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Development Finance and Policy Glossary

Aid Effectiveness: Aid effectiveness refers to the extent to which aid contributes to the economic
development of recipient countries. It is a measure of how well aid money is used and whether it achieves
its intended goals. Aid effectiveness is often assessed based on criteria such as transparency, accountability,
and the alignment of aid with the recipient country's priorities.

Balance of Payments: The balance of payments is a record of all economic transactions between a country
and the rest of the world. It is divided into the current account, which includes trade in goods and services,
and the capital account, which includes financial transactions such as foreign direct investment and
portfolio investment. A country's balance of payments can be in surplus or deficit, depending on whether it
is earning more from exports than it is spending on imports.

Capital Flight: Capital flight refers to the movement of funds from one country to another in search of
higher returns or greater safety. This can occur for a variety of reasons, including political instability,
economic uncertainty, or the desire to evade taxes. Capital flight can have negative consequences for the
country losing the capital, as it can reduce investment and economic growth.

Debt Sustainability: Debt sustainability refers to a country's ability to meet its debt obligations without
accumulating unsustainable levels of debt. It is often assessed by looking at a country's debt-to-GDP ratio,
debt service-to-revenue ratio, and other indicators of debt burden. If a country's debt is deemed
unsustainable, it may need to restructure its debt or seek debt relief from creditors.

Economic Development: Economic development refers to the process by which a country improves its
economic performance and raises the living standards of its population. This can involve increasing
productivity, diversifying the economy, reducing poverty, and promoting social inclusion. Economic
development is often measured by indicators such as GDP growth, unemployment rates, and poverty levels.

Foreign Direct Investment (FDI): Foreign direct investment refers to investment in a country by a foreign
company or individual for the purpose of establishing a lasting interest in the country. FDI can take the form
of setting up a new business, acquiring an existing business, or expanding operations in a foreign country.
FDI is seen as a driver of economic growth, as it can bring in new technology, create jobs, and stimulate
domestic investment.

Gross Domestic Product (GDP): Gross Domestic Product is a measure of the total economic output of a
country. It represents the market value of all goods and services produced within a country in a given
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period, usually a year. GDP is often used as an indicator of a country's economic performance and is a key
factor in determining its level of development.

Human Development Index (HDI): The Human Development Index is a composite index that measures a

country's average achievements in three basic aspects of human development: health (life expectancy at
birth), education (mean years of schooling and expected years of schooling), and standard of living (GDP
per capita). The HDI is used to rank countries based on their level of human development and is a widely
used indicator of well-being.

Infrastructure: Infrastructure refers to the basic physical and organizational structures and facilities needed
for the operation of a society or enterprise. This can include roads, bridges, railways, airports, ports, water
supply systems, and telecommunications networks. Infrastructure is essential for economic development, as
it facilitates the movement of goods and people, enables the provision of services, and supports productive
activities.

Microfinance: Microfinance is a type of financial service that is provided to low-income individuals or
groups who do not have access to traditional banking services. Microfinance institutions offer small loans,
savings accounts, insurance, and other financial products to help people manage their finances, start
businesses, and improve their standard of living. Microfinance is often used as a tool for poverty alleviation
and economic empowerment.

Official Development Assistance (ODA): Official Development Assistance is a form of aid that is provided by
governments and official agencies to promote the economic development and welfare of developing
countries. ODA can take the form of grants, loans, technical assistance, and debt relief. Donor countries
commit to providing a certain percentage of their gross national income as ODA to support the
development efforts of recipient countries.

Public-Private Partnership (PPP): Public-Private Partnership is a collaboration between the public sector
(government) and the private sector (businesses) to deliver a project or provide a service. PPPs are often
used to finance and operate infrastructure projects such as highways, airports, and water treatment plants.
PPPs can help to mobilize private sector resources, improve project efficiency, and transfer risk to the
private sector.

Remittances: Remittances are funds that are sent by migrants working abroad to their families or
communities in their home country. Remittances are a significant source of income for many developing
countries and can help to reduce poverty, improve living standards, and stimulate economic growth.
Remittances are often used for essential expenses such as food, housing, education, and healthcare.

Social Protection: Social Protection refers to policies and programs that are designed to protect individuals
and households from risks such as unemployment, illness, disability, old age, and poverty. Social protection
measures can include social insurance, social assistance, and labor market programs. Social protection is
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important for promoting social inclusion, reducing inequality, and ensuring that all members of society have
access to basic services and support.

Trade Liberalization: Trade liberalization refers to the removal or reduction of barriers to international trade,
such as tariffs, quotas, and subsidies. Trade liberalization is aimed at promoting economic growth,
increasing efficiency, and expanding market access. While trade liberalization can bring benefits such as
lower prices and greater consumer choice, it can also lead to job losses, income inequality, and
environmental degradation.

Unconditional Cash Transfers: Unconditional Cash Transfers are direct cash payments that are made to
individuals or households without any conditions attached. Cash transfers can be used to provide
immediate relief in times of crisis, support vulnerable groups, or stimulate economic activity. Unconditional
cash transfers are often seen as an effective way to reduce poverty and inequality, as they give people the
flexibility to use the money as they see fit.

Value Chain: A value chain is a series of activities that a company or industry undertakes to deliver a product
or service to the final consumer. The value chain includes all the steps involved in producing, marketing, and
distributing a product, from raw materials sourcing to customer service. Understanding the value chain can
help businesses to identify opportunities for efficiency improvements, cost savings, and value creation.
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