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Achieving the Sustainable Development Goals (SDGs) 
will require a substantial increase in financial investments. 
For all developing countries worldwide, it is estimated that 
investment requirements to achieve SDGs would need to 
increase by $2.5 trillion per year during the period 2015-
2030, based on the annual investment needs of about 
$3.9 trillion and current spending at $1.4 trillion.1  Studies 
that are focused only on infrastructure also suggest that 
the amount of required financial investments far exceeds 
the prevailing trends. For example, the infrastructure 
investment needs in a group of 26 Asia-Pacific least 
developed countries, landlocked developing countries 
and small island developing States are estimated at 10.5 
per cent of GDP on average per year during the period 
2016-2030, which exceeds their current infrastructure 
spending trend of 4-7.5 per cent of GDP.2     
 
A key consideration is how to mobilize financing to 
effectively pursue sustainable development. As the size 
of financial requirements is large, public finance alone will 
not be adequate so there is a need to leverage private 
capital. In this regard, the adequacy of private financing 
seems not to be the main issue. The combined value of 
foreign exchange reserves; market capitalization of listed 
companies; and assets held by financial institutions, 
insurance companies and mutual, pension and sovereign 
wealth funds in developing Asia-Pacific economies is 
estimated at about $56.2 trillion. This is 2.6 times the 
group’s combined GDP values in 2016. 

A central policy aim is to channel available private 
resources towards sustainable development rather than 
to enlarge the pool of available funding. This is not an 
easy task. In many cases, this means a shift from making 
short-term, low-risk investments in developed countries to 
making longer-term, higher-risk investments in developing 
economies. This policy brief provides a snapshot of some 
policy actions that could be pursued to leverage private 
finance for development purposes. 
 
The first policy area is to ensure an enabling policy 
environment that could help catalyse investment in 
infrastructure projects, especially under public-private 
partnerships. The major policy aim is to increase the 
risk-adjusted financial returns of infrastructure projects 
so that those projects become more attractive to private 
investors. Clearly, this is possible through reducing the 
level of investment risk (e.g. lower policy uncertainty and 
technical support for sound project design), increasing 
the rate of return (e.g. partial State guarantees and tax 
credits), or both. More broadly, such policy environment 
also features macroeconomic stability, relatively 

developed financial markets, and a business-friendly legal 
and regulatory framework. 

In addition, effective institutional settings relating to PPP 
projects are also desirable. Available data shows that 22 of 
40 Asia-Pacific countries currently have specialized PPP 
agencies, while such agencies are under development in 
another 5 countries.3  Moreover, 14 of 40 countries in the 
region have dedicated PPP laws. For countries without 
PPP laws, there are other relevant laws or regulations in 
place, such as PPP guidelines, public procurement laws 
or concession laws. Together, these PPP specialized units 
and laws help facilitate the preparation, procurement and 
management of PPP infrastructure projects. 
 
The second policy area is to further develop domestic 
capital markets, which help channel available savings into 
investments in sustainable development. Overreliance 
on bank lending means that capital markets in the region 
remain relatively small, with low levels of market liquidity. 
Developing domestic capital markets is a long-term task 
that requires policy actions on various fronts. Among 
other things, two possible policy options are widening the 
investor base and diversifying financial instruments. 

On widening the investor base, more effort could be spent 
on increasing the role of institutional investors such as 
pension funds and insurance companies. The fact that 
liabilities of many institutional investors are long term in 
nature would suggest that institutional investors have 
immense potential to contribute to development finance. 
Yet, globally institutional investors accounted for only 1 
per cent of PPP infrastructure investment in developing 
countries in 2015.4  Some of the key impediments 
include (a) a system that incentivizes fund managers to 
take a short-term view of investments; (b) regulations 
that prohibit institutional investors from investing directly 
in infrastructure; (c) the lack of the required expertise 
to assess infrastructure project risks; and (d) limited 
availability of financing vehicles. 

On diversifying financial instruments, the potential of 
Islamic finance could be further explored. Some of the key 
features of Islamic finance are consistent with sustainable 
development concepts, such as an asset-based approach, 
prohibition of speculative activities, and linkages to the real 
economy. To further enhance the contribution of Islamic 
finance to sustainable development, possible policy 
actions include (a) making a tax and regulatory framework 
more conducive to Islamic finance, e.g. allowing returns 
from profit-sharing sukuk to be tax deductible; (b) 
standardizing guidelines for structuring Islamic financial 
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products; (c) increasing capacity of Islamic financial 
institutions, which are needed to carry out the complex 
structuring of infrastructure projects; and (d) addressing 
the shortages of Islamic financial experts.  

The third policy area is blended finance, which typically 
refers to a mix between funds contributed by private 
investors and funds and risk management tools contributed 
by Governments or multilateral development banks. Some 
of the common instruments of blended finance include 
guarantees, credit lines, syndicated loans and shares 
in collective investment vehicles. According to a survey 
of more than 70 bilateral and multilateral development 
organizations worldwide, the amount of private finance 
mobilized by these and other instruments during the 
period 2012-2015 was about $20 billion annually.5  

The fourth policy area is responsible business conduct. 
One concept is to internalize social and environmental 
costs into market prices of goods and services, which 
would likely make profit-oriented business decisions more 
consistent with sustainable development. An example is 
how to encourage corporates, through a set of incentives, 
to adopt more energy-efficient production technologies, 
the cost of which may be far higher than traditional, 
high-carbon technologies. In addition to incentives, 
Governments could also introduce regulations to promote 
responsible business conduct. An example is corporate 
social responsibility in India, which requires firms with 
certain net worth, annual turnover or net profit to spend 
at least 2 per cent of their net profits on CSR activities.6  
Among other things, such activities should be aimed at 
promoting poverty reduction, education, health, gender 
equality and environmental sustainability. 

The fifth policy area is promoting impact investment, 
which is an investment made in private companies, non-
profit organizations and funds for the purpose of promoting 
social or environmental development while making 
reasonable financial returns. Impact investments can be 
made in various forms and asset classes. In a recent 
survey of more than 200 impact investors worldwide 
(mainly fund managers and foundations), the value of 
impact investments stood at $22.1 billion in 2016, while 
the total capital in India’s impact investing market is about 
$418 million.7   An example of impact investment in the 
region is the $20 million Women’s Livelihood Bond, which 
is aimed at empowering women in selected South-East 
Asian countries.8  Meanwhile, despite its great potential, 
the role of impact investment is still constrained by 
various factors, such as high transaction costs due to the 
complexity of deals and the lack of financial intermediation; 
limited information on the availability and accessibility of 

impact investment funds; and small number of experienced 
impact investors. 

In realizing opportunities that the financing options 
highlighted in this policy brief offer, there are several 
caveats and implementation issues that countries should 
be mindful about. On PPP infrastructure investments, there 
is a risk that fiscal contingent liabilities would increase, as 
Governments may need to take over PPP projects that fail 
to be delivered by bid winners. Moreover, PPP projects 
may potentially lead to high user charges for infrastructure 
services. Meanwhile, on increasing the role of institutional 
investors, while relaxing regulations that restrict these 
investors from investing directly in infrastructure would 
enable portfolio diversification and create stable long-term 
yields, their impact on portfolio risk should be carefully 
reviewed. 
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