million.
Direct investment: USD 5-50 million.

Infrastructure, agriculture, social
– governmental and environmental
initiatives.

● International Finance Corporation (IFC)
● CDC Group
● Swiss Investment Fund for Emerging

Markets (Sifem)
● African Development Bank (AfDB)
● FMO (Dutch Development Bank)
● AFD (French Development Agency)

Institutional investors Direct investment: providing
co-investments through debt (banks)
or invest in funds (pension and insurance
funds).
Deal size: USD 1-200 million.

Projects (agriculture, energy, water,
transportation, telecom) and growth
stage of financial services, retail,
real estate.

● South Africa Public Investment Corporation
● Teachers Insurance and Annuity Association

(TIAA CREF)
● Equity Bank, Kenya
● JP Morgan

Source: Adapted from UNDP (2014), “Impact investing in Africa: Trends, constraints and opportunities”, Working document,
United Nations Development Programme, New York, www.undp.org/content/dam/undp/library/corporate/Partnerships/
Private%20Sector/Impact%20Investment%20Final%20Report.pdf.

Focus: Limited or
no regard for
environmental,
social or
governance
practices

Mitigate risky
environmental,
social or
governance
practives
in order to
protect value

Financial only Responsible Sustainable

Delivering competitive financial returns

Mitigating environmental, social and governance risks

Pursuing environmental, social and governance opportunities

Focusing on measurable high-impact solutions

Impact Impact only

Adopt
progressive
environmental,
social or
governance
practices
that may
enhance value

Address
societal
challenges
that generate
competitive
financial
returns for
investors

Address
societal
challenges
where returns
are as yet
unproven

Address
societal
challenges
that require a
below-market
financial
return for
investors

Address
societal
challenges
that cannot
generate
a financial
return for
investors
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Foundations are often independent from both government and from markets, which gives them

the freedom to take a longer term perspective and to explore and create innovative means of

addressing social, economic and environmental challenges. Some foundations, such as the

Rockefeller Foundation and the Bertelsmann Foundation, have focused on helping to develop the

market by supporting research and networks. Others provide “catalytic” capital for social ventures, or

actively invest in them using programme-related investments, i.e. investments made out of their

endowment in ventures that are related to their core mission. These investments may be made in

parallel to the regular grant-making of the foundation and are typically in the form of loans,

guarantees or equity investment; their repayments or returns are reinvested in new projects (Rangan,

Appleby and Moon, 2011). The Bill & Melinda Gates Foundation and the Ford Foundation have

pioneered the use of programme-related investments.

Institutional investors are looking increasingly to the developing world
More recently, traditional or mainstream investors – including pension funds, insurance

companies and other institutional investors – have begun to demonstrate interest in the social

impact investment market in developing countries, despite the associated challenges, such as high

risks and relatively costly investment environments (WEF, 2014; Wood, Thornley and Grace, 2012).

These investors tend to focus on investments with financial returns that are commensurate with the

higher risks (WEF, 2013). Banks and private equity funds may also provide capital to businesses that

are expected to generate a profit in social sectors, including education, health (Box 5.2) and nutrition.

The 2015 annual survey conducted by the Global Impact Investment Network and J.P. Morgan

provides an indication of the global investment trends of a growing number of institutional investors

engaged in social impact investment. Figure 5.3 shows the geographic location of the headquarters of a

sample of these investors, primarily in developed countries, as well as the distribution of their assets.

Figure 5.2. Geographic distribution of philanthropy, impact investment
and other investment among foundations and family offices

Note: The respondents included 180 foundations and family offices active in either philanthropy or impact investment.
Source: Adapted from Financial Times (2015), Investing for Global Impact 2015, The Financial Times Limited, London.

1 2 http://dx.doi.org/10.1787/888933357785
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In India, 70% of the population is semi-urban and rural,

yet 80% of the country’s healthcare facilities are in urban areas.
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Figure 5.3. Where are institutional investors targeting social impact?
Assets under management by investor location and weighted average of assets under management (2014, billions USD)

Source: Annual survey conducted by J.P. Morgan and the Global Impact Investing Network of 145 impact investors (2015), “Eyes on
the horizon: The Impact Investor Survey”, JPMorgan Chase & Co. and the Global Impact Investing Network, https://thegiin.org/assets/
documents/pub/2015.04%20Eyes%20on%20the%20Horizon.pdf.

1 2 http://dx.doi.org/10.1787/888933357792

Box 5.2. Social investment in health

Many of the world’s poor are excluded from decent health services. Current estimates suggest that in
order to “ensure healthy lives and promote well-being for all, at all ages” by 2030 (SDG 3), USD 51-80 billion
will be needed in developing countries alone (UN, 2015; Schmidt-Traub and Sachs, 2015).

In India, 70% of the population lives in semi-urban and rural areas and often has no access
whatsoever to basic healthcare services; 80% of the country’s healthcare facilities are located in urban
and metropolitan areas. Companies such as Vaatsalya Healthcare aim to fill this gap by building and
managing hospitals and clinics to provide primary and secondary healthcare services where they do
not exist, but where they are needed most.

Initially, Vaatsalya’s founders – doctors Ashwin Naik and Veerendra Hiremath – found it difficult to
raise money. While investors were willing to fund business ventures related to information
technology, start-up hospitals were not considered worthwhile ventures. Making emotional appeals
to friends and relatives, many of whom were from small towns and villages, they were able to raise
about USD 150 000 from angel investors to set up a private limited company in November 2004. Today,
40% of Vaatsalya’s equity comes from institutional investors who expect financial returns from their
investments in the long run. The founders acknowledge that support from strategic investors has
helped to reorient Vaatsalya from a social organisation to a social enterprise, balancing social
objectives with financial viability.

For more information see: www.vaatsalya.com.
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Unlike traditional foreign direct investment, social impact investment is concentrated in frontier

(developing or emerging) markets (Simon and Barmeier, 2010). The J.P. Morgan survey also shows that

the target regions for social impact investment are increasingly in developing countries, primarily in

sub-Saharan Africa, east and Southeast Asia, and Latin America and the Caribbean (Figure 5.4).

In developing countries, grants and technical assistance can help ventures addressing social

challenges to develop commercially viable solutions (Bridges Ventures, 2012). Development finance

institutions can play an important role, providing “catalytic” funding or guarantees, and covering

some of the administrative costs of investment deals. The World Economic Forum report “Charting

the course: How mainstream investors can design visionary and practical impact investing

strategies” provides practical guidance for mainstream investors wishing to engage in social impact

investment, including on how to evaluate the feasibility of projects, perform sector due diligence,

launch pilot programmes and institutionalise impact investment strategies (WEF, 2014).

The social impact investment ecosystem is complex
Social impact investments can be made across countries, sectors and asset classes and can

produce a wide range of returns (Bridges Ventures, 2009). They can include results-based financing,

outcomes-based approaches, market-based solutions and different forms of public-private

partnerships. Often, multiple types of investors provide diverse forms of capital (Box 5.3). This allows

investors to address social challenges in more scalable ways than is possible for governments

working alone (Rangan, Appleby and Moon, 2011).

Figure 5.4. Target regions for social impact investment
Change of allocation planned for 2015, by geography

Note: Ranking by number of respondents who chose “increase” from a survey of 145 impact investors.
Source: Annual survey conducted by J.P. Morgan and the Global Impact Investing Network of 145 impact investors (2015), “Eyes on
the horizon: The Impact Investor Survey”, JPMorgan Chase & Co. and the Global Impact Investing Network, https://thegiin.org/assets/
documents/pub/2015.04%20Eyes%20on%20the%20Horizon.pdf.

1 2 http://dx.doi.org/10.1787/888933357809
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The growing range of actors in the social impact investment market is contributing to a complex

framework of investors (supply side), investees (demand side) and intermediaries (Figure 5.5). As in

regular financial markets, the intermediaries – such as social banks or social impact investment

funds – play a pivotal role in developing the social impact investment ecosystem. They make the links

between investors, investees and others, and offer innovative solutions that can help to improve

efficiencies, lower costs (e.g. by creating liquidity and facilitating payment mechanisms) and reduce

risks (WEF, 2013). They can also offer guidance, and help in structuring deals and in managing funds.

Similar to other types of investment, the enabling environment for social impact investment is

key. The evolution of the social impact investment market in each country is influenced by the

country’s history, social needs and value system. The ways in which a country’s social and financial

systems are structured also affects the mix of public and private capital, and therefore the potential

role of social impact investment. For this reason, varying approaches to facilitating social impact

investment are needed, adapted to each country’s needs and circumstances. Careful analysis of

contexts and variants can help to determine which social impact investment approaches are best

suited to each sector and country. The local diversity of development challenges and needs also

makes it important to understand which financial instrument and funding model can be most

effective for each social venture and at each stage of development (Evenett and Richter, 2011).

Box 5.3. Social venture funding for agriculture and nutrition

The United Nations Sustainable Development Solutions Network estimates that USD 46 billion
needs to be invested to “end hunger, achieve food security and improved nutrition, and promote
sustainable agriculture” (SDG 2, UN, 2015). Agriculture and nutrition are promising areas for social
impact investors and are also crucial for achieving the Sustainable Development Goals.

In Colombia, inefficient supply chains, lack of access to markets and rudimentary agricultural
practices translate into low incomes for smallholder farmers. Poor storage and distribution facilities
generate high wastage. The Colombian company Siembra Viva is enhancing smallholder agricultural
productivity, providing technical assistance and sharing knowledge.* The company helps rural
farmers switch from commodities to value-added organic products, offering an online platform that
connects them to a consumer base in cities, informing them when to plant and to harvest based on
demand projections, and guaranteeing produce purchase at pre-determined, premium prices. In
addition, it works to eliminate inefficiencies in the supply chain and to bring down the costs of
transportation. In general, Siembra Viva reduces waste from 30% to 5%, helping to raise farmer
income proportionally.

The investment power behind Siembra Viva is provided by Acumen, a social venture fund that has
invested more than USD 88 million in 82 companies across Africa, Latin America and south Asia.
Acumen makes investments in water, health, housing, energy, agriculture and education in the form
of loans and equity. Its commitments range from USD 300 000 to USD 2 500 000, with payback or exit
in seven to ten years. The fund was founded in 2001 with seed capital from foundations and
individuals, including the Rockefeller and Cisco Systems Foundations. Key investors contributing
more than USD 5 million include the Bill & Melinda Gates Foundation, the Robert and Kate Niehaus
Foundation, and Unilever.

* Website: http://siembraviva.com/home (in Spanish).
Source: Acumen, http://acumen.org/investment/siembra-viva.
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Innovation in social impact investment is flourishing
Diverse experiments and initiatives over the past several years – led by governments,

foundations, investors and others in developed and developing countries – are helping to develop

new models and approaches (see the “In my view” box by Sonal Shah and Box 5.4). International

development agencies are also searching for innovative tools to increase their effectiveness and long-

term development impact while working within the limitations of tightening budgets.

“Pay-for success” models are drawing increased attention

Outcome-based or “pay-for-success” instruments, such as social impact bonds, were first

launched in the United Kingdom several years ago. These public-private partnership models are

capturing attention as an efficient way to finance solutions to social issues while contributing to

public service delivery. Commissioned by public authorities to achieve social goals through

innovation and improved effectiveness in social service provision, the partnerships work to

predefined targets and measurable social outcomes (e.g. results, impact and accomplishments). The

service providers are often non-governmental organisations or social enterprises with a track record

in addressing a particular social need; for example, the Peterborourgh Prison social impact bond

enabled the One Service to offer support services addressing the multiple and complex needs of

newly released prisoners, helping them to readjust to the community and avoid reoffending.1 Private

investors provide the funding and are repaid only when the outcomes, defined a priori by the

commissioner of the social impact bond, are achieved. While promising, social impact bonds can also

be complex and time consuming to structure and implement (Addis, McLeod and Raine, 2013).

Figure 5.5. A social impact investment market framework

Source: OECD (2015c), Social Impact Investment: Building the Evidence Base, OECD Publishing, Paris, http://dx.doi.org/10.1787/
9789264233430-en.
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In my view:
The capacity of social impact investors to transform lives

will depend on their ability to innovate
Sonal Shah,

Professor of Practice and founding Executive Director

of the Beeck Center for Social Impact & Innovation, Georgetown University1

In many developing and emerging markets, private sector actors and business models are achieving
significant measurable and sustainable impact. Social impact investment offers the opportunity to
catalyse and improve private sector investment designed to solve social challenges, to collect and
analyse data on what works, to scale up effective programmes and businesses, and to create more
robust enabling environments for innovation and entrepreneurship.

When the United Kingdom’s Prime Minister set up the G8 Social Impact Investment Taskforce
in 2013, I was charged with leading an International Development Working Group to produce
recommendations on how governments can catalyse impact investment as a tool for international
development. Based on an understanding of the complexity of development and the critical need to
leverage private capital (debt, equity and blended instruments), expertise and in-kind investment, the
International Development Working Group offered three recommendations:2

1. Create an impact finance facility that can help cultivate and develop new and innovative
companies and business models so as to develop a pipeline of investment-ready proposals.

2. Create a development impact bond outcomes fund to facilitate the rollout of pilots worldwide.

3. Improve metrics, increase transparency and provide the additional resources needed to build the
broader enabling environment or ecosystem for impact investment.

As the importance of social impact investment grows, there is a need for new business models,
financing vehicles, standards and policies to build and bolster ongoing investments, and to bring
them to scale.

In my view, meeting the real challenges of scale will require some flexibility or risk taking by local
and global investors. This calls for a collective effort to learn from what works and to test new models.
The evolution of the microfinance industry is an important reminder of the “thousands of cycles of
trial and error” needed to create a successful product (Counts, 2008). This means early investors will
need to take on some risk and maybe even forego financial returns to find the best business models
and structures to achieve success at scale – thus encouraging larger investors to follow. There is a
need to ensure that effective metrics and standards allow investors to continually assess risks.

The capacity of social impact investors to positively affect the lives of the poor and under-resourced
people they intend to serve will depend on their ability to innovate, taking existing frameworks
forward through dynamic processes that reach large numbers of the poor with products or
interventions capable of transforming their lives.

1. The author wishes to thank Innocent Obi for his contribution to this box.
2. For further information see SIITF (2014a).
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Impact bonds can contribute to development effectiveness

Building on the social impact bond pay-for-success model, development impact bonds are

focused on producing results in developing countries. They seek to improve the effectiveness of

development co-operation by shifting the focus from the quantity of the investment onto the quality

of implementation and the delivery of successful results. Yet unlike social impact bonds in developed

countries, the typical commissioner of development impact bonds is not a local government, but

rather an international organisation or development agency. For example, the United Kingdom’s

Department for International Development has been working on a development impact bond for the

prevention of deadly sleeping sickness in Uganda.2 The participation of private sector actors, who

may be better positioned than the public sector to take on the risks associated with innovation, is key.

While social and development impact bonds have attracted a lot of attention, there are new

outcome-based models being developed, including outcome funds (Box 5.5), social impact notes and

other streamlined pay-for-success mechanisms.

Measurement of social impact is key
Agreeing on expected outcomes helps make a social enterprise attractive to investors. Effective,

robust and repeatable measurement of social impact is critical, as investors want to see that the

interventions they support are having the intended impact.

Nonetheless, the measurement of social benefits is difficult, and the process of tracking and

measuring social returns can be costly in terms of time and resources (Box 5.6). The specific

objectives of measurement can also differ for various stakeholders, affecting the measures chosen to

track progress and adjust course as needed. Further work will need to be done, probably by

intermediaries, to strengthen investor understanding of the variety of impact measurement tools

currently available and how best to use them (E.T. Jackson & Associates, 2012).

Box 5.4. Investing in local talent

The Aavishkaar India Micro Venture Capital Fund targets the low-income market segment of India’s
underserved regions. Its investment portfolio spans a range of sectors, including agriculture,
education, energy, health, water and sanitation. Aavishkaar makes investments in the form of equity
and (short-term) loans ranging from USD 15 000 to USD 1.1 million. In addition, Aavishkaar provides
business advisory support. The fund started in 2001 with seed investments by individuals ranging
from USD 5 000 to USD 10 000. By 2005, the fund had raised almost USD 1 million, mainly from
wealthy individuals who invested up to USD 100 000. From 2005 to 2009, additional capital was raised
from foundations, development finance institutions and fiduciary investors.

Aavishkaar’s founding team faced the challenge of adapting the methodology followed in the
Silicon Valley to the “brick and mortar” back home: investing in rural geographies whose target
clientele had tiny wallets, while delivering reasonable returns to investors. Aavishkaar brought
three key innovations to bear:

1. Moving the investment risk from technology and product innovation to innovation in execution.

2. Redefining the parameters of blockbuster success: a return of 5-10 times invested capital, instead
of 100.

3. Identifying young and experienced investment managers driven by passion, social recognition and
fulfilment from their work.

Source: Aavishkaar website: www.aavishkaar.in.

Effective, robust and repeatable measurement of social impact is critical.
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Effective measurement includes moving from inputs to outcomes, as well as developing means

of assessing direct as well as indirect impact. To date, the measurement of social impact is still largely

focused on inputs and outputs – for example, the number of children educated. The measurement of

outcomes is much more difficult and requires specifically tailored approaches that can meet the

needs of investors while not overburdening the social venture. The development of standard social

impact measurement systems will be important for further engaging mainstream investors

(HM Government, 2013). At the same time, it is critical to help service providers in all relevant sectors

develop their capacity to measure social outcomes (Addis, McLeod and Raine, 2013).

The measurement of the direct social impact of a project is important in enabling the enterprise

and investors to determine if the targeted results are being achieved. However, a better

understanding of the broader impact of social impact investment (including spillover effects and

positive externalities) around the world is also essential to fully determine the results of social impact

investment and assist in policy decision making.

Building an evidence base on what is working will ensure that capital is invested in interventions

that will achieve the intended impact. This means systematically collecting and using data in a

cross-country comparable way, in particular in developing countries, where the bulk of social impact

investments are being made. Analysis and case studies of a variety of instruments and sector-specific

investments can help to clarify the roles of the various actors and processes involved in structuring

Box 5.5. Exploring the potential of a literacy outcomes fund

Over USD 120 billion is spent annually on education in low and middle-income countries, yet
education outcomes in many places remain poor. There are still 58 million children who never attend
primary school and 65 million adolescents who don’t attend secondary school. Furthermore,
130 million children remain in primary school for four years without reaching minimal benchmarks
– in other words, without the basic skills and knowledge that would enable them to improve their
lives and benefit their countries’ economies.

Traditional grant-based education models have struggled to improve student outcomes. The
international community has shifted away from a funding approach that places emphasis on inputs
to an outcomes-based approach (Pritchett, Banerji and Kenny, 2013). Outcomes funding, if
implemented well, can create incentives for service providers and governments to innovate and scale
up interventions in ways that enable them to deliver the best outcomes, and to deploy limited
resources effectively.

The Global Social Impact Investment Steering Group (GSG), established in August 2015 as the
successor to the G8 Social Impact Investment Taskforce, is partnering with the new International
Commission for Education chaired by Gordon Brown. It has given Social Finance UK* a mandate to
establish the USD 1 billion Outcomes Fund for Literacy to improve educational outcomes in developing
countries.

A number of independently managed development impact bond funds will complement the
Outcomes Fund, backing non-governmental organisations and businesses capable of implementing
effective programmes, crowding in private investors, and thereby accelerating the flow of funding to
service delivery organisations addressing literacy in developing countries.

* Social Finance UK is a not-for-profit social investment organisation in the United Kingdom that partners with
government, the social sector and the financial community to create better ways of tackling social issues.

Source: Social Impact Investment Taskforce proposal, July 2015, www.socialfinance.org.uk/about-us/#sthash.xvzFm3mx.dpuf.

It is crucial to build an evidence base on what is working.
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social impact investment. In turn, a better understanding of the successes and failures of different

approaches can help to identify which social impact investment models work best in each country

and context, and to scale up successful cases.

It is also fundamental to develop a better understanding of the roles, motivations and financing

mechanisms of different types of investors, especially in today’s increasingly diversified development

finance framework. Monitoring and measurement are key. New approaches to measurement, such as

the total official support for sustainable development (TOSSD) framework (Chapter 4), will help to

capture the full spectrum of financial instruments and the range of sources of financial flows. This

should also facilitate analysis of the trade-offs involved with various types of financing, as well as

which market settings are appropriate for each type of financing.

Box 5.6. Measuring social impact

Measuring social and environmental impact can help enterprises monitor and improve their
performance in addressing social issues while also enabling them to access capital markets more
effectively. Transparency and accountability, for financial as well as social and environmental impact,
can facilitate access to funding from private and public investors.

There are, nonetheless, a number of challenges that derive from the pressures on social enterprises
to target a “triple bottom line” (creation of social, economic and environmental value) while balancing
the interests of multiple stakeholders (Epstein and McFarlan, 2011; Dart, Clow and Armstrong, 2010).
At the same time, as the focus on measuring social impact is relatively new, a shared understanding
of how to do it is still evolving. Even so, an increasing number of impact measurement approaches are
emerging.

The Impact Measurement Working Group of the Social Impact Investment Taskforce recommends
measuring impact by analysing the causal links within the “impact value chain” – e.g. identifying a
link between input and intended result – as well as by developing a standardised impact
measurement and reporting system (IMWG, 2014). The European Commission’s Expert Group on
Social Enterprise calls for measurement of a variety of social impacts and cautions about the
premature development of a single methodology (GECES, 2014). There are also metrics systems, such
as the Global Impact Investing Rating System (IRIS), which include a large set of possible indicators.
However, these can be complex to apply.*

Further research is needed to evaluate existing metrics and methods. This could contribute to the
development of an outcomes matrix with an accompanying open-source library of indicators for
social enterprises, and to the establishment of a knowledge centre providing practical help.

In addition to methodological challenges on how to measure impact empirically, other practical
challenges remain. In particular, social enterprises, and especially the small ones, often lack the
capacity and human and financial resources to implement measurement tools. It is important to
ensure that:

● social reporting requirements are not overly burdensome for social enterprises

● social enterprises have adequate resources and capacities to measure impact

● measurement contributes to decision making, and the cost of measurement does not outweigh the
importance of the decision.

* For further information see SIITF (2014b).
Source: Based on European Commission/OECD (2015), Policy Brief on Social Impact Measurement for Social Enterprises: Policies for Social
Entrepreneurship, Publications Office of the European Union, Luxembourg, www.oecd.org/industry/Policy-Brief-social-impact.pdf.
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The way forward for social impact investment
Social impact investment can provide new ways of efficiently and effectively using public and

private capital to address social and economic challenges at the global, national and local levels. It

provides a vehicle for bringing innovation to existing delivery mechanisms, offers important

market-based approaches that can have an impact where it is most needed, and creates incentives

for more rigorous measurement of development outcomes.

As highlighted by Julie Sunderland in her challenge piece at the start of this chapter, social

impact investors can address the needs of the poorest populations by aligning their social and

financial goals, creating new business models, and developing entrepreneurial talent in the local

community. The public sector can play an important role in promoting social impact investment,

providing risk capital to “support innovative models that provide affordable, accessible, quality

products and services to bottom-of-the-pyramid populations”.

The OECD Policy Framework for Investment (see Chapters 2 and 6) can facilitate social impact

investment in developing countries by contributing to the development of vibrant entrepreneurial

markets and strong enabling environments (OECD, 2015b). The framework is already supporting

sound investment policies in some 30 developing and emerging economies around the world, helping

to put in place policy reforms that encourage more investment in social and environmental impact,

alongside financial returns.

Despite the fact that social impact investment is still relatively new, it is already producing

results on the ground in developing countries. The examples in this chapter provide a snapshot of

ways in which non-state providers are successfully delivering services that respond to the needs of

bottom-of-the-pyramid populations. They illustrate how the demand for financing that addresses

social needs is growing, and how providing solutions to development challenges can offer new and

potentially profitable investment opportunities for social impact investors. Yet much remains to be

done to match funding with investment opportunities to generate financial as well as social returns.

The recommendations below can contribute to realising this potential.

Key recommendations for getting social impact investment right
● Advance knowledge of social impact investment instruments and their applicability in the context

of the 2030 Agenda, in a variety of sectors and across different country settings.

● Promote international research, data collection, case studies and the development of indicators on

social impact investment.

● Increase transparency and provide the additional resources needed to build the broader enabling

environment or ecosystem for impact investment; ensure that social reporting requirements are

not overly burdensome for social enterprises.

● Cultivate and develop new and innovative companies and business models, including ones

adapted to the needs of the bottom-of-the-pyramid populations.

● Develop local entrepreneurial talent and a pipeline of investment-ready project proposals and

facilitate the roll-out of pilots worldwide.

● Build an evidence base on the impacts, outcomes, successes and failures of social impact

investment in ways that are comparable across countries.

● Align incentives for social and financial goals, and help service providers develop their capacity to

measure social outcomes.

● Use new approaches to measurement, such as the TOSSD framework, to capture and evaluate the

full spectrum of financial instruments and sources.
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● Use public funds to:

❖ strengthen the overall governance framework to ensure a sound business environment in

developing countries, in particular in the least developed countries and in countries emerging

from conflict

❖ leverage private funds by providing incentives and/or helping to reduce risks via guarantees or

early-stage grants or investment

❖ help to develop the social impact investment ecosystem to ensure a well-functioning market

❖ establish platforms to exchange knowledge and share experiences among development actors

and the social impact investment sector.

Notes

1. For further information see: www.socialfinance.org.uk/impact/criminal-justice.

2. For further information see: https://devtracker.dfid.gov.uk/projects/GB-1-203604 and www.gov.uk/government/news/
uk-development-bonds-will-combat-global-poverty.

References

Addis, R., J. McLeod and A. Raine (2013), IMPACT – Australia: Investment for Social and Economic Benefit,
Australian Government, Department of Education, Employment and Workplace Relations, Canberra,
https://docs.employment.gov.au/system/files/doc/other/impact-australia_nov_2013_2.pdf.

Bannick, M. and P. Goldman (2012), “Priming the pump: The case for a sector based approach to impact investing”,
Omidyar Network, London, http://tinyurl.com/jhnjm6b.

Bridges Ventures (2015), “The Bridges spectrum of capital: How we define the sustainable and impact investment
market”, Bridges Ventures, London, http://bridgesventures.com/wp-content/uploads/2015/11/Spectrum-of-Capital-
online-version.pdf.

Bridges Ventures (2012), “Sustainable & impact investment: How we define the market”, Bridges Ventures, London,
http://tinyurl.com/h5o5jql.

Bridges Ventures (2009), “Investing for impact: Case studies across asset classes”, Bridges Ventures, London,
http://bridgesventures.com/wp-content/uploads/2014/07/Investing-for-Impact-Report.pdf.

Counts, A. (2008), Small Loans, Big Dreams: How Nobel Prize Winner Muhammed Yunus and Microfinance are Changing the
World, Wiley.

Dart, R., E. Clow and A. Armstrong (2010), “Meaningful difficulties in the mapping of social enterprises”, Social
Enterprise Journal, Vol. 6, No. 3, pp. 186-193, http://dx.doi.org/10.1108/17508611011088797.

Epstein, M.J. and F.W. McFarlan (2011), “Measuring the efficiency and effectiveness of a non-profit’s performance”,
Strategic Finance, Vol. 93, No. 4, pp. 27-34.

E.T. Jackson & Associates (2012), “Accelerating impact: Achievements, challenges and what’s next in the impact
investing industry”, The Rockefeller Foundation, New York, www.rockefellerfoundation.org/report/accelerating-
impact-achievements.

European Commission/OECD (2015), Policy Brief on Social Impact Measurement for Social Enterprises: Policies for Social
Entrepreneurship, Publications Office of the European Union, Luxembourg, www.oecd.org/industry/Policy-Brief-
social-impact.pdf.

Evenett, R. and K. Richter (2011), “Making good in social impact investment: Opportunities in an emerging asset
class”, The Social Investment Business and TheCityUK, www.engagedx.com/portfolio_making-good-in-social-
impact-investing.html.

Financial Times (2015), Investing for Global Impact 2015, The Financial Times Limited, London.

GECES (2014), “Proposed approaches to social impact measurement in the European Commission legislation and
practice relating to: EuSEFs and the EaSI”, GECES Sub-group on Impact Measurement, June, http://ec.europa.eu/
internal_market/social_business/docs/expert-group/social_impact/140605-sub-group-report_en.pdf.

HM Government (2013), “G8 Social Impact Investment Forum: Outputs and agreed actions”, Cabinet Office,
London, http://tinyurl.com/oso528p.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016 117

http://www.socialfinance.org.uk/impact/criminal-justice
https://devtracker.dfid.gov.uk/projects/GB-1-203604/
http://www.gov.uk/government/news/uk-development-bonds-will-combat-global-poverty
http://www.gov.uk/government/news/uk-development-bonds-will-combat-global-poverty
https://docs.employment.gov.au/system/files/doc/other/impact-australia_nov_2013_2.pdf
http://tinyurl.com/jhnjm6b
http://bridgesventures.com/wp-content/uploads/2015/11/Spectrum-of-Capital-online-version.pdf
http://bridgesventures.com/wp-content/uploads/2015/11/Spectrum-of-Capital-online-version.pdf
http://tinyurl.com/h5o5jql
http://bridgesventures.com/wp-content/uploads/2014/07/Investing-for-Impact-Report.pdf
http://dx.doi.org/10.1108/17508611011088797
http://www.rockefellerfoundation.org/report/accelerating-impact-achievements
http://www.rockefellerfoundation.org/report/accelerating-impact-achievements
http://www.oecd.org/industry/Policy-Brief-social-impact.pdf
http://www.oecd.org/industry/Policy-Brief-social-impact.pdf
http://www.engagedx.com/portfolio_making-good-in-social-impact-investing.html
http://www.engagedx.com/portfolio_making-good-in-social-impact-investing.html
http://ec.europa.eu/internal_market/social_business/docs/expert-group/social_impact/140605-sub-group-report_en.pdf
http://ec.europa.eu/internal_market/social_business/docs/expert-group/social_impact/140605-sub-group-report_en.pdf
http://tinyurl.com/oso528p


I.5. INVESTING FOR SOCIAL IMPACT IN DEVELOPING COUNTRIES
IMWG (2014), “Measuring impact: Subject paper of the Impact Measurement Working Group”, Social Impact
Investment Taskforce, September, www.socialimpactinvestment.org/reports/Measuring%20Impact%20WG%20
paper%20FINAL.pdf.

J.P. Morgan and the Global Impact Investing Network (2015), “Eyes on the horizon: The Impact Investor Survey”,
JPMorgan Chase & Co. and the Global Impact Investing Network, https://thegiin.org/assets/documents/pub/
2015.04%20Eyes%20on%20the%20Horizon.pdf.

Koh, H., A. Karamchandani and R. Katz (2012), “From blueprint to scale: The case for philanthropy in impact
investing”, Monitor Group and Acumen Fund, http://tinyurl.com/j7jqxxe.

OECD (2015a), Development Co-operation Report 2015: Making Partnerships Effective Coalitions for Action, OECD
Publishing, Paris, http://dx.doi.org/10.1787/dcr-2015-en.

OECD (2015b), Policy Framework for Investment, 2015 Edition, OECD Publishing, Paris, http://dx.doi.org/10.1787/
9789264208667-en.

OECD (2015c), Social Impact Investment: Building the Evidence Base, OECD Publishing, Paris, http://dx.doi.org/10.1787/
9789264233430-en.

OECD (2014), Development Co-operation Report 2014: Mobilising Resources for Sustainable Development, OECD Publishing,
Paris, http://dx.doi.org/10.1787/dcr-2014-en.

Pritchett, L., R. Banerji and C. Kenny (2013), Schooling is Not Education! Using Assessment to Change the Politics of
Learning, Center for Global Development, Washington, DC, www.cgdev.org/sites/default/files/schooling-is-not-
learning-WEB.pdf.

Rangan, K.V., S. Appleby and L. Moon (2011), “The promise of impact investing”, Background Note, No. 512-045,
Harvard Business School, Boston, www.hbs.edu/faculty/Pages/item.aspx?num=41512.

Schmidt-Traub, G. and J.D. Sachs (2015), “Financing sustainable development: Implementing the SDGs through
effective investment strategies and partnerships”, working paper prepared for the Third Conference on
Financing for Development, Addis Ababa, 13-16 July 2015, United Nations Sustainable Development Solutions
Network, New York, http://tinyurl.com/za8yvgy.

SIITF (2014a), “International development”, subject paper of the International Development Working Group, Social
Impact Investing Taskforce, http://tinyurl.com/zk3gbd4.

SIITF (2014b), “Measuring impact”, subject paper of the Impact Measurement Working Group, Social Impact
Investing Taskforce, http://tinyurl.com/z336man.

SIITF (2014c), “Allocating for impact”, subject paper of the Asset Allocation Working Group, Social Impact
Investing Taskforce, http://tinyurl.com/j4vbz7r.

Simon, J. and J. Barmeier (2010), More than Money: Impact Investing for Development, Center for Global Development,
London, www.cgdev.org/publication/more-money-impact-investing-development.

Swiss Sustainable Finance (2016), “Swiss Investments for a Better World. The First Market Survey on Investments
For Development”, April.

UN (2015), “Transforming our world: The 2030 Agenda for Sustainable Development”, United Nations, New York,
https://sustainabledevelopment.un.org/post2015/transformingourworld.

UNDP (2014), “Impact investing in Africa: Trends, constraints and opportunities”, Working document, United Nations
Development Programme, New York, www.undp.org/content/dam/undp/library/corporate/Partnerships/
Private%20Sector/Impact%20Investment%20Final%20Report.pdf.

WEF (2014), “Charting the course: How mainstream investors can design visionary and practical impact investing
strategies”, World Economic Forum, Geneva, www3.weforum.org/docs/WEF_ImpactInvesting_Report_Charting
TheCourse.pdf.

WEF (2013), “From the margins to the mainstream: Assessment of the impact investment sector and opportunities
to engage mainstream investors”, World Economic Forum, Geneva, www3.weforum.org/docs/WEF_II_From
MarginsMainstream_Report_2013.pdf.

Wilson, K.E. (2014), “New investment approaches for addressing social and economic challenges”, OECD Science,
Technology and Industry Policy Papers, No. 15, OECD Publishing, Paris, http://dx.doi.org/10.1787/5jz2bz8g00jj-en.

Wood, D., B. Thornley and K. Grace (2012), “Impact at scale: Policy innovation for institutional investment with
social and environmental benefit”, Insight at Pacific Community Ventures, Institute for Responsible
Investment at Harvard University and Rockefeller Foundation, https://assets.rockefellerfoundation.org/app/
uploads/20120221220232/Impact-at-Scale_Full-Report.pdf.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016118

http://www.socialimpactinvestment.org/reports/Measuring%20Impact%20WG%20paper%20FINAL.pdf
http://www.socialimpactinvestment.org/reports/Measuring%20Impact%20WG%20paper%20FINAL.pdf
https://thegiin.org/assets/documents/pub/2015.04%20Eyes%20on%20the%20Horizon.pdf
https://thegiin.org/assets/documents/pub/2015.04%20Eyes%20on%20the%20Horizon.pdf
http://tinyurl.com/j7jqxxe
http://dx.doi.org/10.1787/dcr-2015-en
http://dx.doi.org/10.1787/9789264208667-en
http://dx.doi.org/10.1787/9789264208667-en
http://dx.doi.org/10.1787/9789264233430-en
http://dx.doi.org/10.1787/9789264233430-en
http://dx.doi.org/10.1787/dcr-2014-en
http://www.cgdev.org/sites/default/files/schooling-is-not-learning-WEB.pdf
http://www.cgdev.org/sites/default/files/schooling-is-not-learning-WEB.pdf
http://www.hbs.edu/faculty/Pages/item.aspx?num=41512
http://tinyurl.com/za8yvgy
http://tinyurl.com/zk3gbd4
http://tinyurl.com/z336man
http://tinyurl.com/j4vbz7r
http://www.cgdev.org/publication/more-money-impact-investing-development
https://sustainabledevelopment.un.org/post2015/transformingourworld
http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/Impact%20Investment%20Final%20Report.pdf
http://www.undp.org/content/dam/undp/library/corporate/Partnerships/Private%20Sector/Impact%20Investment%20Final%20Report.pdf
http://www3.weforum.org/docs/WEF_ImpactInvesting_Report_ChartingTheCourse.pdf
http://www3.weforum.org/docs/WEF_ImpactInvesting_Report_ChartingTheCourse.pdf
http://www3.weforum.org/docs/WEF_II_FromMarginsMainstream_Report_2013.pdf
http://www3.weforum.org/docs/WEF_II_FromMarginsMainstream_Report_2013.pdf
http://dx.doi.org/10.1787/5jz2bz8g00jj-en
https://assets.rockefellerfoundation.org/app/uploads/20120221220232/Impact-at-Scale_Full-Report.pdf
https://assets.rockefellerfoundation.org/app/uploads/20120221220232/Impact-at-Scale_Full-Report.pdf


Development Co-operation Report 2016

The Sustainable Development Goals as Business Opportunities

© OECD 2016
PART I

Chapter 6

Promoting sustainable development
through responsible business conduct

by
Tihana Bule and Cristina Tebar Less, Directorate for Financial and Enterprise Affairs, OECD

The statistical data for Israel are supplied by and under the responsibility of the relevant Israeli authorities. The
use of such data by the OECD is without prejudice to the status of the Golan Heights, East Jerusalem and Israeli
settlements in the West Bank under the terms of international law.

Investment can help raise standards of living through job creation, skills and
technology development, and distribution of wealth. Achieving these impacts,
however, depends on the quality of the investment as much as the quantity.
Irresponsible business practices not only erode the investment and business
environment; they can result in economic loss, environmental degradation, poor
labour conditions, and in the most serious of cases, injury and loss of human life.
Responsible business conduct principles and standards emphasise the integration of
environmental and social concerns within core business operations. This chapter
discusses how responsible business conduct can directly contribute to achieving the
Sustainable Development Goals, while also being good for business. It examines the
main global guidelines, principles and standards, as well as the role of governments.

Challenge piece by Marco Lambertini, WWF International. Opinion pieces
by Peter Bakker, World Business Council for Sustainable Development;
Sharan Burrow, International Trade Union Confederation.
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The challenge: Can smart investment make
sustainable development a reality?

Marco Lambertini,
Director-General, WWF International

Since the Rio Earth Summit in 1992, the international community has worked toward a shared vision of sustaina
development. Now, with the Sustainable Development Goals (SDGs), the United Nations (UN) member states ha
committed their highest level of political will to ensuring that human well-being is advanced within the plane
ecological boundaries.

Yet if the SDGs are going to be more than aspirational words on paper, we must secure the positive participation
business and industry at the global, regional and national levels. In developing countries, private investment alrea
makes up 60% of external financial inflows, contrasted with flows from public sources – such as official developme
assistance – which in Africa, for example, amount to a mere 1% of capital inflows (World Bank, 2013).

At the same time, funding alone is not enough to bring about lasting change. Alongside the significant increases
investment that are required to achieve the SDGs, substantial policy reform will be needed, as success will depend
the behaviour and practices of those directing the financial flows. Unless multinational enterprises are brought in
alignment with the sustainable development agenda, irresponsible actors will hold the power to undermine t
potential of the SDGs. For example, in 2012, community groups and UN experts protested against plans for an open-
coal mine in Bangladesh that would displace up to 130 000 very poor people and destroy their agricultural lan
fisheries and freshwater sources (UN, 2012). Yet despite these severe human rights, environmental and food secur
concerns, the company behind the project, Global Coal Management Plc, did not abandon it.

A sustainable future for our world hinges on responsible business conduct. Multinational enterprises have a la
influence in many countries that rely on foreign financing for their development. Yet responsible businesses that seek
comply fully with national and international laws and standards when endeavouring to operate abroad can often be
a disadvantage compared to actors who may act less responsibly. Despite this, some companies are already realis
their potential to play a positive role. As just one example, WWF is working with the global fashion firm H&M
minimise the company’s negative impact on the water supply in high-risk river basins in the People’s Republic of Ch
and Bangladesh. As textile production can be water intensive, H&M is increasing the efficiency and cleanliness of
operations, as well as collaborating with local stakeholders on sustainable management of shared freshwater resourc

The OECD and its member countries can play a unique and critical role in supporting the global proliferation of go
business practice. The OECD Guidelines for Multinational Enterprises (OECD, 2011) are the most respected standards
corporate behaviour worldwide. By strengthening the implementation of these guidelines, the OECD can prom
reform and improve the enabling environment for responsible investment. This, in turn, will encourage sustaina
development by giving responsible businesses an advantage that benefits their bottom lines, while at the same ti
advancing development targets. This shift will not happen on its own, however; like-minded governmen
companies, investors, civil society groups and consumers must work in concert to facilitate change for the better.

One of the OECD’s potentially strongest tools for advancing responsible business conduct at home and abroad – t
National Contact Point system of the OECD Guidelines for Multinational Enterprises – needs to be significantly improv
This innovative grievance mechanism is intended to provide remedy for corporate wrongdoing. However, an analy
conducted by the OECD Watch network (Box 6.4), of which WWF is a member, found that of the 250 complaints fi
with the National Contact Points network since 2000, only 3 have led to an actual improvement in the conditions
the victims of corporate abuse. Only a further 12% of claims recorded beneficial results of any sort, such as improv
company policies. OECD Watch is asking for a revision of the procedural guidance governing National Contact Poi
in order to ensure that the network is strengthened. This one reform may seem small when looking at the enormo
ambitions of the 2030 Agenda for Sustainable Development. It may not seem as glamorous as the Pope’s clim
encyclical or the G8’s recognition that we are in the last fossil fuel-based century, but it could have enormous a
far-reaching impact.

The fact is that each and every decision we make related to responsible business conduct and private investme
will have historic implications in determining whether 2015 will be remembered as a turning point in the course
human history.
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The positive effects of investment – be it foreign or domestic – in promoting development are well

documented. Under the right conditions, investment can raise overall productivity and ultimately

lead to an increase in a country’s standard of living. It can contribute to job creation, the development

of human capital and the efficient distribution of wealth, while supporting technology development

and the transfer of knowledge and skills. Foreign investment, in particular, can provide advantages

beyond the direct contribution to the capital stock (Chapter 2). It can serve as a conduit, enabling

domestic industries to access international markets and linking them with multinational enterprises

and global value chains (OECD, 2015a).

These benefits, however, are not a given. The growth and development impact of investment

depends as much, if not more, on the “quality” of the investment as on the quantity. For many years,

low environmental and social standards have been viewed favourably by investors looking to

minimise costs in the short term, as well as by some countries looking to attract investment. It is

becoming increasingly clear that this race to the bottom is not a sustainable model.

The 2015 Addis Ababa Action Agenda calls on the private sector to adopt principles for

responsible business and investment and engage as partners in the development process (UNGA,

2015). It also calls on the private sector to invest in areas critical to sustainable development and shift

to more sustainable consumption and production patterns. At the same time, it commits

governments to developing policies and strengthening regulatory frameworks to better align private

sector incentives with public goals, and to encourage the private sector to adopt sustainable practices

and foster long-term, quality investment.

This chapter examines the guidelines, principles and standards related to responsible business

conduct and discusses how it can contribute to implementing the Sustainable Development Goals

(SDGs). It focuses on two aspects:

1. the role of businesses in integrating environmental and social considerations into core business

decisions to manage risks (for example, when operating in low-capacity and high-risk areas and

sectors) and to ensure that their activities do not cause or contribute to negative outcomes

2. the role of governments in actively promoting and enabling responsible business conduct,

fostering a dynamic and well-functioning private sector, while protecting the public interest and

stakeholder rights.

What is responsible business conduct?
Expectations around responsible business conduct are founded on the premise that all

businesses – regardless of their legal status, size, ownership structure or sector – should make a

positive contribution to the economic, environmental and social progress of the countries in which

they operate, while at the same time avoiding and addressing negative impacts of their activities,

including throughout the supply chain and business relationships. Responsible business conduct

principles and standards emphasise the integration of environmental and social issues within core

business operations, going beyond the traditional concept of corporate social responsibility, which is

often understood as being separate from core business (see the “In my view” box by Sharan Burrow).

A key element is risk-based due diligence, a process through which businesses identify, prevent and

mitigate actual and potential adverse impacts, and account for how these are addressed.

Governments have an important role to play in enabling and promoting responsible business

conduct, working with businesses, trade unions, civil society, the general public, within their own

government structures and with other governments, to create synergies and encourage best practice.
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In my view:
The private sector must be held to the same transparency

and accountability standards expected of others
Sharan Burrow,

Secretary-General, International Trade Union Confederation

An ambitious and universal agenda, built on the 17 Sustainable Development Goals (SDGs), has set
us on a course to eradicate poverty and achieve important sustainable development objectives
by 2030. The agenda is vast and complex, and governments alone will not be able to meet the
objectives. The roles of trade unions, civil society, local authorities and national parliaments are fairly
well defined. On the other hand, the role of business and the private sector in delivering
the 2030 Agenda for Sustainable Development is significantly less straightforward.

There are differing opinions on how to engage the private sector fruitfully to ensure that it
contributes to, rather than undermines, the SDGs. Delivering decent work in all of its dimensions,
safeguarding human rights and promoting responsible investment that supports inclusive growth are
major pillars of the SDGs, and these are areas where the private sector still has a long way to go.

The private sector must be held to the same international transparency and accountability
standards as other actors, especially if it is to be supported through development co-operation efforts.
This includes respecting and applying International Labour Organization (ILO) principles and
standards, including its International Framework Agreements* and the Tripartite Declaration on
Multinational Enterprises and Social Policy (ILO, 2014); the United Nations’ “Protect, Respect and Remedy”
Framework, and its “Guiding Principles on Business and Human Rights” (UN, 2011); and the OECD
Guidelines for Multinational Enterprises (OECD, 2011). Major improvements need to be made in the area
of corporate transparency: businesses must report on their financial activities on a country-by-
country basis. This includes reporting on tax and procurement procedures, as it is impossible to
champion the participation of the private sector in development without addressing taxation policy
and practice (see the OECD’s Development Co-operation Report 2014; OECD, 2014a).

To be positive actors in the development agenda, at the bare minimum the private sector must meet
its fiscal obligations. The recent Panama Papers revelations underline the need to address the role of
professional enablers – lawyers, accountants, financial institutions, and corporate and trust service
providers – in facilitating the use of opaque structures and tax havens for tax avoidance and evasion, as
well as corruption and money laundering. The potential of domestic resources as a sustainable source
of development finance cannot be realised without greater tax transparency. The 133-member-strong
Global Forum on Transparency and Exchange of Information monitors the implementation of the
international standard on tax information exchange. Through mechanisms such as this one, the OECD
and its members are in a position, both as participants in international policy-making bodies and
through their development strategies at home and abroad, to promote measures, standards and means
of implementation that serve the needs of workers and the real economy.

Social dialogue and social partners (worker and employer organisations) can also play a key role in
reaching the SDGs. Social dialogue helps to ensure broad-based democratic ownership of economic
and social development objectives, ensure respect for core labour standards, and promote social
equity. Through social dialogue, representatives of employers and workers contribute to shaping
effective social and economic development strategies while providing conflict management and
contributing to peace.

* See: www.global-unions.org/+-framework-agreements-+.html.
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OECD tools promote and enable responsible business conduct to support sustainable
development

The OECD encourages reform of the investment environment to maximise its contribution to

sustainable development. It also promotes responsible business conduct through the OECD Guidelines

for Multinational Enterprises (OECD, 2011) and the Policy Framework for Investment (OECD, 2015a;

Chapter 2). Several OECD instruments on specific topics are also of relevance, such as the G20/OECD

Principles of Corporate Governance,1 the “OECD Guidelines for Fighting Bid Rigging in Public

Procurement”2 and the “G20/OECD High-Level Principles of Long-Term Investment Financing by

Institutional Investors”.3 The OECD is also home to the “Convention on Combating Bribery of Foreign

Public Officials in International Business Transactions”. Governments, businesses and stakeholders

alike can use these instruments to ensure that responsible business conduct is fully integrated into

national development strategies.

The OECD Guidelines for Multinational Enterprises are a key reference for doing business
responsibly

When OECD members adopted the OECD “Declaration on International Investment and

Multinational Enterprises” in 1976,4 they made a policy commitment to provide an open and

transparent investment environment, agreeing that the freedom of businesses to operate globally

also carries responsibility for local impact. The OECD Guidelines for Multinational Enterprises were part

of that declaration. Forty years and five updates later, the OECD guidelines are still one of the primary

references on responsible business conduct, together with the United Nations (UN) “Guiding

Principles for Business and Human Rights” (UN, 2011) and core International Labour Organization

conventions (Box 6.1).

The OECD guidelines are the most comprehensive set of government-backed recommendations

on responsible conduct available. They comprise principles and standards in all major areas,

including information disclosure, human rights, employment and industrial relations, the

environment, bribery and corruption, consumer interests, science and technology, competition, and

taxation. Their purpose is to ensure that business operations are in harmony with government

policies, to strengthen the mutual confidence between businesses and the societies in which they

operate, to improve the investment climate, and to enhance the contribution of the private sector to

sustainable development. The most recent update of the guidelines (in 2011) included intensive

consultations with a range of stakeholders and partners, including from the G20 countries. This

process conferred wide credibility and support to the guidelines, promoting their use even further.

Each country adhering to the guidelines (Figure 6.1) commits to setting up a National Contact

Point to promote their use, handle inquiries and help resolve issues that can arise when an enterprise

does not observe the guidelines (see also Box 6.4). The National Contact Points are intended to

facilitate access to consensual and non-adversarial means – such as conciliation or mediation – to

help the parties involved deal with the issues. This problem-solving focus offers the parties involved

a better level of control in reaching an agreement, as compared to more formal processes in which a

third party makes final, binding decisions. Moreover, this government-based, non-judicial grievance

system can often be significantly more expeditious and cost-saving, and in some cases it may be the

only procedure available for resolving grievances.

Governments adhering to the OECD guidelines may also develop specific guidance, through a

multi-stakeholder process, to help enterprises identify and respond to risks of adverse impacts

associated with particular products, regions, sectors or industries (Box 6.2).

The OECD guidelines are a primary reference on responsible business conduct.
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Box 6.1. The global consensus on responsible business conduct principles
and standards

In 2011, the OECD Guidelines for Multinational Enterprises were updated and the UN “Guiding
Principles on Business and Human Rights” were unanimously endorsed, evidencing international
convergence and coherence around what constitutes responsible business conduct. These two
instruments have helped build consensus and clarify the baseline standards for how businesses
should understand and address the actual and potential adverse impacts of their operations, and how
governments should support and promote responsible business practices. This convergence is echoed
in other international standards, including the ISO 26000 Guidance on Social Responsibility,1

the International Finance Corporation’s “Performance Standards” (IFC, 2012) and the OECD
Recommendation of the Council on Common Approaches for Officially Supported Export Credits and
Environmental and Social Due Diligence.2 In addition, regional and country strategies based on the OECD
guidelines and the UN guiding principles are increasingly emerging, for example the European Union
Corporate Social Responsibility Strategy3 and the United States’ National Action Plan on Responsible
Business Conduct, to be adopted in 2016 (The White House, 2014). Many countries are also developing
national action plans to ensure that the recommendations are implemented (UN OHCHR, n.d.).
Finally, more and more countries are using responsible business conduct principles and standards to
frame domestic law. For example, the United States’ Dodd-Frank Act specifically addresses due
diligence along mineral supply chains and requires companies to report on whether they source
certain minerals (tin, tantalum, tungsten and gold) from conflict areas. Another notable development
is the 2015 G7 leaders’ commitment to support responsible supply chains and improve access to
remedy (G7, 2015).

Figure 6.1. Who adheres to the OECD Guidelines for Multinational Enterprises

1. See: www.iso.org/iso/catalogue_detail?csnumber=42546.
2. See: www.oecd.org/tad/xcred/oecd-recommendations.htm.
3. See: http://ec.europa.eu/growth/industry/corporate-social-responsibility/index_en.htm.
Sources: OECD (2014c), “OECD Guidelines for Multinational Enterprises: Responsible business conduct matters”, OECD, Paris,
http://mneguidelines.oecd.org/MNEguidelines_RBCmatters.pdf; IMF (2015), IMF Balance of Payments and International Investment
Position Statistics (database), www.imf.org/external/np/sta/bop/bop.htm.
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Box 6.2. Responsible supply chains in the agriculture and garment and footwear sectors

Investing in agriculture is one of the most effective strategies for economic growth and poverty reduction in ru
areas. However, agri-business investments can have adverse social and environmental impacts, including on t
rights and livelihoods of local communities – particularly in countries with weak regulatory capacity and tenu
rights. For instance, if domestic land legislation does not adequately recognise and protect informal land tenure righ
land acquisition may lead to the eviction – without fair compensation – of local communities holding customa
rights; this, in turn, can result in a loss of income, increased vulnerability and food insecurity.

Businesses have a key role to play in ensuring that their operations do not have adverse impacts, and that th
benefit local communities and host countries. Observing responsible business conduct principles and standards c
ensure that they contribute to sustainable development. The 2016 “OECD-FAO Guidance for Responsible Agricultu
Supply Chains” (OECD, 2016b) calls on companies to:

● Ensure that their operations contribute to food security and nutrition and sustainable and inclusive ru
development.

● Hold good-faith, effective and meaningful consultations with communities before initiating any operations th
may affect these communities.

● Respect legitimate tenure rights holders and their rights over natural resources potentially affected by th
activities.

● Seek to ensure that legitimate tenure rights holders receive prompt, adequate and effective compensation of th
tenure rights being negatively impacted by their operations. Thus, tenure rights holders should not be displac
without having been consulted and having received proper compensation.

The guidance also recommends that companies increase employment opportunities. Increased employment w
the most frequently cited benefit arising from 39 large-scale agri-business investments analysed by the Unit
Nations Conference on Trade and Development and the World Bank (UNCTAD/World Bank, 2014).

Similarly, the textile, garment and footwear industry provides employment for millions of workers worldwide, t
majority of whom are women. The garment sector in particular is very important for a number of low-incom
countries in terms of trade, gross domestic product (GDP) and employment (World Bank, 2015). However, the risks
adverse environmental and social impacts in the sector are well documented. Progress has been made on many fron
but severe challenges remain, in part because:

● The textile and garment sector operates on short lead times, tight margins and short-term contracts, contribut
to downward price pressures and reducing the business incentive for investing in environmental and soc
upgrading.

● The emphasis is primarily on manufacturing, although the risks of adverse impacts extend across the full length
the supply chain (Figure 6.2). To date, risk mitigation has been primarily driven by individual businesses rather th
a sector-wide approach.

● In some cases, the scope of risks of adverse impacts extends far beyond the textile and garment sector and cann
be addressed by business alone, but rather requires a co-ordinated approach among the government, busine
workers and civil society.

To promote a common understanding of due diligence in the sector, the OECD is developing guidance for responsi
supply chains in the garment and footwear sector.* The guidance encourages companies at each stage of the sup
chain to take a pro-active and risk-based approach to risk identification, mitigation and prevention. It harmonises t
expectations of due diligence for child labour, forced and bonded labour, freedom of association and collect
bargaining, wages, discrimination, working hours, occupational health and safety, environment, and bribery a
corruption.

* http://mneguidelines.oecd.org/responsible-supply-chains-textile-garment-sector.htm and http://mneguidelines.oecd.org/rbc-agriculture-supply-chains.htm
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The Policy Framework for Investment can help create an enabling environment
for responsible business conduct

The OECD Policy Framework for Investment can help governments in developing economies design

and strengthen their responsible business conduct policy frameworks (Chapter 2). Originally adopted

in 2006 in response to the UN “Monterrey Consensus on Financing for Development”, the framework

was updated in 2015 to better reflect the development dimension of investment, and to include

lessons learned from over 25 investment policy reviews of developing and emerging economies, and

regional economic communities.

The framework helps governments put in place policies that can mobilise private investment

that supports steady economic growth and sustainable development, thereby contributing to the

economic and social well-being of people around the world. It aims to advance the implementation

of the SDGs and to help mobilise financing for development in support of the 2030 Agenda. Drawing

on international good practice, the framework offers guidance in 12 policy areas that are critically

important for improving the quality of a country’s enabling environment for investment. Responsible

business conduct policy is one of these policy areas. Governments can enable responsible business

conduct in numerous ways. This includes establishing and enforcing an adequate legal framework to

protect the public interest, and monitoring business performance and compliance with this

regulatory framework. It is important to ensure that the legal and regulatory framework is enforced

in all areas related to responsible business conduct, including human rights, employment and labour,

environment, anti-corruption, and consumer interests. Setting clear expectations for businesses to

act responsibly at home as well as abroad, particularly with regard to vulnerable individuals and

populations, is also key. Providers of development assistance can support governments in developing

economies working to build the capacity and resources needed to monitor compliance and respond

to infringements.

Box 6.2. Responsible supply chains in the agriculture and garment and footwear sectors (cont.)

Figure 6.2. Simplified garment supply chain

Note: Intermediaries operate throughout the supply chain.
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Governments should clearly communicate their expectations for responsible business conduct

and provide guidance on specific practices. Enabling enterprises to meet these expectations involves

identifying and removing barriers to the uptake of responsible business; it also entails making an

effort to engage with businesses to strengthen their responsible business conduct practices,

including with businesses that may have special challenges in this respect, such as small and

medium enterprises. It is important to engage industry and stakeholders in collective initiatives to

promote responsible business conduct, to encourage and/or contribute to related non-government

initiatives, and to provide recognition and incentives to businesses that exemplify best practice.

Finally, governments should ensure alignment among all policies relevant to responsible

business conduct and collaborate with foreign governments to support international policy

coherence on responsible business conduct. As employers, procurers and through state-owned

enterprises, governments should also exemplify responsible business conduct in their own

operations. Not only is this in the public interest – it also enhances the government’s legitimacy when

making recommendations on responsible conduct to businesses.

Responsible business conduct can help achieve the Sustainable Development Goals
Promoting and implementing responsible business conduct principles and standards

contributes to ensuring that stakeholder rights are respected, ultimately leading to broader value

creation. Irresponsible business practices not only erode the quality of the investment and business

environment; they result in economic loss, environmental degradation, poor labour conditions, and

in the most serious of cases – such as the April 2013 collapse of the Rana Plaza factory in Bangladesh –

loss of human life.

In the pursuit of the SDGs, there is much to be gained from promoting and enabling responsible

business conduct. It can help mobilise the resources that will be necessary for financing the

implementation of the 2030 Agenda, while improving access to markets and participation in value

chains for developing country industries. It can also promote accountability and inclusiveness,

particularly important for marginalised or vulnerable segments of the population.

Responsible business conduct is important for financing development

As discussed in Chapter 1, investment will be crucial for the success of the SDGs. Foreign direct

investment is identified in the Addis Ababa Action Agenda as a vital complement to national

development efforts (UNGA, 2015: para. 35). The challenge for developing economies will not only be

attracting investment, but also channelling it towards the implementation of the SDGs. The

promotion and implementation of responsible business conduct principles and standards can help

create an investment environment that is underpinned by respect for internationally accepted social

and environmental principles. With growing expectations on investors to behave responsibly

throughout their supply chains, investors are increasingly valuing aspects of domestic investment

frameworks that contribute to stability in the long term, such as environmental standards that

minimise the risks of causing adverse environmental impact, or enforced labour standards aligned

with international principles that stabilise conditions in the workforce (Box 6.3). Not respecting

internationally accepted social and environmental principles and standards increases the risk of

being excluded from international markets.

Governments should exemplify responsible business conduct

in their own operations.
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Designing investment policy frameworks that consider environmental and social objectives

alongside economic ones offers the opportunity to prioritise investments that have the greatest

potential for promoting full and productive employment, as well as sustainable patterns of

production (see the “In my view” box by Peter Bakker). Yet most investment incentives still largely

focus on economic performance objectives; it is estimated that only 8% of investment measures

from 2010-14 were geared toward SDG-related sectors and targets (UNCTAD, 2015).

Governments that are able to create a business environment underpinned by responsible

business conduct principles and standards are more likely to keep and attract quality investment,

minimise the risks of adverse impacts from those investments and ensure sustainable development

(OECD, 2015a).

Following recognised principles and standards can strengthen participation in global value
chains

The rise of global value chains presents a development opportunity and is changing the way

countries think about the competitiveness of their economies. The production of goods is

increasingly fragmented and carried out wherever the necessary skills and materials are available at

a competitive cost and quality (OECD, 2013).5 Value chain activity is very sensitive to the quality of the

business environment, which, in addition to the development of human capital, infrastructure,

availability of capital and quality of institutions, has been identified as one of the most important

factors for enabling integration into global value chains6 (OECD, 2015b).

Promoting internationally recognised environmental and social principles within domestic

enterprises can help strengthen the linkages between these enterprises and multinational

enterprises. As discussed in the previous section, expectations on responsible business

conduct principles and standards cover the entire supply chain. Multinational enterprises are

expected to conduct risk-based due diligence in evaluating their suppliers. Suppliers that integrate

Box 6.3. Responsible business conduct matters

The Business and Industry Advisory Committee (BIAC) represents business interests to the OECD.
BIAC has long recognised the importance of responsible business conduct in globalised markets,
consistently underlining its commitment to work in partnership with its members – the leading
business organisations in OECD countries and beyond – to support effective implementation of the
OECD guidelines. There is a strong business case for all enterprises to operate responsibly, regardless
of their size, ownership structure or the sector of the economy in which they are engaged.

As companies increasingly invest in emerging and developing countries, responsible business
conduct helps firms strengthen their long-term investment perspectives while also contributing to
the implementation of the Sustainable Development Goals. An investment climate that does not
include respect for certain core rules of responsible business conduct risks acting as a disincentive for
international investors, making it clearly in the interest of the business community to promote
responsible business conduct. That is why BIAC believes that it is more important than ever to foster
global engagement and a global level playing field by promoting implementation of the OECD
Guidelines for Multinational Enterprises by countries that are not yet adhering to them.

The updated OECD Policy Framework for Investment also recognises the role of governments in
providing an enabling environment both for investment and for responsible business conduct. By
including a chapter on responsible business conduct, the OECD has highlighted that promoting
investment and fostering responsible business conduct go hand-in-hand. BIAC is actively involved in
OECD discussions on fostering private investment, addressing barriers to investment flows and
encouraging responsible business conduct to foster growth and development around the world.

Contributed by the Business and Industry Advisory Committee (BIAC), http://biac.org.
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In my view:
A new corporate performance measurement framework can
encourage sustainable success, for business and for society

Peter Bakker,
President, World Business Council for Sustainable Development (WBCSD)

Sustainability is the defining issue of this generation. Climate change, natural resource depletion
and widespread inequality – all against the backdrop of a rapidly growing population – are arguably
some of the most daunting challenges humanity has yet to overcome. Responsible businesses
understand the risks that these challenges pose, but they see the opportunities as well. That’s why
businesses everywhere are integrating sustainability into their core business strategies.

They know that responsible business goes beyond altruism: it’s also about spotting trends, being
among the first to move and adapt to an ever-changing future. It’s about redefining the way
businesses value nature and society so that they can understand the true costs, profits and values of
their enterprises. It’s about cultivating a new development framework that encourages sustainable
success, for business and for society.

The 2030 Agenda calls for a new corporate sustainability philosophy, one built on the SDGs and the
Paris Agreement1 resulting from COP21. A strong, sustainable development framework will be crucial
for a healthy global economy because businesses cannot succeed in societies that fail. The sooner
companies integrate principles from the SDGs and COP21, the sooner they will reap the tangible
benefits.

Responsible businesses recognise this critical period as a chance to get ahead. They’ve started by
building a business case for transitioning to a low-carbon economy, demonstrating that this is one of
the biggest opportunities for the foreseeable future. Through the Low Carbon Technology
Partnerships Initiative,2 companies are working together to develop innovative and scalable solutions
for addressing global issues – like supplying clean energy to developing areas and building
infrastructure for climate-smart agriculture – all while maintaining a focus on economic objectives
that spur continuous, independent and sustainable development.

In order to do this properly, we need accurate metrics and feedback on how we’re doing and where we
can improve – financially, socially and environmentally. Current forms of reporting and measurement
are failing, largely because they exclude crucial social and environmental measures from the balance
sheet. Without this information, we are unable to fully unlock the solutions that will bring sustainability
to scale. In order to address this need, forward-thinking businesses are using an integrated reporting
framework supported by non-financial frameworks such as the Global Reporting Initiative,3 the
Sustainability Accounting Standards Board,4 and the Natural and Social Capital Protocols.5

Cutting-edge measurement, reporting and valuation standards like these will eventually enable us
to accurately evaluate our businesses, opening new avenues for success by incentivising integrated
sustainability solutions and rewarding companies that adopt responsible business models early. Tools
like these can enable the move beyond low-carbon technology and savings in energy costs to create
an economy that’s based entirely on social and environmental sustainability.

Responsible business is the key to a sustainable world. Businesses must continue uncovering
opportunities around all aspects of sustainable development, placing the emphasis on creating a
responsible relationship with the world and fostering equitable progress for humankind as a whole.
It’s time for all actors to seize the opportunities to address global socio-environmental challenges. Our
future depends on it.

1. See: https://unfccc.int/resource/docs/2015/cop21/eng/l09r01.pdf.
2. See: http://lctpi.wbcsdservers.org.
3. See: www.globalreporting.org/Pages/default.aspx.
4. See: www.sasb.org.
5. See: www.naturalcapitalcoalition.org/natural-capital-protocol.html and www.wbcsd.org/SocialCapital.aspx.
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internationally recognised environmental and social principles and standards have a comparative

advantage over those that do not. In addition, multinational enterprises are increasingly basing their

decisions about where to do business on the ability to ensure predictable and reliable supply chains,

capable of delivering effectively at the each stage of the global value chain (Taglioni and Winkler,

2014; OECD, 2014a). It is estimated that costs of delays can be substantial for certain product

categories; these could constitute a tariff equivalent of 1% or more (Hummels, 2007; OECD, 2014a).

Any delays resulting from, for example, labour unrest or environmental damage, would contribute to

those costs. A 2014 report found, for example, that a major mining project with capital expenditures

between USD 3-5 billion will suffer direct costs of roughly USD 20 million per week in delayed

production (in net present value terms), largely due to lost sales based on delays caused by

community conflicts and ineffective stakeholder engagement practices (Davis and Franks, 2014).

Furthermore, economies participate in global value chains both as users of foreign inputs and as

suppliers of intermediate goods and services used in other economies’ exports. It is estimated that

more than half of global manufacturing imports are intermediate goods – such as primary goods,

parts and components, and semi-finished products – and that more than 70% of global services

imports are intermediate services, such as business services (OECD, 2013).

Promoting internationally recognised environmental and social principles and standards within

domestic enterprises can also improve their access to export markets. For example, the

European Union (EU) Generalised Scheme of Preferences (GSP) allows developing country exporters to

pay less or no duties on their exports to the EU; in practice, this constitutes the partial or complete

removal of tariffs on two-thirds of all product categories. Additionally, the EU has established a GSP+

scheme, which grants the full removal of tariffs on essentially the same product categories as those

covered by the generalised scheme to countries that ratify and implement core international

conventions relating to human and labour rights, environment, and good governance (EU, 2015).

Additionally, the inclusion of language related to sustainable development and responsible

business conduct has become a dominant practice in recent years in investment treaties. OECD

research shows that more than three-fourths of international investment agreements concluded

between 2008 and 2013 include language on responsible business conduct (mainly free trade

agreements with investment protection provisions) and virtually all of the investment treaties

concluded in 2012-13 include such language (Gordon, Pohl and Bouchard, 2014).7

Improving access to remedy helps to ensure accountability

Increasing awareness of possible adverse social, human rights and environmental impacts

linked to business activity has led to growing demands for stronger accountability for businesses

operating globally. Integrating responsible business conduct principles and standards into national

development frameworks and investment policies can help ensure accountability, setting out what is

expected of businesses and making clear the consequences of not meeting these expectations.

Accountability and access to remedy for victims of negative impacts linked to business activity

have long been issues, and judicial and non-judicial systems alike have often failed to address them

(UN OHCHR, 2015).8 While a number of accountability mechanisms exist, such as the National

Contact Points for the OECD Guidelines for Multinational Enterprises, these need to be strengthened and

better used by those who have the leverage to induce change, including consumers and investors

(Box 6.4). Improving access to remedy nationally, regionally and internationally; promoting

transparency; and empowering consumers can all contribute to increased accountability. Fostering a

business environment in which the costs of irresponsible behaviours are reflected is also in the

interest of businesses, as it contributes to levelling the playing field, putting pressure on businesses

that do not integrate environmental and social considerations into their operations.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016130



I.6. PROMOTING SUSTAINABLE DEVELOPMENT THROUGH RESPONSIBLE BUSINESS CONDUCT
Box 6.4. OECD Watch

OECD Watch’s 108 members from 52 countries around the globe have a shared commitment to work
towards ensuring that business activity contributes to sustainable development and poverty
eradication, and that corporations are held accountable for their actions worldwide.

OECD Watch members also share the view that the OECD Guidelines for Multinational Enterprises have
enormous potential to provide corporations with the guidance they need to make a positive
contribution to sustainable development, while at the same time holding them accountable when
they act irresponsibly and providing victims of corporate abuse with a much-needed forum for
accessing remedy.

The OECD guidelines are among the world’s few government-backed international corporate
accountability standards that are accompanied by a dedicated dispute resolution mechanism. In the
absence of an international binding framework regulating corporate behaviour, and in situations
where judicial systems are unable to do so – because of inadequate funding, non-enforcement,
corruption or otherwise – the OECD guidelines’ system of National Contact Points is often the only
option available to victims of corporate abuse for seeking remedy for harm done to them, or for
holding multinational corporations accountable for social and environmental abuse.

There is some evidence that the filing of complaints under the OECD guidelines has had beneficial
results and has provided a measure of remedy, often in the form of forward-looking corporate policy
changes (OECD Watch, 2015). Such policy changes – if genuinely implemented – bring with them the
potential to prevent future harm.

Yet unfortunately, these examples are few and far between, leaving the enormous potential of the
OECD guidelines unfulfilled. Recent research* reveals that in the overwhelming majority of cases, the
complaint process has failed to bring an end to corporate misconduct or provide remedy for past or
ongoing abuses. With only a few exceptions, the National Contact Points either remain largely
inaccessible, or they suffer from a real or perceived lack of independence and impartiality, frequently
failing to follow procedural timelines and refusing to conduct independent investigations.

Nearly all National Contact Points are inadequately funded by their governments. At the same time,
governments seldom attach concrete consequences to companies’ failure to adhere to the OECD
guidelines. If the National Contact Points are to function as an effective network for promoting
adherence to the OECD guidelines and for addressing harm caused by corporate misconduct, these
weaknesses need to be addressed. Fortunately, there are steps that adhering governments, the OECD
and National Contact Points themselves can readily take to improve effectiveness. This could begin
with a revision of the OECD guidelines’ Procedural Guidance for National Contact Points, to level the
playing field and ensure harmonisation of performance. Implementing a system of mandatory peer
reviews would also accelerate improvements in performance, as would reducing the barriers to
accessing the mechanism. National Contact Points should be willing to base findings of
non-compliance with the OECD guidelines on independent investigations if cases are not amenable
to mediation, or if mediation fails. Finally, adhering governments must be willing to attach
consequences to a company’s non-compliance with the OECD guidelines.

Despite current obstacles to the implementation and effectiveness of the guidelines, OECD Watch
continues to believe in their potential and remains committed to further engaging with adhering
governments, National Contact Points, the OECD, businesses, trade unions and other stakeholders,
providing constructive feedback and recommendations.

Contributed by OECD Watch.
* See, for example, Ruggie and Nelson (2015).
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Responsible business conduct promotes inclusiveness

To support the contribution of responsible business conduct to inclusive and sustainable

development, special attention needs to be given to ensuring that it does not have unforeseen

negative impacts – for example, the marginalisation of workers in the informal sector or of artisanal

miners in high-risk areas. At the same time, it is important to support investment in risk-prone areas

or sectors to avoid the potential negative impacts of disengagement (Box 6.5).

Effective supply chain due diligence can help to build meaningful partnerships with suppliers

and non-traditional actors, upgrade skills, formalise informal sectors, and build the capacity of the

various business partners to deal with responsible business conduct expectations (OECD, 2015c). For

example, in mineral-producing regions like the African Great Lakes, West Africa and Latin America;

in processing countries in the Middle East and Asia; and in consuming countries around the globe,

the OECD due diligence guidance (see Box 6.5) is helping to:

● reduce opportunities for armed groups and public security forces to benefit from mineral

production and trade

● improve livelihoods for artisanal miners and mining communities

● strengthen local government capacity to regulate and supervise the mineral sector, improve data

collection, increase revenues and stem illicit trade linked to the production and trade of minerals

● increase global transparency and accountability in mineral supply chains

● increase market and industry initiatives in favour of responsible mineral supply chains

● improve understanding of the informal economy and natural resource-connected conflicts

● support informed and comprehensive policy making and action.

Box 6.5. Doing good while doing no harm

The industries that entail the most severe risks are often relied on by the poorest and most
vulnerable segments of the population for their livelihoods. For this reason, the two-fold obligation to
do good while doing no harm, as set forth in the OECD Guidelines for Multinational Enterprises, has
important implications for promoting inclusive growth and development.

For example, to avoid the potential social and economic adverse impacts of disengagement in
high-risk areas or sectors, businesses are encouraged not to pull out at the first sign of potential
environmental or social risks within their supply chain, but rather to engage in risk-mitigation efforts
and to take into account the possible adverse impacts of any decisions to disengage.

The benefits of continued engagement have been demonstrated clearly in the context of
responsible mineral sourcing. The OECD Due Diligence Guidance for Responsible Supply Chains of Minerals
from Conflict-Affected and High-Risk Areas* suggests strategies to create economic and development
opportunities for at-risk populations, such as for example formalisation and legalisation of artisanal
and small-scale mining. In the Democratic Republic of Congo (DRC), this approach has contributed to
the creation of special legal zones for artisanal and small-scale mining. The guidance also supports
workable cohabitation of small and large-scale mining activities. In the DRC as well as in Rwanda, the
results of this action have been impressive: in just three years, approximately 70 000 artisanal miners
gained market access, with better prices, better conditions and secure long-term opportunities
(Creamer Media, 2014).

Contributed by Roel Nieuwenkamp, Chair of the OECD Working Party on Responsible Business Conduct.
* http://mneguidelines.oecd.org/mining.htm.
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The way forward for promoting responsible business conduct
The development co-operation community has an important role to play in promoting

responsible business conduct worldwide. This begins with ensuring that businesses operating in

developing economies are aware of their obligations under the OECD guidelines and the UN guiding

principles, and that they observe them. All 29 members of the OECD Development Assistance

Committee adhere to the OECD guidelines and are committed to promoting them among their

national businesses, whether operating at home or abroad (OECD, 2015d). This may require

increasing efforts to ensure policy coherence on responsible business conduct, for example by not

providing export credits to businesses that are not committed to responsible business conduct

principles and standards; or by integrating responsible business expectations into development

policy. It is important to communicate to businesses that responsible business conduct should be

viewed as a business opportunity, rather than as a cost. There is increasing evidence that responsible

business practices lead to productivity gains.

Providers of development assistance can help developing economies strengthen their relevant

policy frameworks, increasing the capacity of their economies, reforming framework conditions to

make their countries attractive investment destinations, and promoting responsible business

conduct along the length of global supply chains. Official development assistance can be used in

innovative ways to encourage the uptake and implementation of responsible business conduct by

domestic and foreign businesses, for example by supporting the participation of domestic industries

in multilateral responsible business conduct efforts; or by ensuring that the availability of grievance

mechanisms under the OECD guidelines is well known and used. This type of support is especially

important in countries emerging from conflict, which may lack the capacity to implement the

international principles and standards on responsible business conduct.

In his challenge piece at the beginning of this chapter, Marco Lambertini notes that one of the

potentially strongest tools for advancing responsible business conduct is the National Contact Point

system of the OECD Guidelines for Multinational Enterprises. Yet he also notes that this system “needs to

be significantly improved”. In 2015, the OECD developed an action plan to strengthen National Contact

Points, focusing on peer reviews, capacity building, peer learning and new tools (OECD, 2016c). The

action plan reflects the increasing political will to improve and build on the National Contact Points to

ensure effective implementation of the OECD guidelines. The OECD is also working on providing more

guidance to businesses on how to implement the recommendations of the OECD guidelines and is

working to promote responsible business conduct more broadly with partner countries that do not

formally adhere to them.

Key messages for responsible business conduct
● Engage in dialogue on responsible business conduct.

Governments:

● Identify and remove barriers to the uptake of responsible business conduct, and set clear

expectations for businesses to act responsibly at home as well as abroad.

● Establish and enforce an adequate legal framework that protects the public interest and underpins

responsible business conduct, and monitor business performance and compliance.

● Clearly communicate expectations regarding responsible business conduct, provide guidance on

specific practices, and enable enterprises to meet these expectations, paying particular attention

to the needs of businesses that may have special challenges in this respect, such as small and

medium enterprises.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016 133



I.6. PROMOTING SUSTAINABLE DEVELOPMENT THROUGH RESPONSIBLE BUSINESS CONDUCT
● Work with stakeholders in the business community, labour organisations, civil society, the general

public, within the government and with other governments to create synergies and establish

coherence on responsible business conduct.

● Act responsibly in the context of the government’s role as an economic actor, for example, as

employers, procurers and through state-owned enterprises.

● Provide recognition and demonstrate support for best practice in responsible business conduct.

● Strengthen access to remedy, including by strengthening the National Contact Point mechanism.

● Support strengthening of policy frameworks for responsible business conduct in developing

economies.

● Use official development assistance in innovative ways to encourage the uptake and

implementation of responsible business conduct by domestic and foreign businesses.

Businesses:

● Observe the OECD Guidelines for Multinational Enterprises and the UN “Guiding Principles for Business

and Human Rights”.

● Integrate responsible business conduct principles and standards throughout the supply chain.

● Carry out risk-based due diligence to identify, prevent and mitigate actual and potential adverse

impacts and account for how these impacts are addressed.

● Champion responsible business conduct and help others see it as an opportunity.

Notes

1. www.oecd.org/corporate/principles-corporate-governance.htm.

2. www.oecd.org/competition/guidelinesforfightingbidrigginginpublicprocurement.htm.

3. www.oecd.org/finance/principles-long-term-investment-financing-institutional-investors.htm.

4. See: www.oecd.org/investment/investment-policy/oecddeclarationanddecisions.htm.

5. The OECD defines a global value chain as the full range of activities that firms engage in to bring a product to
the market, from conception to final use. Such activities can range from design, production, marketing,
logistics and distribution, to support to the final customer. They may be performed by the same firm or shared
among several firms.

6. Location in a global value chain is characterised by the production process and the relative skills and resource
endowments of the firms and countries in question (i.e. comparative advantage), suggesting that productivity
is essential for upgrading. Upgrading is usually discussed in terms of economic and social benefits. Firms can
gain by: 1) being more efficient in producing a given type of output; 2) engaging in the production of more
sophisticated products; 3) acquiring new functions within a given value chain; or 4) moving into different
value chains. Social upgrading refers to outcomes related to employment and pay, gender, and the
environment.

7. Research shows that the major functions of such treaty language are, in the order of prevalence: 1) to establish
the context and purpose of the treaty and set forth basic responsible business conduct principles through
preamble language; 2) to preserve policy space to enact public policies dealing with responsible business
conduct concerns; and 3) to avoid lowering standards, in particular relaxing environmental and labour
standards for the purpose of attracting investment.

8. This is particularly true for cases involving gross human rights abuses and other serious offences – such as
forced and child labour or large-scale harm to human health and livelihoods. A 2014 study commissioned by
the UN Working Group for Business and Human Rights (Zerk, n.d.) found that considerable legal, financial,
practical and procedural barriers exist for access to remedy. These barriers involve, among others, definitions
of jurisdiction and of what constitutes an offence; standards for assessing liability; and methods of
determining sanctions and compensation. The lack of access to remedy is not just a problem for victims, but
also for the majority of businesses, as it creates legal uncertainty and reinforces concerns about impunity. A
seeming lack of accountability has lent support to a resolution by the UN Human Rights Council (June 2014) to
examine the scope of a legally binding treaty on business and human rights.
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PART IIEngaging the private sector in development
co-operation: Learning from peers

Official development assistance is increasingly being delivered with and through the
private sector. Valuable lessons are emerging from these experiences. The OECD’s
Development Assistance Committee (DAC) has recently launched a survey and peer
learning exercise with its member countries to tap into these experiences and
identify good practice. Many insights are emerging already from the survey and the
first three reviews – of Germany, the Netherlands and Sweden. These include the
value of private sector partnerships beyond their financial contribution, and the
critical importance of investing in in-house capacities and expertise to successfully
develop and manage partnerships with the private sector. The final synthesis report
will identify best practices and lessons to help all DAC members refine their
engagements with the private sector, including appropriate tools and partnerships
to leverage private sector resources and enhance development impact; and
measuring and evaluating results, impact, additionality and the catalytic effect of
private sector engagements.

This section was prepared by Shannon Kindornay, Adjunct Research Professor, Carleton University and
Rahul Malhotra, Development Co-operation Directorate, OECD.
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II. ENGAGING THE PRIVATE SECTOR IN DEVELOPMENT CO-OPERATION: LEARNING FROM PEERS
There is a long history of private sector engagement in development co-operation. The OECD’s

Development Assistance Committee (DAC) member countries are increasingly developing

partnerships with the private sector to leverage private capital, expertise, innovation and core

business to benefit sustainable development. To learn from this experience and how it applies to

development co-operation strategies and practices, the DAC has introduced an in-depth, thematic,

peer-to-peer learning process on working with and through the private sector to complement the

DAC Peer Reviews.1 The peer learning exercise – which began in April 2015 – aims to identify good

practice and lessons in private sector engagement. While a range of policy and academic literature

has emerged on the role of the private sector in development co-operation in recent years,2 the

unique advantage of the peer learning exercise is that it is rooted in the current practice of DAC

members as they transition towards greater and stronger private sector engagement.

The peer learning exercise was launched with a survey of all 29 DAC members and selected non-

members to take stock of, and understand better, current priorities and practices. Twenty-seven

responses were received. Following the survey, the OECD organised an inception workshop,

convening private sector focal points from member country governments to share lessons and to

refine the analytical scope and desired outcomes of the peer learning exercise.

Four DAC members – Germany, the Netherlands, Sweden and the United States – volunteered to be

reviewed. The Netherlands and Sweden were reviewed in November 2015, Germany in February 2016

and the United States will follow later in 2016. In addition, two “spotlight” workshops will be held to

explore key areas of interest to DAC members, namely innovative financial and non-financial

instruments for private sector engagement, and development and financial additionality.3

This chapter describes the analytical framework for the peer learning exercise, summarises the

main insights from the survey and brings together key lessons emerging from the reviews of

Germany, the Netherlands and Sweden.

An analytical framework guides the peer learning exercise
The peer learning exercise focuses specifically on the role of the private sector as a partner for

development. Private sector development is already an important sector for DAC members. It

includes interventions aimed at establishing an enabling environment for business; addressing

market failures; and supporting businesses and individuals to participate effectively in the local,

regional and global economy. While the exercise includes partnership approaches in this context, it

also looks more broadly at private sector engagement in all sectors in which DAC members provide

support, from health, education, and peace and security, to the environment.

An analytical framework sets out the scope for the peer learning exercise (Figure 7.1). It aims to

establish broad parameters and questions to enable comparison among DAC members. This is

complemented by deep reviews of specific instruments and partnerships. The framework includes an

examination of the building blocks of private sector engagement – policies, institutions and

co-ordination mechanisms. It looks at the focus of private sector engagement activities, in terms of

resource allocations by sector, region and partners. In this context, special attention is paid to
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Figure 7.1. Peer learning analytical framework

Policies, institutions and co-ordination mechanisms

Allocations, country focus, sectors, cross-cutting themes and partners

• Refers to basic information regarding implementation of the private sector engagements.
• What are the overall annual allocations by engagement instrument and how have they evolved historically?
• How are engagements allocated across countries? What are key considerations for working in different country contexts, particularly in fragile
 and conflict-affected states?
• How are engagements allocated across sectors? What are key considerations for different sectors, particularly when working with small and medium
 enterprises and in the informal sector?
• How does integration of cross-cutting themes in private sector engagements occur, namely in terms of the environment, gender, human rights
 and governance, and responsible business practice?
• What are the roles of implementing partners, namely the private sector, civil society, research institutions and international organisations?

Focus and delivery of private
sector engagement strategy

Building blocks for private
sector engagement

Suite of engagement tools, resource requirements, risk, innovation and scale

• Refers to the overall mix of private sector engagement mechanisms employed.
• Which financial instruments are used? Financial instruments include grants, loans, guarantees, equities, development bonds, insurance, etc.
• Which non-financial instruments are used? Non-financial forms of engagement include policy dialogue, knowledge sharing, technical co-operation
 and capacity development.
• How are linkages made between instruments?
• What are the resource requirements for management of the overall portfolio?
• How is risk managed?
• What approaches are used to support innovation and scale up successes?

Tools for private sector
engagement in development

In-depth review of specific engagement mechanisms

• What are the resource requirements to manage specific instruments?
• What kinds of implementation guidelines are used?
• How are results defined and measured?
• What are the particularly innovative components of the instrument?

Innovative private sector
engagement mechanisms

Lessons in partnership formation and managment

• Case study examples of successful partnerships in practice.
• What are the main lessons learned in the effective establishment and management of partnerships with the private sector?

Learning from partnerships

Leverage, additionality, results, monitoring and evaluation

• How are leverage and additionality guaranteed and measured?
• What are the actual results achieved? How are results systems structured? What lessons have been learned in defining results jointly across sectors?
• How do monitoring systems function, including approaches used, evidence, opportunities for course correction and lessons learned?
• How are evaluation systems structured, including approaches, evidence and organisational learning systems?

Measurement challenges

• Refers to the foundational aspects of working with and through the private sector. 
• What are the political drivers behind private sector engagement? What are the main objectives and implications for policy development?
• What are the approaches used in partner selection?
• What institutional frameworks are in place for establishing partnerships?
• What do staff capacities look like and what are the resource needs (time, human and financial resources) to successfully implement private sector
 engagement programming?
• How does co-ordination occur within DAC member countries across institutions responsible for private sector engagement, with partner countries
 and with other DAC members?
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cross-cutting themes: gender equality, the environment and climate change, and human rights and

governance. The framework also looks at private sector engagements at three levels:

1. The overall portfolio: the suite of private sector engagement tools used by a DAC member is

examined, including financial and non-financial tools. In this context, the resources required to

manage the overall portfolio, and strategies for mitigating risk and scaling innovation, are

examined. In the analytical framework (Figure 7.1), this is captured under “tools for private sector

engagement”.

2. Instruments: specific instruments that have been developed by DAC members – such as guarantee

programmes or policy dialogue mechanisms – are showcased, and lessons emerging from the use

of specific instruments are gathered. Referred to as “innovative private sector engagement

mechanisms” in the analytical framework.

3. Partnerships: the analytical framework draws out lessons on establishing and managing successful

partnerships with the private sector. Referred to as “learning from partnerships” in the analytical

framework.

The final component of the analytical framework – measurement challenges – examines how

DAC members measure leverage and ensure additionality in their engagements with the private

sector. It also includes a review of results management systems, and systems for monitoring and

evaluation.

Initial findings contain valuable lessons for private sector engagement
The survey revealed that members seek to harness private sector contributions to development

– such as finance, innovation and know-how – by capitalising on the alignment of development and

commercial objectives. Respondents identified three main objectives for working with the private

sector: 1) leveraging private sector funds towards development-oriented investments; 2) priming

collaboration between domestic and developing country private sector actors; and 3) enabling private

sector development in developing countries. As shown in Figure 7.2, a number of approaches are

taken by DAC members to realise these objectives, supported by a large variety of mechanisms

and instruments.

Approaches must be tailored to different country contexts

Countries tend to take two main approaches to the geographic focus of their private sector

engagement activities – instruments are either open to all ODA-eligible countries,4 or targeted at

focus countries. Many survey respondents tend to prioritise countries in Africa. Some respondents

also noted that least developed countries, low-income countries and fragile states are a priority.

Figure 7.2. Survey results: Main objectives of private sector engagement

Enabling private sector
development in partner countries

Priming collaboration
between domestic and partner country

private sector actors

Leveraging private sector
funds towards development-oriented

investments 

• Encouraging direct investments,
 such as in trade and domestic
 value chains

• Using development funds and
 mechanisms which target the private
 sector to address development
 challenges, and sometimes include
 third-party implementing partners

• Supporting direct collaborations
 and joint ventures

• Supporting partner country private
 sector while boosting domestic
 entrepeneurial activity

• Focusing on corporate social
 responsibility, for example in global
 value chains

• Promoting a sound business
 environment

• Addressing barriers to trade
 and market failures

• Supporting small and medium
 enterprises
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Initial findings from the review of Sweden suggest that there is significant potential for greater

engagement with the private sector in fragile and conflict-affected states, for example, by working

with organisations such as the African Enterprise Challenge Fund. While weak institutions can make

it challenging for the private sector to operate, space often exists to try new initiatives; local private

sector partners can help fill gaps, serving as strong partners. If well-grounded in conflict analysis,

private sector partnerships can contribute to market development, crowd in investments and

improve development outcomes. Moreover, successful private sector engagement in fragile and

conflict-affected states shows that it is possible to move beyond humanitarian, transition and

grant-based aid, though aid continues to play a critical role. For DAC members seeking to work with

the private sector in fragile and conflict-affected states, differentiated approaches and a willingness

to take on a greater level of risk are key. This means developing specific mechanisms, incentives and

criteria to attract private sector partners.

Private sector collaboration is possible in all sectors

Most survey respondents (20) noted that their interventions are largely concentrated in the

sector of economic infrastructure and services, in particular energy generation and supply (many

respondents indicated investment in green energy technologies) and other infrastructure (Figure 7.3).

The productive sector (particularly interventions in agriculture), and the social sector – health and

education notably – were also highlighted. Nine respondents indicated that their interventions do

not target specific sectors.

Private sector collaboration is possible in all sectors. For Sweden, the private sector is a partner

not only in traditional sectors for engagement, such as private sector development, energy and

infrastructure, but also in the environment, health and governance sectors. This is the result of a

deliberate choice by Sweden to use horizontal, non sector-specific instruments, when relevant, to

achieve the goals of a particular strategy. On the other hand, as shown by the review of the

Netherlands, benefits exist from focusing activities on specific sectors where a comparative

advantage exists. This enables the development of in-house expertise to facilitate partnerships and

investments. Private sector engagements tend to fall into three main areas in the Netherlands:

infrastructure, food security and water. Its existing experience also ensures that the DAC member can

be a useful partner, bringing finance, sector expertise and knowledge of local contexts. In the German

Differentiated approaches and a willingness to take greater risks are key

when engaging with the private sector in fragile states.

Figure 7.3. Countries’ sectoral focus for private sector engagements

Economic infrastructure
and services,
20%

No specific sector,
9%

Social sector,
7%

Productive sector,
13%
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context, private sector partners are now actively seeking to partner with GIZ (Deutsche Gesellschaft

für Internationale Zusammenarbeit), an important government implementing partner in German

development co-operation, owing to its expertise and local networks.

Multiple objectives require diverse approaches and tools

A large variety of mechanisms and instruments for private sector engagement exists. Their use

depends on the objectives sought. The main tools used for the three policy objectives identified in

Figure 7.2 are outlined below. The groupings are not mutually exclusive and many DAC members use

a mix of modalities to achieve multiple objectives.

To leverage private funds, members make use of loans, guarantees, equity positions and funds,

blended concessional and non-concessional finance, and grants (see Chapter 4). These instruments

are very often used by the development finance institutions of DAC member countries, but some

bilateral providers of development co-operation have also established specific programmes for a

number of interventions, including in energy, transport and social infrastructure, climate change, and

support to micro, small and medium enterprises. DAC members are establishing public-private

partnerships to mobilise finance, technology and expertise. A number of members have also

established innovation or challenge funds. These funds tend to work on a competitive basis, inviting

applicants to identify solutions to particular development challenges. Once proposals are assessed,

grants are typically awarded to projects which are most likely to meet development objectives.

In their efforts to establish direct collaboration between domestic and local private sectors, DAC

members encourage domestic firms to invest abroad and to focus on the specific needs of developing

countries. These activities – often dubbed business-to-business or match-making initiatives – are

funded through grants, loans and equity participation.Typically, they couple firms in member countries

with firms in developing countries in order to transfer skills and technologies, include local firms in the

international value chain, improve social and environmental standards, and develop pro-poor products

and services. Private firms contribute to financing the costs of the projects, with the share of the

contribution varying according to the programme. In addition to funding direct project activities, DAC

members also support feasibility studies, often as a precursor to project funding.

To promote developing country private sector development, interventions can be aimed at

improving the business environment, addressing market failures and barriers to trade, and

supporting small and medium enterprises through technical assistance, capacity development and

the provision of finance. DAC members continue to have a role in helping to improve the enabling

environment for private sector engagement in development. The Swedish review found that private

sector partners welcome greater collaboration, as well as the ongoing role of development

co-operation in building the enabling environment, such as supporting a level playing field for all

private sector actors, strengthening institutions and fighting corruption. Similarly, the German and

Dutch reviews showed that it is useful to establish clear links between private sector engagement and

private sector development activities. Germany strategically links its expertise in vocational and

technical education to direct partnerships with companies and business associations. In addition to

direct investments in countries to support job creation, technology transfer and domestic resource

mobilisation through taxation, the Netherlands structures its engagement mechanisms to improve

the enabling environment, for example by improving access to finance and helping local businesses

to integrate into global value chains.

Challenge funds invite applicants to identify solutions to particular

development challenges.
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Experiences from Germany, the Netherlands and Sweden highlight the importance of developing

a mix of financial and non-financial tools that work together. Financial mechanisms should be

complemented by a suite of non-financial tools – such as technical assistance, capacity development

and knowledge sharing – to maximise their impact. Brainstorming across sectors – with government

playing a convening role – is important for identifying shared solutions between governments and

international and domestic private sector actors. In this context, dialogue is an effective tool for

promoting sustainable business practices and developing partnerships. Moreover, backing up

dialogue with a willingness to commit financial resources ensures that concrete actions ensue. For

example, some providers of development assistance have supported roundtables aimed at

developing policies and standards for particular industry challenges, such as improving social and

environmental outcomes in the textile industry. These efforts have been backed up by funding for

concrete initiatives and partnerships aimed at realising the outcomes from policy dialogue.

It is also important to ensure some flexibility in how the suite of engagement tools is

implemented. German and Swedish engagement mechanisms can be tailored to partnership type

and the local context, for example.

Country reviews show that as DAC members and others establish and expand their private sector

engagement tools, it will be important to factor in time and resource requirements. More complex

engagement mechanisms require greater human resources, often in terms of staff numbers and

skills. The introduction of new instruments and approaches should be matched by corresponding

capacity and skill requirements to ensure that policy makers can effectively respond to political

demands, develop policy and manage implementation activities. For many DAC members, this may

mean increasing staff numbers and bringing in new competencies in private sector engagement.

Organisational cultures take time to change, including developing shared language and building trust

between actors within and outside of government in order to realise policy objectives. Effective

systems to ensure that institutions are fit for purpose – such as appropriate human resourcing,

co-ordination mechanisms, and data and information systems – take time to establish.

Multi-stakeholder partnerships heighten impact

In developing their private sector engagements, DAC members partner with multiple

stakeholders, which include domestic, local and international private sector partners; business

associations and networks; governmental institutions in DAC member and developing countries;

international organisations; non-profit third parties such as foundations and civil society

organisations; other bilateral donors; and research/technology institutions in developing countries.

In the case of the Netherlands, such multi-stakeholder partnerships are part of the “Dutch Diamond

Approach” (Figure 7.4). This approach recognises the development value added when government,

private sector, civil society and knowledge partners (academics and research institutions) work in

partnership. Each of the four types of partners is able to leverage the skills and expertise of others in

the diamond, thereby realising a number of benefits.

Survey respondents noted that multi-stakeholder schemes are good practice because they can

help to diffuse risk, thereby increasing marketability, co-operation across sectors and value added

from the comparative advantages across sectors. Roughly one-third of survey respondents (9) also

emphasised that such approaches increase inclusiveness, bringing partners into multi-stakeholder

initiatives that would otherwise have been excluded from market activity in the absence of public

sector interaction.

Backing up dialogue with a willingness to commit financial resources ensures

concrete actions.
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The promotion of multi-stakeholder partnerships requires resources and dedicated efforts. In

Germany and the Netherlands, the government plays an important convening role to facilitate

partnership opportunities. The Swedish review also suggests that implementing partners – international

organisations, research institutions and civil society organisations, for example – may require additional

resources to engage effectively in the co-creation of partnerships, which is resource-intensive but critical.

Many non-profit partners do not have a dedicated budget for participating in project development and

require additional financial support in the early stages.

Ways of choosing and working with partners vary

The majority of survey respondents interact with a mix of domestic, local (from developing

countries), multinational and other OECD country firms. Within this mix, the most significant private

sector partners are mostly domestic firms and firms from developing countries. Several preliminary

lessons on private sector partner selection have emerged from the German, Dutch and Swedish

reviews.

The Swedish approach emphasises the importance of setting development objectives first and

then identifying the best partners to achieve them, in accordance with the principle of untied aid. By

using the development objective as the starting point and end goal, implementation staff have the

flexibility to identify and explore potential partnerships with a wide range of stakeholders, and

ultimately to select partners according to their ability to help achieve the development results.

Germany makes use of an interesting initiative – the Lab of Tomorrow – taking a similar approach

(Federal Ministry for Economic Cooperation and Development, n.d.). Through this approach, a

challenge is identified and private sector partners are convened to discuss potential solutions. In this

context, rather than aiming to identify solutions a priori, the government creates a space for critical

thinking and interaction among businesses, providing support for innovative solutions that originate

from the private sector.

DAC members should also consider how to make it easy for private sector partners to engage. This

means being transparent with partners about desired results and entry points for engagement. It

should also be easy for companies to navigate partnership opportunities. Germany has established a

central contact point for all private sector engagement inquiries. The Netherlands has adopted a

one-stop shop approach, housing the bulk of its private sector engagement mechanisms with one main

implementing partner. This client-centric approach is appreciated by partners, who see one entry point

into engagement activities (regardless of how opportunities are structured and managed internally).

Figure 7.4. The “Dutch Diamond Approach” to sustainable development1

1. For more information, see: www.government.nl/topics/development-cooperation/contents/development-cooperation-partners-and-
partnerships/public-private-partnerships.
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In addition, different types of private sector partners require different ways of working.

Engagement approaches depend on the results governments wish to achieve and the capacities of the

private sector partners. Approaches to working with large companies differ from those for small

businesses, as do domestic private sector partners versus those in developing countries – this was

noted in both the review of the Netherlands and that of Sweden. Multinational companies have

greater capacity in terms of finances and human resources, and are often able to meet partnership

requirements more easily than small and medium enterprises (both at home and in developing

countries), particularly corporate social responsibility requirements. Providing technical and

financial support to smaller companies to adopt responsible business practices, conduct feasibility

studies and engage effectively in development co-operation is one way to address this challenge.

Nevertheless, transaction costs (administration and time) are often the same for larger and smaller

partnerships. Engagement tools should take into consideration the needs of different types of private

sector partners and be effectively communicated to ensure that all stakeholders understand the

opportunities that exist.

Appropriate entry points should also be matched by resources to attract the right partners.

Effective marketing is important for ensuring partners understand engagement mechanisms,

requirements and desired results. The integration of responsible business practices (see Chapter 6)

directly into partner selection criteria, and focusing on core business and the people behind the

company, are also useful approaches for attracting like-minded partners. Partnerships have a higher

chance of success when all partners believe in the value of the partnership for realising their objectives.

Adding value through achieving and measuring results
The country visits to the Netherlands and Sweden both highlighted the importance of

understanding the value of private sector partnerships beyond their financial contribution. Private

sector partners can play an important role in generating new ideas and approaches for development

policies. In addition, improvements in the quality of private sector engagement in development are

as important as ensuring that public funds fill real financing gaps faced by the private sector. Efforts

to promote better business practices or ensure that outcomes are better than they otherwise would

have been without government intervention are important. The value added of government and

implementation partners is that they push for private sector initiatives to be more inclusive and

sustainable, consider issues such as gender equality and the environment, and ensure that activities

are rooted in good development practice. The catalytic effect of private sector engagement should be

understood in terms of both tangible and intangible impacts. For example, during the mission to

Sweden, staff frequently referred to how the process of collaboration changes mind-sets in the

private sector and approaches to conducting core business, which has the potential to generate

long-lasting impact beyond the individual partnership. They argued that we need to think differently

about what is meant by “catalytic effect”. The adoption of better business practices changes the

make-up of a company. But this change can also have a lasting positive impact on communities

affected by company operations.

New systems may be needed for results tracking

New and updated data management and information systems may be needed to capture the

totality of private sector engagements effectively, including allocations, results and leverage. Tracking

private sector engagements can be particularly challenging. Partnerships can involve a variety of

Partnerships have a higher chance of success when all partners believe

in their value for realising their objectives.
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mechanisms, such as specific funding windows, and a variety of partners. For partnerships involving

civil society or knowledge partners, funding is not channelled to the private sector partners, but to

the implementing partners.

It is also important to adapt results frameworks to meet the needs of all partners in private sector

engagements. Private companies often seek specific results through partnerships. Moreover, they

often do their own rigorous evaluations or have the capacity to do so. The same is also true for

government and other partners. While flexibility is needed in establishing results frameworks to

meet partners’ needs, where possible developing shared results indicators across private sector

engagements is helpful for aggregating and communicating results.

It can also be challenging to capture and communicate the range of impacts and benefits of

working with the private sector. This is particularly true in the case of policy dialogues and

co-creation processes, which may lead to significant changes in business models and approaches but

may not include financial disbursements or lead to concrete projects. There is a need for creative

ways to report on the results of such engagements. This is important for garnering support for private

sector collaboration within organisations and with traditional partners.

A number of lessons on monitoring and evaluation arose from the country reviews. For example,

it is important to build a culture within DAC member agencies that values rigorous monitoring and

evaluation. In the case of the Netherlands, legal and regulatory requirements – evaluation protocols –

helped to increase attention to and appreciation of monitoring and evaluation. Moreover, the use of

external bodies, such as academic and research institutions, to assess and feed into evaluation

processes can enhance the credibility of evaluation processes inside and outside government, as well

as create shared expectations for the desired results and how they should be measured.

Another useful approach identified by the review of the Netherlands is to earmark funds within

projects for monitoring and evaluation. This approach alerts all partners early on to the need for

monitoring and evaluation and ensures that the necessary resources are available. The Swedish

review showed that additional human resources may also be needed. More complex instruments,

such as guarantees and blended finance, require specific skills and systems for monitoring.

The way forward for engaging with the private sector in development co-operation
The peer learning exercise will continue in 2016. The final synthesis report will identify best

practices and lessons for how members can transition towards and improve their engagements with

the private sector. It will focus on how to make use of appropriate tools and partnerships to leverage

private sector resources and enhance development impact, and effectively measure and evaluate

results, additionality and the catalytic effect of private sector engagements.

Notes

1. For more information, see: www.oecd.org/dac/peer-reviews.

2. Recently, see for example, Chandrasekhar (2015), Vaes and Huyse (2015) and Guarnaschelli et al. (2015).

3. In the area of private sector engagement, additionality typically refers to the extent to which an outcome is
additional to what otherwise would have occurred without public support.

4. See the DAC list of eligible countries at: www.oecd.org/dac/stats/documentupload/DAC%20List%20of%20ODA%20
Recipients%202014%20final.pdf.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016148

http://www.oecd.org/dac/peer-reviews
http://www.oecd.org/dac/stats/documentupload/DAC%20List%20of%20ODA%20Recipients%202014%20final.pdf
http://www.oecd.org/dac/stats/documentupload/DAC%20List%20of%20ODA%20Recipients%202014%20final.pdf


II. ENGAGING THE PRIVATE SECTOR IN DEVELOPMENT CO-OPERATION: LEARNING FROM PEERS
References

Chandrasekhar, C.P. (2015), “Potential and prospects for private sector contribution to post-2015 development
goals: How can development cooperation strengthen engagement and results?”, ADB Sustainable Development
Working Paper Series, No. 34, Asian Development Bank, Manila, www.adb.org/sites/default/files/publication/
152579/sdwp-034.pdf.

Federal Ministry for Economic Cooperation and Development (n.d.), “The Lab of Tomorrow: Develop a business
idea for a real challenge in Africa”, Federal Ministry for Economic Cooperation and Development, Bonn,
Germany, www.giz.de/Wirtschaft/de/downloads/giz2016-en-information-faq.pdf.

Guarnaschelli, S. et al. (2015), “Innovative financing for development: Scalable business models that produce
economic, social and environmental outcomes”, Dalberg, New York.

Vaes, S. and H. Huyse (2015), “Private sector in development cooperation: Mapping international debates, donor
policies, and Flemish development cooperation”, Paper No. 21, HIVA-Research Institute for Work and Society,
KU Leuven, Leuven, Belgium, https://ghum.kuleuven.be/ggs/projects/policy-research-centre/documents-1/21-hiva-
steunpunt-psd-onderzoek-approvedfinal-2.pdf.
DEVELOPMENT CO-OPERATION REPORT 2016 © OECD 2016 149

http://www.adb.org/sites/default/files/publication/152579/sdwp-034.pdf
http://www.adb.org/sites/default/files/publication/152579/sdwp-034.pdf
http://www.giz.de/Wirtschaft/de/downloads/giz2016-en-information-faq.pdf
https://ghum.kuleuven.be/ggs/projects/policy-research-centre/documents-1/21-hiva-steunpunt-psd-onderzoek-approvedfinal-2.pdf
https://ghum.kuleuven.be/ggs/projects/policy-research-centre/documents-1/21-hiva-steunpunt-psd-onderzoek-approvedfinal-2.pdf




Development Co-operation Report 2016

The Sustainable Development Goals as Business Opportunities

© OECD 2016
PART IIDevelopment Assistance Committee
members’ ODA performance

in 2014 and 2015

According to preliminary data, in 2015 net official development assistance (ODA)
flows from member countries of the Development Assistance Committee (DAC) rose
by 6.9% in real terms from 2014 to reach USD 131.6 billion, representing 0.30% of
gross national income (GNI). In real terms, this represents the highest level of net
ODA ever achieved. Most of the increase was due to the reporting of in-donor
refugee costs, but if these costs are excluded, net ODA still rose by 1.7% in real
terms. It is encouraging that ODA continues to remain high and stable.

This section was prepared by Yasmin Ahmad, Development Co-operation Directorate, OECD.
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Overall aid trends

In 2015, net official development assistance (ODA) flows from member countries of the

Development Assistance Committee (DAC) of the OECD were USD 131.6 billion. Adjusting for inflation

and the appreciation of the US dollar,1 this represented an increase of 6.9% in real terms, the highest

level ever achieved for net ODA. Net ODA as a share of gross national income (GNI) was 0.30%, on a

par with 2014. Overall levels of ODA continue to grow; since 2000, net ODA has increased by 83% in

real terms.

Most of the increase in 2015 was due to higher expenditures for in-donor refugee costs as a result

of the surge of asylum seekers. However, if these cost are excluded, net ODA still continued to grow

by 1.7% in real terms.

Between 2014 and 2015, ODA for in-donor refugee costs rose from USD 6.6 billion to

USD 12 billion, and its share of total net ODA rose from 4.8% to 9.1%. However, there are large

variations amongst donors. In 2015, in-donor refugee costs represented more than 10% of total net

ODA for ten DAC donors; for five of these it was over 20% and up to 34%. Figure 8.2 compares the

trends in ODA for in-donor refugee costs from 2010 to 2015 for EU and non-EU members, and shows

how the present refugee crisis mainly affects the ODA of EU member states.

In a special survey carried out by the OECD DAC Secretariat, 13 members indicated that in-donor

refugee costs were funded from budgets other than development co-operation, although they signalled

that ODA budgets could be indirectly affected by these costs; 7 members responded that they would use

their ODA budgets to cover in-donor refugee costs in 2015 and 2016; at the time of the survey, 3 did not

consider such costs as ODA and no information was available for the remaining donors.

DAC members’ performance

The largest donor countries by volume were the United States, the United Kingdom, Germany,

Japan and France. Denmark, Luxembourg, the Netherlands, Norway, Sweden and the United Kingdom

exceeded the United Nations’ ODA target of 0.7% of GNI.

Figure 8.1. Net official development assistance, 1960-2015

p: Preliminary data.
1. Total ODA excludes debt forgiveness of non-ODA claims in 1990, 1991 and 1992.
Source: OECD (2016a), “Detailed aid statistics: Official and private flows”, OECD International Development Statistics (database), http://dx.doi.org/1
data-00072-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933
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II. DEVELOPMENT ASSISTANCE COMMITTEE MEMBERS’ ODA PERFORMANCE IN 2014 AND 2015
Net ODA rose in 22 countries, with the largest increases recorded in Austria, Canada, the

Czech Republic, Germany, Greece, Iceland, Italy, Japan, the Netherlands, Poland, the Slovak Republic,

Slovenia and Sweden. For some countries, the large increases were due to in-donor refugee costs.

Excluding these costs, net ODA still rose in 20 countries. By contrast, total net ODA fell in

six countries, with the largest decreases recorded in Australia and Portugal.

Among DAC member countries, G7 countries provided 72% of total net DAC ODA in 2015, and the

DAC-EU countries 56%.

Further outlook

The annual DAC Survey on Donors’ Forward Spending Plans provides estimates of future gross

aid receipts of country programmable aid (CPA).2 In 2015, CPA from all sources (DAC members,

non-DAC providers and multilateral agencies) amounted to USD 96.4 billion.3

CPA to least developed countries (LDCs) and other low-income countries (LICs) increased by

3% in real terms to USD 39.8 billion in 2015 compared to 2014. However, it decreased by 2% to lower

middle-income countries (LMICs) and upper middle-income countries (UMICs). This was mainly due

to a lower level of concessional loans to countries such as Mexico, Morocco and Viet Nam. The largest

volume increases in CPA in 2015 were recorded by countries in sub-Saharan Africa (e.g. South Sudan,

and Ebola-affected Liberia and Sierra Leone). These increases were mainly driven by additional grants

from DAC members and concessional loans from multilateral development banks.

The survey results suggest a large increase in 2016 of global CPA of USD 5.2 billion (constant 2015

prices), stemming from both bilateral and multilateral providers. This increase will benefit countries

across all income groups, but primarily LDCs and fragile states, where an increase of 6% in real terms

is noted due to larger disbursements by multilateral agencies. Overall CPA to LMICs and UMICs is also

expected to increase; however, at a slower pace (3% for LMICs and 4% for UMICs), and with large

fluctuations across countries because of the volatility in aid receipts linked to concessional loans.

On a geographical basis, the largest increases in 2016 can be expected for populous countries in

Asia, such as Bangladesh, the People’s Republic of China (hereafter “China”), Myanmar and Viet Nam,

and for countries in sub-Saharan Africa, such as Ethiopia, Nigeria and Uganda. Slight decreases are,

however, to be expected for countries in the Americas and in Oceania.

Figure 8.2. Net ODA expenditures on in-donor refugee costs

p: Preliminary data.
Source: OECD (2016a), “Detailed aid statistics: Official and private flows”, OECD International Development Statistics (database),
http://dx.doi.org/10.1787/data-00072-en (accessed 22 April 2016).
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Global CPA is projected to remain stable up to 2019 with a continued upward trajectory for the

LDCs, in line with DAC members’ recent commitments to allocate more of total ODA to countries

most in need. This trend confirms a recent DAC study which suggested that most DAC members were

in the process of re-focusing their allocations in accordance with their international agreements to

better target ODA to countries most in need.4

The survey projects declining levels of CPA for some individual LDCs between 2016 and 2019,

such as Guinea and Niger, two countries repeatedly identified as aid orphans in an OECD5 study. Aid

is also expected to rise, although at a slower pace than for LDCs, to other countries most in need, such

as other low-income countries, fragile and conflict-affected states and economies, landlocked

developing countries, and small island developing states.

The medium-term projections show a positive trend in CPA towards some of the poorest and

most fragile countries, an encouraging development in view of the challenges of the 2030 Agenda.

Aggregate aid trends by aid types and channels

Country programmable aid

DAC countries’ total CPA was USD 57 billion in 2014, a 4% decrease in real terms from 2013. This

volume represents 53% of DAC countries’ gross bilateral ODA (Figure 8.3). CPA as a share of total

bilateral ODA has been fairly stable since 2004, apart from a temporary drop in 2005 and 2006 due to

exceptional debt relief to Iraq and Nigeria.

Aid by income group

The increase in ODA over the past decade has benefited countries in all income groups, including

the least developed countries (Figure 8.4). However, since 2011, net ODA to the least developed

countries has fallen. The increase in 2013 was due to debt relief for Myanmar. Furthermore, in 2014,

over half of bilateral ODA flows to LDCs were directed to eight recipient countries (Afghanistan,

Ethiopia, South Sudan, Tanzania, Mozambique, Bangladesh, the Democratic Republic of the Congo

and Myanmar).

Figure 8.3. Composition of DAC countries’ bilateral ODA, 2014, gross disbursements

Source: OECD (2016b), “Country programmable aid (CPA)”, OECD International Development Statistics (database), http://dx.doi.org/
10.1787/data-00585-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933357834
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The majority of DAC countries still fell short of the United Nations target of allocating 0.15% of

their GNI as net ODA to least developed countries (Figure 8.5).6 In 2014, only eight member countries

reached this target (Belgium, Denmark, Finland, Ireland, Luxembourg, Norway, Sweden and the

United Kingdom). In total, DAC countries provided 0.09% of their GNI as ODA to least developed

countries in 2014, down from 0.10% in 2013.

Untied aid

Untied aid is defined by the DAC as loans and grants whose proceeds are fully and freely available

to finance procurement from all OECD countries and substantially all developing countries. All other

loans and grants are classified either as tied aid (procurement open only to suppliers in the provider

Figure 8.4. Bilateral ODA by income group, 2004-14, gross disbursements

Source: OECD (2016c), “Detailed aid statistics: ODA official development assistance: Disbursements”, OECD International Development
Statistics (database), http://dx.doi.org/10.1787/data-00069-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933357847

Figure 8.5. DAC countries’ net ODA to least developed countries
as a per cent of gross national income, 1960-2014

Source: OECD (2016c), “Detailed aid statistics: ODA official development assistance: Disbursements”, OECD International Development
Statistics (database), http://dx.doi.org/10.1787/data-00069-en (accessed 22 April 2016).
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country) or as partially untied aid (procurement open to a restricted number of countries which must

include substantially all developing countries and can include the provider country). These

definitions apply whether aid is tied formally or through informal arrangements.

The DAC has focused on the issue of the tying status of aid since its inception in 1961. The

purpose of reporting tying status items is to show how much of members’ aid is open for

procurement through international competition. Internationally competitive procurement promotes

cost-effective sourcing of aid inputs, promotes free and open trade, and facilitates the

implementation of commitments under the Paris Declaration on Aid Effectiveness in areas such as

co-ordination and alignment. DAC reporting on tying status does not include multilateral ODA (core

contributions to multilateral agencies), as this is treated as untied by convention. In this field, as in

others, the DAC has for many years given special consideration to the needs of least developed

countries. In 2001, the DAC agreed the Recommendation on Untying ODA to the Least Developed

Countries (OECD, 2001). In 2008, it expanded this Recommendation to include those heavily indebted

poor countries (HIPCs) that were not included as least developed countries (OECD, 2008).

The Paris Declaration committed OECD-DAC providers “to continue making progress to untie aid

as encouraged by the 2001 DAC Recommendation on Untying ODA to the Least Developed Countries”,

while the Accra Agenda for Action encouraged co-operation providers to “elaborate plans to further

untie aid to the maximum extent”.7 The Busan Partnership agreement urges providers to “accelerate

efforts to untie aid” and to “improve the quality, consistency and transparency of reporting on the

tying status of aid” (Fourth High-Level Forum, 2011). Overall, reporting on the tying status of ODA has

greatly improved.

In 2014, 80.6% of DAC countries’ ODA was reported as untied and only 2.0% where tying status

items were not reported, mostly concerning free-standing technical co-operation.8 While reporting

the tying status of this type of aid is not mandatory (except for ODA to the least developed and

highly indebted poor countries), most DAC members do so, filling a major reporting gap which

was hindering accurate and comparative analysis of individual members’ untying performance

(OECD/UNDP, 2014).

ODA to and through the multilateral aid system

On average for 2013 and 2014, DAC countries channelled 40% of their ODA to and through the

multilateral aid system, a slight increase from the 2009-10 average of 38%. This increase was mainly

due to larger ODA shares allocated to the multilateral system for specific themes, sectors or country/

regions (multi-bi/non-core). While the share of multi-bi rose from 11% in 2009-10 to 13% in 2013-14,

the share of core contributions increased only marginally, from 27% in 2009-10 and 2011-12 to 28%

in 2013-14 (Figure 8.7).

Figure 8.6. Tying status of DAC countries’ bilateral aid, 2014

Note: This measure of untied aid excludes providers’ administrative costs and refugee costs in provider countries.
Source: OECD (2016d), “Detailed aid statistics: Official bilateral commitments by sector”, OECD International Development Statistics
(database), http://dx.doi.org/10.1787/data-00073-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933357865
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ODA allocations to and through civil society organisations

In 2014, DAC countries channelled USD 19 billion in official development assistance to and

through civil society organisations (CSOs) (Figure 8.8). This accounted for 17.4% of total bilateral aid.

While the share of bilateral aid allocated to and through CSOs differs widely among DAC members,

the average share of total bilateral aid for all DAC countries over the last three years has been 16.7%.

Development co-operation for gender equality and women’s empowerment

Gender equality is widely recognised as an important end in its own right and a prerequisite for

sustainable development. The Busan Partnership agreement calls for a redoubling of efforts to

implement commitments in this area (Fourth High-Level Forum, 2011). Adequate financing for

Figure 8.7. DAC countries’ share of ODA channelled to and through the multilateral system,
two year averages, gross disbursements

Source: OECD (2016d), “Detailed aid statistics: Official bilateral commitments by sector”, OECD International Development Statistics
(database), http://dx.doi.org/10.1787/data-00073-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933357874

Figure 8.8. Bilateral ODA to and through CSOs, total DAC countries, two year averages,
gross disbursements

Note: CSOs: civil society organisations; ODA: official development assistance.
Source: OECD (2016d), “Detailed aid statistics: Official bilateral commitments by sector”, OECD International Development Statistics
(database), http://dx.doi.org/10.1787/data-00073-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933357888
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gender equality and women’s rights will be critical for making the gender equality commitments of

the Busan Partnership a reality and accelerating progress towards gender equality and women’s

rights beyond 2015.

The DAC Gender Equality Marker is a statistical instrument to measure aid that is focused on

achieving gender equality and women’s empowerment. Activities are classified as “principal” when

gender equality is a primary objective, “significant” when gender equality is an important but

secondary objective, or “not targeted”. All DAC members screen their activities against the DAC

Gender Equality Marker. The marker is an important tool for strengthening accountability and

transparency in DAC provider financing for gender equality and women’s rights.

In the profiles of DAC members that follow, ODA supporting gender equality and women’s

empowerment is presented for each country in terms of: 1) the volume of ODA in support of gender

equality; 2) the share of bilateral allocable ODA committed for significant or principal activities; and

3) the share of bilateral ODA in support of gender equality by sector. In some cases, fluctuations in a

DAC country’s ODA for gender equality may be partly due to variations in the way the gender marker

has been applied from one year to the next. The calculation of bilateral allocable aid changed for data

as of 2010.9 In 2014, DAC countries committed a total of USD 33 billion for gender equality and

women’s empowerment (Figure 8.9). The DAC country average for the share of development

co-operation that had a gender equality and women’s empowerment objective was 34% in 2014.

Development co-operation for the environment, including the Rio conventions

The United Nations Framework Convention on Climate Change (UNFCCC), the Convention on

Biological Diversity (CBD) and the United Nations Convention to Combat Desertification (UNCCD),

collectively known as the Rio conventions, were established following the 1992 United Nations

Conference on Environment and Development in Rio de Janeiro. Signatory countries committed to

incorporating the principles of sustainable development and global environmental concerns into

their national development agendas, while providing developing countries with financial and

technical resources for this purpose. The developed countries that signed the three Rio conventions

in 1992 committed themselves to assist developing countries in implementing them.

Figure 8.9. Total DAC countries’ ODA for gender equality
and women’s empowerment, 2002-14, commitments

1. Break in calculation of bilateral allocable aid.
Source: OECD (2016d), “Detailed aid statistics: Official bilateral commitments by sector”, OECD International Development Statistics
(database), http://dx.doi.org/10.1787/data-00073-en (accessed 22 April 2016).

1 2 http://dx.doi.org/10.1787/888933357892
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Since 1998, the DAC has monitored ODA commitments targeting the objectives of the

Rio conventions through the Creditor Reporting System using the “Rio markers”. Every bilateral

development co-operation activity reported to the Creditor Reporting System should be screened and

marked as either: targeting the conventions as a “principal objective” or a “significant objective”; or

not targeting the objective. The Rio markers are descriptive and allow for an approximate

quantification of financial flows targeting the objectives of the Rio conventions. Finance reported to

the UNFCCC and the CBD may be based on alternative definitions and measurement methodologies,

and may not be comparable with Rio marker data. In analysing financial flows we recommend

looking at trends, over at least three years, in particular to smooth out fluctuations from large multi-

year projects programmed and committed in a given year, such as observed in 2010.

In 2014, total commitments of bilateral ODA by OECD-DAC countries targeting the global

environmental objectives of the three Rio conventions were USD 27.3 billion, or 20% of total ODA. This

represented a real increase of 7% over 2013 (USD 25.5 billion). Of the various global environmental

objectives, climate change mitigation received the largest commitments of bilateral ODA in 2014,

totalling USD 18.8 billion (14% of total ODA).

External finance beyond ODA

Most DAC members also provide developing countries with official finance that does not qualify

as ODA, either because the operations are not primarily development-motivated (e.g. export-related

operations) or because they are extended at non-concessional terms (e.g. non-concessional loans

from bilateral development finance institutions). In recent years, the DAC has been paying more

attention to these flows, partly to explore better ways of monitoring total official support for

development in the post-2015 measurement framework. In 2014, DAC countries’ gross disbursements

of “other official flows” (see Glossary) remained at the same level as in 2013, at USD 24 billion. Korea,

Japan, Canada and Germany were the largest providers of other official flows in 2014. Recent DAC

surveys have shown that official interventions in support of private sector development are also

increasingly used to mobilise private investment in developing countries. For example, in 2012-14,

USD 36.4 billion were mobilised from the private sector through official development guarantees,

syndicated loans and shares in collective investment vehicles (Benn et al., 2016).

Beyond official finance, developing countries also receive external financial resources from the

private sector in DAC member countries. Total net private flows to developing countries at market

terms recorded a sharp increase in 2014, totalling USD 403 billion, with the United States, the

Netherlands, Germany and Japan being the largest providers. Although private flows are more

volatile, this represented an increase of 47% in real terms over 2013.

Net private grants for developing countries by non-governmental organisations and foundations

in DAC countries was USD 32 billion in 2014, and represented nearly a quarter of total ODA in 2014.

The United States alone accounted for 70% of these flows.

Notes

1. The currencies of DAC members depreciated significantly against the US dollar in 2015, and for some, the
depreciation against the dollar has been in excess of 15%.

2. Country programmable aid (CPA), also known as “core” aid, is the portion of an aid donor’s programme for
individual countries, and over which partner countries could have a significant say. CPA is much closer than
ODA to capturing the flows of aid that go to the partner country, and has been proven in several studies to be
a good proxy of aid recorded at country level. Read more on CPA at: www.oecd.org/dac/aid-architecture/cpa.htm.

3. This figure does not take into account any CPA extended by Saudi Arabia in 2015.

4. A summary of DAC members’ progress towards improved targeting of ODA is accessible at: www.oecd.org/dac/
financing-sustainable-development/countries-most-in-needs.htm.
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5. For more information on the OECD’s study on aid orphans, see: www.oecd.org/dac/financing-sustainable-
development/fragmentation-orphans.htm.

6. Total net ODA to least developed countries is calculated as DAC countries’ bilateral net ODA and imputed
multilateral ODA. Imputed multilateral ODA is a way of estimating the geographical distribution of providers’
core contributions to multilateral agencies, based on the geographical breakdown of multilateral agencies’
disbursements for the year of reference. For more information, see: www.oecd.org/dac/stats/oecdmethodologyfor
calculatingimputedmultilateraloda.htm.

7. These documents can be viewed at: www.oecd.org/development/effectiveness/34428351.pdf.

8. Free-standing technical co-operation refers to the provision of resources for transferring technical and
managerial skills or technology in order to build up general national capacity. It does not refer to the
implementation of any specific investment projects.

9. Prior to 2010, bilateral allocable aid was calculated for CRS purpose codes below 50000, i.e. sector allocable aid.
As from 2010 data, the calculation of allocable aid is no longer based on sectors but on types of aid. This new
methodology slightly extends the scope of aid screened, mainly with the inclusion of humanitarian aid. The
calculation includes the following types of aid: sector budget support, core support to NGOs, support to
specific funds managed by international organisations, pooled funding, projects, donor country personnel and
other technical assistance, and scholarships in donor country.
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The profiles on DAC members, which are presented in alphabetical order in this section,
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II. AUSTRALIA
AUSTRALIA

Development challenges as investment and business opportunities: Australia’s policy
and practices

Australia’s 2014 aid policy, Australian Aid: Promoting Prosperity, Reducing Poverty, Enhancing Stability, elevates private sector
development to one of two pillars of the aid programme. In 2015, the Department of Foreign Affairs and Trade (DFAT)
published a ministerial statement on engaging the private sector in aid and development, Creating Shared Value Through
Partnership, which focuses on how Australia should work with the business sector ranging from dialogue to financial
partnerships. The Strategy for Australia’s Aid Investments in Private Sector Development sets out three main areas of focus:
building better enabling environments for business, supporting growth in specific markets and maximising the
development impact of individual businesses. A key change at DFAT is that it aims to engage the private sector actively in
all aspects of aid investment decision making.

Financial flows from Australia to developing countries

Australia uses ODA to mobilise other resources for sustainable development

● Australia contributes to the mobilisation of domestic resources in developing countries by supporting their tax
systems. In 2014, it is estimated that Australia committed USD 8.8 million of its official development assistance (ODA) to
tax-related activities in partner countries.

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
Australia intends to scale up aid-for-trade investments to 20% of the total aid budget. It committed USD 384.2 million
(11.9% of its bilateral allocable ODA) to trade-related activities in 2014, a decrease of 9.1% in real terms from 2013. The
trend has been decreasing since 2010.

● Australia has pledged USD 187 million (AUD 200 million) to the Green Climate Fund, which plays a key role in
channelling resources to developing countries and catalysing climate finance at the international and national levels.

Figure 9.1. Net resource flows to developing countries, 2004-14, Australia

Note: Data on private flows at market terms are not available for 2009 and those for private grants are not available
for 2009, 2013 and 2014.
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II. AUSTRALIA
Australia’s official development assistance

Australia provided USD 3.2 billion in net ODA in 2015
(preliminary data), which represented 0.27% of gross
national income (GNI) and a fall of 11.1% in real terms
from 2014. Australia’s ODA is set to decrease further in light
of the government’s decision to cut the budget by 20%
for 2015/16. It plans, however, to target more innovative
and catalytic investments, leveraging other drivers for
development, such as private sector investment and
domestic finance. Australia is the 16th largest Development
Assistance Committee (DAC) provider in terms of ODA/GNI,
and the 12th largest by volume. Australia’s share of untied
ODA (excluding administrative costs and in-donor refugee
costs) was 89.1% in 2014 (down from 99.2% in 2013 and 100%
in 2012), while the DAC average was 80.6%. The grant
element of total ODA was 99.9% in 2014.
Australia reported USD 342.6 million of its in-donor
refugee costs as ODA in 2013 (representing 7.1% of its total
net ODA). In 2014, Australia did not report expenditure on
in-donor refugee costs as ODA. It considers that its
processing of irregular migrants does not align with DAC
rules for in-donor refugee costs.

In 2014, 79.9% of ODA was provided bilaterally. Australia
allocated 20.1% of total ODA as core contributions to
multilateral organisations, compared with the DAC
country average of 28.3%. In addition, it channelled 27% of
its bilateral ODA for projects implemented by multilateral
organisations (multi-bi/non-core).

In 2014, 68.4% of bilateral ODA was programmed at
partner country level. Australia’s share of country
programmable aid (CPA) was well above the DAC country
average (52.9%); 41% of CPA consisted of project-type
interventions.

In 2014, USD 566.6 million of bilateral ODA was channelled
to and through civil society organisations (CSOs). This was
equivalent to 16.1% of bilateral ODA, compared with the DAC
average of 17.4%. Aid to and through CSOs increased
between 2013 and 2014, both in volume (+16.1%) and as a
share of bilateral ODA (from 12.4% to 16.1%).

Figure 9.2. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Australia

1 2 http://dx.doi.org/10.1787/888933357915

Figure 9.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Australia
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Figure 9.4. Composition of bilateral ODA, 2014,
gross disbursements, Australia
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Figure 9.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Australia
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II. AUSTRALIA
In 2014, bilateral ODA was primarily focused on Asia and Oceania. USD 988.5 million was allocated to Far East Asia,
USD 850.4 million to Oceania, and USD 508.5 million to south and central Asia. USD 164.2 million was allocated to
sub-Saharan Africa. Bilateral allocations to sub-Saharan Africa are decreasing in line with government policy.

In 2014, 50% of bilateral ODA went to Australia’s top 10
recipients. Its top 10 recipients are in the Asia-Pacific
region, where Australia has programmes with 33 countries.
Its support to fragile states reached USD 911.5 million
in 2014 (25.9% of gross bilateral ODA).

In 2014, 25.2% of Australia’s bilateral ODA was allocated
to least developed countries (LDCs), corresponding to
USD 885.8 million. This is up from 23.5% in 2013 and is in
line with the DAC average of 25.6%. Lower middle-income
countries received the highest share of bilateral ODA
in 2014 (39.7%).

At 0.09% of GNI in 2014, total ODA to LDCs was less than
the UN target of 0.15% of GNI.

Figure 9.6. Share of bilateral ODA by region, 2013-14 average, gross disbursements, Australia

Note: 25% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
1 2 http://dx.doi.org/10.1787/888933357958
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II. AUSTRALIA
In 2014, 49.1% of bilateral ODA was allocated to social infrastructure and services, representing USD 1.7 billion. There was
a strong focus on support to government and civil society (USD 646 million), education (USD 529 million), and health
(USD 203.4 million). Humanitarian aid amounted to USD 282.9 million.

USD 1.6 billion of bilateral ODA supported gender
equality in 2014. Empowering women and girls and
promoting gender equality are central to Australia’s
development co-operation and international diplomacy.
To achieve these objectives, the government has set
a target requiring that at least 80% of investments,
regardless of their objectives, will effectively address
gender issues in their implementation. In 2014, 56.6% of
Australia’s bilateral allocable aid had gender equality and
women’s empowerment as a principal or significant
objective. This is an increase from 22.8% in 2009 and is
higher than the 2014 DAC country average of 34.7%.
Australia’s aid to population, reproductive health and
education focuses on gender.

USD 496.5 million of bilateral ODA supported the
environment in 2014. Australia’s new development policy
commits Australia’s aid programme to “… actively manage
risk by mitigating adverse environmental and social
impacts in the aid programme through the application of
mandatory safeguard policies…” (Commonwealth of
Australia, 2014). In 2014, 15.3% of its bilateral allocable aid
focused on the environment, compared with the DAC
country average of 32.2%. In 2014, 11% of Australian
bilateral allocable aid (USD 357.1 million) focused
particularly on climate change, compared with the DAC
country average of 23.9%.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Reference

Commonwealth of Australia (2014), Australian Aid: Promoting Prosperity, Reducing Poverty, Enhancing Stability, Department of Foreign
Affairs and Trade, Canberra, www.dfat.gov.au/about-us/publications/Documents/australian-aid-development-policy.pdf.

Figure 9.9. Share of bilateral ODA by sector, 2013-14 average, commitments, Australia
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II. AUSTRIA
AUSTRIA

Development challenges as investment and business opportunities: Austria’s policy
and practices

Austria uses its official development assistance to catalyse private investment for sustainable development, in line with the
strong focus it places on private sector development in its three-year programmes for development co-operation and its
Private Sector and Development Guidelines (2010). Austria focuses on private sector development to improve the
business-enabling environment in developing countries and to strengthen the market position of small and medium
enterprises in partner countries while also partnering with the Austrian/EU private sector. By means of private sector
engagement, Austrian Development Co-operation (ADC) intends to create income, strengthen institutions and enhance
availability of public goods in partner countries. Moreover, many private sector projects aim at improving social and
environmental standards along the international value/supply chain of the European company involved.

Public-private dialogue is promoted through the CorporAID Platform, which is jointly financed by the ADC, the Ministry of
Economy and Austrian companies. CorporAID focuses on “business, development and corporate social responsibility”.
The 2015 DAC Peer Review of Austria encouraged Austria to develop a broad-based strategy on the role of the private sector
in development, with a clear focus on poverty reduction and sustainable development.

Austria engages in private sector development mainly through the operations of the OeEB, the national development
finance institution. Its mission is to promote sustainable development (economic, environmental and social) by financing
and investing in profitable private sector projects in developing and emerging countries. The OeEB’s key products are
investment lending, equity participation and advisory programmes.

Financial flows from Austria to developing countries

Austria uses ODA to mobilise other resources for sustainable development

● Austria contributes to the mobilisation of domestic resources in developing countries by supporting their tax systems.
Austria supports tax-related activities mainly via its multilateral contributions (e.g. to the EU).

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
It committed USD 68.6 million to trade-related activities in 2014 (22.6% of its bilateral allocable ODA), a 52.6% decrease in
real terms from 2013. The trend has been fluctuating over the past few years.

● Austria has pledged to provide at least USD 25 million to the Green Climate Fund, which plays a key role in channelling
resources to developing countries and catalysing climate finance at the international and national levels.

Figure 10.1. Net resource flows to developing countries, 2004-14, Austria

Note: Data on private grants are not available for 2014.
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II. AUSTRIA
Austria’s official development assistance

In 2015, Austria provided USD 1.2 billion in net ODA
(preliminary data), which represented 0.32% of gross
national income (GNI) and a 15.4% increase in real terms
from 2014, due to increased spending on in-donor refugee
costs. Austria is the 13th largest Development Assistance
Committee (DAC) provider in terms of ODA as a
percentage of GNI, and the 18th in terms of volume. The
Austrian government remains committed to achieving the
target of 0.7% ODA/GNI and intends to develop a roadmap
to achieve this target. However, the outlook for the ODA
budget is mixed – while the 2016 budget increased
humanitarian assistance, it is not clear whether overall
levels will increase. While Austria’s share of untied ODA
(excluding administrative costs and in-donor refugee
costs) has increased, from 44.2% in 2013 to 48.2% in 2014,
it is still low compared to the 2014 DAC average of 80.6%.
The grant element of total ODA was 100% in 2014.
Austria reported USD 109.5 million of its in-donor refugee
costs as ODA in 2014. These costs represented 8.9% of its
total net ODA.

In 2014, 51.8% of Austria’s ODA was provided bilaterally.
Austria allocated 48.2% of total ODA as core contributions
to multilateral organisations, compared with the DAC
country average of 28.3%. In addition, it channelled 13% of
its bilateral ODA for specific projects implemented by
multilateral organisations (multi-bi/non-core).

Only 12.9% of Austria’s bilateral ODA was programmed
at partner country level in 2014. Austria’s share of
country programmable aid (CPA) was low compared to
the DAC country average (52.9%) in 2014. Project-type
interventions accounted for 53% of CPA; 27% of bilateral
ODA was classified as “other and unallocated”.

In 2014, USD 68.9 million of bilateral ODA was channelled
to and through civil society organisations (CSOs). ODA
channelled to and through CSOs increased by 26.1% in
volume compared to 2013. As a share of bilateral ODA,
support for CSOs increased from 9.8% in 2013 to 10.7%
in 2014. The DAC average was 17.4%.

Figure 10.2. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Austria

1 2 http://dx.doi.org/10.1787/888933358024

Figure 10.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Austria
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Figure 10.4. Composition of bilateral ODA, 2014,
gross disbursements, Austria
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Figure 10.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Austria
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II. AUSTRIA
In 2014, bilateral ODA was primarily focused on south and central Asia, Eastern Europe, and sub-Saharan Africa,
representing USD 156.3 million to south and central Asia, USD 126.8 million to Eastern Europe, and USD 64.8 million to
sub-Saharan Africa – ODA to this region has decreased over the last two years.

Austria allocated 38.5% of its bilateral ODA to its top 10
recipients. Four of its 11 priority partner countries are
among its top 10 recipients (Albania, Ethiopia, Kosovo and
Uganda). Austria’s support to fragile states reached
USD 203 million in 2014 (31.7% of gross bilateral ODA).

In 2014, 24.9% of Austria’s bilateral ODA was allocated
to least developed countries (LDCs), amounting to
USD 159.8 million and only slightly below the 2014 DAC
average of 25.6%. As a share of bilateral ODA, aid to
LDCs has increased since 2012, when it was 10.6%. LDCs
received the highest share of bilateral ODA in 2014, noting
that 40.1% was unallocated by income group.

At 0.08% of GNI in 2014, Austria’s total ODA to LDCs was
less than the UN target of 0.15% of GNI.

Figure 10.6. Share of bilateral ODA by region, 2013-14 average, gross disbursements, Austria

Note: 31% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
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II. AUSTRIA
In 2014, 41.4% of bilateral ODA was allocated to social infrastructure and services. A total of USD 278.6 million of bilateral
ODA was allocated to social sectors, with a strong focus on support to education (USD 168.4 million) and health
(USD 40.1 million). Debt relief amounted to USD 106.8 million.

USD 88.9 million of bilateral ODA supported gender
equality in 2014. Support for gender equality is a priority
cross-cutting issue for Austrian development co-operation.
The 2015 DAC Peer Review recommended that Austria
clarify its priorities for mainstreaming cross-cutting
themes, and ensure that it has the tools and resources to
follow through on these priorities. In 2014, 29.3% of
bilateral allocable aid had gender equality and women’s
empowerment as a principal or significant objective. This is
an increase over 2013, when it was 24.8%, but is lower than
the share in 2009 (32.5%) and the DAC country average of
34.7% in 2014. Austria’s aid to population and reproductive
health focuses on gender.

USD 77.3 million of bilateral ODA supported the
environment in 2014. Tackling global environmental
issues is a top priority for Austria, although mainstreaming
the environment throughout the programme remains work
in progress and Austria needs to ensure that it has the tools
and resources to follow through on these priorities. In 2014,
25.5% of its bilateral allocable aid focused on the
environment and 21.1% (USD 63.9 million) focused
particularly on climate change, compared with the
respective DAC country averages of 32.2% and 23.9%.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Reference

OECD (2015), OECD Development Co-operation Peer Reviews: Austria 2015, OECD Development Co-operation Peer Reviews, OECD
Publishing, Paris, http://dx.doi.org/10.1787/9789264227958-en.

Figure 10.9. Share of bilateral ODA by sector, 2013-14 average, commitments, Austria
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II. BELGIUM
BELGIUM

Development challenges as investment and business opportunities: Belgium’s policy
and practices

Belgium has been reinforcing its approach to leveraging official development assistance (ODA) and other instruments to
increase private investment for development – particularly for the local private sector in developing countries. A number of
official instruments have been developed. The Belgian Investment Company for Developing Countries (BIO), the national
development finance institution, is the main instrument and focuses on supporting local private sector companies.

BIO’s early-stage capital amounts to EUR 5 million. Since its creation in 2001, the Ministry of Foreign Affairs made additional
contributions amounting to approximately EUR 700 million to serve its investment portfolio. Financial contributions made
by BIO are not conditioned by the involvement of other Belgian players of any type (companies, banks, etc.), but do not
exclude it either. The 2015 DAC Peer Review of Belgium recommended that it further strengthen the development impact of
BIO’s investments and ensure that its other official instruments for leveraging private investments for developing countries
also contribute to sustainable development.

According to the 2015 DAC Survey on Mobilisation (Benn et al., 2016), Belgium mobilised USD 18 million from the
private sector through syndicated loans and shares in collective investment vehicles in 2012-14, of which 69% targeted
climate-related projects.

Financial flows from Belgium to developing countries

Belgium uses ODA to mobilise other resources for sustainable development

● Belgium contributes to the mobilisation of domestic resources in developing countries by supporting their tax systems.
In 2014, it is estimated that Belgium committed USD 2.65 million of its ODA to tax-related activities in partner countries.

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
It committed USD 277.3 million to aid-related activities in 2014 (25.3% of its bilateral allocable ODA), a 37.5% increase in
real terms from 2012. The trend has been positive over the past few years.

● Belgium has pledged USD 82.5 million (EUR 61.6 million) to the Green Climate Fund, which plays a key role in
channelling resources to developing countries and catalysing climate finance at the international and national levels.

Figure 11.1. Net resource flows to developing countries, 2004-14, Belgium

Note: Data on private grants are not available for 2012.
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II. BELGIUM
Belgium’s official development assistance

In 2015, Belgium delivered USD 1.9 billion in net ODA
(preliminary data), which represented 0.42% of gross
national income (GNI) and a fall of 7.8% in real terms
from 2014. Belgium is the 10th largest Development
Assistance Committee (DAC) provider in terms of ODA as
a percentage of GNI, and the 15th in terms of volume.
The outlook for growth in Belgium’s ODA is negative.
The government’s commitment to reach the target of
0.7% ODA/GNI is included in law; however, the 2015
budget announced significant cuts up until 2019.
Belgium’s share of untied ODA (excluding administrative
costs and in-donor refugee costs) was 96.7% in 2014 (down
from 98.1% in 2013). The 2014 DAC average was 80.6%. The
grant element of total ODA was 99.9% in 2014.

Belgium reported USD 186.7 million of its in-donor refugee
costs as ODA in 2014. These costs represented 7.6% of its
total net ODA.

In 2014, 54.8% of ODA was provided bilaterally. Belgium
allocated 45.2% of total ODA as core contributions to
multilateral organisations, compared with the DAC
country average of 28.3%. In addition, it channelled 9.7% of
its bilateral ODA for specific projects implemented by
multilateral organisations (multi-bi/non-core).

In 2014, 28.8% of bilateral ODA was programmed at
partner country level. The share of country programmable
aid (CPA) was low compared with the DAC country average
(52.9%) in 2014. Project-type interventions accounted for
82% of CPA.

In 2014, USD 310.7 million of bilateral ODA was channelled
to and through civil society organisations (CSOs). This was
equivalent to 22.7% of Belgium’s bilateral ODA, compared
with the DAC average of 17.4%. Belgium’s aid channelled to
and through CSOs decreased between 2013 and 2014, both
in terms of volume (-4%) and as a share of bilateral aid
(from 23.6% to 22.7%).

Figure 11.2. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Belgium

1 2 http://dx.doi.org/10.1787/888933358139

Figure 11.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Belgium

1 2 http://dx.doi.org/10.1787/888933358149
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Figure 11.4. Composition of bilateral ODA, 2014,
gross disbursements, Belgium
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Figure 11.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Belgium
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II. BELGIUM
Bilateral ODA in 2014 was primarily focused on sub-Saharan Africa, with USD 511.8 million allocated to this region.
USD 295 million (or 39%) of Belgium’s aid to sub-Saharan Africa was allocated to the Great Lakes region, which is a priority
for Belgian development co-operation.

In 2014, 29.9% of bilateral ODA went to Belgium’s top 10
recipients. Eight of its 14 priority partner countries are
among its top 10 recipients. The Democratic Republic of
the Congo, Burundi and Rwanda are among its top 5
recipients. Belgium’s support to fragile states reached
USD 437 million in 2014, accounting for 31.9% of gross
bilateral ODA.

In 2014, 35.1% of Belgium’s bilateral ODA was allocated
to least developed countries (LDCs), amounting to
USD 480 million. This is a decrease from 37% in 2013, but
remains higher than the 2014 DAC average of 25.6%. LDCs
received the highest share of bilateral ODA in 2014, noting
that 47.1% was unallocated by income group.

At 0.16% of GNI in 2014, Belgium’s total ODA to LDCs
surpassed the UN target of 0.15% of GNI.

Figure 11.6. Share of bilateral ODA by region, 2013-14 average, gross disbursements, Belgium

Note: 43% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
1 2 http://dx.doi.org/10.1787/888933358171
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II. BELGIUM
In 2014, 35.4% of bilateral ODA was allocated to social infrastructure and services, for a total of USD 516.8 million. There
was a strong focus on health (USD 173.8 million), government and civil society (USD 131.5 million), and education
(USD 106.2 million). Humanitarian aid amounted to USD 59.5 million.

USD 786.2 million of bilateral ODA supported gender
equality. Gender equality is a cross-cutting theme in
Belgian development co-operation, which in 2013 approved
its second National Action Plan for Women, Peace and
Security. This plan places a strong emphasis on preventing
and combating gender-based violence in conflict and
post-conflict zones. In 2014, 73.61% of Belgium’s
bilateral allocable aid had gender equality and women’s
empowerment as a principal or significant objective,
compared with the DAC country average of 34.7%. This is an
increase from 70.6% in 2013 and 38.2% in 2009. Belgium’s
aid to population and reproductive health, productive
sectors, economic infrastructure and health mainly focus
on gender.

USD 577.3 million of bilateral ODA supported the
environment in 2014. The environment and climate
change are cross-cutting themes for Belgium, which is
also reinforcing its strategy and resources for making
progress. The share of environment-focused bilateral aid
has been increasing since 2007. In 2014, 52.7% of its
bilateral allocable aid supported the environment and
27.8% focused particularly on climate change, compared
with the respective DAC country averages of 32.2%
and 23.9%.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Reference

OECD (2015), OECD Development Co-operation Peer Reviews: Belgium 2015, OECD Development Co-operation Peer Reviews, OECD
Publishing, Paris, http://dx.doi.org/10.1787/9789264239906-en.

Figure 11.9. Share of bilateral ODA by sector, 2013-14 average, commitments, Belgium
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II. CANADA
CANADA

Development challenges as investment and business opportunities: Canada’s policy
and practices

The government of Canada is committed to strengthening its engagement with private sector actors as partners to help
reduce global poverty. Canada is placing a stronger emphasis on sustainable economic growth and is developing new and
potentially innovative private sector approaches and partnerships. Canada’s approach to partnering with the private sector in
development highlights the importance of helping developing country partners create the conditions for strong and
sustainable private sector-led growth through its Sustainable Economic Growth Strategy and by leveraging local, Canadian,
international and multinational private sector actors of all sizes to promote private sector-led growth in developing countries.

An example of Canada’s approach is the partnership with Mennonite Economic Development Associates and Sarona Asset
Management, supporting a 15-year investment fund that leverages private equity investment of up to CAD 400 million to
help the most promising small and medium enterprises in developing countries grow.

According to the 2015 DAC Survey on Mobilisation (Benn et al., 2016), Canada mobilised USD 47 million from the private
sector through shares in collective investment vehicles in 2012-14, of which 28% targeted climate-related projects. Although
Canada does not have a national development finance institution, it supports private sector development mainly through
Global Affairs Canada and the Department of Finance Canada.

Financial flows from Canada to developing countries

Canada uses ODA to mobilise other resources for sustainable development

● Canada contributes to the mobilisation of domestic resources in developing countries by supporting their tax systems.
In 2014, it is estimated that Canada committed USD 3.4 million of its official development assistance (ODA) to tax-related
activities in partner countries.

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
It committed USD 463.3 million to trade-related activities in 2014 (15.7% of its bilateral allocable ODA), a 35.8% decrease
in real terms from 2013. The trend has been fluctuating over the past few years.

● Canada has pledged USD 277 million (CAD 300 million) to the Green Climate Fund, which plays a key role in channelling
resources to developing countries and catalysing climate finance at the international and national levels. In 2016/17,
Canada will also contribute a total amount of USD 22.4 million (CAD 30 million) to the Least Developed Countries Fund,
which addresses urgent and immediate adaptation needs and supports national adaptation planning processes to reduce
medium and long-term vulnerability to the impacts of climate change.

Figure 12.1. Net resource flows to developing countries, 2004-14, Canada
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II. CANADA
Canada’s official development assistance

In 2015, Canada provided USD 4.3 billion in net ODA
(preliminary data). This represented 0.28% of gross
national income (GNI) and an increase of 17.1% in real
terms from 2014, the first since 2012. Canada is the
14th largest Development Assistance Committee (DAC)
provider in terms of ODA as a percentage of GNI, and the
8th largest in terms of volume. Canada’s share of untied
ODA (excluding administrative costs and in-donor refugee
costs) was 93% in 2014 (slightly up from 92.8% in 2013),
which is well above the DAC average of 80.6%. The grant
element of total ODA was 97.2% in 2014.

Canada reported USD 216.4 million of its in-donor refugee
costs as ODA in 2014. These costs represented 5.1% of its
total net ODA.

In 2014, 77.6% of ODA was provided bilaterally. In 2014,
Canada allocated 22.4% of total ODA as core contributions
to multilateral organisations, compared with the DAC
country average of 28.3%. In addition, it channelled 32.5% of
its bilateral ODA for specific projects implemented by
multilateral organisations (multi-bi/non-core).

In 2014, 30.3% of bilateral ODA was programmed at partner
country level. Canada’s share of country programmable
aid (CPA) was lower than the DAC country average (52.9%)
in 2014. Contributions to pooled programmes and funds
accounted for 47% of CPA. Thirty per cent of Canada’s
bilateral ODA was categorised as “other and unallocated”.

In 2014, USD 815.4 million of bilateral ODA was channelled
to and through civil society organisations (CSOs). Aid
channelled to and through CSOs increased between 2013
and 2014, both in terms of volume (+2.6%) and as a share of
bilateral ODA (from 23.6% to 24.5%). This share was higher
than the DAC country average of 17.4%.

Figure 12.2. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Canada

1 2 http://dx.doi.org/10.1787/888933358247

Figure 12.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Canada

1 2 http://dx.doi.org/10.1787/888933358250
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Figure 12.4. Composition of bilateral ODA, 2014,
gross disbursements, Canada
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Figure 12.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Canada
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II. CANADA
In 2014, bilateral ODA primarily focused on sub-Saharan Africa. USD 1.1 billion of bilateral ODA was allocated to
sub-Saharan Africa, and USD 409.6 million to Latin America and the Caribbean.

In 2014, 30.6% of bilateral ODA went to Canada’s top 10
recipients. All of the top 10 recipients of Canadian aid were
“countries of focus” – Canada has a total of 20 priority
countries. Its support to fragile states reached USD 1.1 billion
(30.8% of gross bilateral ODA) in 2014.

In 2014, 31.3% of bilateral ODA was allocated to least
developed countries (LDCs), amounting to USD 1 billion.
The share has decreased from 33.6% in 2013, but remains
higher than the 2014 DAC average of 25.6%. LDCs received
the highest share of bilateral ODA in 2014.

At 0.08% of GNI in 2014, total ODA to LDCs was lower than
the UN target of 0.15% of GNI.

Figure 12.6. Share of bilateral ODA by region, 2013-14 average, gross disbursements, Canada

Note: 16% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
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II. CANADA
In 2014, 37.2% of bilateral ODA was allocated to social infrastructure and services, amounting to USD 1.3 billion. There
was a strong focus on support to health (USD 444.3 million), education (USD 409.4 million), and government and civil
society (USD 328.4 million). Humanitarian aid amounted to USD 708.5 million.

USD 1.8 billion of bilateral ODA supported gender
equality in 2014. Canada has made a long-term effort to
mainstream gender equality across its programmes and to
bring gender equality into its policy dialogue with partners
(OECD, 2013). In 2014, 60.2% of its bilateral allocable aid had
gender equality and women’s empowerment as a principal
or significant objective, compared with the DAC country
average of 34.7%. Canada’s aid to the productive sector and
water and sanitation focuses mainly on gender.

USD 867.9 million of bilateral ODA supported the
environment in 2014. Environmental sustainability is
a cross-cutting priority for Canada. In 2014, 29.5% of
Canadian bilateral allocable aid supported the environment
and 4.5% (USD 133.4 million) focused particularly on
climate change, compared with the respective DAC country
averages of 32.2% and 23.9%.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Reference

OECD (2013), OECD Development Assistance Peer Reviews: Canada 2012, OECD Publishing, Paris, http://dx.doi.org/10.1787/9789264200784-en.

Figure 12.9. Share of bilateral ODA by sector, 2013-14 average, commitments, Canada
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Figure 12.10. Share of bilateral allocable ODA in support
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II. CZECH REPUBLIC
CZECH REPUBLIC

Development challenges as investment and business opportunities: The Czech Republic’s
policy and practices

The Czech Republic considers that private business activities, investments and innovations are major drivers of
productivity, inclusive economic growth and job creation. For this reason, the Czech Republic partners with the private
sector to deliver its development co-operation and make efforts to create better conditions for private sector engagement
in and beyond development co-operation.

The Ministry of Foreign Affairs and the Czech Development Agency support the Business Platform for Development
Co-operation, which strives to motivate Czech business companies to get involved in development co-operation, to respect
corporate social responsibility principles and to develop inclusive business models that offer the potential for both
commercial success and development impact. Czech companies implement about 40% of the Czech Republic’s bilateral
development assistance.

With the overall aim of increasing synergies between development co-operation activities implemented by the Czech
government, the private sector and non-governmental organisations, the Czech Republic is gradually diversifying its private
sector instruments. Although public procurement for implementing bilateral projects continues to be the main instrument,
the government also supports business-to-business partnerships (launched in 2013) between Czech and developing country
companies and feasibility studies for development and economic projects meeting social needs in partner countries.

The Czech Republic uses ODA to mobilise other resources for sustainable development

● The Czech Republic contributes to the mobilisation of domestic resources in developing countries by supporting their
tax systems. In 2014, the Czech Republic continued its programme of technical assistance in the field of public finance
management and tax and customs. The programme, implemented through study visits to the Czech Ministry of Finance,
is focused on professional staff (including high-ranking officials) from the ministries of finance of its partner countries.

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
It committed USD 7.4 million (16.2% of its bilateral allocable official development assistance [ODA]) to trade-related
activities in 2014, a 14.6% decrease in real terms from 2013. The trend has been decreasing over the past few years.

● The Czech Republic has pledged USD 5.3 million (CZK 110 million) to the Green Climate Fund, which plays a key role in
channelling resources to developing countries and catalysing climate finance at the international and national levels.
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II. CZECH REPUBLIC
The Czech Republic’s official development assistance

In 2015, the Czech Republic provided USD 202 million in
net ODA (preliminary data). This represented 0.12% of gross
national income (GNI) and an increase of 11.4% in real
terms from 2014. It is the 26th largest Development
Assistance Committee (DAC) provider in terms of ODA as a
percentage of GNI, and the 25th largest in terms of volume.
The Czech Republic is committed to a gradual increase in
ODA/GNI and will strive to reach the intermediary target
agreed at the EU level of 0.33% of GNI by 2030. Its share of
untied ODA (excluding administrative costs and in-donor
refugee costs) decreased further, from 40.1% in 2013
to 32.4% in 2014, and is far below the 2014 DAC average
of 80.6%. The grant element of total ODA was 100% in 2014.
At present, data on other official flows, private grants
(funds raised by non-governmental organisations and
foundations) and private flows at market terms from the
Czech Republic to developing countries are not available.
The Czech Republic reported USD 11.6 million of its
in-donor refugee costs as ODA in 2014 (representing
5.4% of its total net ODA).

In 2014, 29.5% of ODA was provided bilaterally, totalling
USD 62.6 million.The Czech Republic allocated 70.5% of total
ODA as core contributions to multilateral organisations,
compared with the DAC country average of 28.3%. In
addition, it channelled 4.7% of its bilateral ODA to specific
projects implemented by multilateral organisations
(non-core contributions).

In 2014, 58.5% of bilateral ODA was programmed at
partner country level. The Czech Republic’s share of
country programmable aid (CPA) was above the DAC
country average of 52.9% in 2014. Project-type interventions
made up 65% of CPA.

In 2014, USD 15.4 million of bilateral ODA was channelled
to and through civil society organisations (CSOs).
Between 2013 and 2014, the Czech Republic’s ODA
channelled to and through CSOs decreased slightly in
terms of volume (-2%) and as a share of bilateral aid,
from 28.5% to 24.6%. This share was higher than the
2014 DAC country average of 17.4%.

Figure 13.1. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Czech Republic

1 2 http://dx.doi.org/10.1787/888933358348

Figure 13.2. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Czech Republic

Note: Data on multi-bi/non-core ODA are not available prior to 2011.
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Figure 13.3. Composition of bilateral ODA, 2014,
gross disbursements, Czech Republic
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Figure 13.4. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Czech Republic
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II. CZECH REPUBLIC
In 2014, bilateral ODA was primarily focused on Eastern Europe, south and central Asia, and sub-Saharan Africa.
USD 25.6 million of bilateral ODA was allocated to Eastern Europe, USD 11.1 million to south and central Asia, and
USD 7.1 million to sub-Saharan Africa.

In 2014, 60.4% of bilateral ODA went to the Czech Republic’s
top 10 recipients. Eight of its priority countries are among
its top 10 recipients. Its support to fragile states reached
USD 22.4 million in 2014 (35.8% of gross bilateral ODA).

In 2014, 22.9% of bilateral ODA was allocated to least
developed countries (LDCs), amounting to USD 14.3 million.
The share of ODA to LDCs increased from 21.2% in 2013, but
remains lower than the 2014 DAC average of 25.6%. Lower
middle-income countries (LMICs) received the highest share
of bilateral ODA in 2014 (43.7%).

At 0.03% of GNI in 2014, total ODA to LDCs was far below
the UN target of 0.15% of GNI.

Figure 13.5. Share of bilateral ODA by region, 2013-14 average, gross disbursements, Czech Republic

Note: 12% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
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II. CZECH REPUBLIC
In 2014, 43.5% of bilateral ODA was allocated to social infrastructure and services, amounting to USD 27.5 million, with a
strong focus on support to education (USD 10.3 million) and government and civil society (USD 7.9 million). Humanitarian
aid amounted to USD 7.2 million. In 2010, the Czech Republic identified five priority areas for its development co-operation:
environment, agriculture, social development, economic development and the support of democracy, human rights and
social transition (Ministry of Foreign Affairs, 2010).

The amount of bilateral ODA that supported gender
equality reached USD 8.9 million in 2014. Gender equality
is one of the cross-cutting principles in the Czech Republic’s
development co-operation. In 2014, 19.9% of Czech
bilateral allocable aid had gender equality and women’s
empowerment as a principal or significant objective,
compared with the DAC country average of 34.7%. The
Czech Republic’s aid to population and reproductive health
focuses on gender.

USD 9.6 million of bilateral ODA supported the
environment in 2014. Protection of the environment and
the fight against climate change are priority cross-cutting
issues for the Czech Republic and are reflected in all of its
development activities. The Czech Republic’s support to
the environment has been increasing in recent years, both
in terms of volume and as a share of bilateral aid. In 2014,
21.1% of Czech bilateral allocable aid supported the
environment and 11.9% (USD 5.4 million) focused
particularly on climate change, compared with the
respective DAC country averages of 32.2% and 23.9%.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Reference

Ministry of Foreign Affairs (2010), “The Development Cooperation Strategy of the Czech Republic 2010-2017”, Ministry of Foreign
Affairs, Prague, www.mzv.cz/file/762314/FINAL__Development_Cooperation_Strategy_2010_2017.pdf.

Figure 13.8. Share of bilateral ODA by sector, 2013-14 average, commitments, Czech Republic
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II. DENMARK
DENMARK

Development challenges as investment and business opportunities: Denmark’s policy
and practices

Denmark’s support to private sector development has increased steadily over the past 15 years, with a focus on value chain
development (particularly for agribusiness), small and medium enterprise development and finance, and innovative financing
models based on public-private partnerships. Denmark’s private sector development strategy aims at creating an enabling
environment for private sector development in developing countries. Denmark is looking to develop new instruments for
catalysing private financing, matching development challenges with Danish competencies. A key mechanism for
co-ordination with business and institutional investors is the joint Danish Investment Fund for Developing Countries (IFU) and
the Development Committee of the Ministry of Foreign Affairs, which meets regularly to discuss synergies.

According to the 2015 DAC Survey on Mobilisation (Benn et al., 2016), Denmark mobilised USD 255 million from the private
sector through guarantees and shares in collective investment vehicles in 2012-14, of which 64% targeted climate-related
projects. Denmark is engaged in private sector development mainly through the IFU’s operations.

Financial flows from Denmark to developing countries

Denmark uses ODA to mobilise other resources for sustainable development

● Denmark contributes to the mobilisation of domestic resources in developing countries by supporting their tax systems.
In 2014, it is estimated that Denmark committed USD 63 million of its official development assistance (ODA) to tax-related
activities in partner countries.

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
It committed USD 444.5 million to trade-related activities in 2014 (23% of its bilateral allocable ODA), a 4.3% increase in
real terms from 2013. The trend has been increasing over the past few years.

● Denmark has pledged USD 72 million (DKK 400 million) to the Green Climate Fund, which plays a key role in channelling
resources to developing countries and catalysing climate finance at the international and national levels. In 2016, Denmark
will also commit (subject to parliamentary approval) a total amount of USD 22.1 million (DKK 156 million) to the Least
Developed Countries Fund, which addresses urgent and immediate adaptation needs of least developed countries and
supports national adaptation planning processes to reduce medium and long-term vulnerability to the impacts of climate
change.

Figure 14.1. Net resource flows to developing countries, 2004-14, Denmark
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II. DENMARK
Denmark’s official development assistance

In 2015, Denmark provided USD 2.6 billion in net ODA
(preliminary data), which represented 0.85% of gross
national income (GNI), and a 0.8% increase in real terms
from 2014, due to a slight increase in in-donor refugee
costs. Denmark is one of six DAC members to exceed
the UN target of 0.7% ODA/GNI. It is the 4th largest
Development Assistance Committee (DAC) provider in
terms of ODA as a percentage of GNI, and the 13th in
terms of volume. However, from 2016, Denmark’s ODA is
expected to drop to approximately 0.7%, in line with new
government policy. Budget projections indicate bilateral
ODA cuts of 54% and multilateral cuts of 49%. Denmark’s
share of untied ODA (excluding administrative costs and
in-donor refugee costs) was 95.1% in 2014 (down from
96.5% in 2013), compared to the DAC average of 80.6%. The
grant element of total ODA was 100% in 2014.

Denmark reported USD 256.3 million of its in-donor
refugee costs as ODA in 2014. These costs represented
8.5% of its total net ODA. In-donor refugee costs are
expected to triple in 2016 (to 30% of total ODA).

In 2014, 72.1% of ODA was provided bilaterally. Denmark
allocated 27.9% of total ODA as core contributions to
multilateral organisations, compared to the DAC country
average of 28.3%. In addition, it channelled 20.8% of its
bilateral ODA for specific projects implemented by
multilateral organisations (multi-bi/non-core).

In 2014, 43.7% of bilateral ODA was programmed at
partner country level. Denmark’s share of country
programmable aid (CPA) was lower than the DAC country
average (52.9%). Project-type interventions made up
75% of CPA.

In 2014, USD 521.6 million of bilateral ODA was channelled
to and through civil society organisations (CSOs). Denmark
channelled 22.9% of its bilateral ODA to and through CSOs
in 2014, compared with the DAC country average of 17.4%.
Aid to and through CSOs increased from 2013 both in
volume (+5.2% between 2013 and 2014) and as a share of
bilateral ODA (it was 21.3% in 2013).

Figure 14.2. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Denmark

1 2 http://dx.doi.org/10.1787/888933358452

Figure 14.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Denmark
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Figure 14.4. Composition of bilateral ODA, 2014,
gross disbursements, Denmark
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Figure 14.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Denmark
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II. DENMARK
Bilateral ODA was primarily focused on sub-Saharan Africa and south and central Asia. In 2014, Denmark allocated
USD 618 million to sub-Saharan Africa and USD 209.9 million to south and central Asia.

In 2014, 25.7% of bilateral ODA went to Denmark’s top 10
recipients. Nine of the top 10 recipients of Danish aid were
priority countries, with the exception being the Syrian Arab
Republic. In 2014, Denmark had a total of 22 priority
countries, but this will gradually reduce to 14 priority
countries by 2016. In 2014, its support to fragile states
reached USD 607.9 million (26.7% of gross bilateral ODA).

In 2014, 28.6% of bilateral ODA was allocated to
least developed countries (LDCs), amounting to
USD 649.7 million. This is a decrease from 2012 (37.1%)
and 2013 (30.5%), but is higher than the 2014 DAC average
of 25.6%. LDCs still received the highest share of bilateral
ODA in 2014, noting that 53.4% was unallocated by income
group.

At 0.26% of GNI in 2014, total ODA to LDCs was well above
the UN target of 0.15% of GNI.

Figure 14.6. Share of bilateral ODA by region, 2013-14 average, gross disbursements, Denmark

Note: 48% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
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II. DENMARK
In 2014, 35.6% of bilateral ODA was allocated to social infrastructure and services, reaching USD 736.5 million. There was
a strong focus on support to government and civil society (USD 403.2 million), health (USD 121.8 million), and education
(USD 91.3 million). USD 264.4 million was allocated to humanitarian aid.

USD 1 billion of bilateral ODA supported gender equality
in 2014. Advancing gender equality and women’s rights
is a major strategic priority for Denmark. In line with
the overall 2014 Strategy for Denmark’s Development
Co-operation (The Right to a Better Life), the Strategic
Framework for Gender Equality, Rights and Diversity is
integrated across Denmark’s four priority areas: human
rights and democracy, inclusive green growth, social
progress, stability and protection. In 2014, 59.5% of Danish
bilateral allocable aid had gender equality and women’s
empowerment as a principal or significant objective,
compared with the DAC country average of 34.7%. This is
up from previous years (41.1% in 2013 and 35.5% in 2009).
Denmark’s aid to population and reproductive health,
health and productive sector focuses on gender.

USD 745.6 million of bilateral ODA supported the
environment in 2014. Promoting inclusive green growth
based on the sustainable management and use of
natural resources is one of four overall goals for Danish
development co-operation. In 2014, 38.6% of Danish
bilateral allocable aid supported the environment and
24.5% (USD 473.3 million) focused particularly on climate
change, compared with the respective DAC country
averages of 32.2% and 23.9%.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Figure 14.9. Share of bilateral ODA by sector, 2013-14 average, commitments, Denmark
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Figure 14.10. Share of bilateral allocable ODA in support
of gender equality by sector, 2014,

commitments, Denmark
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II. EUROPEAN UNION INSTITUTIONS
EUROPEAN UNION INSTITUTIONS

Development challenges as investment and business opportunities: The European Union’s
policy and practices

Working with and through the private sector in development co-operation is a relatively new way of working for the
European Commission, which issued its communication “A stronger role for the private sector in achieving inclusive and
sustainable growth in developing countries” in 2014. The objectives of the EU’s support for private sector development and
its engagement with both the local and international private sectors are: creating a business environment conducive to
private sector initiative; mainstreaming private sector development; engaging the private sector in EU development
co-operation with a view to achieving inclusive and sustainable growth; and catalysing private sector engagement for
development by promoting responsible business practices through EU development policy.

The European Commission increasingly uses blending as one of its tools for achieving EU development policy objectives. It
has set up seven facilities to combine EU grants with loans and equity for investments in partner countries, including for
infrastructure. In the last seven years, EUR 1.6 billion of EU grants financed over 240 blended projects. According to
the 2015 DAC Survey on Mobilisation (Benn et al., 2016), the European Union mobilised USD 150 million from the private
sector through guarantees in 2012-14. The European Union is engaged in private sector development mainly through the
European Investment Bank and other European finance institutions.

Financial flows from the European Union institutions to developing countries

The European Union institutions use ODA to mobilise other resources for sustainable
development

● The EU institutions contribute to the mobilisation of domestic resources in developing countries by supporting their
tax systems. In 2014, it is estimated that they committed USD 9.4 million of their official development assistance (ODA)
to tax-related activities in partner countries.

● They promote aid for trade to improve developing countries’ trade performance and integration into the world
economy. They committed USD 7.4 billion to trade-related activities in 2014 (44.2% of their sector-allocable ODA), a
26.2% decrease in real terms from 2013. The trend has been decreasing over the past few years.

Figure 15.1. Net resource flows to developing countries, 2004-14, EU institutions
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II. EUROPEAN UNION INSTITUTIONS
The European Union institutions’ official development assistance

In 2015, the EU institutions provided USD 13.8 billion in
net ODA (preliminary data), which represented a 0.5% fall in
real terms from 2014. The EU institutions’ ODA budget is
determined within the EU multi-year financial framework.
ODA grew steadily between 2003 and 2012, when it peaked
at USD 17.5 billion. This trend was, however, reversed
in 2013. The EU institutions’ share of untied ODA (excluding
administrative costs and in-donor refugee costs) was 65.6%
in 2014 (down from 67% in 2013).

In 2014, almost all of the EU’s gross ODA (99.6%) was
provided bilaterally. The EU channelled 45.1% of its
bilateral ODA for projects implemented by multilateral
organisations (multi-bi/non-core).

The EU institutions are unique among DAC members
because of the dual role they play in development
assistance. In contrast to multilateral organisations that
exclusively receive transfers from members, the EU
institutions are providers in their own right with their own
resources and budgetary authority.

In 2014, 51.9% of the EU institutions’ bilateral ODA was
programmed at partner country level. Project-type
interventions accounted for 60% of CPA. Thirty per cent of
bilateral ODA was categorised as “other and unallocated”.

In 2014, USD 2.2 billion of bilateral ODA was channelled
to and through civil society organisations (CSOs),
corresponding to 11.9% of bilateral ODA. Between 2013
and 2014, aid to and through CSOs increased in terms of
volume (by 5.6%), but it remained stable as a share of
bilateral aid.

Figure 15.2. Net ODA: Trends in volume, 1999-2015,
EU institutions
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Figure 15.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, EU institutions
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Figure 15.4. Composition of bilateral ODA, 2014,
gross disbursements, EU institutions

1 2 http://dx.doi.org/10.1787/888933358587

Figure 15.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, EU institutions

Note: Data on ODA to CSOs are not available for 2009-11.
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II. EUROPEAN UNION INSTITUTIONS
Bilateral ODA primarily focused on Eastern Europe and sub-Saharan Africa. In 2014, USD 5.8 billion was allocated to
Eastern Europe and USD 5.3 billion to sub-Saharan Africa.

In 2014, 38.9% of bilateral ODA went to the top 10
recipients. The European Union has specific agreements
and instruments with 79 African, Caribbean and Pacific
countries and 9 European accession countries. In 2014, its
support to fragile states reached USD 6.3 billion (34.2% of
gross bilateral ODA).

In 2014, 24.7% of bilateral ODA was allocated to least
developed countries (LDCs), which amounted to
USD 4.5 billion. The share increased from 22.7% in 2013.
Upper middle-income countries (UMICs) still received
the higher share of bilateral ODA in 2014 (35.6%). This is
partly due to the instrument for pre-accession with nine
European countries.

Figure 15.6. Share of bilateral ODA by region, 2013-14 average, gross disbursements, EU institutions

Note: 9% of bilateral ODA allocated was unspecified by region in 2013-14. This share is not represented on the map.
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II. EUROPEAN UNION INSTITUTIONS
In 2014, nearly two-thirds of bilateral ODA was allocated to social and economic infrastructure and services. USD 3 billion
of bilateral ODA was allocated to government and civil society, USD 2.9 billion to banking and financial services, and
USD 1.6 billion to energy generation and supply. USD 1.8 billion was allocated to humanitarian aid.

USD 2.9 billion of bilateral ODA supported gender
equality in 2014. The EU’s commitment to promoting
gender equality continues to grow, through, for example,
the #heforshe campaign and the Women in Parliament
(WIP) event held in Addis Ababa in 2015. Its new Gender
Action Plan (GAP II) for 2016-20 aims to place gender
equality and the empowerment of girls and women at the
heart of the EU’s external actions, focusing on three
thematic areas: ensuring girls’ and women’s physical and
psychological integrity, promoting their economic and
social rights, and strengthening their voice and
participation. In 2014, 17.4% of the EU’s bilateral allocable
aid had gender equality and women’s empowerment as a
principal or significant objective, compared to 33.5%
in 2014. Education and health are the only sectors in
which the focus on gender is important.

USD 2.4 billion of bilateral ODA supported the environment
in 2014. The 2012 DAC Peer Review recommended that the
EU develop a strategy to step up progress in mainstreaming
environment and climate change issues into development
co-operation. The EU institutions’ tools and services
developed to support mainstreaming into its programme
include guidance documents, systematic screening and
review of action documents, training seminars and technical
assistance, in addition to the knowledge sharing platform
available on Capacity4Dev. In 2014, 14.1% of the EU’s bilateral
allocable aid supported the environment and 10.6%
(USD 1.8 billion) focused particularly on climate change.

Note to reader: Annex B provides “Methodological notes on definitions and measurement for the Profiles of Development
Assistance Committee members”.

Reference

OECD (2013), OECD Development Assistance Peer Reviews: European Union 2012, OECD Publishing, Paris, http://dx.doi.org/10.1787/
9789264196124-en.

Figure 15.9. Share of bilateral ODA by sector, 2013-14 average, commitments, EU institutions
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II. FINLAND
FINLAND

Development challenges as investment and business opportunities: Finland’s policy
and practices

Finland leverages its ODA to support private sector investment in developing countries with a strong emphasis on aid for
trade. Its Aid for Trade Action Plan 2012-15 aims to create decent jobs for all with four goals: 1) a sound business-enabling
environment that promotes private sector activity; 2) developing countries benefit from international trade and investment;
3) economic activity is based on the sustainable use of natural resources; and 4) people’s skills and knowledge produce
innovative economic activity.

Finland’s key private sector instruments – Finnpartnership, Finnfund and BEAM – are open to ODA-eligible countries.
Finnfund, for example, offers long-term risk funding for commercially profitable investments. Since 2014, Finland has
been focusing on innovation and base-of-the-pyramid inclusive business. BEAM – Business with Impact – is a joint
innovations-for-development programme between the Ministry of Foreign Affairs and the Funding Agency for Technology.
With the objective of improving poor people’s welfare, BEAM supports innovation and knowledge-sharing between
companies, civil society organisations, educational and research institutes, and other organisations.

According to the 2015 DAC Survey on Mobilisation (Benn et al., 2016), Finland mobilised USD 67 million from the private
sector through syndicated loans and shares in collective investment vehicles in 2012-14, of which 89% targeted
climate-related projects.

Financial flows from Finland to developing countries

Finland uses ODA to mobilise other resources for sustainable development

● Finland contributes to the mobilisation of domestic resources in developing countries by supporting their tax systems.
Strengthening developing countries’ national tax bases and enhancing corporate social responsibility of Finnish
companies are among the key priorities of Finland’s development policy. By signing the Addis Tax Initiative in 2015,
Finland committed to doubling its tax support by 2020. Finland will actively take part in the OECD-led work on
implementing the recommendations for new global tax rules.

● It promotes aid for trade to improve developing countries’ trade performance and integration into the world economy.
It committed USD 167 million to trade-related activities in 2014 (24.3% of its sector-allocable official development
assistance [ODA]), an increase of 14.1% in real terms from 2013. The trend has been increasing over the past few years.

● Finland has pledged USD 107 million (EUR 80 million) to the Green Climate Fund, which plays a key role in channelling
resources to developing countries and catalysing climate finance at the international and national levels. In 2015, Finland
provided USD 1.8 million (EUR 1.6 million) to the Least Developed Countries Fund, which addresses urgent and
immediate adaptation needs and supports national adaptation planning processes to reduce medium and long-term
vulnerability to the impacts of climate change.

Figure 16.1. Net resource flows to developing countries, 2004-14, Finland

Note: Data on other official flows are not available for 2005 and 2006.
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II. FINLAND
Finland’s official development assistance

In 2015, Finland provided USD 1.3 billion in net ODA
(preliminary data), which represented 0.56% of gross
national income (GNI) and a fall of 5.7% in real terms
from 2014. Finland is the 7th largest Development
Assistance Committee (DAC) provider in terms of ODA
as a percentage of GNI, and the 17th in terms of volume.
In 2015, the government decided to cut the budget for
development co-operation by EUR 200 million annually
starting in 2016. An additional EUR 130 million of grant aid
will be converted into loans and capital investment for
developing countries. At the same time, Finland, like other
EU member countries, committed in 2015 to provide
0.7% of GNI as ODA by 2030. The share of Finnish ODA that
is untied (excluding administrative costs and in-donor
refugee costs) has increased, from 77.6% in 2013 to 90.4%
in 2014, compared to the 2014 DAC average of 80.6%. The
grant element of total ODA was 100% in 2014.

Finland reported USD 16.1 million of its in-donor refugee
costs as ODA in 2014. These costs represented 1% of its
total net ODA.

In 2014, 57.4% of ODA was provided bilaterally. Finland
allocated 42.6% of total ODA as core contributions to
multilateral organisations, above the DAC country average
of 28.3%. In addition, it channelled 34.8% of its bilateral
ODA for specific projects implemented by multilateral
organisations (multi-bi/non-core).

The share of bilateral ODA provided by Finland that was
programmed at partner country level was 52.4%.
Finland’s share of country programmable aid (CPA) was
close to the DAC country average (52.9%) in 2014. Project-
type interventions accounted for 62% of CPA.

In 2014, USD 214.5 million of bilateral ODA was channelled
to and through civil society organisations (CSOs). ODA
channelled to and through CSOs increased between 2013
and 2014 in terms of volume (+4.3%), but decreased as a
share of bilateral aid (from 24.7% in 2013 to 22.9% in 2014).
The share provided in 2014 is higher than the DAC average
of 17.4%.

Figure 16.2. Net ODA: Trends in volume and as a share
of GNI, 1999-2015, Finland

1 2 http://dx.doi.org/10.1787/888933358679

Figure 16.3. Share of ODA channelled to and through
the multilateral system, two year averages,

gross disbursements, Finland
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Figure 16.4. Composition of bilateral ODA, 2014,
gross disbursements, Finland
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Figure 16.5. Bilateral ODA to and through CSOs,
two year averages, gross disbursements, Finland
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