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Foreword
[ —

his year we are reviewing Finland’s role in

strengthening developing countries’ econ-

omies, expanding their private sectors and

building up their taxation capacity. This is a
topical issue in Finland as well as globally. For example,
according to the 2015 Afrobarometer, people in Africa
want jobs, trade and progress above all. In order to make
this a reality, we need well-planned development cooper-
ation, corporate responsibility, and responsible companies
- to open up new opportunities, to share risks, and to cre-
ate jobs. It is important, however, not to lose sight of the
ultimate aim of development policy, which is to reduce
poverty and to improve quality of life.

All people, especially the young, need faith and con-
fidence in the future. Therefore it is important that eco-
nomic growth should also create jobs and prosperity in
the developing countries. The fruits of growth should be
distributed evenly and not accumulate in the hands of
the few. Economic growth must be environmentally and
socially sustainable and it should be increasingly chan-
nelled to improving the wellbeing of ordinary citizens.
The main message of the Agenda2030 is "Leave no one
behind”. This means that we must work to reduce and pre-
vent inequality. We should keep this message in mind in
all policy-making.

The key question of the report is how Finland can best
help developing countries to strengthen their economies,

Aila Paloniemi
Chairperson of the
Development Policy Committee,
Member of Parliament (Centre Party)

Hanna Sarkkinen
1st Vice-Chairperson of the
Development Policy Committee
(Left Alliance)

expand their private sector, and to build more effective
taxation capacity The focus of Finnish development pol-
icy has shifted ever more towards strengthening the pri-
vate sector and towards business-oriented development
cooperation. For this reason, it is crucial to determine the
criterions and terms for development cooperation fund-
ing that aims to strengthen the economies of developing
countries. It is also vital to assess the effects of this spend-
ing on the lives of the average people in these countries. It
is important to estimate how the new priorities and tools
can best add to the achievement of the development goals
laid out in Agenda2030 and to the principles considered
important by Finland. These include the human rights-
based approach, and particularly the improvement of the
status of women and girls.

Finland can make a significant development policy
contribution, even though the sums used are not substan-
tial. It is essential to allocate the funds effectively, and
to safeguard that in all fields Finland can help developing
countries to reinforce their economies, and encourage sus-
tainable growth both domestically and globally. Finland
also has a great deal of expertise to share in such areas as
taxation and good governance. However, a well-managed
development policy requires monitoring, evaluation, and
continuous improvement of its operations. The Develop-
ment Policy Committee wishes to be firmly involved in
this work.

Saara-Sofia Sirén
2nd Vice-Chairperson of the
Development Policy Committee
(National Coalition Party)
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In line with the current Government Programme and the
Government Report on Development Policy, the focus of
Finland’s development policy is now on efforts to strengthen
the economies of developing countries, their private sector,
and tax base. In this report, the Development Policy Com-
mittee examines the implications of these new priorities,
how they will impact Finland’s development policy and it’s
execution in practice.

The new priorities are important, and welcome. The main
issue, however, is how and on what terms the strengthening
of the economies and private sector in developing countries
can meet the rights and needs of people living in these coun-
tries. In the view of the Development Policy Committee, Fin-
land should work to ensure that the poorest people, especially
women and girls, can get a greater share of the economic ben-
efits generated by economic growth. Finland must strengthen
the developing countries’ own resource base, create stronger
foundations for entrepreneurship and economic policy, and
allow more people to benefit economically from the growth
process.

In the efforts to strengthen entrepreneurship in the devel-
oping countries, the quality of the jobs should be an impor-
tant consideration. The criteria for decent work laid out by
the ILO should be adhered to. For this reason, development
cooperation funding should only go to enterprises that oper-
ate responsibly in accordance with national and international
norms, such as the UN Guiding Principles on Business and
Human Rights. The companies must be able to demonstrate
that their business operations can help to reduce poverty. The
impacts of private operators should be assessed both before-
hand and afterwards so that the consistency of their activities
can be ensured and that resources are not wasted. When com-
panies are provided with public sector support, the develop-
ment, human rights and environmental impacts of the activ-
ities will be assessed, and reports on the results are required .

Supporting developing countries in building up their
economies and private sector can be difficult. For this reason,
there must be a strong consensus on the guiding principles and
their content as well as on the degree of their obligatory nature.
This implies that the new priorities need a detailed action plan
and guidelines, which reach over several government terms
and can be easily followed by different actors involved. In par-
ticular clarifications are needed regarding human rights based
approach, the principles of coherence and transparency as
well as results based management. In order to implement the
sustainable development Agenda2030 credibly, Finland must
also have a clear and concrete plan for how to strengthen the
economies, private sector, and taxation capacity in the devel-
oping countries.

During the current government term Finnish develop-
ment cooperation tool kit emphasises the role of Finnish com-

panies in the strengthening of the private sector in developing

countries. This is an important aspect, but too narrow a view
by itself. The Development Policy Committee underlines that
Finland should be more consistent in its efforts to strengthen
the economies and private sector in all partner countries. Fin-
land should do this as part of its development cooperation,
and by pursuing a development policy that is in accordance
with the Agenda2030, as well as by promoting cooperation
with companies. The cooperation should aim at complemen-
tarity, between the actors involved, the financing models, and
the course of action as well as at perseverance in implementa-
tion of the objectives.

The Development Policy Committee would like to point
out that a development policy focused on strengthening
the developing countries’ economies, and taxation capacity,
requires more than just cooperation in the partner countries.
This approach should be examined as an entity that entails
local, regional and national matters as well as the rules, treaties
and chains governing international trade and taxation, which
connect the partner countries in global economy and trade.

We welcome Finland’s Tax and Development Action Pro-
gramme, which is a notable development policy initiative
since taxation is an essential part of the economy in every
country, and it is crucial in ensuring the proper functioning of
asociety and the wellbeing of its citizens. Taxation enables eco-
nomic resources to be retained in developing countries, and
these resources can be used for narrowing down gaps between
countries, and between individuals. It is clearly stated in the
Tax and Development Action Programme that all its goals
require policy coherence as well as cooperation between the
parties involved. Finland should yet clarify its goals in inter-
national tax policy.

As the Development Policy Committee sees it, Finland
would be able to play a stronger role as an international devel-
opment policy actor if it could rely on an action plan for its
multilateral development cooperation. This would increase
openness and monitoring of effectiveness as well as results
based management both within the Ministry for Foreign
Affairs and nationally.

The Development Policy Committee is, however, worried
that the cuts in development cooperation funding, limited
personnel resources, and challenges in performance monitor-
ing complicate the translation of the new development policy
priorities into practical action. The priority-specific targets
should be in accordance with the resources available. The tar-
gets also need clear and appropriate indicators for assessing
their results. Still fewer staff at the Department for Develop-
ment Policy in the Ministry for Foreign Affairs is responsible
for managing an increasing number of different tasks. For
example, only a few people manage private sector cooperation,
even though importance of the sector has grown considerably.
The dimensions of under-staffing are clearly felt in the Finnish

diplomatic missions in the partner countries.
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How can Finland meet the needs of the people in the

developing countries through the private sector and taxation?



1. MORE EMPHASIS ON THE PRIVATE SECTOR AND TAXATION

n line with the Finnish Government Programme

(2015), the focus in Finland’s development policy

is now on strengthening the private sector and the

tax base of the developing countries. The new focus
is important and welcome. In our view it will help in the
long run the developing countries to be more prosperous
and improve the well-being of their citizens, if the benefits
are shared in a fair manner. This requires a broad range
of different measures in the field of economic, labour and
taxation policy. Different actions are also needed in the
labour markets to ensure fair distribution of the benefits
of economic growth among all population groups and
create decent jobs for more people. Finland’s support for
strengthening the private sector and the tax base in the
developing countries promotes this thinking as a part of a
broader UN agenda for sustainable development to which
the developing countries are also committed.

The Government Programme also lists other impor-
tant goals and values, such as strengthening the status
of women and girls as well as promoting human rights,
democracy and good governance. The document also sets
out ways to combat the major threats to humankind, such
as climate change, poverty and shortages of food, water
and energy, as part of Finland’s development policy and
the implementation of the UN Agenda2030 for Sustaina-
ble Development.

The new priority areas of Finland’s development pol-
icy are set out in the report “Finland’s development policy:
One world, common future — towards sustainable develop-
ment”, which was adopted in early 2016. According to the
document, Finland is committed to working towards the

following priorities, during the current government term:

I.  The rights and status of women and girls have been
enhanced

II. The developing countries’ own economies have
generated more jobs, livelihood opportunities and
well-being.

III. Societies have become more democratic and bet-
ter-functioning. This priority area also includes
taxation.

IV. Food security and access to water and energy
have improved, and natural resources are used

sustainably.

Focus of the assessment is on
the new priority areas

In this report, the Development Policy Committee consid-
ers development policy priority areas II and III, highlight-
ing the development of the private sector and taxation in
the developing countries as the main themes. This is an
intentional choice. We want to examine the meaning of
these two new themes and the changes in Finland’s devel-
opment policy arising from them. We will assess the aims
of the Government report on development policy and
the manner in which the aims are promoted at a practi-
cal level. We will also review the direction of the change
set out in the document, the concrete policy measures
adopted by Finland and the manner in which they relate
to the priority areas set out in the report. We will also pres-
ent recommendations based on our observations.

The central question in our report is how and on what
terms do these themes advance Finland in its efforts to
implement the Agenda2030 for Sustainable Development?
Although we will be talking about policies and aims, we
want to retain a human perspective and consider the
rights and needs of the people in the developing countries
in our review. For this reason, we are asking the following
questions:

How can Finland meet the needs of the people in the
developing countries through the private sector and taxa-
tion? How is Finland advancing the private sector in the
developing countries? How well-suited are the existing devel-
opment policy instruments and actors for promoting this
goal and for reducing poverty? How should the companies
participating in the development cooperation act in achiev-
ing these goals? How are taxation and the development of
the private sector connected with each other and with sus-
tainable development? What measures should Finland take
in promoting responsible business and fair taxation? *

The selection of the before mentioned themes does not
mean that we consider the private sector and taxation in
developing countries more significant than the other pri-
ority areas laid out in the Government development pol-
icy report. Our intention is to continue our assessment of
the other priority areas in the coming years. According to
the Government development policy report, all four pri-
ority areas should strengthen and support each other. In
this report we will also review development of the private
sector and taxation in the developing countries as part
of a wider development policy debate as well as part of
the daily reality in these countries. In our view stronger

! In this report, the term “responsible business” refers to business activities that are in accordance with the
Guiding Principles on Business and Human Rights set out by the United Nations (UNGP).



economies, private sectors and taxation capacity will pro-
vide the developing countries with resources that also
support the achievement of the other development policy
goals.

A topical issue globally

The themes and issues selected for this report are for sev-
eral reasons very much actual at the moment. Both in the
UN and the OECD, improvement of the private sector and
taxation capacity in developing countries have received a
great deal of attention in recent years. At the same time, it
is anticipated that companies in industrialised countries
will adopt a stronger and more responsible role in the pro-
motion of sustainable development and in the funding of
the goals. It is even more important for developing coun-
tries themselves to highlight the role of fair international
trade, investment and cooperation between companies in
the achievement of the development policy goals.
Following the Third International Conference on
Financing for Development, held in Addis Ababa in 2015,
there were huge expectations for these themes and the
actors involved to ensure adequate resources for imple-
menting the global agenda for sustainable development.
Strengthening developing countries’ own funding base

and competence has become the issue of the day, and it
is being extensively debated. The implementation of the
Agenda2030, adopted by the UN in September 2015,
will demonstrate what the different actors will achieve in
practice.

Finland’s development policy is based on the
Agenda2030, in which strengthening the private sec-
tor and taxation capacity in developing countries play a
strong role. They are included in the Agenda2030 as con-
crete goals and sub-goals, which are binding on all coun-
tries and actors. Countries like Finland are also expected
to yield results as sustainable development partners (SDG
17). The partnership requires consistent action and sup-
port for developing countries that exceeds traditional
development cooperation. It can entail trade, investments,
technological cooperation and external relations. The
partnership also involves taxation, and in this sector, Fin-
land published its first action programme in autumn 2016.

Finland has many reasons to commit to promoting
sustainable development also outside its national bound-
aries. In particular, the continuous rapid population
growth in sub-Saharan Africa and in some Asian coun-
tries as well as record high young generations require sus-
tainable solutions. Reducing poverty, ensuring livelihood
opportunities and decent work, preventing the widening

e

Financial investments as a development policy instrument

A total of 140 million euros was allocated to financial in-
vestments in the 2016 state budget in accordance with the
Government Programme. Altogether 130 million euros was
allocated to paragraph/clause/subsection 89, Financial in-
vestments in development cooperation (three-year deferra-
ble appropriation) in the 2017 state budget proposal. Of the
financial investments granted for 2016, a total of 130 million
euros was channelled to Finnfund as a loan, while 10 million
was granted as capital increase to the Inter-American Invest-
ment Corporation (IIC) operating under the Inter-American
Development Bank. The criteria for allocating financial in-
vestments are partially identical to those applying to other
areas of development cooperation: The manner in which the
investments are used must be in accordance with the goals of Fin-

land’s development policy and its implementation guidelines. The
investments must also meet the development cooperation criteria
laid out by the OECD/DAC. In addition, the investments must
also be in accordance with the definitions from Eurostat (the
EU statistical agency) under which they may not be included
in public sector expenditure in the national accounts. This
requirement does not apply to other areas of development
cooperation. Financial investments must generate credible re-
turns, the unused part must be returned, interest must be payable
on the loans granted as part of the investment and a repayment
plan must be in place. Statistics Finland defines the eligibility of
each project for financial investments case by case.

-



1. MORE EMPHASIS ON THE PRIVATE SECTOR AND TAXATION

of equality gaps, promoting gender equality and ensur-
ing the functioning of societies are all key issues in the
development policy. Climate change and limited earth’s
resources make the mission particularly urgent. Grow-
ing tensions in international politics and the international
economy make it more problematic to find solutions to
global problems. The situation has been aggravated by talk
and politics of US President Donald Trump emphasising
protectionism and narrow national interests. The growing
uncertainties also have a negative impact on the econo-

mies of many developing countries.

Shift towards business-oriented
cooperation

The Agenda2030 is a major challenge to Finland, as
unprecedented cuts have been made in its development
cooperation budget within a short period of time. As a
result, loans and capital funding (financial investments)
now account for a higher proportion of Finland’s devel-
opment cooperation funding, and the focus in develop-
ment cooperation has shifted towards cooperation with
the private sector. In fact, development cooperation fund-
ing granted as loans and capital investments is now almost
at the same level as financing for multilateral institutions.
This has been the most significant change historically
in Finland’s development policy, and many other donor
countries have made similar decisions.

With the emphasis on private sector, loans and capital
funding, as well as the taxation issues people with no pre-
vious experience of development policy deal with develop-
ment policy issues. On the other hand, a large number of
people with no business experience are now talking about
companies and their operations. Even though the change
provides a significant opportunity for utilising Finnish
expertise, exploiting its development policy potential
requires extensive knowledge and understanding of the
local operating environment and clear target-setting. No
sustainable results can be achieved without them. New
partnerships, such as cooperation between non-govern-
mental organisations and companies, as well as coordina-
tion with other development cooperation actors, are also
required.

Thinking in the line of sustainable development, the
themes discussed in this report and new partnerships
also pose challenges to development policy veterans.
They involve a number of core questions of development

policy, such as the human rights-based approach, policy
coherence, openness and results-based management, and
the practical application of these issues. For this reason,
the change should be examined from the perspective of
the goals and principles of development cooperation and
development policy.

In everyday debate there is often confusion about,
advancement of the private sector in developing coun-
tries, public sector support received by Finnish com-
panies, promotion of exports and the role of different

Thinking in the line of
sustainable development,
the themes discussed in this
report and new partnerships
also pose challenges to
development policy veterans.

types of companies (large companies, SMEs and start-
ups) in the promotion of sustainable development. With
this report, we want to clarify the situation and to bring
stronger development policy analysis to the debate. We
will also be discussing the challenges of strengthening
the tax base in the developing countries and consider the
problem of legal and illicit capital flight. The Development
Policy Committee itself serves as an important discussion
forum for individual experts and their background organ-
isations. In accordance with the mandate from the Finn-
ish Government, our aim is to promote Finland’s devel-
opment policy and provide decision-makers and planning
bodies with concrete recommendations, which we have
jointly prepared for this report with our members: par-
ties represented in Parliament, non-governmental organ-
isations, various interest groups, the UniPID network of
Finnish universities, and expert members. Our aim is that
Finland’s development policy would be in a better posi-
tion to respond to people’s needs in developing countries

through the private sector and taxation. =
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- Background to the assessment -

A glimpse

into the daily reality

indeveloping countriesandintothe
International connections

- —

Strengthening the economies and the private sector of developing
countries will boost economic growth. However, at the same
time it must be ensured that the growth is in accordance with
sustainable development and helps to reduce inequality.



2. A GLIMPSE INTO THE DAILY REALITY IN DEVELOPING COUNTRIES

he development policy programme goals for
the economies and the private sector of devel-
oping countries should be geared towards
strengthening the countriess own resource
base and ensure that the benefits of growth are more
widely distributed. The aim is that the people in develop-
ing countries, including the poorest population groups,
can get a greater share of the economic benefits generated
by the growth. This can be promoted through develop-
ment cooperation, development aid and, more broadly, by
applying such instruments as trade, investment and tax
policies, or by means of responsible business operations.

Successful strengthening of the private sector will gen-
erate decent jobs and opportunities for livelihood, which
are also a prerequisite for sustainable economic growth
and social peace. This is also one of the guiding princi-
ples in Finland’s development policy. The goals aimed
at strengthening the economies of developing countries
are a major part of the UN Agenda2030 for Sustainable
Development and developing countries’ own develop-
ment plans. However, will only realize if there are changes
in thinking and operating patterns. This requires a strong
commitment by developing countries and international
actors and a genuine willingness for change. All Finnish
actors must accept this challenge because strengthening
the economies and the private sector of developing coun-
tries requires more broad-based cooperation and deci-
sion-making, harmonization of development goals with
business practices, understanding of different operating
environments, knowledge of local working life practices,
and risk-taking ability.

The International Labour Organization ILO has exam-
ined the challenges of job creation in developing countries
and especially the role of SMEs in strengthening the econ-
omy. In fact, most of the new jobs are created in SMEs.
According to the ILO report®, these actors have huge
potential but harnessing the potential as a development
resource, especially as an instrument generating decent
jobs, does not happen overnight. The report emphasises
especially the importance of knowledge of each operating
environment, understanding of the dynamics of the unof-
ficial economy in developing countries and understanding
of the links between the national and international politi-
cal-economic actors and goals.

In other words, the development policy supporting
the strengthening of developing countries’ economies
requires more than just cooperation in the partner coun-

tries. It should be examined from an overall perspective,

AND INTO THE INTERNATIONAL CONNECTIONS

and consideration should be given to local, regional and
national issues, as well as the rules, treaties and chains
governing international trade and taxation. They connect
the partner countries players in the global economy and
trade — and ultimately as a part of the daily lives of Finn-
ish consumers and operations of Finnish companies. It
is estimated that about 80 per cent of world trade takes
place within the global production chains of multinational

companies. Sustainable development can only actualise

It is estimated that about
80 per cent of world
trade takes place within
the global production
chains of multinational

companies.

if every part of the chain is functional. A diverse private
sector that encourages participation, supports the rights
of women and encourages them to be equal actors, and
generates decent jobs and economic benefits at local level
is key to this process. Smoothly functioning democracy,
good governance and an active civil society also guaran-
tee an optimal operating environment for business oper-
ations. Internationally, there is a need for a fair economic
policy that is guided by human rights standards and helps
to reduce inequality. It also includes trade agreements
supporting development, increasing the trade capacity of
developing countries, comprehensive and fair tax treaty
networks and the prevention of capital flight, as well as
the combating of the use of tax havens and aggressive tax
planning. This is the field where Finland’s development
policy is positioned and where Finnish development pol-
icy actors operate.

2 Small and medium-sized enterprises and decent and productive employment creation, 2015, International Labour Organization.



Opportunities are overshadowed
by poverty and inequality

There is a great deal of diversity among Finland’s long-
term partner countries. Most of them belong to the group
of least developed countries (LDC) or to so called “fragile

states”?

Many of the partner countries are among the rich-
est in the world in terms of natural resources, while at the
same time, they are among the poorest in terms of income
levels. The situation is further aggravated by fluctuations
in the world prices of raw materials. Even though many
of the countries in sub-Saharan Africa have enjoyed rapid
economic growth, the growth is not necessary reflected
in employment levels and it has not led to a reduction
in poverty or inequality. The workforce has moved from
low-productivity agriculture to low-productivity services
and there has been no growth in the industrial sector. This

is a structural problem common to these countries, which
Finland should tackle with its development policy.

Efforts to reduce poverty and inequality are hampered
by the fact that there is often a close relationship between
the economic and political elites. Furthermore, the cen-
tral government and local communities may have differ-
ent ideas about development needs. There are also major
inadequacies in the implementation and the supervision
of the implementation of laws and other provisions (espe-
cially those concerning human rights) in many partner
countries.

In the poorest countries, the official and unofficial
economies are intertwined and exist side by side. It is
estimated that unofficial economic activity (not generat-
ing tax revenue) accounts for more than half of the econ-
omies of many countries. Moreover, the profits and added
value created by economic growth does not stay in these

Political reality has an impact on business operations

The political and business elites are closely intertwined in
many countries,. In developing countries, the lack of trans-
parency often contributes to the intertwining of public and
private interests. CIP, a Mozambican non-governmental or-
ganisation, has studied joint projects between the state and
the private sector and concluded that companies owned by
the ruling elite are often involved in these projects. As the
knowledge on the real owners of companies is not public,
information about the intertwining of political and economic
interests is only occasionally available.

This low level of openness also affects taxation capacity and
such issues as the implementation of land rights. Several
countries require foreign investors having a local partner, es-
pecially in the natural resources sector. This may also be ne-
cessary for practical reasons. If there are politically influential
individuals behind the local company, the acquisition of the
necessary land areas may proceed smoothly, though it may be
at the expense of the rights of the local communities. The wil-
lingness of the tax authorities to supervise large companies
may also depend on political contacts.

A foreign company may end up supporting unfair and corrupt
operating practices making it more difficult for broad-based
local entrepreneurship to develop. Private sector led develop-
ment cooperation may have opposite development impacts to
what was intended, unless openness and better participatory
opportunities for local people are improved.

Trust and reliability are basic prerequisites in international
business operations. In developing countries, such “social ca-
pital” is of particular importance. When seeking and building
partnerships, European companies and companies in deve-
loping countries must have faith in each other’s technical,
qualitative and economic reliability. At first, a northern com-
pany may only have scant knowledge of the cultural and social
operating environment of a company in a developing country
and its qualitative potential, or even its ownership structure.
Correspondingly, an African company may have prejudices
whether a European company will pursue fair cooperation
that benefits all those involved.

3 Finland’s partner countries are as follows: Afghanistan, Ethiopia, Kenya, Mozambique, Myanmar, Nepal, Somalia, Tanzania,
Vietnam and Zambia. Finland also provides support for Eritrea, the Palestinian Territory, Ukraine, Kyrgyzstan and Tajikistan.
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countries, or is not shared in a manner that reduces ine-
quality. Unstable business environments, unpredictabil-
ity and inadequate protection of ownership rights create
obstacles to both local and international business opera-
tions. In the most challenged countries, local companies,
too, are forced to register abroad for practical reasons.

A low-productivity agricultural sector is also com-
mon to the partner countries. Nevertheless, the sector
provides livelihoods for most of the population, especially
women. For example, in Tanzania, women account for
about 70 per cent of the agricultural workforce, while in
Nepal and Mozambique, the figure is 74 per cent and 80
per cent, respectively. At the same time, the fact that the
youth population is at an all-time high is accelerating the
already rapid process of urbanisation and swell the unoffi-
cial economy. The weak social, legal, economic and polit-
ical status of women and girls and the absence of sexual
and reproductive health services as well as basic health
services keep birth rates and population growth at high
levels. Inadequate management of natural resources, low
education levels, low levels of industrialisation, depend-
ence on basic commodities, and a weak position in inter-
national value and production chains can also be added
to the challenges facing these countries. Climate change
is making the already tough living conditions even more
difficult. Inefficient public sectors, the absence of a func-
tioning democracy and administrative structures, corrup-
tion, low taxation capacity and low tax revenue in rela-
tion to the gross national income require action at both
national and international level. When put together, all
these factors make the improvement of developing coun-
tries’ economies an extremely challenging but even more
important goal.

The bleakness described above is not the whole pic-
ture, however. Economic growth creates opportunities
that should be exploited in a manner that reduces ine-
quality and poverty. Each country has its own dynamics
and strengths. There may also be substantial differences
between regions and population groups within a coun-
try. Identifying these special characteristics is an essen-
tial consideration in all development work, including the
improvement of the economies and the private sector in
developing countries. Positive changes are continuously
taking place beneath the problematic macro level chal-
lenges, and these changes should be encouraged with
development cooperation and development policy.

People have the power of changing their lives and liv-

ing environments. Therefore, it is essential to know the

operating environment in the target countries and the
need and challenges of their private sector. Achieving sus-
tainable results also requires genuine ownership by peo-
ple in the partner countries. The best initiatives often arise
from local needs. The international principles governing
aid effectiveness are also based on the idea of broad-based
(democratic) ownership of developing countries. From
the perspective of business operations and partnerships,
it is important for the activities to meet local demand.
At the same time, the Agenda2030 encourages interna-
tional investments and partnerships supporting sustain-
able development goals. In order to make local needs
and Agenda2030 goals meet, it is essential to understand
requirements of different situations and operating envi-
ronments, and the needs of different actors. The need for
this recognition is not limited to development policy only
but it applies to all policy areas and actors.

Development policy must
consider different needs and
operating environments

According to the Agenda2030 for sustainable develop-
ment, there is a universal need to strengthen econo-
mies and the private sector in accordance with sustain-
able development. Every country also needs sustainable
energy, food security and water solutions, as well as sus-
tainable management of natural resources. The capacity of
the public and private sectors in the poorest countries is
insufficient to ensure sustainable development. For this
reason, both sectors should be developed side by side.
This requires development cooperation as well as interna-
tional investment and trade that can respond to this chal-
lenge. The poorer and more fragile a country is, the more
important it is that the support and cooperation provided
by external parties, trade and investment, aid to promote
sustainable development goals and do not work against
them. Therefore it is vital to safeguard foreign investors
to act in a responsible manner even if it is not required
under local legislation. It is also particularly important to
comprehend the diverse needs of different actors. Prior-
ity should be given especially to the economic empower-
ment of women and girls as well as the poorest and most
vulnerable groups. The needs of the poorest developing
countries and international cooperation do not meet,

however. Development cooperation is not an adequate
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tool for reaching all sustainable development needs of
developing countries and their citizens. In fact, sometimes
it is not even the right instrument for the purpose. On
the other hand, private money does not always reach the
poorest and most vulnerable people. In such cases, devel-
opment cooperation and grants, as well as a responsible
corporate approach — and responsible companies - play
an important role. For many years, Finland has also sup-
ported the economies and the private sector of developing
countries as part of its development cooperation country
programmes, through multilateral organisations and civil
society actors. Finland has also utilised a broad range of
pooled funding models in which support is provided for
such purposes as rural industries, loans and vocational
training. Financial investments or private sector sup-
port should supplement different types of development

AND INTO THE INTERNATIONAL CONNECTIONS

funding and its instruments and help in making more
resources available to sustainable development.

The challenges facing the poorest countries are often
of such magnitude that the threshold for other areas of
cooperation becomes too high. For example, according
to the United Nations Conference on Trade and Devel-
opment, most of the foreign direct investment goes to
emerging Asian countries, Europe and North America. In
the emerging markets, companies prefer countries where
all the necessary operating prerequisites are in place or the
return expectations are higher than the risks.

Consideration should be given to different needs and
capabilities in the planning, allocation and provision of
development funding.  Sustainable development also
requires policy coherence from Finland across different

policy areas and sectors. =

General observations
by the Development Policy Committee:

o In the strengthening of the economies and the private
sector of developing countries, the aim should be to
ensure a greater share of the economic benefits gene-
rated by the economic growth for the poorest people,
especially women and girls. Economic growth must
strengthen developing countries’ own resource base and
allow more people to benefit from the growth process.

o Economic growth, natural resources and the people
constitute a huge potential. Sustainable use of this
potential requires knowledge of the local operating
environment, understanding of the dynamics of the
unoflicial economy in developing countries and comp-
rehension of the links between the national and interna-

tional political-economic actors and goals.

o Women have fewer economic rights than men. This
should be taken into account in all Finlands acti-
vities. Without the gender perspective, the goals of
strengthening the economies, private sector and

taxation capacity of developing countries will not

become a reality.

o Social stability is a fundamental prerequisite for sustai-
nable economy and business operations. For this rea-
son, Finland should emphasise the prevention of armed
conflicts, reduction of armaments and restrictions on

arms trade in its policies.

o The development policy strengthening developing
countries’ economies requires more than just coope-
ration in the partner countries. It should be examined
from an overall perspective and thought should be given
to the rules, treaties and chains governing international
trade and taxation, which connect the partner countries
in the global economy and trade. When implementing
the Agenda2030 and following its development policy,
Finland should reflect this overall perspective and act
in a coherent manner. This obligation applies to all Fin-
nish actors.
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Developing the economies and the private sector of developing

countries requires more specific policy guidelines.



he outlines of Finland’s development policy

for the government term are set out in the

Government Programme. Strengthening the

economies and the private sector of develop-
ing countries is mentioned in the document. It is also set
out as one of the priority areas of Finland’s development
policy in the Government’s development policy report
to Parliament. The report serves as a bridge between the
overall goals laid out in the Government Programme and
their implementation. In this section, we will present the
response provided in the development policy report to
how Finland is meeting the challenge of strengthening the
economies and the private sector of developing countries.
Even though this is a top development policy issue in the
Government Programme, no separate guidelines or action
programmes have been prepared for it. For this reason,
we base our assessment on the development policy report.
We will examine how the goal is defined in the report and
how it is reflected in Finland’s development policy and
development cooperation. We will also be considering
how the approach chosen in the report is in line with the
priority areas and the goals laid out for them - and how it
benefits people in developing countries.

For comparison, it should be noted that in the previous
government term the measures aimed at building up trade
and the private sector in developing countries were set out
in Finland’s Action Plan for Aid for Trade (2012-2015).
No separate action plan has been prepared for the current
government term, and the steering is largely based on the
development policy report. At the same time, the issue is
examined from a broader perspective in the report, as the
priority area (II) covers both the economies and the private
sector of developing countries. The public sector in develop-
ing countries is, however, discussed under a separate priority
area (IIT), which we will review as part of the tax and devel-

opment theme in the last section.

Creating jobs and livelihood
opportunities should also be a
priority in the poorest countries
and the fragile states

According to the report, the goal of strengthening the
economies and the private sector of developing coun-
tries should be achieved through more jobs and liveli-
hood opportunities and well-being. These themes are also
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incorporated in the goals laid out in the Agenda2030 for
Sustainable Development (Goals 8,9 and 12), to which Fin-
land is committed. Under the Agenda2030, Finland must
promote sustained, inclusive and sustainable economic
growth, full and productive employment, and decent work
for all. Finland must also work towards having a resilient
infrastructure, promote sustainable industrialisation and
innovation, and ensure that it has sustainable consump-
tion and production patterns. These goals are binding on
Finland, both nationally and internationally.

In the development policy report, the choice of the goals
is justified by stating that only societies with a solid economic
base can function properly. It is a prerequisite for eliminat-
ing poverty and inequality. Societies need revenue to cover
their spending, for development investments and for basic
services. In particular, employment for young people and
women, as well as decent jobs and livelihood opportunities,
are essential to achieving this goal. Even though the report
does not specify the field of economic activities in develop-
ing countries, it makes a distinction between the private and
public sector. The role of a socially responsible private sector
in the achievement of the goal is emphasised in the report in
general terms and it is linked with the UN Guiding Princi-
ples on Business and Human Rights. The task of the public
administration in developing countries is to create a predict-
able and rules-based economic operating environment in
which human rights are respected and to enable companies
and other businesses to operate and make investments.

Generating more jobs, livelihood opportunities and
well-being is important in every country. The relationship
between these aims is not analysed in the report as it is dis-
cussed as a single issue. In the promotion of the goals, the
emphasis is on Finnish expertise, resource wisdom and
responsibility in the strengthening of business and live-
lihood opportunities. However, there is a gap between
this starting point and the field of development coopera-
tion, which is not adequately addressed in the report. This
becomes particularly clear when the report emphasises the
position of the least developed countries and fragile states in
development cooperation but does not analyse the prereq-
uisites for economic development or the generation of jobs,
livelihood opportunities and well-being in this context. As a
result, no consideration is given to the challenges specific to
the least developed countries and fragile states or the inter-
national links.*

Of Finland’s partner countries, Kenya, Ethiopia,
Afghanistan, Somalia, South Sudan, Nepal and Myanmar

are included in the group of fragile states. According to an

+ Finland is a party to the New Deal for Engagement in Fragile States, which also sets the direction for economic cooperation

with fragile states. There are no references to this in the report.



OECD estimate, about half of all the world’s poor will live
in the fragile states in 2018, which means that this group
of countries is assuming an increasingly important role in
development policy. Even though there are differences
between them, they all have a history of violent conflicts.
Furthermore, nearly all of them are struggling to achieve
their development goals (including those pertaining to eco-
nomic development).

It is understandable that in countries suffering from con-
flicts and humanitarian crises, the focus of cooperation is on
humanitarian aid and development cooperation (especially
on multilateral forms of cooperation). However, when the
conditions permit, starting responsible business activities
may also be an important part of the process of stabilising
and normalising the situation in these countries. When this
stage is reached, consideration should be given to the funda-
mentals of entrepreneurship and a business policy support-
ing it. These efforts could be supported through diaspora
groups, such as immigrants living in Finland.

Companies also offer major innovations supporting the
livelihood of people. A good example of this is Mpesa, a pro-
vider of mobile payment services. It was launched with Brit-
ish development cooperation funding, and has since spread
from Kenya to, among others, South Sudan and Somaliland.

All actors should pay special attention to the causes and
dynamics of conflicts (conflict sensitivity) so that at least
the worsening of the situation can be prevented. In fact, it
is extremely important that Finland takes a consistent and a
long-term approach in its dealings with all developing coun-
tries and adjusts its action in accordance with operating
environments in different countries and people’s needs. For
this reason, the different segments of development coopera-
tion, foreign and security policy as well as external economic
relations should be more carefully coordinated. Joint goals
that are in line with the Agenda2030 should also be outlined
in the development policy report in relation to other areas of
external relations.

Strengthening the economies of
the poorest countries requires a
clear strategy

From the perspective of development policy coherence,
the report focuses on national, good governance and
human rights level when discussing the economies and
the private sector of developing countries. It is important

that a link between the weaknesses in the economic fun-
damentals of developing countries and the problems of
democracy, human rights, public administration, taxation
capacity and public services is identified in the report.
There are also separate references in the report to the
important role of the justice system, independent media
and civil society. This in itself is an important perspec-
tive but it should be accompanied by an analysis of the
role played by international actors in the economies and
the private sector of developing countries. In the report,
this issue is mainly discussed in connection with respon-
sible business, which is not specified in the document in
any greater detail. At the same time, however, the wider
economic picture, which would also cover Finland’s own
course of action and the concrete measures promoting
development policy coherence in trade, investment and
taxation issues is left on the sidelines.

According to the report, Finland will work towards the
goals of strengthening developing countries economies
and private sector by supporting countries’ efforts to build
and strengthen their economic foundations, improve their
business environments, and manage and use their natural
resources responsibly. The governments, local authorities,
companies and organisations in developing countries are the
partners in these efforts and Finland will work to improve
their knowhow and operations. There will also be more
investments and partnerships as well as more extensive uti-
lisation of technology and innovations. In the field of taxa-
tion and corporate social responsibility, Finland will work
to shape international rules and the guidelines of financing
institutions and other relevant actors. Finland will also fund
collaboration among research and educational institutions,
companies, civil society and the public sector to ensure that
the necessary knowhow is strengthened and transferred to
developing countries.

All these measures are extremely important but an
overall picture and concrete targets should be supported by
a clear strategy in which all different activities pursued by
Finland in developing countries and at international level
are laid out. At the same time, there is also a need for a con-
tinuum between the activities Finland currently pursues,
the actors involved and new openings. In the report, the
strengthening of the local private sectors and livelihoods is
mainly examined from the perspective of the cooperation
instruments provided by Finnish companies.

The EU is the most important channel through which
Finland can exert its influence in international trade negoti-

ations. As a Member State, it can promote the efforts to open



the European markets to products important to develop-
ment in developing countries and also support this objec-
tive on a global basis. This is one the most important global
partnership goals in the Agenda2030. A multilateral agree-
ment on trade procedures from the World Trade Organiza-
tion (WTO) - the TFA or Trade Facilitation Agreement —
entered into force in February 2017 after two-thirds of the
WTO members (110 states) had ratified it. The agreement
covers fees and formalities concerning exports and imports
as well as the transit of goods. The purpose of the TFA is
to speed up customs formalities, reduce unnecessary paper-
work, increase access to information and make processes
more predictable. The OECD estimates that, when fully
implemented, the agreement will decrease companies’ trade
costs by an average of between 12 and 17 per cent.

Streamlining trade procedures would mostly benefit
small and medium-sized companies. The agreement also
supports the process of integrating developing countries into
the global economy. Finland supports the implementation
of the agreement in Eastern and Southern Africa in coop-
eration with the World Customs Organization. The aim of
the cooperation is to support the implementation of the TFA
by providing the region’s customs organisations with train-
ing and expert assistance. Finnish Customs is also offering
its expertise and training inputs for the project. Finland is
also supporting the implementation of the TFA by funding
the work of WTO, International Trade Centre (ITC) and the
TradeMark East Africa organisation in developing countries.

Finland is an active participant in the Enhanced Inte-
grated Framework (EIF) programme, which supports the
least developed countries in their efforts to expand their trade
and export capacity in accordance with the Agenda2030.
The aim is to double their exports by the year 2020. Fin-
land is one of the biggest providers of funding for EIF (EUR
10 million in the period 2016-2020) and it is represented
on the EIF board. At the same time, however, no views are
expressed in the report on how Finland could help the poor-
est countries to benefit from international investments.

Finland is involved in the updating of the Aid for Trade
action plan of the EU, which was adopted in 2006. However,
Finland will not prepare a new national Aid for Trade strat-
egy of its own, which will make it more difficult to moni-
tor the targets in this area. In addition to the trade policy,
increasing investments as well as the utilisation of technol-
ogies and innovations are themes emphasised in the devel-
opment cooperation partnerships intended for the domestic
private sector but not for any wider field of actors.
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With regard to development cooperation, the devel-
opment policy report states that activities are planned in
more detail in the country programmes prepared for each
partner country, and that the development policy priority
areas emphasised in the cooperation are laid out in the pro-
grammes. As a rule, in partner countries where a change-
over into commercial cooperation, especially cooperation
between companies, is seen as a feasible option, the atten-
tion will be on the strengthening of these countries’ own
economies and private sector. In that case, there are par-
ticularly high expectations concerning Finnish companies
and providers of loans and capital funding, such as Finn-
fund and international development financing institutions.
In the approach adopted in the development policy report,
the focus is on countries that are about to become, or have
already become, middle-income countries. However, less
attention is paid to the poorest countries, even though
developing their economies and private sectors is at least as
important.

The assumption in the report is that Finland, and espe-
cially such partner countries as Zambia and Kenya, have the
necessary prerequisites to move from development coop-
eration to other forms of cooperation. In the country pro-
grammes, the focus on the private sector is clearest in the
programme with Zambia. Priority in cooperation with this
country is shifting towards other areas of economic cooper-
ation and, in relative terms, there is a gradual scaling-down
of development cooperation. The classification of the part-
ner countries in the report is mainly on the basis of their
income levels.

However, no country classification is static in nature.
Climate change, fluctuations in commodity prices, food
security challenges and migration may quickly change the
situation. Relying solely on the GNI classification does not
produce a sufficiently comprehensive picture of the actual
situation in the countries, or the challenges and opportu-
nities in the development of their economies and the pri-
vate sector. Furthermore, there may be wide gaps within the
countries and between population groups, while gender ine-
quality may also be a major problem. For example, in the
case of Zambia, the report ignores the scale of social ine-
quality or the impact of the recent fall in the price of cop-
per, the country’s most important export commodity, to the
Zambian economy. Of Finland’s partner countries, Kenya
has moved from the group of the poorest countries to the
group of lower middle income countries. However, at the
same time, it is also a fragile state. It is ranked 20th in the

index measuring the fragility of countries.



Supporting the economies and the private sector of

developing countries is part of the implementation of Fin-
land’s Agenda2030.
monitoring the performance targets will require more

Implementing the Agenda2030 and

detailed steering and a more systematic approach than can
be achieved with a report. Producing an overall picture of
Finland’s activities is extremely important from the per-
spective of development policy coherence. For this reason,
the report should be accompanied by guidelines, on which
a consistent Agenda2030 policy, development cooperation,
other forms of cooperation and different actors could rely
and under which they could complement each other.

Implementing the
Agenda2030 and monitoring
the performance targets will
require more detailed steering

and a more systematic

approach.

The report presents each of Finlands bilateral partner
countries and the reasons why cooperation is carried out
in that particular country. In the report, the selection of the
partner countries is justified with the argument that “the tar-
get country will not develop to an adequate extent without
external assistance”. For this reason, the activities that Fin-
land carries out are seen as particularly important in the
least developed countries and fragile states. It is also consid-
ered important that “the supported countries’ own national
development efforts reflect Finland’s values and objectives”
and that “Finnish expertise and strengths can be exploited”.

In the report, the term “Finnish expertise and strengths”
refers specifically to commercial forms of cooperation. The
aim is to move towards them in countries where such a shiftis
possible. The report does not clearly state the extent to which
Finland should reduce poverty in lower or upper-middle-in-
come countries. This is an important issue because an esti-
mated 70 per cent of the world’s poor live in middle-income
countries, some of which are also classified as fragile states.
Rapid population growth in the least developed countries
will change the situation so that in the coming decades, most
of the world’s poor will live in these states. In the report, the
need for development aid is explicitly linked with the coun-
try’s GNI classification and it is emphasised that the poorest
countries should be the main recipients of the aid. There-
fore, it would be consistent if Finland also directed most of
its development aid to these countries. The long-term aspect
should also be considered in the decisions.

According to the development policy report, the fund-
ing for the least developed countries should also remain

above the international recommendation (0.2 per cent of the



GNI) during the current government term. However, this
target will not be achieved, and the least developed coun-
tries are not sufficiently prioritised in development coop-
eration funding. During the current government term, the
funding will remain below 0.15 per cent of GNI, which is
not in accordance with Finland’s Agenda2030 policy or its
development funding commitments. As recently as 2015,
Finnish aid to the least developed countries accounted for
0.23 per cent of its GNI. As a result of the overall cuts in
development cooperation funding, the proportion of the aid
given to the poorest countries will probably remain at pre-
vious years’ levels. In 2015, it accounted for 40 per cent of
the entire development cooperation funding and it is esti-
mated that in 2016-2017, the figure will be between 36 and
38 per cent. Even though the aid to the poorest countries is
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a stated priority, a large proportion of Finland’s development
cooperation funding goes to recipients outside the group
of the least developed countries (LDC). This is because,
when providing aid through different development coop-
eration channels, Finnish development cooperation actors
do not have any direct obligation to give priority to the least
developed countries. An exception to this rule is Finnfund,
which must, in its new funding decisions, direct at least three
quarters of its euro-denominated aid to the least developed,
low-income or lower middle-income countries. Generally
speaking, financial investments will not correct the deficit in
the funding that Finland provides to LDCs. This is because,
in the least developed countries, the economic risks are too
high and the return expectations too low. =

Recommendations of the Development
Policy Committee:

o Finland should be more consistent in its efforts to
strengthen economic and private sector activities in all
its partner countries. It should do this as part of its deve-
lopment cooperation, by pursuing a development policy
that is in accordance with the Agenda2030, and by pro-
moting cooperation between companies. This should
be long-term effort, while at the same time, the actors
involved, the financing models, and the course of action

should complement each other.

« The development policy report should be accompanied
by a detailed action plan and guidelines concerning the
economies and the private sector of developing count-
ries that can be followed by all actors involved. In accor-
dance with the timespan of the Agenda2030, the plan
should cover several government terms, and it should

be prepared during the current government term.

o More consideration should be given to the different
operating environments and beneficiaries of the deve-
lopment policy. It is important that, in accordance
with the Government Programme, priority in Finland’s
development policy is on local companies and actors in
developing countries and on supporting them in order
to generate sustainable development, that the needs

pertaining to different operating environments are a
consideration in the policy and that the private sector
instruments applied in the policy are adjusted in accor-
dance with the operating environments. Finland should
give consideration to the fundamentals of entrepreneur-
ship in developing countries and the industrial policy
supporting entrepreneurship.

o In accordance with its international commitments, Fin-
land should allocate 0.2 per cent of its GNI as develop-
ment aid to the least developed countries. Finland’s prio-
rities should also be reflected in economic development
and development financing. Finland should adhere to
the target of increasing its development cooperation
funding to 0.7 per cent of GNI and a credible timetable
should be prepared to achieve this target.

o Finland should also consider the development goals in
its trade, investment and tax policy in a consistent man-
ner. As an EU Member State, Finland is committed to
policy coherence supporting development (Treaty of
Lisbon). This coherence also obliges Finland to pursue
sustainable development in the implementation of the
Agenda2030.
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Strengthening the economies and the private sector of developing
countries is one of the priority areas in the development policy.
However, cuts in appropriations, limited personnel resources and

challenges concerning performance monitoring make it more difficult

to translate it into practical action.
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lear priority areas help to give the development

policy a sharper profile. With its development

policy priorities, Finland is communicating to

the world what is important and what it wants
to achieve with its development policy during the cur-
rent government term. The priority areas also serve as a
yardstick for the activities and the results achieved. They
create expectations, too. The priority areas should also be
reflected in funding, personnel resources and Finland’s
policy influence work - especially as fewer resources are
available than before. At their best, the priority areas can
serve as long-term guidelines, and they are examined as
part of a long-term vision, such as the implementation of
the Agenda2030 for Sustainable Development. The prior-
ity areas will not become a reality by themselves, as they
also require guidance and systematic action. In this sec-
tion, we will be examining the priority area of developing
the economies of developing countries in relation to the
resources allocated to the work, the results and the policy
influence work carried out by Finland.

The new priority areas were adopted in June 2016 when
the process of implementing the new development policy
report began. According to the report, they are reflected in
the country programmes and policy influence plans of the
development cooperation and in the guidelines and mon-
itoring of the programmes. The Government has pledged
to submit a report to Parliament on the implementation of
the development policy report in late 2018. The implemen-
tation of the development goals for developing countries’
own economies will also be reviewed in the document. It is
important that the quantitative and qualitative implementa-
tion of the different priority areas is reported to Parliament
and the general public in an understandable and transpar-
ent manner. Parliament should be provided with an oppor-
tunity to actively steer the implementation of Finland’s
development policy. As a UN Member State, Finland also
reports on its development policy as part of the monitor-
ing of the implementation of the Agenda2030 action plan.
Clear and easy-to-understand reporting requires clear tar-
get-setting so that what to measure and why can be deter-
mined. Consideration must also be given to carefully pre-
pared and appropriately focused performance indicators. If
the targets are too general in nature or if the indicators are
inadequate or absent, both transparency and performance
guidance will suffer. In fact, there is still substantial room
for improvement in Finland’s reporting practices.

The year 2016 will go down in history for having
the biggest cuts in Finlands development cooperation

funding. The reduced resources also provided the frame-
work for the goals laid out for the priority areas. This
makes it more difficult to estimate the funding allocated
for them in relation to previous government terms. The
report states that, in the next few years, the appropriations
and personnel resources available for Finland’s devel-
opment cooperation will be more limited than before.
According to the report, there will be efficiency improve-
ments and the resources will be targeted more accurately
in support of the goals through strict prioritisation of the
programmes and projects. However, in accordance with
the goals laid out by the UN, increasing the development
cooperation appropriations to 0.7 per cent of GNI will
remain Finland’s long-term objective.

The Government decided to implement the cuts in full
from the start of the year 2016. Because of the quick time-
table, it was not possible to apply performance-based or
needs-based discretion or to introduce the cuts in stages.
This seriously eroded the effectiveness of the development
cooperation. The Government cut grant-based develop-
ment aid by a total of 330 million euros (about 40 per cent).
The cuts targeted actual development cooperation, and
they affected all development cooperation actors. Over-
all Finnish support for UN organisations was reduced by
nearly 60 per cent. There were particularly sharp cuts in
the basic support guaranteeing the long-term operating
prerequisites of the UN organisations. This will weaken
the organisations’ ability to support developing countries
in the implementation of the Agenda2030 and to coordi-
nate international cooperation in the efforts to achieve its
goals. Funding for bilateral cooperation and cooperation
involving civil society organisations was cut by about 40
per cent, which will substantially reduce Finnish activities
in the partner countries. Furthermore, the revenue from
emissions trading (EUR 69 million in 2014) was no longer
channelled to development cooperation.

The Government also made decisions on loans and
capital investments. In 2016, the Government allocated
a total of 130 million euros to Finnfund and 10 million
euros to the Inter-American Investment Corporation
(IIC), operating under the Inter-American Development
Bank, as capital increase. Both appropriations were allo-
cated under the financial investment item in the state
budget. A total of 130 million euros is appropriated as
loans and capital investments in the 2017 state budget,
and this funding will continue at the same level in 2018
and 2019. When the whole government term is examined,

the funding will total 530 million euros, which means a
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huge change in Finland’s overall development funding.
The financial investments provided as development aid
are a new budget item. The intention is to channel the
investments as support for socially responsible companies
in developing countries in accordance with the OECD’s
ODA criteria steering official development aid. The appro-
priation is an off-budget entity, which means that it is not
entered in the national accounts as expenditure and does
not increase the central government deficit.

In personnel resources, the new priority areas and the
spending reductions have been a challenging combina-
tion. The launch of the new development policy and the
continuation of the current projects at the same time will
mean a higher workload. The Department for Develop-
ment Policy at the Ministry for Foreign Affairs has had
to cope with staff cuts, and the remaining personnel have
to manage an increasing number of different tasks. The
results of understaffing are clearly felt in the Finnish dip-
lomatic missions in the capitals of the partner countries.
They have to manage the projects underway, new policies
and the expectations arising from them with shrinking

personnel resources. For example, there are only three

Development cooperation
appropriations for
2015-2016
and change in them

M 2015
| 2016

Source: Ministry for Foreign Affairs, Unit for
Administrative and Legal Development
Cooperation Matters 2017.

people managing cooperation with the private sector, even
though the area has grown considerably in importance. At
the same time, there is only one official at the Department
for Development Policy in Helsinki promoting the tax and
development agenda.

Clearer guidelines and monitor-
Ing procedures must be provided
for the priority areas

Except for the cuts in appropriations, the changes in direc-
tion in development policy practices often have a delayed
effect. This is because the impacts of the policy decisions
made during previous government terms will be felt for
many years in projects and guidelines. Monitoring of the
new priority areas began with the new report, and it will be
combined with the work on the performance-based sys-
tem of the Department for Development Policy. The Min-
istry for Foreign Affairs started developing a performance
management system in 2015. No similar systematic value
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framework had existed before that year. Each actor using
development funding - regional departments, country
teams and units for multilateral organisations in the Min-
istry for Foreign Affairs and the civil society organisations
supported by the ministry systematically collects perfor-
mance data on its own operations in accordance with rel-
evant guidelines and reports on them on a regular basis.’
The operations are also evaluated, as necessary. The aim
is that each individual action will promote the goals set
out for it. The lack of guidelines makes it difficult to create
an overview of the implementation of the priority areas
and to monitor the implementation process. The devel-
opment policy report is the most detailed set of guidelines
and action plan for individual priority areas. The report
also provides them with the most detailed steering system.
It is not yet clear how the priority areas will be reflected in
resources and policy influence work.

Monitoring of the development cooperation funding
allocated to individual priority areas is hampered by the
fact that the Ministry for Foreign Affairs does not pro-
duce statistics on the resources used in each priority area.

With the current performance
monitoring instruments, the
achievement of the objectives
can only be partially verified.

This is because the resources allocated to individual pri-
ority areas are defined in accordance with the content of
each development policy measure (programmes, projects
and partnerships). The same activity may also be allocated
to more than one priority area. For example, the Aid for
Trade action plan partially falls under the priority area of
developing countries’ own economies but also under the
natural resources priority area, and (to a lesser extent)
under the women and girls priority area. The advantage
with this course of action is that each measure is intended
to simultaneously support more than one priority area

and to strengthen the positive links between them.

® The effectiveness of the different development funding instruments
and Finnfund will be discussed in the next section.

In the current monitoring system, which was intro-
duced in summer 2016, the monitoring of the priority
areas in new projects is determined by sectoral codes
(“performance markers”). These codes allow the parties
involved to report what proportion of the projects car-
ried out by Finland comes under each priority area. At the
same time, however, no similar information is yet avail-
able on the funding allocated to the priority areas or the
payments made. The situation is complicated by the fact
that the projects carried out during the previous govern-
ment terms are not marked with the same performance
criteria and there are no plans to harmonise them.

From the perspective of development policy commu-
nications, the priority areas have helped Finland to pres-
ent its policy more clearly. They have made it easier to
communicate the change in direction desired by the Gov-
ernment. At the same time, however, the practical mean-
ing of the new priority areas needs to be presented more
clearly and consistently.

How is the achievement of the
goals monitored?

According to the report, the development of developing
countries’ own economies should result in more jobs, bet-
ter livelihood opportunities and a higher level of well-be-
ing. The ambitious aim is to ensure that all people are
provided with more decent jobs and opportunities for
livelihood. According to the International Labour Organ-
ization ILO, decent work is work that delivers fair income
and secure living. Workers are treated equally, they have
the right to express their opinions and take part in deci-
sion-making concerning them (for more details, see the
“cornerstones” of the support for economies and the pri-
vate sector of developing countries, laid out by the Devel-
opment Policy Committee).

The Finnish target-setting is based on supporting
international goals. The fact that the goals proportioned
to the resources available to Finland are not specified in
the report, poses a direct challenge.

According to the report, Finland works to strengthen the
economies and the private sector of developing countries
so that
o all people (including women, young people and the
poorest population groups) have better access to
decent work, livelihoods and income,



o the private sector and economic activity in deve-
loping countries are more dynamic and more

diversified,

o international business rules lend better support to
the development of businesses, their accountability
and the observance of internationally agreed stan-
dards in developing countries, and

o better use is made of new knowhow, value chains,
technologies and innovations that respect sustai-
nable development.

The goals laid out in the development policy report are
aimed at achieving long-term change in developing coun-
tries. They are derived from international development
goals to which the partner countries themselves and Fin-
land, as a member of a larger community of donors, are
committed. This is a good and ambitious starting point.
At the same time, however, the report contains no spe-
cific goals related to Finland’s activities. For this reason,
the report should be accompanied by action plans for
each priority area presenting Finland’s strategic objectives,
activities and the manner in which the activities are mon-
itored. With the current performance monitoring instru-
ments, the achievement of the objectives can only be par-
tially verified. It is also important to have the capacity to
monitor how much resources are allocated to the imple-
mentation of each priority area and what is achieved with
the inputs.

In the support for the economies and the private
sector of developing countries, the advantage is that the
Ministry for Foreign Affairs has systematically collected
information on the results of the Aid for Trade achieved
during the previous government term and these results
were also evaluated in 2016. The monitoring is a pilot pro-
ject, which has continued during the current government
term. The most recent figures for the performance moni-
toring are from the year 2015 and they have been entered
into the Aid for Trade performance monitoring memo-
randum. It covered a total of 74 projects and programmes
that, according to the OECD DAC statistical classification
or content, count as development cooperation support-
ing trade. In the future, the performance monitoring and
reporting will also cover the development policy priority
areas.

The number of jobs and the number of supported

companies operating in developing countries (both the

total number and gender-specific data) will form the core
of the development policy performance monitoring. For
example, in 2015, Finnish Aid for Trade support created a
total of 63,131 jobs of which 42 per cent were for women.
With a total of 17 projects, Finland was involved in the cre-
ation of or support for 5,848 companies. A total of 4,366
micro enterprises and SMEs were created or received sup-
port in ten projects. A total of 1,942 companies owned by
women were created or received support in 12 projects.
Finland has also helped developing countries to increase
their export revenue and export capacity as well as the
number of direct investments. For example, in Finnpart-
nership cooperation, an input of about 1.6 million euros
has resulted in investments worth 22.1 million euros.

While it is important to review the jobs and compa-
nies receiving support, this angle is too narrow from the
perspective of development policy goals and the monitor-
ing of the implementation of the principles. For example,
systematic or comprehensive information relevant to the
human rights based approach is not available on all areas
of the decent work meeting the criteria of the ILO. At the
moment, only the Green Jobs project of the ILO in Zam-
bia, which is part-funded by Finland, meets the organi-
sation’s monitoring criteria. Thus, similar information
has not been collected on all projects and there is also no
intention to do it. Special consideration should be given to
this issue. It should also be noted that at the level of part-
ner countries, the views held by the parties to cooperation
also have an impact on target-setting.

The increases in the number of jobs and livelihood
opportunities are examined with the same performance
marker. Improvements in both areas are generally con-
sidered to increase well-being. Even though there is no
separate indicator for measuring well-being, a perspective
wider than the statistical angle is sought through separate
case studies. They allow the issue to be examined from
a wider perspective but including them as a sample may
also raise questions. What are the criteria for selecting the
cases and for reporting on their results? Does the pressure
to produce positive results create a situation where the
emphasis in the sampling is on “success stories”? Are cases
that failed to produce the desired results left unreported?
How can the cases provide a basis for an overview that is
as realistic as possible?

The second major inadequacy in the current monitor-
ing system is that it is not yet able to produce systematic
information on what proportion of the jobs are decent

and have benefited the most important beneficiaries of the
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development policy, such as the young, or the poorest and
the most vulnerable groups. For this reason and in order
to obtain a picture that is in accordance with the target
setting, it would be important to be able to verify whether
the jobs meet the decency standards of the ILO and to
determine the employment levels of different population
groups. In this respect the monitoring is substantially nar-
rower than what is set out as the goal.

The growth in the number of supported companies
is an additional challenge in a situation where the aim
should be to strive to have larger entities. This increases
the workload of the development cooperation adminis-
tration. For this reason, channelling the support through
multilateral organisations is important if the effectiveness
of the support can be verified. These organisations include
the UN and international development banks, which also
have their own reporting systems. In addition to the pro-
jects, Finland also has detailed policy influence plans for
each organisation during the current government term.
The intention is to use them for monitoring how the pro-
posals submitted by Finland are progressing through the
organisations concerned. So far, most of the policy influ-
ence plans have been ministry-internal tools concerning
specific organisations. They are not public, but Finland
should also openly communicate its main goals concern-
ing individual organisations. In addition to organisa-
tion-specific tools, the Ministry for Foreign Affairs should
also, in cooperation with relevant sectoral ministries, pro-
duce the document “Finland’s global goals”, a policy influ-
ence plan for multilateral cooperation. This would increase
openness and make it easier to monitor the effectiveness
of the policy. It would also allow the impacts of the global
policy influence work to be assessed in the ministry and at
national level. This would require prioritisation and clari-
fication of Finland’s main goals. Clear global goals would
also put the implementation of the Finland’s Agenda2030
for Sustainable Development on a more effective basis and
promote policy coherence.

As the economic and employment goals are also reiter-
ated in the monitoring of Finland’s Agenda2030 work, spe-
cial consideration should be given to these issues. Finland
reports on them as part of a UN-led global monitoring.
The intention is that the reporting would be carried out
against the global situational picture prepared by the UN,
and the manner in which Finland has supported develop-
ing countries in the promotion of a wide range of differ-
ent goals would be specified in the document. It is not yet
known at what level the information will be collected.

More openness is also needed in the monitoring of the
manner in which the appropriations allocated to Finland’s
multilateral cooperation are spent. During the current
government term, they are no longer itemised in the state
budget or in reports on operations, which makes it more
difficult to monitor the funding granted to such bodies as

UN organisations.

Reviewing performance and
effectiveness from different
angles

Effectiveness monitoring is closely related to how
wide-ranging the results are expected to be and how the
measures taken by Finland and other donor countries in
the field of development cooperation support each other
in the efforts to make the aid more effective. The OECD
Development Assistance Committee (DAC) also conducts
assessments of the effectiveness of international devel-
opment cooperation. In its guidelines and internation-
ally agreed aid effectiveness principles, DAC emphasises
broad-based ownership in developing countries, adjust-
ment of the development measures in accordance with
locally defined priorities and plans, as well as coordina-
tion between national action and the donor community
and the complementarity of the two.

The aid effectiveness principles which are also bind-
ing on Finland in all its development cooperation, were
last set out at the Busan high-level meeting in 2011. The
implementation of the effectiveness principles guiding all
development actors - states, private sector actors and civil
society organisations - was reviewed at the last year’s high-
level meeting in Nairobi. In the monitoring report pre-
pared for the Nairobi meeting, it was emphasised that at
global level, development cooperation is now more effec-
tive and produces better results than before. However, the
fruits of growth are not equally shared by all. At the same
time, there is room for improvement in the monitoring
of the results of development cooperation and the assess-
ment of their impacts. Better use should be made of the
data produced by developing countries in the monitoring
of the activities.

Furthermore, the strengthening of the core functions
of the state, such as financial administration, has not pro-
ceeded at equal pace. In many developing countries, citi-

zens still have only limited democratic tools for holding



their governments accountable; in fact the situation has
worsened in recent years. However, properly functioning
democratic states guarantee that the work to achieve pro-
gress bears fruit and that the results are sustainable. The
functioning and transparency of the basic structures of
society are also essential for providing companies with
proper operating environments and prerequisites.

The development goals and effectiveness rules laid out
for development cooperation also guide cooperation with
the private sector. For this reason, it is important to obtain
more information on how effectively and successfully
the private sector contributes to the reduction of poverty
and inequality in developing countries and supports the
implementation of human rights in them. Thus, the clear
and realistic goals set out for the support provided by the
private sector are of help in this assessment.

The complementary nature of the activities and the
actors is a sound approach and requires broad-based
ownership in developing countries and accountability for
the development results. The goals and principles, which
are binding on all actors, are laid out in the development
policy report. The challenge is the practical implementa-
tion, including the problems arising from the aid tied to

purchases from Finland as well as open and participatory

planning and reporting. The lessons learned from devel-
opment cooperation should also be applied when efforts
are made to strengthen the support given to the private
sector in the developing countries.

The effectiveness of each action and mutually sup-
portive nature of the priority areas are the success criteria
laid out in the development policy report. However, the
measures are not, as such, connected with each other and
they are not necessarily linked with the same geographic
or actor context. In fact, one could think that there are
two parallel views of effectiveness. On the one hand, there
is the effectiveness in which results that are line with the
Agenda2030 for Sustainable Development are sought
in any context where there is a justified need for it. This
approach marks a change in development cooperation
because in the past, the aim was to achieve effectiveness in
which the action taken by Finland has a broad-based and
long-term impact on the development of a specific partner
country. It should be noted, however, that the Agenda2030
puts the poorest countries at the core of development
cooperation and policy, which means that this focus
should not be lost.

According to the report, Finland aims to achieve prac-

tical coordination and complementarity between different
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actors in the partner countries when action carried out
by international, EU and Finnish actors is involved. At
the same time, there have been substantial reductions
in the funding for Finland’s country-specific (bilateral)
cooperation, which in turn will diminish Finland’s role
at country level. In some countries, the support will be
reduced to such a low level that Finland will no longer be
able to attend all discussions that would also be impor-
tant from the perspective of trade and export policy. It
is also important to note that the private sector support
instruments discussed in the next section are not tied to

Finland’s bilateral country programmes. As a rule, they
have not been planned as tools for supporting country
programmes. The justification for this is that the private
sector instruments must function on a demand-oriented
basis. Furthermore, the substantial cuts made in the coun-
try programmes have weakened Finland’s ability to sup-
port SMEs and micro-entrepreneurs in developing coun-
tries through development cooperation projects. This
involves a clear discrepancy, to which more consideration
should be given in the future. =

Recommendations of the
Development Policy Committee:

o Finland should consistently work to implement deve-
lopment policy priority areas in funding, personnel
resources, policy influence, guidelines and steering.
The impacts of the cuts in development cooperation

should be assessed separately for each priority area.

o The activities carried out with development coopera-
tion funding must be in accordance with the interna-
tional principles governing aid effectiveness, inclu-
ding broad-based ownership in developing countries,
accountability, openness, coordination, complemen-
tarity, untied nature of the aid, and adjustment of the
development measures to locally defined priorities and
plans.

o Goals and work plans specific to each priority area faci-
litate the monitoring of the priority areas. The targets
specific to priority areas should be in accordance with
the resources available for the work. Clear and appropri-
ate indicators are needed for assessing the results.

« The monitoring of the priority areas must be in accor-
dance with the goals set. If the aim of Finland is to create
decent jobs, it must also be able to report on the work

in accordance with the criteria set by the ILO. Finland
must also be able to show that the benefits go to the
most vulnerable groups if this is laid out in the goals.
The performance system should be developed so that it
can meet this need.

o Funding for country programmes as well as the ope-
rating capacity and resources of the Finnish missions
in developing countries must be secured so that the
development policy can be promoted in an appropriate

manner.

o Finland should openly communicate on its own main
goals in the policy influence plans of multilateral orga-
nisations and development financing institutions. In
addition to organisation-specific tools, the ministry
should also prepare a policy influence plan for Finland’s
multilateral cooperation. Clear global-level goals set
by Finland would also put the broadening of develo-
ping countries’ own resource base and, more generally,
the implementation of the Agenda2030 for Sustainable
Development and the monitoring of its policy cohe-

rence on a more effective footing.






Cornerstones of the support for economies and the
private sector in developing countries:

Human rights based approach,
coherence, openness and
effectiveness

ccording to the report on Finland’s develop-

ment policy, Finland’s values and principles

and its international obligations will be a con-

sideration in the planning and implementa-
tion of all action, irrespective of where, in which field and
by whom development policy and development cooper-
ation are being pursued. This provides the activities with
long-term guidelines across several government terms.
These are democracy and the rule of law; gender equality
and human rights; freedom of speech; a sustainable mar-
ket economy and sustainable use of natural resources; and
the Nordic welfare state. The same values and principles
also apply to the different forms of developing economies
and the private sector of developing countries and the par-
ties involved in the work. This is an important policy state-
ment but not, in itself, enough.

According to the Development Policy Committee, the
development policy should in all respects aim to reduce
poverty and inequality in developing countries and to pro-
mote sustainable development in global scale. This applies
to all development funding and all forms of cooperation.
In order to be able to pursue a successful development
policy, Finland must, in addition to its own values, also
adhere to international values and principles. The UN
Agenda2030 for Sustainable Development and the Finn-
ish commitment to consistent consideration of develop-
ment goals in all its activities (Treaty of Lisbon 2009) are a
fundamental part of this framework.

Supporting developing countries in their efforts to
strengthen their economies and private sector can involve
challenges. For this reason, there must be a strong consen-
sus on the principles guiding the work, on the content of
the principles, and on their obligatory nature. Therefore,
some of the principles highlighted in the report should be

presented more clearly. These are the human rights based

approach, coherence, transparency and effectiveness.

Human rights based approach
and decent work at the core of
Finland's development policy

Over the past few years, the human rights based approach
has been the core principle in Finland’s development pol-
icy and this is also emphasised in the development pol-
icy report. The principle guides, and should continue to
guide, all activities. In the human rights based develop-
ment policy, the focus is on ensuring that all rights are
complied with. Needs are also viewed as rights. In this
approach, individuals and groups have the right to have
their basic needs fulfilled and they can present demands to
parties that are legally and morally responsible for ensur-
ing them. Adhering to the human rights based approach
is one of the biggest challenges in Finland’s development
cooperation. However, it generates substantial added
value, especially for the development of the economies
and the private sector of developing countries.

Decent work is an essential part of the human rights
based approach. However, the concept is given a wide
interpretation - and this also applies to Finland’s devel-
opment policy. In this assessment, “decent work” means
work that meets the minimum requirements of the ILO’s
Decent Work Agenda:

o freedom of association and the right to collective

bargaining; the right to non-discrimination in wor-

king life;



o prohibition of forced or compulsory labour and
child labour (Declaration on Fundamental Prin-
ciples and Rights at Work, 1998)

» The work does not endanger the worker’s health or
safety

o The work provides the worker with an adequate
livelihood.

Generating decent jobs, creating new opportunities for
livelihood and especially the economic empowerment of
women and young people are some of the goals in which
the private sector in particular can make development
cooperation more human rights oriented. It can offer
solutions that strengthen the rights of the poorest and
most vulnerable groups and reduce poverty by creating
new jobs. The poorest also have rights in relation to such
areas as energy, water and food security, education, health
and safe living environments. Likewise, the technology
concerning the slowing down of and adjustment to cli-
mate change and the management of urbanisation (such
as traffic and sanitation) can be viewed from the perspec-
tive of human rights.

The aim of strengthening the economies and private
sector of developing countries also requires that basic ser-
vices, such as education and health care, are provided as
statutory rights, and that fundamental rights and good
governance are ensured. Strengthening the countries’
own resource bases contributes to improvements in these
areas.

Finland is committed to implementing the United
Nations Guiding Principles on Business and Human
Rights (UNGP), which also incorporate the ILO’s Fun-
damental Rights and Principles at Work. The UNGP lay
down the minimum criteria for responsible business oper-
ations that should guide companies in their responsibility
work. Private sector actors are responsible for ensuring
human rights throughout their supply chain. Companies
must identify the human rights risks of their activities and
subcontractors, prevent them, and create mechanisms
that allow victims of human rights violations to raise their
concerns with the company and the situation to be recti-
fied. State-owned companies have a wider responsibility.
In development cooperation carried out by private sec-
tor actors, it is important to ensure that the activities are
rights-based and that adequate consideration is given to
the human rights risks arising from the cooperation.

Cooperation must be consistent
and transparent

Strengthening of the business activities in developing
countries should be examined on a comprehensive basis
in relation to the quality of the jobs and their develop-
ment impacts and the growth of developing countries’
own economic resource base. For this reason, all compa-
nies supported with development cooperation funds must
be required to act responsibly in accordance with national
and international standards. They must be able to demon-
strate that business operations can help to reduce poverty.
This requires clear advance guidelines and assessment
criteria.

Coherence is the general guideline: Companies and
other actors must ensure that they support the achieve-
ment of the development goals in accordance with the
principles of sustainable development and the develop-
ment policy report. Economic, social, environmental and
human rights impacts must be considered in advance,
and the stakeholders affected by the impacts must be con-
sulted. All actors must respect human rights and the envi-
ronment. None of the actors may violate human rights or
support parties violating human rights.

Coherence requires that certain minimum criteria
are observed in all target countries. In the field of general
principles, these include “Ruggie’s protect, respect and
remedy” framework, human rights commitments, ILO’
principles and the international conventions and prac-
tices increasing effectiveness of development cooperation.
Sustainability principles and guidelines pertaining to the
environment must also be observed. The International
Financial Corporation (IFC), which is part of the World
Bank Group, has laid out minimum standards, which
guide Finland’s lending and capital investments in devel-
oping countries in issues concerning environmental and
corporate social responsibility. Applying the principles in
practice requires continuous work. In human rights, this
should be supplemented with the UNGP criteria.

When companies are provided with support, the
development and human rights impacts of the activities
are assessed, and reports on the results are required. In the
activities financed with development cooperation funds,
adhering to the “do no harm” principle is not enough. The
actors must also be able to show that their efforts have
concrete and positive development impacts. It is impor-
tant that the aid effectiveness principles, such as openness,
accountability and ownership in developing countries are
observed in all activities carried out with development
cooperation funding. Mechanisms must be in place for
monitoring the activities carried out with public sector



funding, which means that the transparency criteria for
the support granted to the private sector must also be as
strict as possible. Information on the activities, objectives
and results must be available.

The use of development funding must be particularly
strictly controlled in countries where there is a substantial
risk of human rights violations. For this, additional guide-
lines are needed so that the existing principles governing
the assessment of the human rights impacts of develop-
ment cooperation can be applied to all activities financed
from development cooperation funds. It is also important
to support democracy and human rights work, which
also help to promote companies’ operating prerequisites
in developing countries. Many other countries that have
substantially increased their support for the private sec-
tor have simultaneously increased support for civil society

organisations monitoring corporate social responsibility.

Finland can show the way
In iImpact assessment

The impacts of private operators should be assessed both
beforehand and afterwards so that the consistency of
the activities can be ensured and that resources are not
wasted. In the future, Finland could become a trendsetter
in the activities aimed at strengthening the private sector
in developing countries already in the planning stage. It is
important that the development cooperation rules and aid
effectiveness monitoring procedures applied to other areas
of development cooperation are also applied to planning
and reporting.

This means that the manner in which the companies’
activities help to reduce poverty and inequality in devel-
oping countries should be evaluated in the assessments of
their impacts. At the same time, the emphasis should be
on the economic, social and environmental impacts of the
business activities, and the long-term effects should also
be considered. From the perspective of economic fairness,
there should be better utilisation of the information on
global value chains and networks in the building of part-
nerships between companies.

Consideration should be given to the feasibility and
concrete nature of the assessment methods, from the per-
spective of the business partners and the parties exam-
ining the development policy. There must be workable
instruments ensuring that the aim is to achieve develop-
ment results that are in accordance with the objectives.
The development of impact assessment models must be
based on the most positive impact assessment experi-
ences among development cooperation actors. Consider-
ation must also be given to the costs that different actors

(especially SMEs) have to incur as a result For this reason,
establishing a separate fund or another funding channel
for this purpose might be a feasible option. The funding
should be partially earmarked for the development of
impact assessment tools.

The openness requirement applies to all development
cooperation actors. It is also the best way to ensure that
the activities are seen as legitimate. In fact, without trans-
parency, there can be no assessment of the development
impacts. The challenge is that the work may involve sev-
eral different parties each of which have their own views
on the openness criteria. For example, the reporting
requirements for development cooperation do not gener-
ally apply to private providers of funding. However, the
same criteria apply to all parties that receive development
cooperation funding for their activities. For this reason,
there must be clear reporting models and guidelines so
that they do not prevent cooperation with the private sec-
tor or the utilisation of private funding. It must be possi-
ble to report on all aspects of the activities (effectiveness
and results) carried out with public funding in an open
and easy-to-understand manner. Finnish taxpayers must
be able to monitor the manner in which their money is
used and how effectively it is spent. This requirement
must apply to all instruments and forms of cooperation.
In addition to country-specific and sector-specific fund-
ing information, project-specific figures and such docu-
ments as human rights and environmental assessments
should also be published.

However, solving this equation would require consul-
tations with stakeholder groups as well as more detailed
guidelines and steering. One reason for this is that in the
examination of the results of the business partnerships,
focus is on both economic development and the benefits
brought by the partnerships to the companies. Finding
a solution acceptable to all parties is an important task
for the current government and it should be achieved in
cooperation with Finnfund and the parties responsible for
Finland’s other financing instruments.

The development goals of the partner countries and
the interests of the companies can strengthen each other,
and, as laid out in the Agenda2030, this should also be the
aim. Business operations supported with development
cooperation funds must promote the development goals
of the partner countries. At the same time, it is important
to support the broad-based efforts to develop the invest-
ment and corporate legislation and business policy in
developing countries. Results can only be monitored if
there are mechanisms for reporting on them. Should any
conflicts arise in the projects, the aim should always be to
find a solution that does not endanger the achievement of
the development goals. =
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- Assessment of the Development Policy Committee -

Instruments and partnerships

strengthening
the private sector

- —

There is now more emphasis on the role of Finnish companies
in Finland’s development policy tools but the question
is whether this is an adequate way of strengthening the

economies and the private sector of developing countries.



trengthening of the private sector in devel-

oping countries requires new thinking and

approaches, both at national and international

level. The Agenda2030 for Sustainable Devel-
opment provides the preliminary guidelines for this work.
However, the implementation of the Agenda2030 depends
on how strongly all sustainable development actors (cen-
tral and local government, civil society and industries)
commit themselves to sustainable development goals and
to the principles steering them. In the discussion on the
funding of the Agenda2030, it has often been pointed out
that the knowhow and investments of the private sector
are essential to implementing the sustainable development
goals. At the same time, there are still massive investments
in different parts of the world running contrary to the
goals of sustainable development. Resolving this equation
requires deficiencies to be corrected and, while this is being
done, more business that meets the criteria of sustaina-
ble development. Even when ideally dimensioned, global
development cooperation funding will not be enough to
achieve the goals of sustainable development. The funding
requirement is tenfold compared to the development aid
actually provided. Development cooperation should be
used more effectively and in a more responsible manner as
a resource generating development results and an instru-
ment for tackling the challenges facing the poorest coun-
tries and people for which private funding is not available.

This poses a huge development policy challenge. The
private sector must be persuaded to join the other actors
so that it can be more strongly involved in the develop-
ment policy work and the implementation of sustainable
development. For this reason, in addition to ensuring
economic productivity and environmental sustainability,
the partnerships should also help to reduce inequality and
poverty. This applies to Finland’s development policy and
especially to the priority area concerning the economies
and the private sector of developing countries.

However, the discussion in Finland on companies’ role
in the implementation of the Agenda2030 goals is still at
its initial stages. Much less is known about the potential of
the private sector in reducing poverty and inequality than
about its environmental or human rights impacts. When
engaging in the development debate, companies are mainly
motivated by the prospect of accessing new developing mar-
kets, the expected profits, and partnerships that benefit all
parties. Finnish business actors are not very familiar with
international trends in inclusive business that also supports
the social and economic development of the poorest people.
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One of the guiding principles in the development pol-
icy report is to provide Finnish companies with better
opportunities to take part in development cooperation.
This is a welcome idea because companies can make a sub-
stantial contribution to the implementation of the devel-
opment policy and the Agenda2030. Areas where Finland
is strong and where it has a solid international reputation
include energy, infrastructure, teaching and education,
the social sector and health, water and sanitation, as well
as sustainable agriculture and the forestry and food indus-
tries. Finnish cleantech expertise and such areas as recy-
cling of waste are in global demand. Finland also possesses
the world’s top expertise in maternal health. Furthermore,
most Finnish companies operate in a responsible manner

and have a good reputation. Finland also has a great deal to

Even when ideally
dimensioned, global
development cooperation
funding will not be
enough to achieve the
goals of sustainable

development.

offer in promoting participatory democracy, broad-based
civil society, equality and labour legislation. This potential
should be channelled more strongly for the benefit of the
economies and the private sector of developing countries
although it is not enough by itself. Another policy issue
that should be debated more extensively is that according
to the report, the private sector in the partner countries
will be strengthened in cooperation with Finnish compa-
nies. At the same time, however, not much is said about
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Development bank projects only attract a small number

of Finnish companies

International development financing institutions are increa-
singly important providers of funding in private- and pub-
lic-sector projects in developing countries.

A large proportion of the financing provided by these insti-
tutions goes to purchases made from companies, but Finnish
companies have only had modest success in tenders arranged
by development banks.

The World Bank Group is the most important provider of
development funding, but as also the European Investment
Bank, the Asian Development Bank, the African Development
Bank and the Inter-American Development Bank are major
actors.

According to information collected by the Ministry for Fo-
reign Affairs, the amount of purchases made in Finland by
development financing institutions varies each year. Howe-
ver, lately, the contracts have only totalled a few dozen million
euros.

Purchases for projects made by the World Bank and regional
development banks are usually carried out in the field in ac-
cordance with the public procurement procedures observed
inthe target countries. These purchases are typically made by
the authorities in the target countries.

The purchases vary from huge contracts to hiring of indi-
vidual consultants. In the past few years, there has been a
particularly great need for products and expertise in the field
of environment, infrastructure, the IT sector, education and
health.

Purchases by UN organisations from Finland
are also small in scale

UN organisations are not major purchasers of Finnish pro-
ducts and services, either. The value of goods and services
purchased by the UN from Finland in 2015 was only about
USD 10 million when the total volume of all purchases made
by the UN was USD 17.5 billion.

However, purchases made from foreign subsidiaries of Fin-
nish companies do not appear in the statistics.

The procurement procedures vary by organisation. The Unit-
ed Nations makes its purchases on the basis of tenders in the
field and centrally in regional procurement offices. One such
office is located in Copenhagen. This may be one reason why
Danish companies secured 50 times more contracts with the
UN than Finnish companies in 2015.

A total of about 300 Finnish companies are registered in the
United Nations Global Marketplace procurement portal. Ac-
cording to Finpro, the number of Finnish companies in the
portal has increased in recent years.

UN organisations’ purchases of products and services from
Finland have mainly been in the pharmaceutical industry, IT
and the training sector. The United Nations Children’s Fund
(UNICEF) and the United Nations Development Programme
account for most of the UN purchases from Finland.

According to Finpro, Finnish companies have been quite suc-
cessful in concluding consulting contracts, but the companies
have a great deal of unused potential in equipment and pro-
duct sales.

Team Finland cooperation has aimed at lowering the thres-
hold for Finnish companies to participate in projects from
UN organisations and development financing institutions.
The cooperation includes procurement seminars, worksho-
ps, visits and meetings with buyers. For example, in the UN, a
special focus has been on the procurement centres located in
different parts of the world.

In Finpro’s view, Finnish companies are not familiar with the
commercial aspect of the UN and the development financing
institutions. The organisations are large and complex, and for
this reasonitis difficult for companies to get a comprehensive
picture of their operations.

- —



When the instruments are
applied, consideration should
be given to the added value
generated by each of them in
the strengthening of the private
sector in developing countries
and the people working in the
sector.

the development of the business sector and companies
in the partner countries or the creation of a more com-
prehensive business policy. Most new jobs are created in
small enterprises. The dominance of small companies in
Finland and developing countries should be considered in
the development of the private sector in developing coun-
tries and in the efforts to expand the partnerships of Finn-
ish companies in developing countries.

The link between the operations of Finnish companies
and development cooperation (especially the expected
development results) is a complicated one. As a rule, com-
panies are not development actors, but operators adher-
ing to business principles. In the poorest countries, the
operating environment is challenging for both local com-
panies and especially for companies coming from outside.
However, there are considerable differences in the risks
faced by large companies, SMEs or start-up entrepreneurs
and in the way in which the risks can be managed. Dif-
ferences between sectors are also substantial. If the aim is
to develop the countries’ business policy and the operat-
ing environment of the local entrepreneurs, the support
should be focused on such areas as the development of
support services for start-up and growth companies in the
partner countries and, more generally, creation of a more

stable business environment.
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Attracting foreign investment is a central goal for
many developing countries, and such institutions as the
World Bank and the OECD have underlined their role in
the development process. In fact, many countries provide
foreign companies with tax relief and facilitate investors’
operations by for example giving them the opportunity
to deal directly with a single agency (one-stop-shop prin-
ciple). For local SMEs operating in the official economy,
complying with complicated tax or permit legislation is, in
relative terms, more expensive than for large companies.
They are also in a weaker position to obtain funding or to
build the infrastructure that they need. In relative terms,
pioneers often have to shoulder the biggest risks and invest
more heavily in the creation of the basic business infra-
structure than the companies coming after them. There is
less interest in the creation of development impacts unless
it provides the companies with a competitive advantage.
The risks in the developing markets are not merely of eco-
nomic nature. In operating environments that are chal-
lenging in terms of legal issues, there may also be substan-
tial reputation risks involving such issues as human rights.
Rectifying them may be impossible even if no violations
have taken place. At the same time, however, companies
utilising development cooperation funds must be able to
respond to these challenges.

Tools for strengthening
the private sector

In its interpretation of the Government Programme, the
development policy report highlights the role of Finnish
companies and the private sector tools available to them.
In practice, this means that civil servants are expected
give priority to the development of instruments suitable
for this particular purpose. However, one can ask whether
the selected approach is optimal from the perspective of
the strengthening of developing countries’ economies and
private sector. Even though partnerships between com-
panies are extremely important, in practice they are only
marginally relevant when basic problems concerning busi-
ness development in the poorest countries are dealt with.
These include adequate business skills (accounting, seek-
ing of funding, and risk management) or alternative forms
of entrepreneurships, such as cooperatives. Finland should
also give more consideration to the role of the public sec-
tor in the development and steering of the private sector.
Public sector actors could, for example, advise people how
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More information about the development impacts of Nordic funds

Nordic development financing institutions should report more
openly on how they assess the development impacts of their
investments. This is the conclusion of a consultancy report
commissioned by Nordic non-governmental organisations .

The report examines the procedures applied by Finnfund
(Finland), IFU (Denmark), Norfund (Norway) and Swedfund
(Sweden) when they measure the development impacts of the
projects that they finance and report on the impacts.

All four development financing institutions are committed to
acting responsibly in environmental, human rights and social
issues, and they have pledged to observe the international
standards that apply to these areas. However, according to
the report, more transparency is needed in the manner in
which the guidelines are applied in practice.

In particular, the institutions should take a more systematic
approach when assessing the human rights impacts and when

to move from the low-productivity agriculture to sectors
outside low-productivity services and away from the unof-
ficial economy. However, this does not preclude the need
for private sector instruments or their development.

In the following, we will provide an overview of the
currently available development cooperation instruments
that are intended to strengthen the economies and the
private sector of developing countries. We will also list a
number of opportunities and challenges involving each
of the instruments. We will also discuss how the devel-
opment cooperation instruments promote the creation of
partnerships strengthening the economies and the private
sector of developing countries and present our recom-
mendations for improving them. When the instruments
are applied, consideration should be given to the added
value generated by each of them in the strengthening of
the private sector in developing countries and the people
working in the sector. We will be discussing the principles
governing the cooperation in more detail in the separate
section titled “Cornerstones of the support for the econo-
mies and the private sector of developing countries”

reporting on them. The institutions should make efforts to
identify the human rights risks and work in the project plan-
ning stage to prevent the problems from arising. The financing
institutions should also have mechanisms for monitoring adhe-
rence to human rights during different stages of the projects.

The report recommends that there should be project-specific
appeals mechanisms allowing individuals and groups (such as
local communities) to highlight how they might be negatively
affected by the projects.

According to the consultancy report, there is also insuffi-
cient consideration of the long-term development impacts. It
should be possible to assess these impacts better during pro-
ject preparation and the project funding stage. According to
the report, the long-term development impacts should also be
monitored when funding is no longer being provided.

e —

Using development cooperation funding as a “cata-
lyst” for increasing other financial flows, such as private
investments, has gained support, especially in the EU. For
many years, other Nordic countries have also encouraged
companies to establish a presence in developing countries.
The risks arising from the development of the challeng-
ing markets and from operations in them have also been
shared through development cooperation funding. Fin-
land can learn and benefit from the experiences of other
Nordic and peer countries.

Finnfund: Development financing
institution implementing
development policy

According to the Ministry for Foreign Affairs, Finnfund
is one the most important Finnish channels in the sup-
port for the private sector of developing countries and for
investments in developing countries. Finnfund is a devel-
opment financing institution whose task is to promote



economic and social development in developing countries
by providing self-supporting funding for responsible pri-
vate businesses operating in them. These operations must
involve a Finnish interest. It may be a development goal
important to Finland, such as environmental improve-
ments or reduced carbon emissions. It may also be a Finn-
ish company. Funding may be provided for industrial or
service business, infrastructure, as well as financial and
capital markets.

The financial instruments of Finnfund are
as follows:

Minority equity investments, in which the Finnfund invest-
ment may not account for more than 30 per cent to the
value of the project. Finnfund will exit the project after the
operations have become well-established.

Investment loans for expenses arising from the establish-
ment or expansion of a company. Finnfund may contrib-
ute about one third of the overall project funding require-
ment. The loan is usually between one and ten million
euros but seldom under three million.

Mezzanine financing, which may include unsecured sub-
ordinated loans, preferred shares and convertible bonds.
In exceptional cases, Finnfund may also provide guaran-
tees, for example to facilitate access to local financing in
local currencies.

Finnfund is a state-owned company steered by the Min-
istry for Foreign Affairs, to which Finnfund also reports.
This means that, in addition to being commercially profit-
able, the projects must also generate positive development
and environmental impacts. Commercial profitability is
important because Finnfund does not distribute profits
as dividends but spends all its profits as new investments
in developing countries. Finnfund provides financing
for projects in developing countries and Russia. Under
its current guidelines, Finnfund, must, in its new fund-
ing decisions, direct at least three quarters of its euro-de-
nominated aid to the least developed, low-income or
lower middle-income countries. At the moment, about
one third of the financing provided by Finnfund goes to
the least developed countries. Of the financing granted
in 2016, about 42.4 million euros (28%) went to the least
developed countries (LDC), about 4.3 million (about 3%)
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to low-income countries (LIC), and 57.5 million (about
38%) to lower middle-income countries (LMIC). This
means that Finnfund plays an important role in ensuring
that a certain proportion of the development funding goes
to the poorest countries. The main mandate of Finnfund
concerns the creation of new jobs and tax revenue. Decent
jobs and fair and adequate tax revenue play central roles
in reducing poverty and the provision of basic services.
An operating environment analysis, focusing also on the
status of women, is produced of each Finnfund project.
Finnfund has been provided with substantially more
financing resources during the current government term.
In 2016, the Government decided to grant Finnfund a
long-term loan of 130 million euros. The loan accounts
for 16 per cent of all development cooperation funding
provided by Finland. This enhances Finnfund’s role and

increases the expectations concerning its operations.
Opportunities

o Finnfund makes itself a self-supporting company
through its own operations. Its operations may have
an extremely strong catalytic impact on the resources
of sustainable development. It may use public deve-
lopment funding as capital and “leverage” additional
resources from other sources through this instrument.
The start capital can be multiplied when private funds
or major development financing institutions join the
project. The Finnfund was established in 1980 and by
the end of the year 2016, it had received a total of about
165 million euros as share capital from its owners. At
the same time, the company’s equity has grown to more
than 230 million euros, a result of the returns generated
by its operations. Finnfund also uses its equity for “leve-
raging” money for development in two ways: by borro-
wing money from the markets and by “leveraging” pri-
vate providers of financing into projects by investing in
them.

« Finnfund is well-placed to promote the Agenda2030 in
a broad range of different ways. This is because, in addi-
tion to covering social and economic development, its
mandate also has a strong climate and environmental
dimension. Compared with many other Finnish actors,
it also has substantial resources to act in accordance
with its mandate.

 As an investment partner, Finnfund lowers the thres-
hold of Finnish companies to enter the developing
markets. This is because it shares risks and lowers the



companies’ investment threshold. It can also link com-
panies’ investments with projects that are in accor-
dance with sustainable development and promotes their
networking with companies in developing countries.
Finnfund channels part of its financing through funds,
microfinance institutions (MFI), banks focusing on
SMEs or similar financing institutions, which means
that the financing also benefits SMEs.

Finnfund’s providers of development financing also
work to improve environmental and corporate social
responsibility in the customer companies. The finan-
cing is always conditional on adherence to IFC’s corpo-
rate social responsibility standards, the most important
ILO Conventions and other similar obligations. Comp-
liance with them is monitored and if the progress is not
as agreed, Finnfund will take appropriate action. This
has a major impact on the companies’ employees, asso-
ciated communities and societies at large in developing
countries.

Finnfund would be in a position to promote gender
equality and women’s rights more extensively in the

companies in which it makes investments.

o A comprehensive evaluation of Finnfund will be laun-

ched during 2017.

Challenges

« Finnfund is a development financing institution and a

development cooperation actor and its role differs from
that of the other private sector financing instruments.
Its operating cycle, operating culture and the stakehol-
ders coming from the financing and business world
form an independent entity of their own. The views on
Finnfund’s mandate and the way in which it relates to
the principles of development policy and the achieve-
ment of development goals should be openly discussed
and presented more clearly.

Finnfund is constantly developing its monitoring
mechanisms for the development results and their
impacts. The most serious challenges involve the rela-
tionship between business secrets and the openness cri-
teria of the development policy. Openness-enhancing
measures introduced during 2016 included the follo-

wing: Preparation and publication of the new disclosure
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policy, publication of project-specific financing and
financing instruments, project map and the develop-
ment impact publication (in early 2017). According to
Finnfund’s ownership steering memorandum, more
consideration will be given to openness and effective-
ness in the future.

In addition to using the number of new jobs and occu-
pational safety and health issues as criteria, it should
also be possible to assess Finnfund’s activities in accor-
dance with the minimum goals for decent work set out
by the ILO and the UNGP principles.

Cooperation with civil society organisations requires
planning and both the Finnfund and the civil society
organisations are committed to increasing it. Finnfund
does not yet have any regular discussion structures with
the organisational field.

Taxation and transparency. Finnfund implements Fin-
land’s Tax and Development Action Programme and
complies with the general state ownership policy gui-
deline concerning the publication of tax information.
However, under the ownership steering of the Ministry
for Foreign Affairs, which is based on the Government
Resolution on State Ownership Policy (2016), Finn-
fund may make investments in funds in such locations
as Mauritius, even though this is prohibited by the
European Commission.® The network of tax treaties
in which Mauritius is a party allows tax avoidance in a
large number of African countries. Furthermore, pro-
ject companies are not required to report on financial
statements on a country-by-country basis. The owner-
ship steering must ensure that the companies in which
Finnfund makes investments are not engaged in aggres-
sive tax planning. At the same time, however, extensive
networks of tax treaties allow investments in difficult
target countries. Development impacts must be a con-
sideration in the tax treaties and they must also contain
provisions for preventing tax avoidance.

More information about Finnfund’s projects is available
from such sources as the company’s website on which
the main details of the projects are given and the tools for
assessing their development impacts described. There
should be more information available on the DEAT tool
used for assessing development impacts. This tool and
its different components should be viewable in such
locations as Finnfund’s website. A higher degree of
transparency would enhance Finnfund’s accountability
and strengthen its role as a development policy actor. In
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the assessment of development impacts, consideration
should be given to assessments made both beforehand
and afterwards.

« In addition to using the number of new jobs and occu-
pational safety and health issues as criteria, it should
also be possible to assess Finnfund’s activities in accor-
dance with the minimum goals for decent work set
out by the ILO and the Gender Marker system. There
should be a description of the use of the gender markers

in Finnfund’s ownership steering memorandum.

Finnpartnership: Encouraging
cooperation between Finnish
companies and companies in
developing countries

n the Finnpartnership business partnership pro-

gramme, Finnish companies are provided with advi-

sory services for business operations in developing

countries and with economic support for project
preparation. This financial support is mainly intended for
the planning, development and training phases of projects.
Finnish companies and other actors may apply for Finn-
partnership support for business operations in develop-
ing countries that are profitable and aimed at long-term
commercial cooperation. The projects receiving support
must have positive development impacts in the target
countries, they must be in accordance with the legislation
and other requirements of the target countries and meet
international environmental and social criteria. When the
development impacts are examined, the following matters
are considered: wages, rents, interest payments and profits
contributing to the national income of the target countries;
employment effects in the target countries; diversification
of production structures in the target countries; contribu-
tion to tax and other similar revenue in the target coun-
tries; transfer of technology and knowhow; improvements
in skill levels among workers in the target countries; work-
ing conditions complying with ILO provisions and social
benefits in the companies and in their environments; espe-
cially positive environmental effects; gender equality; gen-
eral infrastructure improvements in the target countries;
and net currency effects in the target countries. The assess-
ment criteria applying to the projects supported through
Finnpartnership can be viewed on the programme website.

Unlike the OECD, the European Commission has categorised Mauritius as a tax haven. At the moment,

the OECD does not have any valid list of tax havens.



Finnpartnerships support facility covers a certain
percentage (30, 50, 70 or 85%) of the approved project
expenses. The percentage is determined on the basis of
the target country and the size of the applicant. The com-
pany’s personnel expenses in the target country, travel
expenses and the expenses arising from the work of the
external consultant in Finland or in the target country are
approved as expenses. As a rule, the maximum support
can amount to 200,000 euros during a period of three tax
years. More can be granted if there are justified grounds
for doing so. According to the 2016 Aid for Trade report,
Finnpartnership has generated investments worth 22.1
million euros with an input of about 1.6 million euros.

The purpose of Finnpartnerships Matchmaking ser-
vice is to find suitable Finnish partners for companies
in developing countries that have expressed interest in a
partnership. Partnerships with companies in the target
countries are an important consideration in granting Fin-
npartnership support. For this reason, no support can be
provided for exclusively export-oriented projects or com-
panies’ basic business operations. The aim is to ensure that
companies in developing countries are provided with an
opportunity to grow in their own sectors with the help
of Finnish partnerships. This makes it easier for them to
access the Finnish market, and EU markets in general.
Correspondingly, Finnish companies can find new busi-
ness opportunities and partners. Provision of practical
advice, which is in great demand, is an important part of
the work of Finnpartnership.

Opportunities

o As an instrument based on partnership between com-
panies, Finnpartnership combines the goals laid out in
the development policy report with the development of
the private sector of developing countries. The partner-
ship principle is also in line with the operating model of
the Agenda2030.

o The aid eligibility criteria are fairly straightforward,
which means that the threshold for seeking aid is fairly
low. The eligibility criteria were revised in the sum-
mer of 2016, and they are now also better suited for
organisations.

o Priority is given to companies operating in the LDCs.

o There are about 350 potential partners in developing
countries in the Matchmaking Partner Search database.
Matchmaking companies must provide the tax details

for the accounting period preceding the partnership
application.

o To what extent would it be possible to build links
between Finnfund and Finnpartnership or, more gene-
rally, between SMEs and large actors? Team Finland
should also market the expertise and networks of Finn-
partnership more actively.

Challenges

o The main purpose of the instrument is to create partner-
ships, through which positive development impacts can
be achieved. The criteria for the development impacts
and the verification of the results should be clearer. The
Ministry for Foreign Affairs has decided to revise the
criteria in 2017 so that the quality and effectiveness of
the instrument can be improved.

o The utilisation rate of the partnership programme is still
fairly low, which also means that its potential develop-
ment impacts are not felt.

o The aid only covers the recipient’s own expenses in
the target country even though expenses also arise in
Finland, especially during the planning and training
phases. This is particularly challenging to civil society
organisations.

o Asis the case with other demand-oriented instruments,
it takes a while before the applicant receives the aid
decision and the money, and the application process is
considered laborious. At the moment, the demand for
preliminary advice is higher than what Finnpartnership
is able to provide. Organisational changes and a shor-
tage of resources have not made the situation any easier.

o The support is only provided after all project-related
expenses have been paid. This also has an impact on
many small Finnish companies and organisations.

o In addition to using the number of new jobs and occu-
pational safety and health issues as criteria, it should
also be possible to assess the activities in accordance
with the minimum goals for decent work set out by the
ILO and the Gender Marker system. There should be
clearer rules governing the use of the gender markers in
the steering of Finnpartnership.



BEAM: Innovation-oriented
instrument

EAM - Business with Impact is a programme

implemented by Tekes, and jointly funded by

Tekes and the Ministry for Foreign Affairs.

The purpose of the programme is to support
innovation development in Finnish companies, civil soci-
ety organisations, research organisations, universities,
and universities of applied sciences. It also supports inno-
vation-related experiments that promote well-being in
developing countries and provide Finnish companies with
international business opportunities. SMEs are the main
target group of the programme. BEAM is more strongly
oriented towards development goals and less focused on
the actors involved than the other development coopera-
tion instruments in which funding is provided for the pri-
vate sector.

BEAM is a five-year programme with a budget of 50
million euros. Tekes and the Ministry for Foreign Affairs
account for about half of the funding while the other half
comes from the companies taking part in the programme.
The BEAM programme is open to all sectors. Under the
programme, funding can be provided for projects tar-
geting developing countries (except China).” The main
target group of the programme are growth-stage compa-
nies wanting to expand product-based or service-based
business to developing markets. In order to be eligible for
support, the company must have credible business opera-
tions, be scalable and possess adequate resources. Under
the programme, companies are provided with grants and
loans. A self-financing ratio of 50 per cent is required. Up
to 100,000 euros can be provided as grants in addition to
which loans may also be provided. All loans are granted
by Tekes and none of the financing for them comes from
the Ministry for Foreign Affairs. Total project costs vary
between about 30,000 euros to hundreds of thousands of
euros, depending on the size of the applicant company
and the project content. civil society organisations and
companies operating in Finland can also take part in the
projects with their own parallel projects.

Opportunities
o A target-oriented instrument bringing together a large

number of different actor groups. Applicants are encou-
raged to establish partnerships with companies in the
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target countries and to cooperate with the public and
private sectors. The performance of the instrument is
assessed on a continuous basis, not only afterwards.

o Support is available to all sectors, which means that it
is better suited for meeting the partners’ development
needs.

o Even though the BEAM concept has attracted inte-
rest, there is a need for more extensive dissemination
of information on the application and selection criteria
and the finding of potential partners.

o The programme helps to strengthen relations in the
partner countries and supports Finland’s efforts to
move from development cooperation to business
partnerships.

o The programme facilitates the operations of Finnish
companies in the developing markets.

o The programme has helped Tekes and the Ministry for
Foreign Affairs to put their cooperation on a closer foo-

ting in both Finland and other countries.

Challenges

o It should be possible to interpret the innovation crite-
rion in BEAM funding decisions in a practical manner
as a new sustainable business solution that is relevant to
strengthening development impacts or improving living
conditions.

o It is difficult to find companies or projects for deman-
ding conditions in developing countries. Start-up com-
panies do not possess adequate resources, knowhow or
credibility for sustainable business operations. During
its early stages, BEAM was distinctly a programme for
research projects and organisations.

« BEAM has only limited application to civil societyorga-
nisations because it requires profitable business opera-
tions. It is, however, a development funding instrument
that uses societal influence as an essential criterion. A
total of 80 per cent of the applications submitted by
organisations are approved, which is more than among
other applicant groups. This suggests that the instru-
ment might be particularly well-suited for certain types
of organisation that already possess adequate resources
and capabilities for BEAM cooperation.

o A substantial self-financing requirement (between 30%
and 50%) may discourage civil society organisations
from taking part in the programme. Companies, too,

may consider the self-financing requirement too high

7 All countries listed as countries eligible to receive development aid by the OECD DAC are considered

as developing countries: http://www.oecd.org/dac/stats/daclist.htm



in relation to the risks arising from business opera-
tions in developing countries. Tekes has the final say
on these criteria. There may be differences between the
assessment criteria applied by Tekes (business opera-
tions, novelty value, scalability) and the priorities set
by the Ministry for Foreign Affairs (local development
impact).

« Slightly over half of all funding applicants were compa-
nies and 47 per cent of all approved projects were proje-
cts proposed by companies. A high rejection rate, com-
pared with the projects proposed by organisations, may
suggest that the companies did not have a clear picture
of the required development impacts.

o Verifying the development impacts and strengthening
them, especially in company projects, should be given
consideration in the steering of the BEAM instrument.

PIF: Support for public sector
investments

he Public Sector Investment Facility (PIF) is

an updated version of the concessional credit

scheme, which was abolished and then rein-

stated during the previous government term. It
is intended for supporting developing countries in pub-
lic sector investments that strengthen their own capacity
with the help of Finnish technology and knowhow. The
investment facility is a mixed credit instrument in which
the beneficiary is the public administration of the devel-
oping country concerned. The credit is guaranteed by Fin-
nvera. In PIE, the public sector investment in the devel-
oping country is partially funded with a loan, which is,
however, not financed from Finland’s development coop-
eration funds. The PIF covers the loan interest on the por-
tion of Finnvera’s guarantee fee exceeding six per cent and
part of the investment capital. The main difference to the
concessional credit scheme is that PIF also covers 14 least
developed countries. The requirement is that Finnvera
provides them with a guarantee.

The PIF scheme is intended for investment projects
of Finnish companies in developing countries. The fund-
ing is usually provided for the companies’ public sector
customer in the target country so that it can cover the
expenses arising from the purchase. This means that PIF is
a tied aid instrument. Under the PIF scheme, the poorest

countries on the beneficiary list are entitled to receiving 50

per cent of the aid as grants, while the remaining funding
is in the form of a concessional credit. Other countries are
entitled to receiving 35 per cent of the aid as grants.

The funding application is submitted by a public
authority in the developing country in question and it
prepares the document in cooperation with the Finnish
exporter and the provider of funding. There are no sec-
tor-specific limitations to the instrument. The develop-
ment impacts of the investment play a major role when
the funding decisions are made. A feasibility survey
meeting the standards laid out by the IFC, which is part
of the World Bank Group, must be prepared for the pro-
ject. The Ministry for Foreign Affairs is responsible for
assessing the project and its human rights and develop-
ment impacts. The preliminary assessment is partially
carried out by an external consultant hired by the Minis-
try for Foreign Affairs. In this connection, the applicant’s
debt sustainability is also reviewed. The final decision is
made by the group in the Department for Development
Policy assessing the quality of the development coopera-
tion projects (quality team). The procurement process is
in accordance with the practices observed in the partner
country. The customer must report on the development
impacts two years after the project start. The Ministry for
Foreign Affairs may commission an assessment of a pro-
ject receiving investment support. However, as a rule, not
all projects are systematically evaluated.

The size of the funding varies. Concessional credit
projects were sized between 10 and 20 million euros and

The main difference to
the concessional credit
scheme is that PIF also
covers 14 least developed
countries.



the smallest of them amounted to two million. The fund-

ing granted under the PIF scheme varies between 5 and
30 million euros, which is a sizeable investment for the

poorest countries.
Opportunities

o PIF provides an instrument for financing major public
sector projects supporting sustainable development that
are supplied by Finnish companies. It is available to all
developing countries (including the poorest states).

o Itis particularly well-suited for large Finnish companies
offering solutions in the energy, infrastructure, water
and sanitation sector, and in environmental technology

(incl. meteorology).
Challenges

o Development impacts should be considered during the
planning stage and after the implementation. Adequate
resources should be allocated for this. In the assessment,
consideration should be given to both development
policy and export promotion goals.

o As the projects are of substantial size, they should also
be reviewed from the perspective of the value chains,
tax footprint and the creation of local added value.

o The aid provided under the PIF scheme is tied aid requi-
ring that purchases are made from Finland. As a rule,

this is in violation of the most important international
principles governing development cooperation. OECD/
DAC has estimated that tied aid is between 15 and 30
per cent more expensive than untied aid.

PIF burdens Finnish missions in the poorest countries,
which already have inadequate resources.

There should be a critical review of the debt sustainabi-
lity risks in the poorest countries. In the instrument, the
risk is borne by the developing country concerned, and
partially also by Finland. The instrument reduces the
risk of the private sector actors.

Special consideration should be given to the procure-
ment practices of the partner countries and the challen-
ges concerning good governance, democracy and com-
petitiveness legislation associated with them. Finland is
examining whether support for this would be available
from the UN (The United Nations Office for Project
Services, UNOPS).

How can it be ensured that tying the support to goods
or service purchases from Finland will not increase the
project costs? The OECD has estimated that tied aid is
as much as 30 per cent more expensive than untied aid.
PIF is not suited for companies that have consumers or
the private sector as their customers. It is not suited for
small-scale precise projects either.

In addition to using the number of new jobs created
and occupational safety and health issues as crite-

ria, it should also be possible to assess the activities in



accordance with the minimum goals for decent work
set out by the ILO, UN Guiding Principles on Business
and Human Rights and the Gender Marker system. The
economic profitability of the activities should also be
assessed.

Team Finland: Network supporting
internationalisation

he aim of the Team Finland network is to pro-
mote the success of Finland and Finnish com-
panies internationally. The network brings
together state-funded actors promoting the
internationalisation of companies, foreign investments in
Finland and the country image, as well as the services that
they provide. It provides information, tools and networks
for internationalisation of companies. The aim of the net-
worked approach is to ensure that the public resources
allocated to the promotion of exports and investments are
utilised more efficiently and to improve the quality of the
services available to companies.
The Ministry of Economic Affairs and Employment,
Ministry for Foreign Affairs, Ministry of Education and

Culture, as well as the publicly funded organisations
steered by them and their offices outside Finland are at the
core of the Team Finland network. These organisations are
as follows: Finpro, Tekes, Finnvera, Finnfund, Finnpart-
nership, Finnish Industry Investment, VT'T, the Finnish
Patent and Registration Office, the ELY Centres, Finland’s
cultural and academic institutes, the Finnish-Russian
Chamber of Commerce and the Finnish-Swedish Cham-
ber of Commerce. The activities are steered by the Govern-
ment and the Government Programme, especially the key
project on competitiveness and employment. The work
to reform the Team Finland activities has been started so
that the network would be able to provide companies with
better service. The reforms have started from the growth
programmes, which are the main tools of the Team Fin-
land network. However, so far there has been insufficient
attention to the network’s development policy guidelines
and competence as well as the links with development pol-
icy objectives. For example, the competence possessed by
Finnish organisations remains an underused resource in
the practical activities of Team Finland.

In the growth programme reform of Team Finland,
consideration is given to the developing markets. The

growth programme package has the developing markets as

Closer cooperation between companies and civil society organisations

In recent years, civil society organisations carrying out deve-
lopment cooperation work have increased cooperation with
private companies and developed new operating models for
partnerships helping poor population groups in developing
countries. Three examples of such activities are given below.

Plan International Finland

The priority in the work of Plan International Finland is to
provide companies with expertise on children’s rights and the
status of girls in developing countries. Cooperating with Kes-
ko, the organisation is helping the Thai fishing industry to ope-
rate more responsibly and working to improve the status of
Cambodian migrant workers. The purpose of the project is to
study the manner in which the unofficial sector of the fishing
industry operates, to review how to prevent the exploitation
of migrant workers and their children, and to provide actors
in the supply chain with training in transparency and the fair
treatment of workers.

In the Alwar district of western India, Plan has a cooperation
project underway with the heavy engineering company Metso.
In this project local schools are provided with proper teaching
facilities and teachers receive additional training. The aim is
to improve learning results by providing the schools with fa-
cilities for science and mathematics teaching, up-to-date IT
technology and school libraries. Metso has a production plant
in the Alwar district, and India is an important market for the
company.

According to Plan, the application of new technological soluti-
ons has also proved to be an effective operating approach. An
example of this is the solar backpack developed in cooperati-
on with a British start-up company. The solar backpack allows
audiovisual material to also be used in remote areas. The pro-
ject successfully combines the technological knowhow of the
project partner Aleutia with the knowledge of local conditions
that Plan possesses.

»
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World Vision Finland

For World Vision Finland, the private sector is an important
partner, and the organisation is investing in developing good
partnership models. The focus is on “inclusive business’, in
which development is generated through business. The part-
ners have varied from start-up enterprises to large companies.

In World Vision's Weconomy innovation projects, companies
that have or aim to have a presence in developing markets are
developing products and services in cooperation with local
stakeholders and communities with the support of the orga-
nisation’s experts. The model was originally developed in colla-
boration with Aalto University and Finpro. So far, World Vision
has implemented nine Weconomy projects, in India, Sri Lanka
and Kenya. For example, in Kenya, it is manufacturing equip-
ment utilising solar thermal power in cooperation with the so-
lar power company GoSol.org. The equipment is intended for
the use of small enterprises operating in Kenya. With Logonet
Oy, World Vision is in the process of developing a maternity kit
suitable for refugee camps and humanitarian operations. Ot-
her Weconomy cooperation projects include importing Indian
handicraft products to Finland (MNI Products), development
of food waste composting in Sri Lanka (Biolan), investigating
the biofuel potential of agricultural waste in India (Fortum)
and the development of acommunal travel service in Sri Lanka
(Duara Travels).

In addition to the Weconomy projects, World Vision has also
cooperated with Salesforce.comin mentoring young entrepre-
neurs in a slum in Nairobi. With the eyewear retailer Cazze &
Synsam, World Vision has been involved in projects in which
the company’s opticians conduct eye tests and distribute
eyeglasses donated by Finns to people in Kenya and Peru in
need of them.

Finnish Committee for UNICEF

In its cooperation with the private sector, the Finnish Com-
mittee for UNICEF observes the guidelines and priorities laid
out by UNICEF International. The cooperation encompasses
corporate social responsibility issues from the perspective
of companies and the authorities, and the utilisation of the
expertise and resources possessed by companies in the deve-
lopment of new solutions.

The corporate social responsibility work carried out by
UNICEF enhances respect for children’s rights in companies’
operations. UNICEF has selected five priority areas (ICT, tou-
rism, the textile and clothing industry, mining, and the food and
beverage industry) and production chains, in which the focus is
on the production of raw materials.
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As part of the international work of UNICEF, the Finnish Com-
mittee for UNICEF has, in cooperation with Finnair and Neste,
examined the impacts of tourism and palm oil cultivation on
children’s rights.

In UNICEF’s view, companies have a great deal of resources
and expertise that can enhance children’s rights at the same
time as promoting business. Innovative solutions to the water
and sanitation problems in Ugandan schools have been deve-
loped in the UniWASH project of the Finnish Committee for
UNICEF. In addition to Finnish and Ugandan students and uni-
versities, the project also involves the environmental products
company Biolan as an expert partner. Biolan has supported
small enterprises in Uganda so that they could develop the wa-
ter and sanitation ideas created by the students into commer-
cial products and services. During the project, the parties have
learned a great deal about what innovation processes involve.
They now know that innovation is a time-consuming process
that needs expertise from different actors and in which espe-
cially the private sector plays an important role as a partner
processing the concepts into economically sustainable soluti-
ons. A great deal of emphasis in the project has been on human
rights based project work. It has been developed by first provi-
ding project partners with training in the human rights-based
approach and in the practical tools associated with it. After
this, the students have been able to apply the tools that they
have learned in their work with the pupils.

Like Plan and World Vision, the Finnish Committee for
UNICEF does policy advocacy work in cooperation with com-
panies. Well-known companies and brands have a great deal
of potential in promoting sustainable development goals and
children’s rights through their own work and by setting an
example for the sector as a whole by disseminating the mes-
sage among other stakeholders. UNICEF has a long history of
cooperationwith the world’s largest consumer product brands
in fundraising. Corporate partners and multi-actor platforms,
such as the World Economic Forum, the United Nations Priva-
te Sector Forum and the most important sectoral events, are
encouraged to act as more visible trendsetters for other com-
panies. For example, UNICEF has launched joint efforts with
Lego, in which the focus is on children’s digital rights. The fact
that 20 million people visit the lego.com site each month and
that the LEGO YouTube channel attracted 1.3 billion viewers
in 2015 give an idea of the huge impact potential of the work.
The Finnish Committee for UNICEF is also mapping suitable
trendsetter companies and aiming to establish new types of
value-based cooperation models with companies.

- —



its cross-cutting theme. The theme is separately resourced,
and it is also incorporated in other growth programmes

(such as bioeconomy, cleantech and digitalisation).

Opportunities

Finland enjoys a high international profile as a country
promoting sustainable development. This should also
be more actively exploited in export promotion. Kno-
whow in research and education should also be a more

visible part of the Team Finland work.

o In an ideal situation, the Team Finland network could
promote internationalisation advancing the sustainable
development goals of Finnish companies in a broad
range of different areas.

o The basis for the growth programmes for developing
countries and Digital Africa already exists.

o Team Finland brings together the offerings of different
actors and instruments. It provides Finnish compa-
nies with customer contacts in developing countries
through its network and with the help of Finpro and its
growth programmes as well as the network of Finnish

embassies.

o In cooperation with developing countries’ own public
and private organisations, the Team Finland network
could establish a framework for a high-quality and con-
fidential due diligence support service. This would help
to survey the risks connected with any bilateral busi-
ness but it could also serve as a tool for building trust
between the actors.

Challenges:

o Reconciling the aims of export promotion and deve-
lopment policy goals requires a new approach and new
capabilities. Successful implementation of the 2030
Agenda requires that export promotion, too, encoura-
ges companies to engage in business that is in accor-
dance with sustainable development goals.

o The development of the networks between Team Fin-

land, development policy parties and non-public actors

is still at its initial stages. The local networks of Finnish
industrial organisations, such as the Federation of Fin-
nish Enterprises, Finnish Enterprise Agencies, cham-
bers of commerce, Confederation of Finnish Industries,
as well as those of trade unions should be used more
systematically as “contact surfaces” in business opera-

tions in developing countries.

o The lack of business skills in developing countries that
do not have consultancy networks familiar with Finnish
interests and providing Finnish actors with services. At
the moment, the personnel resources in Finnish diplo-
matic missions are inadequate.

« Systematic action and stronger competence are required
for ensuring that the expertise on the activities carried
out as development cooperation and lessons learned
from them can be utilised in Team Finland activities.
This is particularly the case in countries where develop-
ment cooperation has been the main form of coopera-
tion (such as Kenya and Zambia).

o Tekes, Finnpartnership, Finnfund and the Ministry for
Foreign Affairs could provide funding seeking compa-
nies with more information about how to cooperate
with civil society organisations, about the benefits of
such cooperation and about the expertise possessed by
the organisations. At the moment, finding partners is an
arduous process. Companies and organisations do not
know each other.

o In Team Finland, too, all actors should commit themsel-
ves to the assessment of the minimum goals for decent
work laid out by the ILO, UN Guiding Principles on
Business and Human Rights, and gender impacts.

The tools must be suited for a
broad range of different needs

In the efforts to increase development funding, internal
and external central government partnerships are assum-
ing an increasingly important role. The role of partners
has also been recognised in the requirements laid out
for the private sector instruments. Even though there is
broad range of different subsidies available to private sec-
tor actors, consideration must be given to the goals laid
out for the instruments, their feasibility and the links



between them. Generally speaking, the range of instru-
ments, which is currently applicant-oriented, should be
made more goal-oriented. At the moment, the parties
eligible for funding are too narrowly specified and not
enough consideration is given to the purpose of the activ-
ity. The funding needs of SMEs and micro enterprises in
developing countries and the development of their busi-
ness operations constitute the blind spot in the existing set
of tools, even without any Finnish connections.

Even though development impacts must be the main
objective in the activities financed with development
cooperation funds, the fundamentals of business oper-
ations must also be a consideration when tools for the
purpose are designed. Furthermore, the aim must be to
maximise both the development impacts and business
profitability. It is particularly important to consider how
the instruments relate to the development needs in the
private sector of developing countries. In that case, the
objective must be the business growth and internationali-
sation that can be adapted to the needs and operating envi-
ronment of each country and that helps to reduce inequal-
ity. Supporting the exports of specific technologies and
products with development cooperation funds should also
be on a needs basis. It is important to give consideration to
more extensive networks connected with business opera-
tions, especially when these involve political and human
rights impacts. From the perspective of Finnish compa-
nies, the cooperation instruments should be based on a
clear understanding of the development goals pursued
with the activities, requirements for entering the develop-
ing markets and the challenges facing businesses operat-
ing in these markets. For this reason, advance advice and
training provided in connection with the instruments is
important.

Private sector instruments should form a mutually
supportive continuum. This applies to all Team Finland
services and instruments, and not only to the instruments
administered by the Ministry for Foreign Affairs. It would
be better for the companies if they were able to make
flexible use of the instruments at different stages of their
development paths (in preliminary studies, establishment,
product development/adapting the product and activi-
ties to local needs, and growth funding). The widest gap
now exists midway through the development path. After
receiving early-stage support from such programmes
as BEAM or Finnpartnership, a company has to turn to
Finnfund, which mainly provides financing for large pro-

jects amounting to millions of euros. An intermediate
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instrument, sorely needed by SMEs, is absent. For exam-
ple, there are no suitable financing instruments for projects
between 400,000 and 1 million euros. This should be taken
into account when existing cooperation instruments are
developed. Correspondingly, the support received by civil
society organisations should also be examined against the
background of the cooperation needs of the private sec-
tor. If organisations are expected to cooperate more exten-
sively with companies, the support schemes for them must
encourage such cooperation by providing the appropriate
resources and flexibility.

Particular attention should be given to the develop-
ment and expansion of the early-stage instruments so
that Finnish companies are encouraged and learn how
to expand their business to the developing markets. As is
generally the case in development funding, predictabil-
ity of the funding and support is essential. In addition to
funding, there is a need for expertise that combines the
knowledge of the operating field, development challenges
and opportunities, as well as the requirements of the com-
panies and the markets. In Finland, only a very limited
amount of tailored advice and training for reducing pov-
erty and inequality as part of business operations is avail-
able to companies. This is a significant opportunity for
cooperation between companies and civil society organi-
sations. There are few sectoral, regional or other networks
based on peer support. At the same time, corporate social
responsibility networks often play only a secondary role
in the core business of the companies. The good results
achieved with development funding and instruments
should be highlighted more openly and information on
them should be disseminated. This might also make pri-
vate providers of funding more interested in developing

countries.

Building partnerships requires
time and resources

In a business operating environment differing from the
domestic market, various types of partnership assume a
greater role. It is easier for companies coming from out-
side to create workable business operating models if they
are supported by local business partners. Support net-
works run by different actors make it easier to find such
partners. Partners in the target countries know the local
markets, customers and operating practices, which helps
Finnish companies to establish a presence in new regions.



The networks also help to develop entrepreneurship

in the target countries and to build business operating
environments.

The Finnish private sector can establish partnerships
directly with companies in developing countries or build
cooperation relationships with the private sector and the
civil society, in both Finland and in the target countries.
Partnerships can also be established with industrial organ-
isations, sectoral organisations or such bodies as universi-
ties and other education institutions. In the past few years,
there has been a growing debate in Finland and interna-
tionally on the partnerships between companies and civil
society organisations.

A long-term approach, familiarity with local con-
ditions and trust are a requirement for successful devel-
opment cooperation at bilateral and multilateral level, as
well as for development cooperation involving civil soci-
ety organisations. These qualities are also required in the
corporate partnerships strengthening the private sector in
developing countries even though the operating logic and
strengths of the actors might be different. The aim is to
ensure that different actors pursue common goals - sus-
tainable development impacts in developing countries
- by relying on their own strengths and by complement-
ing each other. Private business operations are based on
profitability, which does not, however, exclude positive
development impacts. Recognising and accepting the
different starting points of both parties and, in particu-
lar, having genuine common interests are a precondition
for successful cooperation. For example, it is important

for companies to ensure that their subcontracting chains
meet international standards. Partnerships do not come
into existence automatically; they require a systematic
approach and, in many cases, also external guidance.
Especially in the combination of business operations and
development impacts, a clear strategy and leadership for
implementing it are required.

Civil society organisations find it challenging that they
are urged to cooperate more extensively with companies
even though their funding has been cut. However, build-
ing cooperation is a time-consuming process. Resources
must be spent on the preparatory work and on finding a
suitable partnership model before any results are achieved.
This is a major challenge to organisations because provid-
ing the human resources required for the cooperation may
be difficult. In this respect, organisations of different size
are in an unequal position. It is easier for large interna-
tional organisations to pilot joint projects with companies,
whereas small organisations cannot do this unless sepa-
rate support is provided for the purpose.

Moreover, companies do not necessarily possess
expertise on developing countries. This requires substan-
tial resources from partner organisations in such areas
as steering. Such instruments as preparatory funding for
planning cooperation projects with different countries
and on different themes and innovations are not available
for this purpose. Cooperation with companies has not fea-
tured prominently in the funding applications submitted
by civil society organisations in recent years. At the same
time, however, there are also promising examples that
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could serve as a more systematic basis for guidance and work plan promised in the development policy report, as
good practices for organisations planning partnerships. well as support and training for corporate social responsi-
There is a need to build capacity in both the organisations bility become reality. m

and companies. For this reason, it is important that the

Recommendations of the
Development Policy Committee:

o For strengthening the private sector in developing
countries, Finland needs a vision that is more compre-
hensive than the existing range of instruments. It should
combine the goals laid out in the development policy
report, Agenda2030 and private sector partnerships.
Guidelines should be prepared for implementing the
vision. They should lay out how the universal principles
governing Finland’s development policy - human rights
based approach, coherence, openness and effectiveness
- should apply to all actors. In this set of instruments,
development cooperation is only one of the many tools
available for the purpose.

o Reduction of poverty and inequality in developing
countries and promotion of sustainable development in
global scale should be the all-encompassing aims of Fin-
land’s development policy. Public development coope-
ration funds should always be used in accordance with
the goals laid out in the Agenda2030. This should also
be the case when companies are involved. It is also par-
ticularly important to improve companies understan-
ding of social development as part of the implementa-
tion of the Agenda2030.

o The funding instruments are mainly intended to serve
private sector partnerships. They rarely have provisions
for cooperation with non-Finnish companies. There is
also a need for other development policy measures sup-
porting the development of the private sector and busi-
ness policy in the target countries.

o More consideration should be given to the needs of
small potential business projects. This is important

because most of the companies in Finland and in deve-
loping countries are small. Most of the new jobs are

created in these companies.

The standards for measuring the effectiveness of busi-
ness funding and the criteria for success and responsi-
bility should be commensurate with the other activities
financed with development cooperation funding. There
is room for development in the criteria and guidelines
for development performance goals in business instru-
ments and in the manner in which they are verified. At
the same time, consideration should be given to repor-
ting on the results and their transparency.

In addition to the economic impacts generated by the
business operations, it must also be possible to deter-
mine, monitor and assess the social and environmental
development impacts arising from the activity. For this,
companies must have a clear view on what is expected
of them in this respect and how development impacts
are assessed. A report on the development impacts of
the different private sector support instruments must be
submitted to Parliament during the current government
term.

The expertise possessed by the Finnish missions in the
partner countries, civil society organisations and com-
panies should be more actively brought together so that
development goals can be achieved. Sufficient resources
should be allocated for this purpose. Adequate expert
and administrative resources should also be ensured

domestically.
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Fair taxation
encourages

growth

How can Finland promote developing countries’

own taxation capacity and international tax rules promoting
sustainable development?
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axation is an essential part of the economy

in every country, and it is crucial to ensuring

the functioning of society and the well-being

of its citizens. As a development policy theme,
taxation is connected with a number of important issues.
It helps developing countries to retain some of the eco-
nomic wealth created in them, which means that these
resources can be used more effectively in the efforts to
narrow gaps between countries and between individuals.
The strengthening of developing countries’ own financ-
ing base (domestic resource mobilisation) has become a
major international development policy theme, especially
in the Agenda2030 for Sustainable Development and in
the decisions of the Third International Conference on
Financing for Development held in Addis Ababa. Finland,
too, is committed to the decisions of the conference.

International tax evasion and avoidance, weak taxa-
tion systems in developing countries, and misuse of tax
revenue erode the fundamentals of well-being, function-
ing societies and sustainable development everywhere.
Each year, countries around the world lose substantial
amounts of tax revenue as a result of illicit capital flight
and tax avoidance, as well as tax planning, which is legal
but against the spirit of the law. The volume of the capi-
tal fleeing from developing countries is many times higher
than the development aid provided to them. According
to the United Nations Conference on Trade and Devel-
opment, developing countries lose USD 100 billion every
year as a result of tax avoidance by multinational compa-
nies.® This sum would be enough to provide health care
for 700 million people in the world’s poorest countries.
It is extremely difficult to give any exact figures because
there is no comprehensive information available on illicit
financial flows. It is clear, however, that they are substan-
tial in scale. Most of the illicit capital flight is connected
with incorrect invoicing of foreign trade (exports and
imports), which means that they come under the pur-
view of the customs authorities. The phenomenon is not
limited to developing countries. Tax avoidance and illicit
financial flows are an obstacle to the sustainability of the
global economy and people’s well-being.

Developing countries are more dependent on the
taxes paid by companies than industrialised countries. In
Africa, an average of 30 per cent of all tax revenue is gen-
erated by corporate taxes, whereas in the developed econ-
omies the figure is only 11 per cent.” According to the
surveys conducted by IMF and UNU-WIDER, tax avoid-

ance by large companies also has a more serious impact

® World Investment Report 2015, UNCTAD.
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on developing countries. At the same time, large multina-
tional companies are the largest taxpayers in developing
countries, which means that the tax is primarily directed
at the companies’ shareholders in industrialised countries.
Corporate taxes have grown in importance with trade lib-
eralisation and the lowering of import duties. What are
called export processing zones (EPZ) can boost economic
growth and employment and help to improve the infra-
structure. However, from the perspective of sustainable
development, they are often a problematic arrangement.
They are areas established inside states, and multinational
companies operating in them are granted tax relief or
exemptions from labour and environmental laws, or both.
The purpose of the EPZs is to attract foreign investment
into developing countries, especially in labour-intensive
sectors, such as the electronics, clothing and toy indus-
tries. Broadening the tax base paid by large companies
would also replace taxes hampering foreign trade (such
as customs duties and other charges). At the same time,

In Africa, an average of 30
per cent of all tax revenue
1s generated by corporate
taxes, whereas in the
developed economies the

figure 1s only 11 per cent.

° Kuin laittaisi rahaa pankkiin - vaihtoehtoja kestivin kehityksen rahoitukseen, 2016, KEPAn ajankohtaiskatsaus.
(It’s like putting money in the bank - alternative ways of funding sustainable development, 2016, topical survey of KEPA).
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The poorest women shoulder the heaviest tax burden

The poorest women in developing countries often carry a
higher tax burden than men and benefit less from taxes than
men do. According to a number of studies, indirect taxes ac-
count for as much as two thirds of all tax revenue in low-in-
come countries (in high-income countries, the proportion is
one third). This means that consumption is taxed more heavily
than income and wealth in low-income countries. As women
are often responsible for acquiring the necessary consumer
items for their families, they shoulder a disproportionate bur-
den of the tax payments. At the same time, men benefit from
low or negligible income taxation.

More efficient tax collection is the most sustainable way of
broadening the revenue base in developing countries. At the
same time, however, attention should be paid to those from
whom the taxes are collected and to the manner in which
the tax revenue is used. Gender-based assessment at each

consumption taxes, which are also an extremely impor-
tant source of income for developing countries, are often
an unreasonably heavy burden on the poorest population
groups and they often fall more heavily on women than
men.'® If developing countries were able to collect taxes
from companies and from their own elite, there would be
less pressure to tax consumption.

However, taxation alone is not enough. Proper and
more efficient channelling of central government expend-
iture is at least as important. Developing the public finan-
cial administration is important so that the citizens and
companies can see how the tax revenue is spent. When
allocated and applied in a fair manner, taxation provides
a basis for essential basic services and reduces inequal-
ity and poverty inside countries. This requires improve-
ments in taxation capacity in developing countries and
in the manner in which the tax revenue is spent. Finan-
cial administration reforms reduce opportunities for cor-
ruption, make budgets more transparent and improve
auditing. Parallel to central government financial and tax

administration, the parliament, customs, the courts and

level of tax and economic policy and in the budgetary policy
(gender-sensitive budgeting) could make this easier. It is also
important to know from whom the taxes are collected. This
helps to avoid a situation where the poor and groups that are
discriminated against pay proportionally more taxes than
those with higher incomes. Women often do not get much
in return for paying taxes. When countries try to minimise
their budget deficits, cuts are made in public services, which
are important to women. There must also be mechanisms for
monitoring the manner in which tax revenue is used. Count-
ries should provide their citizens with basic services with the
tax revenue and guarantee that every taxpayer gets value for
their money. Finland should help its partner countries’ tax ad-
ministrations to strengthen the expertise of their personnel,
promote the career opportunities of women in particular, and
provide training in such issues as discriminatory tax practices
and gender-equal budgeting.

- —

other oversight bodies play a central role in ensuring good
governance and democracy. From the companies’ per-
spective, it is important that the tax policy and taxation
practices are predictable. Social stability is in the interests
of both citizens and companies. Taxation can only serve
the goals of sustainable development if all parts of the
equation are in place.

In the last section of the this report, the Development
Policy Committee will focus on how Finland can promote
developing countries’ own taxation capacity and inter-
national tax rules that support sustainable development.
We will also be discussing the challenges concerning the
strengthening of the tax base in developing countries and
the problem of legal and illicit capital flight. The assess-
ment is based on the Government’s development policy
report, in which taxation is discussed under the priority
area of making societies more democratic and better-func-
tioning. The issues are discussed in more detail in the Tax
and Development Action Programme adopted in autumn
2016 (2016-2019), which presents the measures planned
by Finland to promote the goal and the resources that

1% http://www.undp.org/content/undp/en/home/librarypage/womens-empowerment/taxation-note.html



Finland intends to allocate for the purpose. With respect
to the Ministry for Foreign Affairs and Finland’s devel-
opment policy, the action programme also implements
the Governments action plan against international tax
avoidance and the work programme on corporate social
responsibility.

The action programme provides
a good basis for the development
of taxation

Finland’s Tax and Development Action Programme is an
extremely welcome opening and an important develop-
ment policy initiative. The programme clearly states that its
goals can only be achieved if they are supported by consist-
ent policies and there is cooperation between the parties
involved. This means the action programme links Finland’s
taxation-related development cooperation and policy
more closely with the implementation and monitoring of
the Agenda2030 for Sustainable Development. Many of
the goals laid out in the Agenda2030 are connected with
taxation. These include the goals relating to economic
growth (Goal 8), reduction of inequality (Goal 10), pro-
viding access to justice, building of institutions and com-
batting of illicit financial flows (Goal 16) and the strength-
ening of developing countries’ taxation capacity (Goal 17).
Through the action programme, the Ministry for Foreign
Affairs is cooperating with the Ministry of Finance, Minis-
try of Economic Affairs and Employment and the Finnish
Tax Administration and working to ensure that taxation
issues are also discussed as sustainable development issues
at international forums, such as the EU, the OECD and the
Group of 20 major economies (G20).

The situation analysis presented in the action pro-
gramme is fairly realistic. It states that in developing coun-
tries, tax evasion and avoidance as well as corruption pre-
vent the development of the countries’ public finances and
the strengthening of their tax bases. Tax revenues that are
owed to the countries are not obtained from large corpo-
rations and wealthy individuals. The action programme
recognizes the current situation to be contrary to national
and international development goals. Finland aims to
tackle these challenges by taking active part in interna-
tional cooperation on tax rules, and by supporting the
participation of developing countries in the process, their
own knowhow and taxation capacity.
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The programme reiterates Finland’s commitment to
the international tax partnership initiative (Addis Tax
Initiative) and it is also stated that Finland undertakes to
double its support to strengthening developing countries’
taxation capacity between 2015 and 2020. The compar-
ison is based on OECD/DAC statistics in which the par-
ties to the initiative report on the funding earmarked for
strengthening the domestic resource mobilisation of devel-
oping countries. For Finland, the funding is expected to be
increased from the 7 million euros allocated for 2015 to 14
million euros. Even though this is much less than originally
anticipated, it puts Finland in the middle group of DAC
countries, together with Sweden and the Netherlands. The
additional funding by Finland has been justified with the
benefits achieved through taxation. According to the stud-
ies carried out by the OECD, development aid investments
made in taxation, will generate at least a fourfold “return”
through higher taxation capacity. In the view of the OECD,
there may even be a 20-fold return from which an increas-
ing number of citizens in developing countries can benefit.

The Tax and Development Action Programme is clearly
structured. Its four main objectives are related to interna-
tional tax rules, taxation capacity in developing countries,
strengthening of tax compliance through the efforts of civil
society organisations, and research. The action programme
presents the measures through which the objectives are
to be promoted and funding for the measures. The target
regions and countries are also given and the actors and their
partners specified. This makes it substantially easier to pro-
duce an overview of the programme and monitor the meas-
ures. A long-term approach and new initiatives could be
laid out as future development priorities in the action pro-
gramme. Finland’s global tax policy, and national policies
in tax and development issues should also be laid out more
consistently. For this reason, the division of labour and
responsibilities in different areas of cooperation between
the authorities should also be more clearly specified.

The setting of the objectives in the Tax and Development
Action Programme continues the ambitious line started in
the development policy report. The main objectives laid out
for Finland are the same as those set out for all international
cooperation. The idea is that Finland will contribute to the
achievement of international objectives with its own input.
The action programme does not lay out any objectives related
to the measures or resources. Below we will review the objec-

tives and present the key measures supporting the objectives:



Finland as a partner in the
development of international
rules

According to the Tax and Development Action Programme

“l. International cooperation has achieved and imple-
mented revised international tax rules, for example to estab-
lish corporations’ country-by-country tax reporting and to
reduce tax evasion, tax avoidance and corruption.”

There is intensive discussion at different forums on the
global tax policy and the rules guiding it. The most impor-
tant of them are the OECD/G20, EU, UN, World Bank,
International Monetary Fund IMF and the Platform for
Collaboration on Tax, which serves as their cooperation
body. A number of regional development financing insti-
tutions also deal with taxation issues. The focus in Fin-
land’s action is on the OECD and within the organisation
on two entities driven by the OECD/G20, which form
the core of the international tax agenda promoted by the
OECD. The agenda relates to the reform of the interna-
tional corporate tax rules (Base Erosion and Profit Shift-
ing; BEPS) and Automatic Exchange of Tax Information
(AEOI). As its name suggests, the aim of the BEPS process
is to prevent the erosion of the tax base and slow down
profit shifting by introducing reforms in international tax
standards and by preparing legislative recommendations
for its member states. According to its recommendations,
multinational companies should be taxed in the countries
where the value of their production and services is cre-
ated. In a globalised and digitalised world, it is not always
easy to create common rules. Development and promo-
tion of country-by-country reporting by companies has
also been an important BEPS aim. The weakness is that
the exchange of country-by-country reports between the
tax authorities under BEPS only benefits a small number
of developing countries. At the moment, the scheme does
not oblige multinational companies to publicly report on
their country-by-country tax information.

The automatic exchange of tax information pertains to
activities after taxation and the main aim in it is to combat
international non-taxation. AEOI is a fixed-format stand-
ard allowing tax administrations to exchange information
on foreign investments. Development of the scheme is
the responsibility of the Global Forum on Transparency

and Exchange of Information for Tax Purposes, which

is an OECD body. A total of 130 countries have joined
the scheme. The exchange of information has two objec-
tives: the automatic exchange of information on private
individuals and the exchange of country-by-country
reports. From the perspective of developing countries,
the approach adopted by the Global Forum is a challeng-
ing one. It requires reciprocity from the participating
countries and technical data security arrangements that
are beyond the capacity of the poorest countries. Fur-
thermore, the system is largely based on the exchange of
information on a bilateral, not multilateral, basis. At the
moment, developing countries are not in a position to sup-
ply information on a reciprocal basis. For this reason, the
poorest countries receive few benefits from the exchange
of information under the current model. Finland should
support developing countries in their work to develop
their own tax systems and information exchange capacity.
Developing countries should also be allowed to be flexible
when applying the reciprocity requirement (for example
by introducing transitional periods) and they should be
provided with support in the collection of information.
There are also gaps in the AEOI standard, which weaken
its effectiveness.

No concrete objectives are laid out in Finland’s action
programme, and the manner in which the participation
of developing countries is supported on this forum is not
specified in the document. According to the action pro-
gramme, tax relief and the taxation of natural resources
are among the policy influence measures that Finland
applies. However, it is not specified in the document,
which international forums Finland will be using to pro-
mote the issue and which are the detailed objectives sup-
porting the effort.

According to the action programme, Finland sup-
ports the participation of developing countries in this
cooperation and strengthens their capacity to apply the
new tax rules. The support consists of funding from the
Ministry for Foreign Affairs and technical assistance pro-
vided by the Finnish Tax Administration. The African
Tax Administration Forum (ATAF) is the main partner in
this work. Strengthening a regional player is a welcome
measure. At the same time, however, the sums allocated
for the purpose are not given in the action programme.
Furthermore, the document does not specify whether
Finland is systematically committed to all the recommen-
dations and standards in the BEPS measures. The issue
of country-by-country reporting by companies and the

reporting requirements in particular has been a highly



sensitive issue in Finland and in the EU in general. The
country-by-country reporting under the BEPS scheme is
already in effect. In Finland, companies in which the state
is a majority shareholder have been obliged to produce tax
footprint reports since 1 January 2015. However, the level
of reporting is not in accordance with country-by-country
financial statements.

The obligation to submit country-by-country reports
to tax authorities has been incorporated into an EU direc-
tive and last autumn, it was also made part of the national
legislation in Finland. The obligation applies to com-
panies with a turnover of at least 750 million euros. In
April 2016, the European Commission proposed a public
country-by-country reporting arrangement, in which the
information on the countries outside the EU would be put
together. Countries on the Commission’s list of tax havens
would be excluded from this scheme. The weakness of
the proposal is that it would still be impossible for devel-
oping countries to access their own country-by-country
information. Finland supports the model proposed by the
Commission and is not in favour of expanding the report-
ing obligation. Furthermore, Finland has not introduced
any national measures to implement the BEPS scheme and
acts in accordance with the model adopted by the EU. In
the summer of 2016, the EU agreed on a directive combat-
ting tax evasion and the national implementation of the
document is in the process of being started. The directive
sets a minimum level for the provisions aimed at prevent-
ing tax avoidance.

In the negotiations on international tax rules, it is also
important to consider, which parties are in charge of the
process of introducing the rules and which parties are
obliged to observe them. The advantage of the processes
led by the OECD/G20 is that they act as a driver for the
OECD countries to provide their own public and private
actors with guidelines. At the same time, however, from
the perspective of the ownership and weight of develop-
ing countries, an OECD-driven process may also be a dis-
advantage even if developing countries and their regional
cooperation organisations were extensively involved in
both processes. Developing countries are now expected
to implement standards formulated in processes in which
they have not been able to participate as equal partners.
Finland’s Tax and Development Action Programme is
based on promoting the participation of developing coun-
tries in the process at OECD level and their capacity to
apply the OECD standards. However, especially the 134

countries belonging to the Group of 77 have emphasised
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that the role of the UN in international tax issues should
be strengthened. In spring 2016, Parliament also called
on the Government to examine how the UN Tax Com-
mittee could be strengthened. International standards to
which all states can become commit can only be achieved
through cooperation in which developing countries can

also take part as equal partners.

More prominence to tax and
development theme in policy
advocacy work

The Tax and Development Action Programme empha-
sises the policy advocacy work that Finland carries out
at international level, but it does not present any concrete

The Tax and Development
Action Programme
emphasises the policy
advocacy work Finland
carries out at international
level, but it does not present

any concrete objectives.



objectives. The Government plans to present the objec-
tives in the guidelines for development financing institu-
tions, Finland’s policy advocacy plans and in the work in
the institutions’ boards of directors. However, not enough
information on these guidelines and policies is provided
to parties outside the ministries. For example, Finland’s
policy advocacy plans are only intended for the internal
use of the Ministry for Foreign Affairs, and they are not
public documents. Nevertheless, important development
policy measures are laid out in them.

Only a certain proportion of the policy advocacy pri-
orities are included in the policy advocacy plans of the
Ministry for Foreign Affairs. This is an intentional deci-
sion and partially due to the large number of the prior-
ities. The Ministry of Finance and the Ministry for For-
eign Affairs have for years and in an extremely active
manner jointly promoted the tax and development theme
in the administration of the World Bank Group and the

It 1s important for
people to understand
that taxation is
essential for ensuring
basic services and that
they have the right to
get something in return

for paying taxes.

tightening of the tax haven guidelines of the IFC, which
provides funding for the private sector. The voting block
of Nordic countries and Baltic States is unanimous on the
importance of the issue which gives added weight to Finn-
ish action in this matter. The voting block has also agreed
on joint operational priorities for each year and again this
year, tax policies are an essential part of these priorities.

The policy advocacy plans include systematic result
chains for Finland’s priorities for each organisation, which
specify Finland’s role within the organisation in question.
At the same time, however, the cross-cutting links between
the priority areas laid out in the development policy report
are absent from them. For example, the taxation of natural
resources and the development of ownership registers is
a central issue from the perspective of developing coun-
tries and the main objectives of Finland’s development
policy. Finland is a supporting country in EITT (Extrac-
tive Industries Transparency Initiative). Taxation of nat-
ural resources is an essential part of the work of EITT but
it is difficult to assess how extensively Finland’s positions
in EITT are registered at other venues. For this reason, in
addition to the MFAs internal plans, there should also be a
joint plan laying out Finland’s global objectives. It should
also contain clear priorities in the field of taxation that are
promoted in all policy influence work. This requires an
open and participatory discussion, carefully considered
choices and a political decision.

In its Tax and Development Action Programme, Fin-
land emphasises support for developing countries in
the abolition of fossil fuel subsidies. That is a good thing.
However, it should also be kept in mind that the subsi-
dies paid by industrialised countries are many times
higher than those paid by developing countries. During
the current government term, Finland has channelled its
emissions trading revenue to energy-intensive industries,
which means that they are not available for development
cooperation funding. This is against the principles of sus-
tainable development.

The current level of Finnish commitment to the prepa-
ration of the international financial transaction tax and
the way in which Finland can promote the strengthening
of the domestic resource mobilisation of developing coun-
tries by active involvement in the process should also be
stated in the action programme.

There are not yet any references to taxation in Fin-
lands trade and development policy influence plan.
When implemented, the Trade Facilitation Agreement
(TFA) of the World Trade Organization WTO could also



a
<
z
=)

0
<
z
z
<
I
o
=
o
I
==

bring the themes of taxation, development and trade more
closely together. For example, the more transparent cus-
toms practices and prevention of corruption set out in the
TFA are aims that could be jointly promoted by these pol-
icy areas.

Finland as a developer of tax
administrations in developing
countries

Under the Tax and Development Action Programme, the
aim of Finland is that

“2. Developing countries’ domestic resource mobilisation
and taxation capacity has been strengthened: tax admin-
istrations and other institutions connected with the use and
supervision of state assets (e.g. parliament, customs, judi-
cial system, bodies supervising use of state assets) have been

developed or reformed.”

“3. In developing countries, civil societies’ awareness and
knowledge on the link between taxation and public services
has increased, and the ability to hold governments account-
able for increasing tax revenues and using them for public
services has improved.”

Developing countries’ own tax administrations play a
central role in the efforts to strengthen their domestic
resource mobilisation. In addition to the tax administra-
tion and the parties supervising the use of central gov-
ernment funds, the taxation capacity also depends on
good governance in the public-sector and private-sector
economy, and a workable justice system. The countries
must also have a tax policy to which the political elite is
committed. Civil society actors play an important role in
the efforts to increase awareness and knowledge of these
issues so that citizens will view taxation as legitimate. For
this reason, it is important that people understand that
taxation is essential for ensuring basic services and that
they have the right to get something in return for paying
taxes. From the perspective of the private sector, it is also
important that the tax systems function properly and that

the taxes are predictable.



According to the action programme, alongside

strengthening taxation capacity, Finland emphasises gov-
ernments being accountable to their citizens and domestic
businesses, as well as the use of higher tax revenues for bet-
ter public services, particularly for the poorest sections of
the population. Development of the African Tax Admin-
istration Forum (ATAF) and the strengthening of ATAF’s
corporate taxation expertise (in a project in Namibia) are
the most important projects carried out by Finland. Fin-
land is also supporting the Tax Inspectors without Borders
initiative of the OECD and UNDP. Finland has earmarked
its own support for the development of cooperation
between tax auditors in developing countries. The World
Bank and regional development financing institutions are
the main venues at which Finland can influence tax and
development issues at global level. Through these channels
Finland is supporting the development of taxation and
strengthening of productive sectors (in Somalia), devel-
opment of public financial management, taxation capac-
ity, customs and audit (in Afghanistan), and development
of parliamentary competence in budgetary and taxation
issues, transparency of public administration, accounta-
bility and reduction of corruption (in Africa). Tax policy,
public financial management, and the development of sys-
tems relating to tax policy are also mentioned in the action
programme as projects in the planning stage. Taxation is
included in the updating of all country programmes.

The participatory approach bringing different actors
together is the strength of the action programme. At pro-
ject level, this is reflected in the cooperation involving the
Finnish Tax Administration, the central government pur-
chasing agency Hansel, Ministry of Finance and the Min-
istry of Economic Affairs and Employment. The aim is to
involve the parliaments, regional and local level actors and
civil society organisations in developing countries. This is
important from the perspective of making taxation legiti-

mate and strengthening tax compliance.

Research helps to focus on
essential 1ssues

The fourth main objective in the action programme con-
cerns research. The aim is to ensure that there is reliable
research data and analysis on illicit financial flows and
solutions to curb them exist. Evidence of the effectiveness
of the measures aimed at building taxation capacity is also
required.

According to the action programme, Finland consid-
ers it important that decisions on international tax rules
and on strengthening developing countries’ taxation
capacity are based on information that is as accurate and
reliable as possible. It is also important to understand what



are the most serious obstacles for achievingthe tax and
development goals. Therefore, the statistics and the mon-
itoring process are extremely important in areas such as
the reduction of false invoicing in foreign trade and mis-
use of transfer pricing. Finland is also funding research on
illicit financial flows and analysis on their impacts on the
economies of developing countries (in Myanmar, Zam-
bia and Nepal). It should be noted, however, that reliable

6. FAIR TAXATION ENCOURAGES GROWTH

research can only be carried out if there is reliable infor-
mation and if the information is available. Finland could
play a stronger role in the efforts to ensure that informa-
tion is available for research, for example by supporting
an initiative in the EU under which there should be com-
prehensive, public, country-by-country reporting on all
countries. Finland could also consider allocating research
funding for impartial, peer-reviewed academic research. u

Recommendations of the Development
Policy Committee:

o Finland’s Tax and Development Action Programme and
the programme to combat international tax evasion
should complement each other. They should constitute
a single entity as part of the implementation of Finland’s
Agenda2030.

o From the perspective of Agenda2030, the timespan of
one government term (2016-2019) is too short. As a
new priority area, the tax and development theme requi-
res continuity (a vision of Finland’s long-term policy).

o The global tax policy and its objectives must be pre-
sented more clearly. Finland must set its main national
priorities and promote them consistently at all interna-
tional forums, such as the OECD, EU and UN. The obje-
ctives of the action programme must also be pursued in
the boards of international financing institutions and in
different policy sectors. Finland should prepare a multi-
lateral policy influence plan that can provide a response
to this need.

« Finland should promote the participation of developing
countries in taxation issues and support developing

countries in their efforts to present their case in proces-
ses led by the OECD/G20 and more generally in the
United Nations, where developing countries are able to
participate in the processes on a more equal basis.

o In the European Union, Finland should support the
proposal to oblige large multinational companies to
issue public country-by-country tax reports and intro-
duce such an arrangement at national level if no such
decision is made in the EU.

o Finland should promote nationally, in the EU and
more broadly internationally, transparent ownership
in cooperation with like-minded countries in order to

combat tax evasion, corruption and money laundering.

o Finland must ensure that the private sector develop-
ment instruments help to promote the objectives of the
Tax and Development Action Programme. Develop-
ment cooperation actors must ensure that neither they
nor their partners are engaged in aggressive tax plan-
ning. They should promote transparent ownership and

transparent country-by-country tax reporting.
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