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How to Finance our Future?
¡Why this is so difficult¤®

± SDG®s: 5 Trill USD annually in total

± The system is unstable: >10 events annually 

± Resistent to change: Multiple Lock-in effects

± Takes a century to balance the world

± SDG®s: 2/3 are global commons

± Shadow Economy - Illicit transactions

± Changing the Mind-set: Additional liquidity required



The global value chain simplified: 

āCentral banks - Commercial Banking - Goods and Services -

Shadow market and the Restéô
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SDG

The Rational of the conventional approach:

āRedistribute money through taxation - fees -

philanthropy in order to finance SDGôs:

End-of-Pipe-Financingéô

0,7-2 %
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SDG

The Rational Behind The Block Chain Technology:

āComplementary - Parallel - Optional - Regulated -

Liquidity Beyond Redistributing Money to Finance SDGôs.éô
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Why Blockchain associated Technology?

Å Trust (Social Capital)

Å Transparency (Tax Evasion, Fraud, illicite Transactions, Corruption)

Å Targeted (Ensured investment/consumption - smart contract)

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

Å Authentication (who is who?) - Authorization (Permission to do) -

Accountability (Who did what?)

Å Pareto -superior (Jobs, negative Externalities, green growth, tax 

revenues, stabilizing CPI)



SDG

Re-distributive āEnd-of-Pipeô Financing:

Co-financing through taxes, fees,charity,

regulation, de- and reinvestment: 0.5-2%

A Dual currency Approach: Financing the Future

āWhat if we rode a Bike with two Wheels?ô

Pre-distributive additional Liquidity:

Earmarked for SDGs, running in parallel,

using Blockchain, smart social contract: 6-8%

Positive Externalities

Different Channels

500 Bill USD

4-5 Trill USD
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Impact on AML/CFT:

reverse human trafficking, income gap

Social capital, productivity



Sustainability Development Solutions

āNo silo - non reductionist - multi-stake and multi level

Donôt miss: Monetary Regulationéô 

Brunnhuber 2017/ 2018



Summary: Blockchain - Illicit Transactions

Financing the Future:

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

BC ensures a mechanism that enables humans to shift towards SDG®s

(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

that makes the existing less relevant.ô

Buckminster Fuller
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CHALLENGES TO DOMESTIC RESOURCE 
MOBILISATION FOR FINANCING FOR 

SUSTAINABLE DEVELOPMENT

Jan Kregel



How are we doing sixty years on?
ƴ First UN Development Decade (1961): MobiliseForeign Resources

ï Low Domestic Savings Made Foreign Resources Necessary

ï 0.7% of Developing Countriesõ GDP: Official Development Assistance

ï Sixty +  Years later: Objective Never achieved, 

ï After 1970 Dominated by (Negative) Net Private Financial Flows

ƴ First UNCTAD Conference (1964): MobiliseExternal Trade

ï Declining Terms of Trade may swamp financial flows

ï Prebisch: Let us òEarn our Way to Developmentó 

ƴ SDTreatment, GSPreferences, Buffer Stocks 

ï Tendency to decline until 1970s then 2004 ð2008

ƴ Monterrey Consensus: Mobilisationof Domestic Resources 
ï First Pillar: Supportive enabling environment; Good governance; Control of corruption; Sound 

macroeconomic policies; Public resources/budgeting; Sound banking systems; Micro-

finance/SMEs ðincluding women and rural areas; Capacity building, with special focus on 

Africa

ï Innovative Sources of Finance: AirTicketTaxes, Financial Transactions Tax, Illicit Financial 

Flows, Corruption

ƴ FFD Follow-Up: Public Resource Mobilization 



Public Sector Resource Mobilisation?

ƴ TheòPublicSectoró has no Resources to Mobilise

ƴ GovernmentRevenuecannot be a òsourceó of Financing

ƴ The Government òBudget Balanceó is an endogenous variable

ï Determined by: National Income

Å National Incomedeterminedby
Å Private domestic expenditure 

Å Net foreign expenditure 

Å Public expenditure

ƴ It is DOMESTIC Demand that is the problem

ï Government does control PublicExpenditure policy

ƴ What PrivateResources should it Mobilise

ƴ Employment Policy and Environmental Policy

ƴ Governmenthas little control overForeign Demand 

ƴ ñDepreciation of exchange rate, Low wages

ƴ Government Can Attract Foreign Finance 

ñFiresale of assets, Low wages, High interest rates  



1st PublicExpenditureObjective: Employment

ƴ No matter the level of development, 

ƴ Every economy faces the problem of finding 

employment for Disguised unemployment

ï Becausetechnical innovationreduceslabour coefficientsas it increases

labour productivity

ƴReliance on Fiscal Policy a òBlunt Instrumentó

ƴ Promoting PrivateInvestment leads to creation of 

excessive financial liabilities and financial fragility

ƴ If government supports full employment you have a 

floor on growth equal to the rate of labour force growth

ƴ If there is productivity then this rate is levered up

ƴ PolicyProposal: Government GuaranteedEmployment



2nd Objective: Transformation of Productive 
Structure

ƴ Prebisch, Lewis: Transfer òUnderemployedó Agricultural workers to 
higherproductivityoccupations

ï Develop Manufacturing to Absorb Agricultural workers

ƴ Higher wages due to higher technical progress in Industry raise living 
standards and demand for rising domesticmanufacturingoutput

ƴ But Innovation in Manufacturing reduces employment per unit 
output

ï CreatesUnemploymentin Industry

ƴ Develop Services to Absorb Unemployed Manufacturing workers

ƴ Innovation produces higher per capita income as it reduces 
demand for labour per unit of output

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

ƴ And this requires sectoral policy and government institutions

ƴ Sectoral Policy: Transformation of Productive Structure



3rd Objective Build Domestic Financial System

ƴ Schumpeter: Finance is the òephoró of capitalism, 

ƴ Innovationby entrepreneurs requirescredit creation:

ƴ Bankscan createpurchasing power òout of nothingó 

ï because they operate the payments system

ƴ The Public Sector can do this too:  create purchasingpowerout of 
nothing

ƴ Requiresan Effective Fiscal system: 

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

ï You can only acquire these IOUõs by selling goods and services to 
the government

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

ƴ Not to financeexpenditures

ƴ Illicit Flowsof FinanceðTaxEvasion

ƴ Erodesthe Abilityof Governmentto FinanceDevelopment



4th Objective: Development Friendly International 
Financial System

ƴ Bretton Woods commitment to exchange stability placed a 

limit on DevelopmentFinance

ƴ Borrowers had to get export surplus to repay IMF loans

ƴ NEGATIVE NET TRANSFER OF RESOURCES!!

ƴ Post-Bretton Woods: Private Capital Flows ðafter crisis an IMF 

program required to guarantee that you would export to repay 

private lenders

ƴ Manage International Capital Flows

ï Free capital markets determine the domestic structure of 

production

ï Extractive Industries

ï Soft Commodities

ï Deindustrialisation



International Payments System

ƴ Keynes used òbanking principleó for his Clearing Union

ï To create financing for external deficits out of nothing

ï And finance development by preserving global demand

ƴ The IBRD would never do this

ƴ The current proposals for Regional development banks do not 

do this

ƴ This system is more efficient that supporting international 

capital flows for development finance

ƴ Create Regional Clearing Unions 

ƴ LDC clearing unions



5th PublicExpenditureObjective: Sustainable
Development

ƴ PublicEmploymentcan be directed to EnvironmentalAreas

ï GreenJobs

ƴ UseCapitalAccountBudgeting

ƴ MACRO EconomicCoherenceAccounting

ƴ ForeignFinanceRelativeto DomesticFinance



Summary

ƴ 1 Mobilise Domestic Employment

ƴ 2 Domestic Sectoral Transformation of Production Structure

ƴ 3 Mobilise Domestic Finance: Monetary Sovereignty

ƴ 4 Manage International Financial Flows or Build a 

Development Friendly International Financial System

ƴ 5 Build an Environmentally Sustainable Development Strategy



THANK YOU

www.levyinstitute.org
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South Unity, South Progress.

Illicit Financial Flows and
Domestic Resource Mobilization

Manuel F Montes

Conference on Financing Sustainable Development:
Curbing Illicit Financial Flows

Beirut, 28-29 November 2018



South Unity, South Progress.
26

Outline
ÅDisciplines from IFF

o Corporate tax liabilities/behavior

o IFF Tax avoidance facilities not just evasion

ÅDRM and sustainable development 
ÅRestricting IFF facilities 



South Unity, South Progress.
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Google: Double Irish w/ Dutch Sandwich

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 Unity, South Progress.
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Google: Double Irish w/ Dutch Sandwich 

ÅCreate subsidiaries (separate entities) 
under control of the Father firm
ÅMove profits from high tax jurisdictions 

to low or no-tax jurisdictions 
ÅAvoid withholding taxes on transfers 
ÅMove intellectual property to low tax 

jurisdiction
ÅCharge for services on the use of 

intellectual property by subsidiaries in 
high tax areas



South Unity, South Progress.
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Google: Double Irish w/ Dutch Sandwich 

ÅUsers of Double Irish w/ Dutch Sandwich 

Å

Å After 2020, no more double Irish (no new users 
�D�I�W�H�U�������������������%�8�7���U�H�S�O�D�F�H�G���E�\���´�.�Q�R�Z�O�H�G�J�H��
�'�H�Y�H�O�R�S�P�H�Q�W���%�R�[�µ

Å Separate entity principle practice and arms 
length pricing reinforced by BEPS


