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| NTRODUCTI ON
1. The present report reviews progress made in the inplenentation of the

obj ectives set out in chapter 33 of Agenda 21 (Financial resources and

nechani sns), 1/ taking into account the decisions taken by the Conm ssion on
Sust ai nabl e Devel oprent on that subject in 1993, 1994, 1995 and 1996, at its
first, second, third and fourth sessions. Chapter 33 of Agenda 21 provides an
agreed framework for the financing of sustainable devel opnent, and is related to
the inplenentation of all other chapters of Agenda 21

2. Agenda 21 acknow edges that, in general, the financing for its

i npl enentation will come froma country's own public and private sectors.
However, it clearly places the financing of sustainable devel opnent wi thin the
gl obal econom c context by stating that devel oping countries will need
substantial new and additional funds for the inplenentation of sustainable

devel opnent programmes, and that official devel opnent assistance (ODA) shoul d be
a main source of external funding for those countries, especially the |east

devel oped countri es.

3. Interestingly, the nost inportant source of external finance for
devel opi ng countries since the United Nati ons Conference on Environment and
Devel opnent (UNCED) has been private capital flows, particularly for Latin
Anerican and Asian countries that have enbraced outward-| ooki ng strategi es and
sound nacroeconom c policies. Neverthel ess, the conclusions and recomendati ons
of international experts have regularly enphasized that while private flows are
a necessary condition for sustainable devel opnent they are not sufficient,
because first, nost of the poorest countries do not obtain substantial anmounts
of private capital, and second, sustainable devel opnent requires sone types of
soci al and environnental investnents that do not attract private capital

4. There have been three nmain devel opnents concerning the flow of public
resources to devel oping countries since UNCED: first, a decrease of ODA in both
absolute ternms and with respect to donors' gross national product (G\P), which
at 0.27 per cent in 1995 was far fromthe Agenda 21 target of 0.7 per cent;
second, successful inplenentation of many debt relief progranmmes, which have

i nproved the debt indicators of nmany devel oping countries or slowed their rate
of deterioration (although further efforts are still needed in sub-Saharan
Africa and other highly indebted poor countries); and third, some shifts in

of ficial devel opment finance toward social and environmental areas (see

table 2).

5. As regards innovative financial mechanisns that can rai se new and
additional funds, some have already been inplenmented. Although so far they have
raised only a small ampbunt of resources, they represent a prom sing source of
finance for the future. Anong those nmechanisns the npst inportant at the
national |evel have been econonmic instrunents, such as pollution charges, taxes,
subsi dy reductions and tradeable pernmt programmes. At the international |evel
sone prom sing progress has been achi eved by joint inplenmentation programmes,
international environmental funds and national environmental funds, which have
started attracting external financial resources.
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6. In the area of finance, the work of the Commi ssion in the UNCED foll ow up

process has benefited fromwork by the Bretton Wods institutions, the

Organi sation for Econom c Cooperation and Devel opnent (OECD) and ot her

i nternational organizations. |In addition, three expert group neetings on
financial issues of Agenda 21, held at Kuala Lunmpur in 1994, at den Cove, New
York, in 1995, and at Manila in 1996, which were sponsored by various donors,
provi ded val uable inputs. A fourth expert group neeting on financial issues was
convened at Santiago at January 1997, sponsored by the Governments of Chile and
t he Net herl ands.

7. Sections |-1V bel ow provide a nore detail ed assessnment of the perfornmance
of financial nechanisns since 1992, and categorize major devel opnents as
significant advances, pronising changes and unful filled expectations.

. KEY OBJECTI VES AND MAJOR EXPECTATI ONS

8. The main objectives of chapter 33 of Agenda 21 are (a) to establish
neasures concerning financial resources and nechani sns for the inplenentation of
Agenda 21; (b) to provide new and additional financial resources that are both
adequate and predictable; and (c) to seek the full use and continuing
qualitative inprovenent of funding nechanisns to be utilized for the

i mpl ement ati on of Agenda 21.

9. Agenda 21 recogni zes that, in general, a country's own public and private
sectors shoul d provide the bulk of the resources for sustainabl e devel opnent
financing. However, ODA was expected to be a nmain source of external funding
for devel oping countries, especially for |east devel oped and ot her | owincone
devel opi ng countries. Thus, UNCED reaffirmed the target of 0.7 per cent of
devel oped countries’ GNP for ODA. Debt relief of both | ow and m ddl e-i ncone
devel opi ng countries was al so an explicit concern in Agenda 21, which called for
neasures to address that problem Chapter 33 al so urged that policies be

i mpl emented to increase the level of foreign direct investment (FDI). In
addition, UNCED raised expectations about the contribution of innovative
financi al mechanisms to the nobilization of new and additional financia

resour ces.

[1. SIGNIFI CANT ADVANCES | N THE FI NANCI NG OF SUSTAI NABLE DEVELOPNMENT
10. The two maj or devel opnents concerning financial resources and nechani sns
for sustainabl e devel opment since UNCED are the unexpectedly large increases in

private capital inflows to devel oping countries, and significant progress
towards the alleviation of the external debt burden of devel oping countries.

A. Private capital fl ows

11. The average of annual private capital flows - excluding export credits -
to devel opi ng countries from CECD Devel opment Assi stance Conmittee (DAC
countries in the three-year period from 1993 to 1995 was about $126 billion

(about 62 per cent of the total net resource flows from DAC countries to
devel opi ng countries), which conpares with a $60 billion annual average for the

/...
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peri od 1990-1992 (which then represented about 45 per cent of the total net
resource flows fromDAC).2/ More inportantly, FDI from DAC countries, a type of
investment that is nmore stable and reliable than portfolio i nvestnments and
i nternational bank loans in the long term has increased froman annual average

of $25 billion (about 19 per cent of total net resource flows) in the period
1990- 1992 to an annual average of $47 billion (about 23 per cent of total net
resource flows) in the period 1993-1995 (see table 1). 1In real terms, both

total private flows and FDI have al nost doubl ed between 1992 and 1995.

12. Devel opi ng countries have expressed their concern that private capita
flows, in particular portfolio investments, are very volatile, which poses a
threat to the stability of exchange rates. Recognizing that, in general, |arge

external capital novenents are likely to be the market response to changes in
expect ati ons about donestic econonic perfornmance, the 1995 neeting of the
International Monetary Fund (I MF) Interim Committee enhanced the M- ability to
nonitor the econom c policies of menber countries and increase the transparency
of national policies through inproved and nore tinely provision of data. |M
has al so substantially increased its capacity to provide enmergency funds in case
of future threats of currency collapse. At its fourth session, the Comm ssion
reconmended further in-depth studies on that issue.

13. Devel opi ng countries are concerned that private capital flows are
concentrated in a few devel oping countries (12 countries accounted for about

80 per cent of total private flows and three quarters of FDI in devel opi ng
countries during the first half of the 1990s), nostly middl e-income countries in
Asi a (which accounted for about two thirds of the expansion of total private
flows) and Latin Anerica that have adopted outward-I|ooking strategi es and sound
nmacr oeconom ¢ pol i ci es.

14. It can be argued that if one neasures those flows relative to devel opi ng
countries’ GNP, both private flows and FDI have been nore evenly distributed
than their absolute figures indicate. |In fact, the average ratios of FD to G\P

have i ncreased for all devel oping regions since 1990. Neverthel ess, an anal ysis
of those figures across countries shows that the ratio of FDI to G\P of the
poorest countries is still less than half of that of m ddle-incone devel opi ng
countri es.

B. External debt

15. One of the nost inportant reasons why the poorest econonmies do not attract
private capital is their high level of external debt relative to export
capacity. The high |evel of debt paynments has a negative effect on donestic

i nvestmment, including the investnment necessary to attract private capital

16. Debt -t o-export ratios - the main indicators of an econony's ability to
repay its debt - of nost middle-incone devel oping countries has substantially

i nproved in the 1990s.3/ The debt problens of the 1980s for m ddl e-incone
devel opi ng countries have been alleviated through a conbi nati on of sound
donmestic economic policies, liberalization of international trade and capita
nmovenents, rescheduling of bilateral external debt and the introduction of new
i nstruments, such as Brady bonds and debt conversion programes (of which debt-
equity swaps have undoubtedly been the nost successful, particularly in Latin

/...
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America until 1994). However, the debt burden of heavily indebted | owincome
countries has not inproved in the | ast several years. 1In fact, those countries
paid only 39 per cent of their total debt service in 1994, and their average
debt service ratios are expected to nore than doubl e between 1994 and 1997. 4/
That burden has obvi ously hanpered their devel opnent potential and will continue
to do so. In fact, the external debt problem of [owincone countries has been
repeatedly identified by the Conm ssion as a threat to achieving sustainable
devel opnent, and a nore conprehensive and durabl e approach to assist those
countries has been recomended (see E/ CN. 17/1996/38).

17. During the past few years, inportant efforts have been made to address
that issue. Bilateral donors, particularly the Paris C ub, have gradually put
in place nore conprehensive debt rescheduling and debt relief programes that in
sone cases may eventually amount to 80 per cent reductions of selected debt
stocks. The International Devel opnent Association (|IDA) Debt Reduction Facility
has al so had an inportant inpact on reducing the comercial debt of the poorest
countries through buy-back progranmes. Those initiatives have achi eved the
stabilization and even reduction in sone cases of the debt stocks of the
countries involved, and have thus hel ped to decrease the rate of growth of the
ratio of debt stock to exports. However, that ratio is still unsustainably high
and continues to increase. One of the reasons for that deterioration, despite
the efforts of debt alleviation programmes, is that such programmes have only
addressed partial aspects of the debt problem |eaving sone of the |argest
conponents of the external debt problem such as nultilateral debt, unresol ved.

18. In that context, the initiative of the IM- InterimConmittee and the | M
Devel opment Committee, which at their April 1996 neeting proposed a new
framework of action to resolve the debt problens of poor heavily indebted
countries, is a real breakthrough, because that initiative is based on a

conpr ehensi ve approach to the solution of the debt problemthat recognizes that
all the main creditors (bilateral and multilateral) of a particular country
shoul d cooperate and coordinate their contributions to the alleviation of the
recipient's debt burden. The initiative will target the external debt of 41 of
the worl d's poorest and nost heavily indebted countries, and its inplenentation
wi Il be conditional on sound donmestic economc policies.5 Total costs are
estimated at $5.6 billion to $7.7 billion (depending, anmong other things, on the
export performance of the debtor countries), provisionally divided anpong
multilateral (57 per cent), bilateral (41 per cent), and private (2 per cent)
creditors. Plans call for phased debt relief by bilateral and private creditors
to be topped off by enough nultilateral debt relief to bring countries to a
sust ai nabl e debt position

[11. PROM SI NG CHANGES | N THE FI NANCI NG OF SUSTAI NABLE DEVELOPMENT

19. G ven the current scarcity of public resources, additional funds need to
be nobilized through increased use of economic instruments (general tax reforns,
eco-taxes, subsidy reduction and tradeable permt schenes), increased
private-sector involvenent, national environnental funds and innovative
international financial nechanisns. |In addition, further shifts in priorities
of international organizations in the allocation of resources to sustainable
devel opnent objectives are required



E/ CN. 17/ 1997/ 2/ Add. 23

Engl i sh
Page 7
A. Donestic econonic instruments
20. Donestic economic instruments can contribute to the financing of

sust ai nabl e devel opnent in two ways: as an incentive to reduce environmentally
harnful activities and as a source of revenue for sustainable devel opnent
programes. Proceeds from environnental economc instruments inplemented to
date, however, are sometines returned to industry to finance environnental

i nvestments and sonetinmes used to reduce other taxes, thus becom ng "revenue
neutral .

21. In principle, econonic instrunents could be effective and efficient
instruments for financing sustainable devel opnent. In practice, however, their
i mpl ementation has been linmted due to inportant political and adm nistrative
obstacles. The npst inportant obstacles are their perceived effects on incone
distribution and conpetitiveness, the need for a well-devel oped adm nistrative
infrastructure to levy them and the lack of full know edge about their
econom ¢, social and environnmental consequences. However, such nechanisns are
i ncreasingly being used in CECD countries, as well as in sonme devel opi ng
countries and econom es in transition

22. Exanpl es are general tax reforns involving new taxes on fossil fuels
conpensat ed by changes in income and general energy taxes in Norway, Denmark
and Sweden; donestic eco-taxes, such as carbon taxes in Finland and the

Net herl ands: taxes on air and water emi ssions in several Eastern European and
Asi an countries; taxes on pesticides and fertilizers in several CECD countri es;
subsi dy reductions, such as the reduction of environmental unfriendly farm and
coal production subsidies in several OECD counties; and tradeable permt
programes such as the tradeabl e sul phur di oxi de emi ssion permt schene in the
United States of America and transferable fishing quotas in Iceland and New
Zeal and.

23. Wth regard to CECD countries, studies have shown that first, economc
instruments do affect the behaviour of polluters and users in the expected
direction; second, in general, undesired effects of econom c instrunments can be
conpensated for by the use of other policy instrunments; and third,

redi stributional schemes can help to protect industries fromthe potential |oss
of international conpetitiveness that may result fromthe inplenentation of
econoni ¢ i nstrunents.

B. National environnmental funds

24. Envi ronnental funds are innovative financing nechani sns that can poo
revenues fromvarious types of resources (earnmarked taxes and charges,
concessional grants or |oans, debt-for-nature swaps, interest on endowrents
etc.) to provide long-termfunding for environnental programes. The success of
t hose nechanisns is reflected in their grow ng nunber in devel oped and
devel opi ng countries and economes in transition that have adopted them 6/

25. Advant ages of those mechani sns are that they provide a relatively stable
source of funding; attract finance fromdiverse sources, including externa
sources; provide accurul ated expertise in identifying and managi ng environnent al
projects at the national or local levels; and can build capacities of |oca
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conmuni ti es and non-governmental organi zati ons. However, they do not al ways
address broader social and econom c concerns, they do incur relatively high
adm ni strative costs, and they may not always provide the |legal and financia
saf eqguards that donors require.

C. Donestic private investnment in sustainable devel opnent

26. Private-sector investnent can be very effective in pronoting econonic
growm h and can at the sanme time have positive social or environmental effects.
Exampl es are efficient power production, water supply and treatnent, renewabl e
ener gy, waste managenent, and the application of cost-effective and cl ean

t echnol ogy.

27. In that context, the Comm ssion has repeatedly rem nded Governments of the
necessary conditions for sustained private investnment, including the adoption of
macr oeconom ¢, |egal and environmental policy frameworks that are clear,
credible and stable. In addition, the protection of property rights and access
to finance by the private sector are of great inportance. Access to finance can
be facilitated by deregul ated donestic financial narkets, pronoting co-financing
and venture capital funds, build-operate-transfer schemes for the financing of
infrastructure projects, and privatizing utilities.

D. International financial nechani sns

28. There are sone successful nodels for international financial mechanisns,
such as joint inplenentation programes (e.g., the pilot phase for activities
i mpl enented jointly (AlJ) established by the Conference of the Parties to the
United Nations Franmework Convention on dimate Change at its first neeting and
i nternational environnental funds (e.g., the dobal Environment Facility (GEF)
and the Montreal Protocol Environnental Fund (MPEF)) which have transferred
devel oped country resources to devel oping countries for investnments in
sust ai nabl e devel opnent related to the protection of the global environnent.

29. After the successful conpletion of its pilot phase, GEF was repl eni shed
by $2 billion in 1994.7/ Joint inplenmentation progranmes have expanded
significantly: the secretariat of the United Nations Framework Convention on
Cimate Change reported to the Conference of the Parties to the Convention at
its second meeting 32 ongoing or planned AlJ activities worldw de. 8/ However,
both the GEF and AlJ programmes are still small relative to the need for
external funds for the inplenentation of the gl obal aspects of Agenda 21

30. The incentives for devel oped countries to participate in joint

i npl enent ati on progranmes coul d be substantially enhanced through the

est abl i shnent of binding commtments on gl obal and national em ssion reduction
targets (which are absent during the current AlJ pilot phase of the United
Nat i ons Framewor k Convention on Cimate Change, and are due for review at the
end of the decade). Further replenishments of international environnental funds
shoul d be considered, and the 1997 negotiation for a new three-year
repl eni shment of GEF will have special inportance in that regard. Both joint

i mpl ement ati on programes and international environmental funds are seeking nore
i nvol venent of non-governmental organi zations and private-sector investors in

/...
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exi sting and new programmes. GEF and MPEF provi de good exanpl es of how public
funds can | everage private resources.

Fi nanci ng sust ai nabl e devel opnent: the Wrld Bank

Since UNCED, the Wirld Bank has enbraced the concept of sustainable
devel opnent, bal anci ng social and environnental concerns in its |ending
programes. There are two prom sing devel opnents that confirmthat trend.?
First, the increased interest of the Wrld Bank in the environnmental and
social effect of its projects in devel oping countries, and second, the tenth
and el eventh replenishnents of its concessional |lending arm |DA

As regards the environmental and social concerns of the Wbrld Bank
starting froma small portfolio for environnental issues before UNCED, the
Bank’s | oan portfolio for environnental projects reached $10 billion in 1995
and $12 billion in 1996 (distributed across 137 projects in 62 countries and
153 projects in 68 countries, respectively). Thus, about 36 per cent of the
Bank's | endi ng since UNCED has either targeted the environnent directly or
had sonme form of positive environmental effect. Furthernore, in 1995 the
Bank started providing “green accounting” of the $87 billion it has
comitted in the past four years (1993-1996). It has also actively
participated in the nmanagenent of GEF and MPEF, and has started
i ncorporating environmental and social assessnents into Bank-financed
proj ects.

The main challenges for the future role of the Wrld Bank in
sust ai nabl e devel opment are to conpl ement project-specific environnmenta
assessnents with a sectoral and regional environnental focus; increase the
i nportance of social assessnments of its projects; increase the involvenent
of the private sector in sustainable devel opnent projects; and inprove
avail abl e information on gl obal and environnental trends.

As to funding for I DA agreenents have been reached on the funding
for DA 10 and I DA 11 since UNCED. Agreenent on the funding of I DA 11 was
reached in March 1996, after difficult negotiations. That pledge, together
with other | DA resources (fromI|DA 10 carry-over, credit paynments and
contributions of the International Bank for Reconstruction and Devel opnent),
will enable IDA to fund a programe of special drawing rights (SDR) of
14.5 billion over the next three years, down 6 per cent on estinmated
requirenments and al so bel ow the SDR of 16 billion of IDA?®

aSee Mainstream ng the Environnent, 1995 issues, and Finance and
Devel opnent, Decenber 1996.

®See Devel opment Cooperation, 1996 report (Paris, CECD).
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I'V.  UNFULFI LLED EXPECTATI ONS
31. The major unfulfilled expectations can be found within the areas of CDA

and i nternational tax schenes.

A Oficial devel opnent assistance

32. The average ODA in the period 1993-1995 was | ower than in the period 1990-
1992, both in absolute terns and as a percentage of GNP (which at an average of
0.29 in the period 1993-1995 was the | owest level in decades).9/ Only four
countries achi eved the Agenda 21 ODA goal of 0.7 of donor's GNP: Denmark,
Sweden, Norway and the Netherlands (see table 2). Measured at 1994 prices and
exchange rates, ODA decreased by 9 per cent between 1990 and 1995 (see table 1).

33. The di sappoi nting performance of ODA is particularly inportant for the
poor est devel opi ng countries (average ODA to the | east devel oped countries has
decreased to below 0.10 of donors' GNP in the first half of the 1990s, far bel ow
the 0.15 target of the United Nations Programre of Action for the Least

Devel oped Countries), which have little access to other sources of externa

fi nance.

34. The main reasons for the poor performance of ODA in the early to md 1990s
i ncl ude budgetary austerity in donor countries, poor performance of aid

reci pients and the belief of some donor countries that private capital flows can
substitute for ODA to some extent.

35. At its third session, the Comm ssion proposed ways to enhance the
ef fecti veness of ODA through the el aboration of national sustainable devel opnent
strategies, with the participation of all interested parties; the use of ODA to

| everage additional donestic and external resources, through such schenmes as co-
financing, joint ventures, underwiting of country risks and venture capita
funds; and the pronotion of public and political support in donor countries for
rai sing ODA | evel s.

B. International innovative nmechani sns

36. Traditionally, Covernments have been unwilling or reluctant to cede
soverei gn taxation power to international bodies. As a result, not much
progress has been nade since UNCED in the discussion of international taxes,
such as the international tax on air transport, the Tobin tax or an

i nternational carbon tax.

37. In its discussions, the Conmi ssion has focused on the proposed
international air transport tax and the Tobin tax. Although there is agreenent
that both taxes could be an inportant source of revenue, there is currently
insufficient political will to go nuch beyond the di scussion of technica
detail s.

38. Wth respect to international tradeable em ssion permts, the United
Nati ons Conference on Trade and Devel opment (UNCTAD) has undertaken extensive
research on the design and inplenentation of an international tradeable
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gr eenhouse gas em ssion progranmme, 10/ and is currently cooperating with the
Earth Council to develop a pilot em ssion narket.

39. At its substantive session of 1996, the Econom ¢ and Soci al Counci
di scussed new and i nnovative ideas for generating funds for economc
devel opnent, and concluded that nore research was necessary on that topic.

V. EMERG NG PRI ORI TI ES

40. The Conmi ssion has di scussed the issue of financial resources for

i mpl ementating the UNCED comm tnents by taking a conprehensive and bal anced
approach that focuses on external, donestic and innovative sources of finance.
In spite of significant progress in the discussion of finance for sustainable
devel opnent at both the national and international |evels, nore research work on
the formul ation of policy options needs to be undertaken to consolidate the
progress achieved so far and address a | arge nunber of unresol ved issues.

41. Anong the nost inportant unresolved issues, for exanple, are the
unful filled UNCED comm tnents on ODA and the crisis of devel opment aid in
general. Oher issues concerning external finance include the unresolved debt

probl em of some devel opi ng countries and the controversial relationship between
FDI and sustai nabl e devel oprent.

42. Wth respect to domestic resource nobilization for sustainable

devel opnent, it may be necessary to consider a wi der range of instrunents and
nechani sns, and to discuss reforns in such areas as public expenditures
(subsidies, mlitary spending and unproductive public expenditures).
Furthernore, policy guidance is needed on how to redirect financial resources
t hrough macroeconom ¢ and structural reforns. |In addition, it will become
increasingly inportant to discuss how greater private-sector participation in
the financing of sustainable devel opnent can be achi eved.

43. As to innovative mechanisms, at the national level it will be nost
important to pronote environnental taxes and charges and learn fromthe
experiences of countries that have nmade significant progress in that regard. At
the international level, the main issues are to enter into a debate on politica
obstacl es and to discuss technical problens in greater detail

44, The above- nentioned exanpl es of unresolved issues in the debate on finance
for sustainabl e devel opment outline to sonme extent the unfinished agenda at the
national and international levels. A fourth expert neeting on financial issues
of Agenda 21 was scheduled to be held at Santiago from8 to 10 January 1997 to
provi de anal ysis and devel op policy options on sone of the unresol ved issues.

Not es
1/ See Report of the United Nations Conference on Environment and
Devel opnent, vol. |, Resolutions Adopted by the Conference (United Nations

publication, Sales No. E.93.1.8 and corrigendum, resolution 1, annex II
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2/ The informati on on DAC countries contained in this section can be

found in Devel opment Cooperation, 1994 and 1996 reports (Paris, OECD). The

i nformation on non-DAC countries can be found in Wrld Debt Tables, 1996
(Washington, D.C., Wrld Bank). It is inportant to clarify that the DAC figures
do not include portfolio equity investnents or any type of capital flows that
devel opi ng countries obtain from non-DAC countries (mainly other devel opi ng
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