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The debate surrounding development 
finance has focused on increasing official 
development assistance and foreign direct 
investments for decades. But at the UN 
Conference on Financing for Development 
in Addis Ababa (2015), focus shifted to 
mobilising local public and private re-
sources (domestic resource mobilisation, 
known as DRM) as a main source of de-
velopment financing. Different approaches 
to generating or freeing up more local 
resources are currently under discussion. 
The most important are: 

• Increasing efficiency in the public 
sector 

• Increasing government revenue 

• Promoting the private sector 

• Developing financial systems 

• Preventing capital outflow 

Increasing efficiency in the public 
sector  
The comparatively low rates of taxes and 
levies in developing countries (DCs), which 
are between 10% and 15% in many low-
income countries, are often cited in the 
debate surrounding DRM. But before new 
tax-related circumstances can be created 
or tax rates can be increased, it is advisa-
ble to first ensure that the already available 
resources are used efficiently and effec-
tively (“release effect”). There is enormous 
potential to increase efficiency and trans-
parency in the public sector (registration 
systems, tax authorities, cadastral offices, 
e-procurement, etc.), primarily through the 
use of digital technologies. Further im-
portant measures include reducing unsus-
tainable subsidies (particularly those with 
regressive effects), taking anti-corruption 
measures and improving public finance 
management (for example, by giving audit-
ing offices more support). 

Increasing government revenue 
Measures aimed at increasing tax rates 
are under tight constraints in countries with 
widespread poverty and a high degree of 
informal economic activity. However, there 

are still substantial discrepancies between 
the actual and potential tax revenue in 
many DCs. One reason is the low collec-
tion rate, which could be improved in many 
places by simplifying tax laws, more care-
fully reviewing tax exemptions, and reso-
lutely combating tax fraud and evasion. A 
higher collection rate is also desirable for 
reasons of fairness.  

When creating a new state of affairs with 
regard to taxation, it is important to careful-
ly assess the effects on poverty and wealth 
distribution. Experts see particular poten-
tial here in taxing the economic elite, es-
pecially with higher property taxes in rapid-
ly growing urban areas. Collecting gov-
ernment levies for specific purposes, such 
as in the form of appropriate user fees for 
water or waste disposal, is also a way to 
increase local revenue. Compared to 
general tax increases, charges for specific 
purposes represent a direct service, which 
is often perceived as fairer (“costs-by-
cause principle”) and can increase willing-
ness to pay.  

Promoting the private sector 
A flourishing private sector not only ex-
pands the tax base; it can also lessen the 
government’s burden on the expenditure 
side (e.g. through lower social spending). 
Many tasks that the government performs 
in DCs could be more efficiently performed 
by an effective private sector. The gov-
ernment can promote private sector in-
volvement with intelligent economic policy, 
directing local private funds into sectors 
identified as a priority in terms of develop-
ment policy (e.g. also by directly promoting 
companies in ways that are in line with the 
market, or by launching funds oriented 
towards development policy). 

Developing financial systems 
A functional financial sector is of critical 
importance for economic development and 
DRM, promoting savings and generation of 
money while ensuring that savings are 
used in the most efficient way possible 
(investments). It facilitates access to (long-

term) loans, which is a key constraint for 
private sector development, and thus also 
mobilises private (equity) capital for local 
investments. Promoting local capital mar-
kets (stock exchanges, corporate and 
government bonds) is also a way to mobi-
lise additional funds from private and insti-
tutional investors. Possible approaches lie 
in expanding offers for financial products, 
improving access to the financial sector 
and improving regulation. 

Preventing capital outflow 
A major challenge for many DCs is that a 
significant portion of locally generated 
funds are not even used within the country 
and are instead transferred abroad. The 
exact extent of legal and illegal capital 
flight cannot be reliably determined. For 
example, experts estimate that at least 
30% of African assets are parked in off-
continent “safe havens” – money that 
could facilitate substantial developmental 
effects if it were to be invested in the do-
mestic economy. Another problem is the 
(usually legal) “tax optimisation” on the 
part of multinational corporations (base 
erosion and profit shifting, or BEPS), which 
also causes countries to lose billions in tax 
revenue each year. Harmonising tax laws 
internationally is the only thing that will be 
able to remedy this in the long term.  
Improving the general economic and politi-
cal conditions and thus the conditions for 
capital expenditures and investments is 
the most effective instrument to combat 
legal capital flight. At the same time, strict-
er measures must be taken against illegal 
forms of tax evasion.  

Conclusion: much potential remains 
unexploited 
Financing sustainable development goals 
requires much stronger mobilisation of 
national resources in DCs than has been 
achieved to date. Numerous places have 
not exploited this potential. There are 
many options that international develop-
ment cooperation can pursue to help DCs 
unlock this potential.▪ 
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