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Integrated National Financing Frameworks — moving towards

financing policy integration

INTRODUCTION

The COVID-19 pandemic has dramatically set back progress
on sustainable development. From a financing for development
perspective, countries are faced with a dual setback - they have
regressed on sustainable development outcomes, and they have
much less fiscal space post-pandemic to invest in recovery and the
SDGs. As they formulate recovery plans to ‘build back better’, it is
thus imperative that such strategies include a coherent and inte-
grated approach to financing related investments.

Such financing strategies are a key element of Integrated
national financing frameworks (INFFs), a country owned planning
tool that provide a framework for incorporating financing into
national planning processes. Introduced in an earlier UNDESA
policy brief, INFFs can be particularly useful in the current context
to help shape the response to the COVID-19 pandemic.

In this second policy brief, we unpack the importance of inte-
grated financing strategies that can mobilize and align financing
with recovery plans, while helping policymakers avoid unintended
trade-offs and identify synergies and win-wins when financing
sustainable development.

HOW CAN COUNTRIES IMPLEMENT
INTEGRATED FINANCING STRATEGIES?

An integrated financing strategy identifies policy actions to mobi-
lize funding for key priorities, and to align the broader financial
system with those priorities. It thus typically includes measures
across:

=  Publicfinance, with a focus on integrating planning and public
budgeting;

=  Private finance and investment, including aligning policy and
regulatory frameworks for private finance with sustainable
development;

=  Macro- and systemic issues, including debt sustainability,
macro-economic and macro-prudential policies, and other
issues related to financial market stability;

=  Cross-cutting issues, such as the public-private partnerships
or sector-specific policy issues.

In formulating financing strategies, countries do not need to

start from scratch—almost all countries have financing policies and

institutional arrangements in place in these areas. The integrated

Key messages

» INFFs have an important role to play both in the
immediate response to the current crisis and in rebuilding
better. Integrated financing strategies can serve as
a starting point for locally driven reform processes,
providing a foundation for action.

» The INFF methodology puts forward discrete steps to
improve financial policymaking.

financing strategy builds on these existing arrangements, and
seeks to identify and close gaps, overcome incoherencies, and
exploit opportunities.

Step 1 - Establish scope and financing policy objectives

The scope and form of the financing strategy will depend on
country circumstances and needs. It may address broad financing
needs associated with the entire national development plan or
focus on a specific sector. Bosnia and Herzegovina, for example,
is using the INFF process to explore private finance modalities
that can unlock new sources of private capital over a 2 to 5 year
horizon. In Bangladesh, the financing strategy will focus on three
thematic priorities: climate finance, renewable energy and water
and sanitation. In all cases it is imperative to bring in different
stakeholders from beginning, including Ministries of Labour,
Environment, Women and Children, as well as Social Services (to
ensure all dimensions of sustainability are considered in the design
of financing policies).

Step 2 - Identify policy options

National authorities can identify policy options by first mapping
existing relevant policies and initiatives. Starting with current
practices introduces policy-realism from the outset, as it reflects
existing capacity and political economy constraints. It also helps
ensure national ownership of the process and can serve to create
consensus among key stakeholders of existing gaps that need to be
addressed as apriority.

To identify new policy and reform ideas, policymakers can
consider local good practices, low hanging fruit, external good
practices, and hybrid solutions. Local good practices are a first
area of opportunity and refer to ideas that are already being acted
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Box 1
What are INFFs

INFFs provide a framework for better planning and
financing of the Sustainable Development Goals (SDGs)
and sustainable development priorities at the national
level. They enable countries to align their financing sources
with national priorities and to link planning, financing and
delivery. Policymakers can use INFFs to assess synergies
and interlinkages across environmental, social and
economic dimensions of sustainable development.

INFF design and implementation typically starts with an
inception phase, which pulls together existing information.
It then operationalizes four building blocks: i) assessment
and diagnostics; ii) the financing strategy; iii) monitoring
and review; and iv) governance and coordination (see Figure

1).

Figure 1
Building blocks of an INFF

Assessment &
Diagnostics

Governance &
Coordination
Governance and coordi-
nation mechanisms
guide the process and
enhance coherence
across government.

Assessments and diagnos-
tics provide a complete
picture of financing: i) needs;
ii) sources; i) risk factors;
and iv) binding constraints.

Inception phase

The inception phase
starts the process and
brings together relevant
policymakers and
stakeholders.

Financing Strategy

Financing strategies set out a
set of sequenced actions to
finance national development
strategies and goals, and
mobilise and align financing
with national priorities.

Monitoring & Review

Monitoring and review
helps governments track
progress and draw
lessons for policy design
and implementation.

The concept of INFFs was first introduced by UN Member
States as part of the Addis Ababa Action Agenda (AAAA).
The 2019 Financing for Sustainable Development Report
by the Inter-agency Task Force (IATF) on Financing for
Development spelled out what such frameworks can look
like. Sixteen countries initially committed to pioneering
the INFF approach in their specific contexts. Today,
governments in around 70 countries are working with UN
Country Teams, UNDP and other UN system agencies to
take INFFs forward, with financial support from the Joint
SDG Fund (see Figure 2). The COVID-19 pandemic and

its economic fallout have further heightened interest in
INFFs, with several countries adopting them in support of
recovery plans. In parallel, the IATF has developed the INFF
methodology and published guidance material on a global
knowledge platform.

Figure 2

Countries supported by the Joint SDG Fund to develop
INFFs, financing strategies and enabling frameworks for
SDG investment

Figure 3
Suggested policy integration process
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upon but are not fully implemented. In some cases, these solu-
tions can be scaled up or replicated in different sectors or areas.
For instance, policymakers may replicate a successful project risk
sharing facility in the renewable energy sector in other sectors,
such as agribusiness. Low hanging fruit refer to ideas not yet acted
upon, but which would require relatively little effort to implement.
This could include updating tax laws to overcome inefficiencies in
tax collection. Finally, external good practices refer to ideas that
have proven themselves in other country contexts. For example,
this could include reorganising the debt management office into a
front, middle, and back office with a view to streamlining processes.

Step 3 - Policy prioritization

All policy solutions will have associated costs and benefits,
including trade-offs. For instance, environmental or labor market
regulations can sometimes constrain investment. Eliminating
them, while potentially attracting investment, will undermine
other SDG priorities. Such trade-offs have to be made explicit in a
policy prioritization process.

Financing policies should also be risk-informed - they should
contribute to reducing risks to sustainable development prospects,
and not create new risk. For example, the economic and social
costs of the pandemic could have been reduced with earlier invest-
ments in risk prevention and preparedness. Investments in social
protection systems, which can be ramped up in time of need, can
help vulnerable groups, households and societies manage risk and
volatility, and protect them from poverty in the event of a crisis.

In short, three overarching questions should be applied to all
policy options identified in Step 2:

= Macro checks -- are policies consistent with macro-objec-
tives, i.e., growth targets, debt sustainability targets, etc.?

=  Coherence checks -- are policies aligned with all dimensions
of sustainable development, or do they jeopardise any dimen-
sion of sustainability; what trade-offs/externalities need to be
considered, do they have strong linkages across sectors and
enable win-wins?

= Risk checks -- are policies sufficiently risk informed, or do
they create new risk?

Mainstreaming the coherence checks into policymaking
process will help articulate trade-offs and make externalities
explicit (see Chile example below). Ultimately trade-offs can then
either be accepted, or remedies considered. In some cases, poten-
tial trade-offs or externalities can be reduced or avoided altogether
by discrete policy interventions (e.g., with the help of corrective
taxes, regulatory reforms, blended finance instruments, etc).

In addition to such ‘coherence and risk checks’, policy makers
must also be mindful of preconditions and resource-requirements.
Many technically sound proposals, e.g. emanating from interna-
tional good practice, may not be administratively or politically
feasible in the local context. Successful policy prioritization often
implies a careful sequencing of interventions, and commitment to
address ‘basics first’.

Box 2
Chile Carbon taxation

In 2014, Chile initiated a comprehensive tax reform,
including a carbon tax. In the case of this green tax, the
specific tax design choice was informed by a range of
efficiency and equity considerations, similar to INFF
coherence and preconditions checks.

The overall tax reform was linked to macroeconomic
objectives, seeking to close a long-standing structural
deficit (a macro check). The reform, which focused

on income taxation and targeted efforts to close tax
evasion and avoidance, was also well aligned with
Chile’s equity targets (coherence check). Considerations
around policy coherence also informed the specific
design of the carbon tax: its primary objective was to
reduce pollution, but policy makers also considered
unintended consequences and impacts on economic
and social objectives. Rising prices of the goods and
services produced by liable stationary facilities could
disproportionally affect poor households, and ultimately
impact growth prospects. To analyse the trade-offs,
Chile carried out an analysis on the possible impact

of the planned CO2 tax on consumers (both firms and
households). It showed that the intended rate — which
was relatively low and only placed on turbine and boilers
within a power generation above a certain threshold -
would result in very little impact on consumers. In terms
of risk checks, the tax proposals were directly informed
by the desire to address risks arising from climate
change and local pollution.

Policy makers also considered preconditions and
resource requirements. To correctly track and price
emissions, a robust system for measurement, reporting
and verification (MRV system) was implemented, and
the coordination between various actors strengthened.
Constitutional constraints also influenced policy design,
in particular the prohibition to expressly discriminate
among economic sectors. Political backing was secured
by introducing the carbon tax within a larger tax reform.
To address resource and capacity requirements, Chile
took proactive steps to build capacity in the public

and private sector, including through capacity building
workshops and dialogue with private and public
stakeholders.

To check resource constraints and preconditions, the
following questions should be asked:

=  Have preconditions been considered (i.e., are the insti-
tutional preconditions in place, does it enjoy the required
political backing, are there available instruments that could
support its implementation)?

=  Have resource requirements been considered (i.e., can it rely
on existing capacity for effective implementation/ are finan-
cial resources available for its implementation)?

If policy options align with preconditions and resource
checks, they present opportunities for ‘quick wins’ and immediate
action. In other cases, longer-term solutions can be designed to
alleviate constraints in the medium and long-term.
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Step 4 - Operationalization

To operationalize the strategy, the full list of actions to be under-
taken, ranging from short term operational actions to long term
strategic ones, should be brought together, along with modalities
for monitoring and review (building block 3). The actions should
align with the objectives outlined in Step 1. It is in within this
context that the INFF methodology provides a foundation for
action, not as a blueprint for reform, but as a starting point for
locally driven reform processes.

LESSONS LEARNED AND NEXT STEPS

Early lessons from implementation show that while the critical
components of INFF pioneers remain the same, implementation
varies in each country. Ultimately, integrated financing strategies
need strong political backing and broad-based country ownership.
This lesson emerges consistently from experiences with sustain-
able development strategies and financing policy reform efforts.
This calls for high-level governance and coordination: government
leadership and engagement of all stakeholders, building on existing
coordination mechanisms. Beyond coordination and coherence,
INFF governance should also strive for inclusiveness - ensuring
broad-based participation, dialogue, and ownership by relevant
stakeholders, both within and beyond government, transpar-
ency, and accountability. As more countries are starting to adopt
integrated and strategic approaches to sustainable development
financing, more detailed lessons will start emerging for their
design and implementation.

The Inter-agency Task Force on Financing for Development
is responding to this increased demand by developing targeted
guidance material by country type (e.g., LDCs and SIDS) and sector
(e.g., climate finance). At the country level, the UN is supporting
implementation through targeted technical assistance.
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