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How to Finance our Future?
i Why this iIs so difficulta®

SDG®s: 5 Trill USD annually in tote

I+

I+

The system is unstable: >10 events annually

I+

Resistent to change: Multiple Lockin effects

I+

Takes a century to balance the world

SDG®s: 2/ 3 are gl obal commons

I+

Shadow Economy- lllicit transactions

I+

Changing the Mindset: Additional liquidity required

I+



The global value chain simplified:
aCent r a-IConmeenci&kl Banking - Goods and Services -
Shadow mar ket and the Rest éo

Shadow
economy




The Rational of the conventional approach:
aRedi stri bute mon-degs-t hrough taxat

phil anthropy in order to finance
End-of-Pipe-Fi nanci ngéod

Shadow
SDG
economy -
.
A
. 0,7-2%
R AL e, . 2

Regulation - Trickling down - Redistribution



The Rational Behind The Block Chain Technology:
dZomplementary - Parallel - Optional - Regulated -
Li quidity Beyond Redistributing M

Regulatory
Corridor

Shadow
economy




Why Blockchain associated Technology?

A Trust (Social Capital)

A Transparency (Tax Evasion, Fraud, illicite Transactions, Corruption)
A Targeted (Ensured investment/consumption smart contract)

A Resilience (anti-cyclical, steering, regional, sectoral wealth)

A Authentication (who is who?)- Authorization (Permission to do)-
Accountability (Who did what?)

A Pareto -superior (Jobs, negative Externalities, green growth, tax
revenues, stabilizing CPI)



A Dual currency Approach: Financing the Future
awWwhat i1 f we rode a Bi ke with two

Pre-distributive additional Liquidity:
Earmarked for SDGs, running in parallel,
using Blockchain, smart social contract: 68%

Different Channels

Impact on AML/CFT:
reverse human trafficking, income gag
Social capital, productivity

=plifele]le Positive Externalities SDG 4-5 Trill USD
sector

"

Red i stri buofiPiep e®EnFd nanci ng:

Co-financing through taxes, fees,charity,
regulation, de- and reinvestment: 0.5-2%

500 Bill USD



Sustainability Development Solutions
a No -sonlreductionist - multi-stake and multi level
Dondot mi ss: Monetary Regul ati oneéeo

GOVERNMENT TECHNOLOGY GEOENGENEERING RENEWABLES MONETARY REGULATION

g -e:

FINANCE CORPORATE WORLD

il

LIFESTYLE / MIND SET SOCIAL PACT DIGITIZATION INTEGRAL EDUCATION

o
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e | 2 | — 11
‘ &9 o000 0T THE GLOBAL SOLUTIONS
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Summary: Blockchain - lllicit Transactions
Financing the Future:

Parallel- additional- regulated - targeted Liquidity (1 Trill USD/a)

BC ensures a mechanism that enabl ¢
(do not rely on CSR, charity, voluntary commitment, resolutions or moral
imperative, taxes or fees)

Traceability- Trust - Tracking - Transparency- Transactions costs

If done in the right way: cheap fast - resilient- fair

7/24 Mechanism

Pareto-superior



"You never change a system

by fighting the existing reality;

to change something, build a new one

t hat makes the existing

Buckminster Fuller
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How are we doing sixty years on?

Yy First UN Development Decade (1961Mobilise Foreign Resources

I Low Domestic Savings Made Foreign Resources Necessary

i 0.7% of Developing Countriesdo GDP:
I Sixty + Years later: Objective Never achieved,

i After 1970 Dominated by Negative Net Private Financial Flows

Yy First UNCTAD Conference (196M\tobilise External Trade

I Declining Terms of Trade may swamp financial flows

I Prebisch Let us OEarn our Way to Develaa
Yy SDTreatment GSPreferencesBuffer Stocks
I Tendency to decline until 1970s then 20046 2008

Yy Monterrey ConsensusMobilisation of Domestic Resources
X

First Pillar: Supportive enabling environment; Good governance; Control of corruption; Sound
macroeconomic policies; Public resources/budgeting; Sound banking systems; Micro
finance/SMEs d including women and rural areas; Capacity building, with special focus on
Africa

T Innovative Sources of FinanceAirTicketTaxes, Financial Transactions Tax, lllicit Financial
Flows, Corruption

Y FFD FollowJp: Public Resource Mobilization




Public Sector Resourc®lobilisation?

Yy TheoPaddti@er 6 has rMobillisgesources to
Yy GovernmentRevenuecannotbe a oOsourceo of Fir

Yy The Government oBudget Bal ancebo
I Determined by:National Income

A National Income determined by
A Privatedomestic expenditure

A Net foreign expenditure

A Public expenditure

Itis DOMESTIC Demand that is the problem
Government does controPublic Expenditurepolicy
WhatPrivate Resources should itMobilise
Employment Policy and Environment&olicy

Governmenthas little control over ForeignDemand
A Depreciation of exchange rate, Lowages

<SS TS

Government Can Attract Foreign Finance
N Firesale of assets.owwages Highinterest rates




15t Public ExpenditureObjective Employment

Y No matter the level of development,
y

Every economy faces the problem of finding
employment for Disguisedinemployment

T  Becausetechnical innovationreduceslabour coefficients as it increases
labour productivity

Y Reli ance on Fi scal Pol il cy

Yy PromotingPrivateInvestmentleads to creation of
excessive financial liabilities and financial fragility

Yy If government supports full employment you have a
floor on growth equal to the rate olabour force growth

Yy If there is productivity then this rate is levered up
Yy Policy Proposal GovernmentGuaranteedEmployment




2hd Objective: Transformation of Productive
Structure

Prebisch Lewi s: Transfer oUnderempl oye
higher productivityoccupations

Develop Manufacturing to Absorb Agricultural workers

Higher wages due to higher technical progress in Industry raise living
standards and demand for risinglomestic manufacturingoutput

<

<

But Innovation in Manufacturing reduces employment per unit
output

CreatesUnemploymentin Industry
Develop Services to Absorb Unemployed Manufacturing workers

Innovation produces higher per capita income as it reduces
demand forlabour per unit of output

No matter the level of development, the problem repeats: Finding
employment for Disguised unemployment

And this requires sectoral policy and government institutions

<SS S

Sectoral Policy: Transformation of Productive Structure




3" Objective Build Domestic Financial System

Y Schumpet er : [ephota nacfe d asp itthael 10s m,

Yy Innovationby entrepreneursrequires credit creation:

Yy Bankscancreatepur chasing power oout

I becausethey operate the payments system

Yy The Public Sector can do this toocreate purchasingpowerout of
nothing

Y Requiresan Effective Fiscal system:

I Taxes are a liability that can be extinguished only by means of
acquiring government issued promises to pay

I You can only acquire these | OU
the government

y Efficient Taxation is only required to allow the government to
create purchasing power out of nothing to finance development

Yy Not tofinance expenditures

Yy lllicit Flowsof Financed TaxEvasion

Yy Erodesthe Abilityof Governmentto FinanceDevelopment




4th Objective: Development Friendly International
Financial System

SSS X

— <

Bretton Woodscommitmentto exchangestability placed a
limit on DevelopmentFinance

Borrowers had to get export surplus to repay IMéans
NEGATIVE NET TRANSFER OF RESOURCES!!

PostBretton Woods: Private Capital Flowsafter crisis an IMF
programrequiredto guarantee that you would export to repay
private lenders

Manage International Capital Flows

Free capital markets determine the domestic structure of
production

Extractive Industries
Soft Commodities
Deindustrialisation



International Payments System

Keynes used oObanking principlect
To create financing for external deficits out of nothing
And finance development by preserving global demand

The IBRD would never do this

The current proposals for Regional development banks do not
do this

This system is more efficient that supporting international
capital flows for development finance

Create Regional Clearing Unions

<SS S T

LDC clearing unions




5th Public ExpenditureObjective Sustainable
Development

Public Employmentcan be directed to EnvironmentalAreas
GreenJobs

Use Capital AccountBudgeting
MACRCEconomicCoherenceAccounting

S TS

ForeignFinanceRelativeto DomesticFinance




Summary

<SS

1 Mobilise Domestic Employment
2 Domestic Sectoral Transformation of Production Structure
3 Mobilise Domestic Finance: Monetary Sovereignty

4 Manage International Financial Flows or Build a
Development Friendly International Financial System

5 Build an Environmentally Sustainable Development Strategy
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www.levyinstitute.org

Graduate Programs




« CONFERENCE ON

4 ) FINANCING

( SUSTAINABLE
DEVELOPMENT

CURBING ILLICIT FINANCIAL FLOWS

Beirut, 28-29 November 2018

Session 4

Domestic Resource
Mobilization — Implications
of Illicit Financial Flows

Financing for Development Office
Economic Development & Integration Division



wo SOUTH
’ CENTRE

South Unity, South Progress

llicit Fmanmal Flows and
Domestic Resource Mobilization

Manuel AMontes

Conference on Financing Sustainable Development:
Curbing lllicit Financial Flows

Beirut, 2829 November 2018



Outline
ADisciplines from IFF

o Corporate tax liabilities/behavior
o IFF Tax avoidance facilities not just evasion

ADRM and sustainable development
ARestricting IFF facilities

5 SOUTH
. CENTRE

South Unity, South Progress




Google: Double Irish w/ Dutch Sandwich

[ Customer |

5upp
mark ng,
Hﬂym/\\
Hathurlands
Unltal:l
Kingdom
United
States
Managed \y Headquarters of
; the group,
by H ] research and

development, eic.
Transf;r;f P Er;s_ - ! .

27

Source: IMF 2013

Doe mij maar een
Double Irish met
een Dutch
Sandwich

1. Separate entity
principle

2. Arms length
transfer pricing
on goods and
services

SOUTH
@ CENTRE

South Unity, South Progress



Google: Double Irish w/ Dutch Sandwich

ACreate subsidiaries (separate entities)
under control of the Father firm

AMove profits from high tax jurisdictions
to low or notax jurisdictions

A Avoid withholding taxes on transfers

AMove intellectual property to low tax
jurisdiction

ACharge for services on the use of

Intellectual property by subsidiaries In
high tax areas
SOUTH

b . w= CENTRE
South Unity, South Progress




Google: Double Irish w/ Dutch Sandwich
AUsers of Double Irish w/ Dutch Sandwich
A

A After 2020, no more double Irish (no new user
DIWHU %87 UHSODFHG
'HYHORSPHQW %R[u

A Separate entity principle practice and arms
length pricing reinforced by BEPS g5 SOUTH

o 29 NEBRS C E N TR E
South Unity, South Progress




