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Tax revenue of the Asia-Pacific countries, 2016 or 
laterst year, percentage of GDP 

Figure 1.

The Index for Risk Management1 (INFORM) reveals 
that countries with special needs2 – least developed 
countries in particular – are susceptible to conflict 
due to: 

a. High levels of socio-economic vulnerabilities 
such as multidimensional poverty, inequality, 
vulnerable people and aid dependence; and

b. Weak coping capacities as captured through 
their institutional and infrastructure deficits.  

The multidimensionality of conflict and its 
interdependence with sustainable development 
suggest that sustaining peace essentially requires the 
pursuit of mutually reinforcing holistic development 
and peaceful outcomes. Creating and sustaining a 
peaceful environment that addresses these structural 
‘risk factors’ of conflict is thus a long-term pursuit that 
can only be sustained by ensuring a stable source of 
financing.  

Countries with special needs face numerous 
structural impediments to development such as the 
lack of direct territorial access to the sea resulting 
in isolation from world markets for landlocked 
developing countries; geographic isolation and lack 
of economies of scale of small island developing 
States; and the low human development and 
productive capacities of least developed countries. 
Compounded by a higher level of susceptibility 
to conflict, domestic revenue mobilization is likely 
to be weak and inadequate. External assistance 
such as official development assistance (ODA) 
will therefore have to provide the initial resource 
impetus for policy actions in many countries with 
special needs. Additionally, institutional refinements 
for sound public finance, including tax policy and 
public expenditure management, are vital to create 
conditions that sustain peace. For example, greater 
expenditure in social sectors reduce levels of extreme 
poverty and could mitigate the risk factors that lead 
to humanitarian crises and disasters. Similarly, tax 
policies can also serve to reduce inequalities and 
promote investment.

Addressing the resource constraints of fragile 
countries with special needs

At present, Asia-Pacific countries with special 
needs are constrained by low tax revenue levels –  
averaging around 15.8 per cent of GDP compared 
with 17.6 per cent for the rest of the region and 18.5 
per cent for the rest of the world (figure 1). 

Building more effective, efficient and accountable tax 
systems is therefore a priority. These systems must 
guarantee a systematic broadening of the tax base 
and an effective shift of the financing burden to more 
affluent parts of the society. Targeted and progressive 
taxation, combined with the right blend of public 
spending on social and environmental benefits, are 
also essential for ensuring shared prosperity and for 
reducing inequalities, which is an instrumental risk 
factor and therefore critical to sustaining peace.

Most countries with special needs tend to rely on 
indirect taxes with a lower redistributive impact. 
Indeed, the share of direct personal, corporate 
income or wealth taxes, which have greater equity 
implications, remains low at about a third of total tax 
revenue in countries with special needs, and 45.9 
per cent for the rest of the region. This is significantly 
below the OECD average of 55.8 per cent. Thus, 
there is a clear need to employ policies that will 
increase the share of direct taxes and significantly 
increase their redistributive impact.

9.0
13.8

10.2 9.6 9.0

17.7
5.3

6.1 6.7
4.7

16.56

0.0

5.0

10.0

15.0

20.0

25.0

30.0

Asia Pacific
advanced

Small island
developing

states

Landlocked
developing
countries

Other
developing

Least developed
countries

Indirect Tax/GDP Direct tax/GDP Asia Pacific average

Source: ESCAP, based on data from International Monetary Fund Government 
Finance Statistics, and International Monetary Fund Article IV Consultation Reports. 
Note: These estimates are for 2016 or latest available year.



2

Greater tax revenues are also required to close 
infrastructure gaps in countries with special needs. 
This is important, considering that sustainable and 
resilient infrastructure is effective in mitigating conflict 
risks and sustaining peace by providing access to basic 
social and infrastructure services. Indeed, improved 
road connectivity and information and communications 
technology infrastructure can significantly enhance the 
capacity of societies to cope with crises and disasters 
and thus contribute further to sustaining peace. Yet, 
while public finance is a key element of sustainable 
development and peace building, catalysing private 
capital and expertise will be necessary as countries 
with special needs need to spend an estimated 10.5 
per cent of their GDP annually to close the development 
gap in infrastructure.3 

As a practical way to engage private capital for 
infrastructure financing, public-private partnerships 
(PPPs) offer great promise. While many countries in the 
region are in the process of developing the necessary 
legal, regulatory and institutional frameworks for PPP 
transactions, government capacity constraints in 
structuring and implementing these transactions stand 
in the way, particularly of efforts to introduce adequate 
transparency, good governance and proper oversight. 
Deeper and more integrated capital markets could 
also support private sector infrastructure projects by 
deepening the pools of capital available to support 
long-term investments, innovative financing solutions 
and private sector credit enhancement instruments. 
This, however, requires greater harmonization of the 
regulatory architecture governing financial markets and 
services across the region.

Official development assistance and conflict

Notwithstanding the importance of strengthening public 
finances, in many countries with special needs official 
development assistance (ODA) will continue to play an 
important role in financing sustainable development. 

Sustaining peace is a long-term endeavour that requires 
a coherent and predictable framework of development 
cooperation, especially in States that are at risk of 
conflict. Moreover, the sectoral allocation of ODA is 
equally important in promoting longer-term sustainable 
development outcomes. Therefore, it is imperative that 
determination of ODA deployment factors in the twin 
objectives of strengthening socio-economic drivers and 
building peace, as the two are mutually supportive.

Indeed, there is increasing recognition that “development 
cooperation in fragile States differs fundamentally from 
engagement with ‘normal developing countries’ and that 
success requires that aid donors and recipients alike 
‘do things differently’ by designing aid interventions 
that reflect the unique context of fragility in each State” 
as agreed at the Fourth High Level Forum on Aid 
Effectiveness.4 This is especially important considering 
that significant capacity deficiencies exist in human 
resource endowments in many of these countries.

However, flows of ODA continue to fall short of 
international commitments and ODA continues 
to be fragmented. As the causes of conflict are 
multidimensional and require an integrated approach, 
streamlining ODA flows and enhancing synergies 
among donors is particularly important. Indeed, the 
structural and institutional impediments of high-risk 
countries warrant a more attuned approach to allocating 
and utilizing ODA. 

The Addis Ababa Action Agenda on Financing for 
Development acknowledges “the development 
challenge posed by conflict, which not only impedes 
but can reverse decades of development gains, […] 
the peacebuilding financing gap, and the importance 
of the Peacebuilding Fund.”. Indeed, trends in official 
development flows suggest that a substantial volume of 
ODA does flow to conflict-stricken countries. Moreover, 
allocation patterns reveal that in the Asia-Pacific region, 
a significant share of ODA disbursements has gone 
to five countries with special needs that have been 
classified as high-risk and, in the case of Afghanistan, 
very high-risk (figure 2).

Although information and monitoring deficiencies 
limit an in-depth assessment of the level of alignment 
between ODA and conflict prevention priorities, 
global patterns reveal that a significant proportion of 
funding is channeled towards humanitarian activities. 
However, flows towards the goals of legitimate politics, 
security and justice remain inadequate.5 This pattern 
is slightly different in Asia and the Pacific, although 
countries with higher-risk levels do receive a higher 
percentage of humanitarian assistance when assessed 
relative to countries with lower-risk levels. Overall, a 
higher proportion of ODA is allocated towards social 
infrastructure and services (figure 3). 

The flow of ODA to high-risk countries or fragile 
States is also marked by a high degree of volatility, 
which is perhaps a result of political decisions taken 
in donor countries rather than the outcome of long-
term programming and planning. In terms of sectorial 
allocation, limited ODA is channelled towards peace 
and security as well as conflict prevention purposes 

Official development assistance to Asia-Pacific 
countries with special needs, by INFORM risk 
class, 2007 - 2016 

Figure 2.
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in Bangladesh, Myanmar and Papua New Guinea, 
which are each categorized as high-risk countries. 
This is consistent with findings that allocation towards 
such purposes spike only after large-scale conflict 
emerges.

One reason for this may be because the 
complementarities between the short-term goal of 
securing peace and the long-term goal of development 
is often poorly understood by donors. 6 The pursuit of 
these goals requires resources and while initially they 
must be provided by the international community, in 
the longer-term building national fiscal capacities is 
critical for ensuring durable peace. Thus, development 
cooperation in fragile settings must also embed the 
priorities of enhancing domestic capacities to mobilize 
more resources in addition to laying the economic 
foundations for prosperity. 

Given the complex multidimensional and 
multidirectional interplay between peace and the 
domains of sustainable development, an integrated 
and coherent approach that is cognizant of the 
linkages between these elements is critical to 
sustaining development in fragile, high-risk settings. 
Such an approach is already underway and represents 
a shift from previous arrangements when various 

dimensions of peace-building, including political, 
security and development objectives, were handled 
separately and conflict prevention was considered 
“nobody’s business”. 

Ensuring ODA flows to countries that are currently 
exhibiting symptoms of fragility is critical to avoiding 
a delayed and costly response. Effectively, ODA 
must be aligned to the twin objectives of building 
strong foundations that minimize the “risk factors” of 
conflict while simultaneously fostering the institutional 
“conditions” to secure peace. Unfortunately, global 
trends reveal that international resources tend to be 
directed to post-conflict States while fragile States that 
are still on the cusp of conflict receive relatively little.7 
Perhaps donors prefer not to engage with countries 
they label as “difficult partnership” countries, due to the 
institutional shortcomings that may make the delivery 
of ODA and its implementation difficult. Despite 
these challenges, donors should not shy away from 
engaging with fragile countries. Rather, ODA to such 
States must be uniquely tailored to account for lower 
absorptive capacities and accountability standards.

1 Published and managed by the Inter-Agency Standing Committee and 
the European Commission, the Index for Risk Management (INFORM) 
measures the risk of humanitarian crises and disasters occurring by 
tracking the three conceptual dimensions of risk-exposure, vulnerability 
and coping capacity. See www.inform-index.org.
2 Countries with special needs comprise of least developed countries, 
landlocked developing countries and small island developing States.
3 ESCAP, Asia-Pacific Countries with Special Needs Development 
Report 2017: Investing in infrastructure for an inclusive and sustainable 
future, Sales No. E.17.II.F.9 (Bangkok: United Nations, Economic and 
Social Commission for Asia and the Pacific, 2017). 
4 UNOHRLLS, Effective support for fragile and post-conflict least 
developed countries: Fragility as a development challenge. United 
Nations Office of the High Representative for the Least Developed 
Countries, Landlocked Developing Countries and Small Island 
Developing States (2013). Available at http://unohrlls.org/custom-
content/uploads/2013/09/Effective-support-for-fragile-and-post_
conflict.pdf. 
5 OECD, States of Fragility 2015: Meeting Post-2015 Ambitions (Paris: 
OECD Publishing, Organisation for Economic Co-operation and 
Development (2015). 
6 James K. Boyce, Post-conflict recovery: Resource mobilization 
and reconstruction, Background paper prepared for United Nations 
Department of Economic and Social Affairs (DESA) Expert Group 
Meeting on Post-Conflict Recovery and Economic Insecurity, 30 
November 2017 (New York, 2008).
7 Victoria Levin and David Dollar, The forgotten States: Aid volumes 
and volatility in difficult partnership countries (1992-2002), Summary 
paper prepared for the Development Assistance Committee Learning 
and Advisory Process on Difficult Partnerships (2005).
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Figure 3.
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