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Context of Financing for Sustainable Development 
 
 The assessments of the financing needs for sustainable development vary a great 

deal and each study has many caveats. But we know that the needs for 
infrastructure investment, health, education, social safety nets, and transformation 
to greener economies are huge. Estimates, while subject to many caveats, range 
from 5 to 7 trillion dollars. However, it would not be very productive to contrast 
these huge financing needs with the comparably small size of the annual ODA 
envelope of some $ 135 billion. ODA certainly continues to be important, 
especially for LDCs. But its relative share in meeting the financing for 
development needs will continue to decline compared to other financing sources, 
even if all donors were to meet their commitments in full.  
 

 One reason for this is because domestic and external private sector sources of 
financing for development have risen and will need to continue to rise in 
importance, in particular in this region with its high savings rate and rising pool 
of assets under management. But just as, if not more important is the recognition 
of the potential of domestic revenue mobilization (DRM), and of the criticality of 
effective public expenditure management. From 2002 (the year of the Monterrey 
Consensus on Financing for Development) until 2013, the average tax to GDP 
ratio in developing economies has increased by 2.1 percentage points (from 15.6 
to 17.7 %). For the Asia/Pacific region, the increase was even larger—from 14.5 
% in 2002 to 17.3 % in 2013. As the ESCAP background note highlights, there is 
significant potential for further progress. At current dollars, each additional 
percentage point increase of the tax/GDP ratio (on aggregate for developing 
countries) translates into some $280 to $290 billion—double the total annual 
ODA flows in 2013. In developing Asia that number is amounts to approximately 
$140 billion per annum, almost four times the annual flow of ODA to the region. 
Thus, mobilizing domestic (tax) revenue not only helps to address the financing 
gap. The mobilization of domestic resources also contributes to reducing aid 
dependency and increasing policy ownership at the same time.  

 
Strengthening domestic resource mobilization (DRM) in developing countries has 
long been a central concern of the Fund, and its advice has been highly influential: 

 
 DRM is critical to reduce poverty and improve infrastructure; achieving the 

MDGs, for instance, was estimated early on to require some low-income countries 
to raise their tax-to-GDP ratios by around 4 percentage points. The centrality of 
taxation in the exercise of state power also means that more efficient, fairer, and 
less corrupt tax systems can spearhead improvements in wider governance 
relations. 
 

 In emerging market economies and low-income countries, where the potential 
for raising revenue is often substantial, improving compliance remains a 
central challenge. Broadening the base of the value-added tax ranks high in 
terms of economic efficiency almost everywhere. Reforming international 
taxation—high on the global fiscal agenda—will be hard but is especially 
important for developing countries, given their greater reliance on corporate 
taxation, with revenue from this source often coming from a handful of 
multinationals. And there is a strong case in most countries for generating 



substantially more revenue from property taxes. 
 
 The IMF provides extensive (and, with the support of donors, expanding) TA 

to strengthen DRM. Over the last 4 fiscal years, the Fund has provided nearly 
500 tax policy and administration TA missions to a substantial majority of 
member countries, with extensive delivery also from the 8 Regional Technical 
Assistance Centers RTACs and resident/peripatetic experts. One of these centers 
is located in Fiji with a focus on supporting Pacific Island developing 
economies. 

 
 The Fund is developing new tools to assist developing countries in assessing 

and improving their tax systems. For example, with the support of development 
partners, the Fund has developed and piloted a new tax administration 
diagnostic assessment tool (TADAT) – now under the direction of an 
independent Secretariat located in the Fund. It is designed as a tool to assess tax 
administration performance in an objective fashion, using an evidence-based 
approach that will identify the strengths and weaknesses of tax administrations. 
In doing so it will provide an assessment baseline that can be used to determine 
reform priorities and investments, and, with subsequent repeat assessments, 
highlight reform achievements. 

 
But there are many challenges for developing countries to strengthen DRM: 

 
 These countries have to cope with extensive informality (sometimes up to 60 

percent of GDP), weak revenue administrations (often with poor governance), 
shallow use of financial institutions, and issues of base erosion and profit 
shifting by multinationals. 

 
(Reference: IMF Board Paper on “Revenue Mobilization in Developing Countries” 
March 2011: http://www.imf.org/external/np/pp/eng/2011/030811.pdf ) 

 
There are a number of reforms developing countries can undertake to strengthen 
DRM, in particular: 

 
 Improving revenue administration, for example, through a proper 

functionally structured organization, focused attention on large taxpayers, a 
clear strategy to address noncompliance, and good leadership to fight 
corruption. 

 
 Strengthening the VAT—which has proved a robust source of revenue in many 

developing countries—as exemptions, preferential rates, and poor compliance 
have eroded tax bases; even poorly targeted spending instruments are often 
enough to offset any adverse impact on the poorest. 

 
 Maintaining revenue from corporate income taxes—particularly important in 

low- income countries, where the CIT raises some 17 percent of total government 
revenue, and where tax incentives such as tax holidays frequently significantly 
erode the tax base. 

 
 Reducing evasion and avoidance of personal income taxes (which generally 

raise little revenue in developing countries), especially by the very rich—this 
could be addressed more forcefully, with significant potential for revenue 
enhancements.   

 
 Regarding the taxation of high income and wealthy individuals, policy options 

include the shaping of the progressivity of Personal Income Tax, reviewing the 
efficient taxation of capital incomes; and deciding the proper role of inheritance 



and wealth taxes. 
 
Effective and transparent taxation of the extractive industries can also be an 
important source of revenue for many developing countries: 
 
 The challenge is in ensuring appropriate revenue from oil, gas, and mining. This 

is an increasingly important source of revenue in many developing countries, 
often accounting for 50 percent of total revenue in petroleum-rich countries and 
20 percent in mineral-rich ones. The Fund provides extensive TA in the design 
and implementation of fiscal regimes in the extractive industries, typically 
recommending a combination of royalties (to secure some minimum level of 
revenue from the start of production) and a tax on economic rents (to ensure a 
reasonable share of upside returns). 

 
(Reference: IMF Board Paper on “Fiscal Regimes for Extractive Industries: Design and 
Implementation” August 2012: http://www.imf.org/external/np/pp/eng/2012/081512.pdf) 

 
Addressing the challenges of aggressive tax planning by multinationals, while 
i m p o r t a n t  for developed countries, can be critical for developing countries: 

 
 International cooperation against tax evasion and avoidance is crucial. The 

Fund has for many years dealt extensively with these issues in its TA work with 
developing countries, and has an active work program on international taxation.  
Most recently, staff of the Fiscal Affairs Department (FAD) completed a paper 
assessing the extent and type of fiscal spillovers caused by aspects of countries’ 
tax systems on other countries—with particular emphasis on those impacts for 
lower income countries, as well as the main channels through which those effects 
may occur for such countries. In this area, the Fund strongly supports the G20-
OECD BEPS (Base Erosion and Profit Shifting) initiative and the work of the 
Global Forum on Transparency and Exchange of Information for Tax Purposes.  

 
(Reference: “Spillovers in International Corporate Taxation,” paper to informally engage 
the Executive Board, May 23, 2014; and FAD Paper on “Issues in International Taxation 
and the Role of the IMF” June 2013 
http://www.imf.org/external/np/pp/eng/2013/062813.pdf ) 

 
Fighting illicit financial flows supports efforts against tax evasion and corruption: 

 
 Tax offenses generate large sums of money that need to be laundered in order to 

be integrated into the financial system for use by tax offenders. Robust anti-
money laundering (AML) controls limit opportunities for the banking system 
from being misused by tax evaders. 

 
 Strong AML controls assist in limiting corruption in revenue administrations. 

They are designed to help ensure detection, prevention and suppression of profit-
motivated crimes, which include corruption of revenue administration officials 

 
(Reference: LEG Paper on “Anti-Money Laundering and Combating the Financing of 
Terrorism (AML/CFT) Report on the Review of the Effectiveness of the Program” May 
2011: http://www.imf.org/external/np/pp/eng/2011/051111.pdf ) 

 
 
 
Despite the challenges, a number of countries have been successful in significantly 
increasing their domestic revenues: 

 
 There are examples of lower income countries that have significantly increased tax 



ratios (by 3 percent or more), such as El Salvador, Mauritania, Tanzania, and 
Vietnam. This has been achieved through tax base broadening and simplification, 
and improving revenue administration. 

 
Energy taxation  
 

 Many energy prices are set at levels that do not reflect environmental damages, 
notably global warming, local pollution and traffic congestion. In doing so, they 
forego an efficient way to meet revenue needs that are acute in many countries—
or to reduce reliance on more damaging ways of raising revenue. In order to get 
the prices right, fiscal instruments must be center-stage in ‘correcting’ the major 
environmental side effects of energy use; taxes on coal, natural gas, gasoline, and 
diesel must reflect these environmental costs. 

 

 The IMF recently published on a book entitled Energy Subsidy Reform: Lessons 
and Implications. This book provides a comprehensive set of estimates of energy 
subsidies for 176 advanced and developing economies. These subsidies are 
estimated at about US$2 trillion (nearly 3 percent of global GDP or 8.5 % of total 
government revenues) in 2011. On a “pretax” basis these subsidies reached almost 
$500 billion worldwide in 2011 (0.7 % of global GDP or 2 % of total government 
revenues). The book outlines how energy subsidy reform can create substantial 
fiscal space to finance high priority public spending, enhance growth, and lower 
poverty and inequality. It also discusses the beneficial implications of energy 
subsidy reform for climate change. It is estimated, for example, that removing post 
tax subsidies could lead to a 15 percent decline in CO2 emissions.  


