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We need to invest more resources if we want to achieve SDGs

« The world is in danger of missing the SDG targets

« Many different methodologies exist which attempt to
estimate the funding gap

« The gap is generally estimated to be around $2.5T or
around 2% of world GDP per year

Annual Investment Needed to Meet SDGs

Today's Funding
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Source: https://www.bridgespan.org/insights/library/impact-investing/what-is-impact-investing

Long way to go to achieve SDGs

more than 660 million people lack access
to a clean source of drinking water
water scarcity affects over 40% of the
global population and is expected to rise
several hundred thousand children die
each year from preventable water and
sanitationrelated diseases
approximately one billion people
worldwide live without access to electric
power

nearly three billion people use wood,
coal, charcoal or animal waste for
cooking and heating, causing health risks
congested and inadequate ports, airports
and roadways also impede economic
growth

about one billion people live without
access to an all-weather road, restricting
health, education, employment and
trade.



The financial gap is largest in lower income countries

Infrastructure Gap as share of GDP, 2016-2040*
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Significant investments are needed in almost all SDG sectors

Investment gap in key SDG sectors
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FIGURE 2 Investment gap for developing countries

Source: Authors using UNCTAD estimates — World Investment Report
2014, UNCTAD.

Source: https://www.ifc.org/wps/wcm/connect/842hb73cc-12b0-4fe2-b058-d3ee75f74d06/EMCompass-Note-73-Closing-SDGs-Fund-
Gap.pdf?MOD=AJPERES&CVID=mSHKI4S



The investment gap is likely to keep growing

Projected Actual World Infrastructure Investment vs Required
Investment
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m Missing Investment

Takeaways

Investment in
infrastructure needs to
increase from = 3% of
world GDP to = 5% to
reach the SDGs by
2030

Annually there is a
shortage of around
$2.5T on avg. over the
next 10 years

If the gap is not closed
it will grow to around
$33 trillion by 2030

75% of investments
are required at the
subnational level and
1.3T in Africa



Where will the missing funds come from?

SOURCES OF FINANCING

DOMESTIC

Tax Private
revenues savings

FOREIGN

Private inflows
(e.g., FDI,
portfolio

investment,
remittances)

Public inflows
(e.g., ODA,
debt, other

official flows)

FIGURE 1 Potential sources of financing for the SDGs

Source: https://www.ifc.org/wps/wcm/connect/842hb73cc-12b0-4fe2-b058-d3ee75f74d06/EMCompass-Note-73-Closing-SDGs-Fund-

Gap.pdf?MOD=AJPERES&CVID=mSHKI4S




Table 8: The SDG Financing Gap as a Percentage of Global Wealth

Average
2019 p)
0 030 2019-2030
% GDP . . 0
Advanced Economies 0.9% 0.4% 0.7%
% GDP . . 0
World 0.5% 0.2% 0.4%

Source: https://sdgfinancing.unsdsn.org/static/files/sdg-costing-and-finance-for-LIDCS. pdf



Aid and Growth in Africa (/0-year moving averages) Graph by William Easterly

Perspectives, Summer 2003, reproduced on KarmaColonlalism org

Graph by Wilam Easterly, "Can Foreign Ald Buy Growth ?* in Journal of Economic
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Remember, aid cannot achieve the
end of poverty. Only homegrown
development base on the dynamism
of individuals and firms in free
markets can do that.

When you are in a hole, the top
priority is to stop digging.

-william Easterty

Shortcomings of Aid

Not enough aid (Jeffrey
Sachs)

Conditionality,
upwards accountability
to donors

Lack of local ownership
Sets wrong incentives

Aid shields states from
the need for
responsible
governance (Brett,
2010)

Even donors have false
incentives to lend too
much (Stiglitz, 2003)



Some might say that we need to focus on attracting private finance
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What does this leave us with? — A need to focus on domestic finance

SOURCES OF FINANCING

DOMESTIC FOREIGN

Tax Private Private inflows

revenues [l savings (e.g., FDI, Public inflows

(e.g., ODA,
debt, other
official flows)

portfolio
investment,
remittances)

FIGURE 1 Potential sources of financing for the SDGs

Source: https://www.ifc.org/wps/wcm/connect/842hb73cc-12b0-4fe2-b058-d3ee75f74d06/EMCompass-Note-73-Closing-SDGs-Fund-
Gap.pdf?MOD=AJPERES&CVID=mSHKI4S



Domestic Resource Mobilization is key

Tax Revenue/GDP compared with GDP/per capita across countries (2016)
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The birth of the modern state is tightly connected to taxation
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If we finance via DRM we also tackle the critical spending problem

Strong governance in three areas can
save almost 40% of spending

Fact-based  Streamlined Making the Spending

project delivery most of
selection existing
infrastructure

Sources: https://www.mckinsey.com/~/media/McKinsey/Business%20Functions/Operations/Our%20Insights/Bridging%20global%20infrastructure%20gaps/Bridging-
Global-Infrastructure-Gaps-Full-report-June-2016.pdf



e Structural factors

o  Agricultural

o Informal economy Don't tell me what you value.
o Corruption . Show me your b“dget and I'll
tell you what you value.

« Lack of political interests — Joo Biden

o If you can access foreign, why tax local

o If you can put off-balance sheet why tax
local

o If you fix DRM you may close taxloop
holes that powerful people benefit from

o If you focus on DRM, foreign investors
have less opportunities
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What has the ROSRA been able to achieve — Results from Kiambu
County, Kenya

Problem Outline OSR Kiambu County

$25,000,000

« Low property tax collection

« Low tax receipt from public hospitals $20,000.000
« Accounting challenges and perception of embezzlement = **®*%®
ROSRA Recommendations $10,000.000

° Re-zoning for property tax $5,000,000

. Digitalisation of tax processes .

2013/2014 2014/2015 2015/2016

« Audit of accounting processes and discovery of
“unearned revenue at sale”

Outcomes

« Increased —from ~S12M to ~S24M — revenue collection
in 2015/2016

« Improved accounting processes
« Improved government hospital accountability

« Increased intergovernmental transfers




The ROSRA decomposes the revenue gap by revenue stream to

$60,000,000

$40,000,000

OSR Gap

$20,000,000

Actual OSR
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allow reform prioritization
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OSR Potential & Gap Analysis by Revenue Stream

$57,823,308

$47,695,883

§11,091,882

Gap Breakdown

Other
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[ Health
B SBP Gap
[ Land Rates
[ OSR Gap
B Actual OSR

Why is it important to
analyze the Revenue Gap?

It provides a direct
measurement of the
degree to which an
administration is effective
in maximizing OSR. The tax
gap is thus a crucial
component of results-
based management for an
administration. Factors
contributing to the gap can
be identified without
necessarily estimating the
size of the gap. Breaking
the gap down provides
insights on the issues of
each stream and the
strategy which should be
pursued for revenue
maximization



The journey of the ROSRA so far...
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Conclusion

« The Financing Gap is huge

« Many options exist to fill it

« There is an over-emphasis on foreign funding

. Domestic Resource Mobilization is key to closing the gap

« DRM requires political will and needs to be more central in the discourse

o UN-Habitat can help to optimize Own Source Revenues
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