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Why private sector?
The for-profit private sector is a major or dominant investor, 
producer of goods and services and provider of jobs and means 
of livelihood. It is involved in extracting and using natural 
resources and generates a range of emissions and effluents.

Issues
Adherence to principles on which development goals are framed
Fall out of developments following deregulation
Financial constraints in the state budget

Private sector contribution
Redesigning developmental intervention
Harnessing technology for the 2015 agenda
Mobilising financial resources for advancing development goals



Why private absence?
Millennium Declaration centred on the United Nations

Level, direction and form of private investment have been driven 
by near- or medium-term profitability considerations

“Efficiency” of the private sector attributed to competition or 
rivalry

Adoption of less labour-using technologies even in low cost 
locations has reduced the responsiveness of employment to 
increases in output

Turn to more liberal, market-friendly development strategies

Some combination influenced the international community



What could motivate the 
private sector

Demands for greater social responsibility

Government regulation

Media exposure and social scrutiny

Reputational benefits

Shareholder pressure and consumer mobilisation

Governmental requests, demands and impositions

Commercial dividends



Voluntary private contribution

Impact that a firm‟s actions can have when it just pursues its own 
interests and adheres to principles prescribed by the law

A firm generating negative external effects (pollution, for 
example), even to an extent permitted under the law, may still 
choose to invest in decreasing or reducing those effects

A firm for public relations or reputational reasons may voluntarily 
choose to support local schools, hospitals and the like

A firm may see itself as being, besides a profit-seeking entity, an 
agent contributing to socially just and sustainable development.



Being a development partner

“Actions that appear to further some social good, beyond 
the interests of the firm and that which is required by law”
(McWilliams and Siegel).

“A responsible business is one that has built-in to its 
purpose and strategy a commitment to deliver sustainable 
value to society at large, as well as to shareholders, and has 
open and transparent business practices that are based on 
ethical values and respect for employees, communities, and 
the environment.”

True development partnership can be realised only when 
purely profit-seeking behaviour is voluntarily circumscribed 
by an ethical frame of this kind.



The Asia-Pacific advantage

Asian continent accounts for 28 per cent of global GDP and 
three largest economies—PRC, Japan and India—account for 
28 per cent of the global PPP GDP.

Over $7 trillion in foreign exchange reserves, more than 
$2.5 trillion in sovereign wealth funds and about $7.4 
trillion as private savings.

The top three recipients of the $414 billion of migrant 
remittances in 2013 were India ($71 billion), China ($60 
billion) and the Philippines ($26 billion), with 40%.



The challenge

Financial resources are in the hands of a diverse entities 
varying from households, corporates, governments and 
sovereign wealth funds. Finding ways to persuade these 
entities to move resources in the appropriate direction is a 
challenge.

The challenges at a regional level are even greater because 
the resources are concentrated with a few countries but the 
problems to be addressed are more generalised. 

Partnership is required not just within countries, but 
across the region and globally.



Mobilising resources 1

Projects involved would earn returns of varying 
magnitudes:   Given the multiple ways in which the Post-
2015 development agenda would be pursued this needs to 
be taken into account when planning financing strategies

Necessary to distinguish between projects that are unlikely 
to yield any direct returns and others in which full or partial 
user charges (supplemented by means such as government 
subventions) can deliver net returns to cover the post-
interest profit expectations and the implicit or actually paid 
interest on the funds outlaid.



Mobilising resources 2

Implementing agency matters: Public or private sector

Source of money matters: Even with the private sector 
implementing, the nature of financing would differ 
depending on whether the resources required are private or 
are being provided in full or part by the government.

Expectation on profits matters: When it is the private 
sector that is providing the resources, the mode of financing 
would vary depending on whether the activity is being 
undertaken as a philanthropic activity  or on a for profit 
basis



The tax compact

Public revenues still dominate: Development activities tend to be 
substantially financed out of the government‟s own revenues. 
Where  government undertakes or finances (fully or partially), and 
does not receive a return, it needs to mobilise resources from 
outside the project space; principally in the form of tax revenue.

Fiscal sources contribute to private effort

Debts needs to be serviced too:  Where government chooses in 
the short run to finance investment with market borrowing, it 
must turn to tax revenues to meet the costs of servicing that debt.



The opportunity

Revenue mobilisation through taxation below potential in 
the Asia-Pacific: “most developing countries of the region 
collecting taxes amounting to far less than the 25 per cent to 
35 per cent of GDP commonly used as a benchmark for 
development.” (ESCAP 2014)

Least successful at collecting tax of all global regions: AP 
average only 12.3 per cent of GDP in 2011, compared to 
14.6 per cent in Latin America and the Caribbean, and 17.2 
per cent in sub-Saharan Africa. Only seven countries 
collected tax revenues of more than 20 per cent of GDP —
and some had tax-to-GDP ratios in the single figures.



New measures needed
Private sector must shift focus: From lobbying for tax reductions 
to supporting an appropriate tax structure that permits the 
government to adequately shoulder its development 
responsibilities, while safeguarding reasonable profit claims.

Innovative fiscal measures needed, such as:
broaden the tax base (by taxing omitted services, for example)
reduce tax loopholes and unnecessary concessions
rationalize tax rates to minimize welfare losses
Improve collection and reduce the cost of collection, and
find better ways of taxing capital gains.



Tax evasion and tax avoidance

Adhere in full to existing tax regulations: The private 
sector in many economies does not.

Abjure tax evasion, amounting to the deliberate and illegal 
failure to pay tax liabilities, and tax avoidance, or the effort 
to use loopholes in the law to legally avoid paying taxes.

Though reliable estimates of lacking studies relating to 
different developing countries have pointed to the large size 
of the shadow economy. A significant part of this wealth 
and income is transferred abroad.



Required measures

Better tax administration and investigation with 
stringent penalties when fraud is detected.

A clampdown on the illegal activities and the 
corruption that expand the shadow economy.

Stringent regulation of accounting practices.

Information sharing and the abolition of tax havens
at the international level to prevent illegal capital 
flight.



Beyond taxation

Innovative measures to address the very different 
combination of returns, risk and liquidity expected by 
savers of different kind.

Measures to channel remittances to investment, divert 
„exceptional‟ earnings from non-reproducible resources, 
especially exhaustible resources, and exploit windfall gains 
of various kinds to projects that serve long term sustainable 
development and equity objectives.



An old but relevant innovation

Development banks and policy banks

Mandated to provide credit at terms that render 
industrial, agricultural and infrastructural investment 
viable.

Lend not only for working capital purposes, but to 
finance long-term investment as well. They also invest 
in the equity of the enterprises concerned. Having 
done so, they are very often willing to lend more in the 
future.



Widespread and big

Over 550 development banks worldwide in 1998, of 
which 520 were national development banks (NDBs) 
in 185 countries, or an average of about 2.8 per 
country.

Survey of 90 by the World Bank in 2009 found that 39 
per cent had been established between 1990 and 2011. 
Defined as “financial institutions with at least 30 per 
cent state-owned equity”, with “an explicit legal 
mandate to reach socioeconomic goals”.

Included megabanks like China Development Bank, 
Brazil‟s BNDES and Germany‟s Kreditanstalt für 
Wiederaufbau (KfW).



Sources of finance

DFIs by and large depended on non-depository 
resources.

89 per cent surveyed by the World Bank reported 
issuing debt in local markets, 40 per cent had obtained 
budgetary transfers, and 64 per cent had benefited 
from government guarantees of the debt they issued.

53 per cent of the institutions surveyed had policy 
mandates and 18 per cent declared that if transfers 
were withdrawn, they would not be able to operate.



Tapping private savings

Primary market for equity limited

Development of the bond market remains limited and 
highly uneven across the region.

Even where bond markets are developed, government 
securities account for a significant share.

Three measures
Provide bond guarantees that reduce the risk associated with 
long-term exposure
Strengthen the mutual fund infrastructure
Address with new instruments the lack of adequate savings 
options for sections of the middle class



Remittance flows

A substantial share of routine remittance flows often 
go to meet the consumption expenditures.

A part of surplus incomes are transferred to finance 
housing investments.  Overall, the first ports of call are 
bank deposits, especially foreign currency deposits that 
offer higher rates of interest than available 
internationally and insure the depositor against any 
exchange rate risk.



Windfall gains

Gains are „windfall‟ in nature for the double reason 
that they are not available forever, and tend to be high 
during periods whens special circumstances result in a 
spike in prices.

Essential that the countries concerned, especially when 
they are otherwise poor, must husband these resources 
and use them to advance to the maximum extent 
possible sustainable development goals.



Address the resource curse

A mineral exporter must, while investing to derive 
benefits from this source of demand and foreign 
exchange, diversify away from dependence on minerals 
by to both render growth sustainable as well as to 
diversify export revenues in the medium term.

Many instances of the so-called resource curse. 
Countries neither able to mobilise for social benefit 
the gains, that are often illegally captured by a corrupt 
elite, nor are able to show the developmental results 
warranted by their wealth.



Sovereign wealth funds

Vehicles (structured as a fund, pool, or corporation) 
chosen by governments or central banks to hold 
foreign exchange assets generated through balance of 
payments surpluses yielded by commodity exports, 
other sources of net trade inflows or capital inflow in 
excess of the current account deficit.

Surpluses need to be held in forms that preserve the 
value of these assets and yield a return. Conventionally 
invested in safe, guilt edged securities. But countries 
holding large volumes of such assets are looking to 
diversify their investment targets. Sovereign Wealth 
Funds are seen as vehicles that make those decisions.



A share for development

Question as to why such assets should not be invested in 
developmental initiatives such as infrastructural projects.

Doing so most often implies subjecting the investment to 
foreign exchange risk.

Many of these initiatives are in the nature of low yield 
projects. If, then, a country decides to derive the social 
benefits, there must be systems in place that ensure that the 
best possible choices are made.



Burden sharing: PPP

Based on a contract specifying the roles and responsibilities of the 
governmental and private parties, it provides for risk-sharing.

Clarity in defining the contract is essential because the search for 
profit dominates the incentive structure of the private sector.

Exploits the flexibility, the diverse financing possibilities and the 
technological expertise and experience that private players possess

Projects of interest are those financed by the private partner with 
some guarantee that it would receives revenues that recoup capital 
costs and earn a reasonable return.

Monitoring requirements involved here.



Voluntary participation

Private sector acknowledges that over and above its 
indirect contribution to social expenditure through tax 
revenues, it must keep aside a share of its profits to 
directly finance socially beneficial activities.

Social benefit objectives are added to private profit 
concerns when deciding on the direction and form of 
investment.

The financing of such ventures can come from the own 
capital or by mobilising resources from holders of 
investible surpluses who are looking to realise social 
objectives they value when making their investments.



Corporate philanthropy and 
CSR

Funding through philanthropic organizations to development-related 
activities is estimated to have grown significantly: conservative 
estimates point to an increase from US$ 3 billion in 2000 to US$ 7 to 
9.5 billion in 2009.

Points in two directions
Sums involved are getting larger when many donor nations are overtaken 
by aid fatigue and are cutting aid budgets
Some of the most successful business leaders are choosing to directly 
oversee the projects financed out of their wealth.

Base on which growth occurs is yet small. Around 2005, when 
bilateral and multilateral aid was more than $100 billion, grant-
making by charitable foundations was placed at around $4.5 billion.



Recognition for philanthropy

At the 2012 Development Cooperation Forum (DCF), 
development actors agreed that private philanthropy is 
a vital source of financing for development.

Special Policy Dialogue held in April 2013 noted: 
“With the discussions on a post-2015 development 
agenda taking centre stage, and implications of a 
changed development landscape becoming more 
apparent, exploring the role of philanthropic 
organizations in international development 
cooperation is timely and critical.”



Private sector difference

Private philanthropic organizations contribute to both 
financing and operational innovation, facilitated by 
financial strength and ability to take risks, and 
adoption of principles and practices adopted in 
corporate activity.

Many experimenting with “venture philanthropy”, 
providing seed money to leverage additional financing.

Innovation to mobilise resources from small “donors”
or investors is also growing (crowd funding), facilitated 
by technologies that make it easier to donate.



Development cooperation 
matters

Four important tasks:
Setting global benchmarks, on labour and environment, 
for example, so that governments do not lower 
standards
Widening the global compact to make the private sector 
a true development partner
Develop global and regional monitoring and regulatory 
mechanisms
Make intergovernmental organisations the hub to 
strengthen cooperation between the private sector, 
governments, NGOs and the intelligentsia



Questions

How far have we gone?

How fast are we moving?

Any exceptional experiences?

What needs to be done?

What role for the international community?


