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How to allocate resources between countries?

Even if revenues are disbursed by an agency on a project-by-project basis, their allocation between
recipient countries should respect a pre-agreed allocation key. This would ensure fairness, trust,
predictability, and allow countries to assess their interest in joining the coalition).

The revenues should be allocated in priority to the poorest countries. A good indicator of poverty is the
poverty gap: it expresses the minimum amount that would be required to lift everyone above the poverty
line. However, allocating revenues in function of the poverty gap would disincentivize countries'
governments to effectively address poverty. To avoid bad incentives, it is preferable to allocate the
revenues in function of a well-measured indicator correlated to the poverty gap. We propose an allocation
key based on GDP per capita, according to how it predicts the poverty gap predicted in a linear regression.

More specifically, we regress the poverty gap on GDP per capita, using the logarithm of both variables,
weighting each country by its population, and excluding above the world average in GDP per capita (Figure
1). We use the poverty gap at $4.20 a day (in 2021 PPP).! The global average poverty gap is 7% of the
poverty line, which corresponds to about $860 billion per year in PPP. We use the poverty line at $4.20
(rather than $2.15 or $6.85) because it corresponds to a financing need of the same magnitude as the
revenues from the levies. In other words, the redistribution operated by the levies should roughly allow
to close the poverty gap at $4.20 a day, i.e. to lift above that threshold the 19% of people who live below.
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Figure 1 Poverty gap (in % of the poverty line) regressed on GDP per capita, with both variables expressed in log10.
The red line represents the statutory poverty gap used to compute the allocation key between countries (R = .58).

! The World Bank defines the poverty gap as “the mean shortfall in income from the poverty line (counting the
nonpoor as having zero shortfall), expressed as a percentage of the poverty line'”. We use the last available data
from the World Bank. Our regression line is phase out between 0.7 and 1 times the world average GDP pc. The
method needs to be slightly adjusted to make sure that the ranking of countries in terms of GDP pc is preserved.


https://data.worldbank.org/indicator/SI.POV.LMIC.GP

Compared to our poverty gap allocation, an alternative, simpler allocation consists of allocating revenues
in proportion to a country’s distance to the world average GDP per capita: let's call it the GDP gap
allocation. The poverty gap allocation is more generous to low-income countries: they receive 50% of
revenues vs. 24% in the GDP gap allocation. In the poverty gap allocation, Sub-Saharan Africa gets 57%
(DRC 11%) vs. South Asia 27% (India 17%); in the GDP gap, SSA gets 35% (DRC 4%) vs. SA 44% (India 31%).

Although the poverty gap allocation is preferable on the recipient side, a variant of the GDP gap formula
can be used on the contributor side. Countries at the world average GDP per capita would not have to
contribute to international transfers, and contributions would increase in proportion to the country’s
distance to the average GDP per capita. It could be calibrated in such a way that the U.S. would have to
contribute 50% of the revenue to international transfers (this would translate into a contribution of
around 36% for the EU). It is important to use a continuous indicator to avoid threshold effects (and
smooth transfers as economies grow).

How to allocate resources within a country?

Given the variety of needs in low-income countries, constraining the use of revenue on one narrow
sector (such as health or resilience) does not appear in the best interest of their sustainable
development. Here are several possibilities of a broader use:

1. Funding Governments

Probably the approach preferred by governments in the Global South. In order to respect the plurality of
solutions and the sovereignty of States, the coalition would leave the choice of programs to be financed
to the beneficiary States, provided they are validated by a multilateral agency such as the World Bank.
The agency in question would ensure that funds are traceable, and that they finance only public services,
social protection and sustainable infrastructure. In the event of non-compliance with conditionalities, the
money would return to in-country programs run by a (different) multilateral development agency.

2. Financing social protection

Social protection includes access to essential care (including maternal care), and minimum incomes for
children, inactive people (unemployment, disability, sickness) and the elderly. The financing need for
social protection in low-income countries is estimated at €72 billion, or 16% of their GDP (ILO, 2020) and
two-thirds of their public expenditure (Gethin, 2023).

This would build national institutions, in conjunction with the social ministries of the countries, and spur
a culture of transparency and trust in the State, even if the funding is international initially.

The International Labour Organisation has experience in this area (see this_database and_this report on
social protection), this option is the most preferred by the public in high-income countries (Figure 2) and
there is a coalition of around a hundred NGOs and trade unions (including the ITUC) in favour of
minimum social protection. However, funding only social protection may be overly restrictive.

3. Multilateral funds (loss and damage, IMF, development banks)

The money could be used to recapitalize various multilateral investment funds, which could then benefit
from leverage and borrow much more on the financial markets. These funds make it possible to finance
infrastructure (especially large ones) at low interest rates. These funds involve the IMF (Resilience &
Sustainability Trust, Poverty Reduction and Growth Trust), climate action (Loss and Damage Fund, Green
Climate Fund) and multilateral development banks (MDBs, in particular the EIB and the EBRD).
The UN Secretary-General and developing countries are calling for $100 billion per year in funding for


https://www.ilo.org/wcmsp5/groups/public/---ed_protect/---soc_sec/documents/publication/wcms_758705.pdf
https://amory-gethin.fr/files/pdf/Gethin2023PublicGoods.pdf
https://www.social-protection.org/gimi/RessourcePDF.action?id=1
https://www.social-protection.org/gimi/ShowCountryProfiles.action

losses and damages (UNSG, 2023). The same document calls for foreign exchange rate guarantees (see
Persaud, 2023) of $100 billion per year (much less in callable capital,? say €10 billion) as well as a
recapitalization of the MDBs of $100 billion.

This option corresponds to the current agenda of international negotiations, is the least disruptive
solution and is most in line with the existing balance of power between institutions. However, it finances
projects that are not always closest to the basic needs of the poorest people, and it favors multinationals
rather than local actors.
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Targeted cash transfers (child allowances,
disability & elderly pensions) 46 43 44 45 56 45 55 43 46 36 73 46
Development aid agencies 39 42 41 48 39 33 44 41 44 36 56 37
Government, conditional on financing poverty reduction 37 41 38 46 47 33 41 35 37 27 62 36
Local NGOs with democratic processes ' 31 33 39 34 34 33 33 28 34 22 53 29

Unconditional cash transfers to each household 31 29 32 25 31 30 34 26 35 25 62 31

Local authorities 25 31 22 46 | 22

Government, unconditional 23 50 .

Figure 2 "Below are different ways to transfer resources to help reduce poverty in a low-income country. How do you evaluate
each of these options?" Percentage of answers “The best way” or “A right way”, other options being “An acceptable way”, “A
wrong way”. Representative survey over 11,000 respondents from 10 high-income countries by Adrien Fabre (yet unpublished).

4, Just Energy Transition Partnerships

Building upon Bolton & Kleinnijenhuis (2025), the revenues could finance the decarbonisation of the
power sector in the Global South. The authors compute that grants covering 25% of the cost of deploying
renewable power plants in the Global South (not counting opportunity cost from leaving fossil fuels in the
ground) would cost around $100 billion, or 0.3% of the GDP of a coalition including all high-income
countries except the U.S. They further show that the coalition would actually gain from these investments
as avoided climate damages on their territory would exceed the fiscal cost. In practice, funds would be
disbursed to a country as it reaches milestones in terms of decarbonisation of its power sector. The
difference with existing JETPs is that there would be a large grant component.

While this option is probably the most cost-effective in terms of emissions reductions, it is not compatible
with our proposed allocation key, as it focuses on MICs and would do little for poverty alleviation in LICs.

5. Foreign aid in LICs

A last possibility is to leave the choice of revenue use to collecting countries, though they should commit
that their international share of the revenue should entirely benefit low-income countries. Beyond this
constraint, they would be free to finance governments directly, multilateral funds, JETPs, or their national
development agency.

2t is not clear from the UNSG document whether the callable capital (what contributing states must set aside)
would be €100 billion or whether the guaranteed sums would amount to €100 billion (in which case the callable
capital would be 5 to 20 times lower, and the actual amount disbursed potentially zero, given that, even in the
worst case, only a small part of the guaranteed sums would be lost due to a change in the exchange rate and
would have to be paid out). Pending an expert's response on the subject, we assume the latter.


https://www.climatepolicyinitiative.org/wp-content/uploads/2023/06/An-FX-Guarantee-Mechanism-for-the-Green-Transformation-in-Developing-Countries.pdf
https://unfccc.int/sites/default/files/resource/23_08_23_Final_Submission_TC_3.pdf
https://assets.bwbx.io/documents/users/iqjWHBFdfxIU/rgUFt2H4YNsw/v0
https://www.climatepolicyinitiative.org/wp-content/uploads/2023/06/An-FX-Guarantee-Mechanism-for-the-Green-Transformation-in-Developing-Countries.pdf
https://cepr.org/publications/books-and-reports/paris-report-3-global-action-without-global-governance-building

Conclusion

If international revenues are lower than €30 billion (that is one quarter of LICs’ public spending), they
should fund multilateral funds, e.g. half to recapitalize MDBs, one quarter for the Green Climate Fund,
and one quarter as foreign exchange guarantees. Indeed, such a sum would be too little to cover social
protection needs. Between €30 and €200 billion, the focus should be on financing social protection,
healthcare and education in LICs (after reserving at least €15 billion for multilateral funds). Beyond €200
billion of expected international revenues, one third could be used to finance JETPs.



