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I. Overview – Towards FfD 4: Financing for Development at a Crossroads 

1. Introduction 

Financing for development is at a crossroads. The world is running out of time to meet the SDGs and prevent 
catastrophic climate change. Only an urgent, large-scale and sustainable investment push can help us achieve 
these agendas. Despite efforts to advance development financing across the action areas of the financing for 
development agenda over the last two decades, countries are today faced with large unmet financing needs, 
and a financial architecture unable to close these gaps in an ever more crisis-prone world. The gap between our 
development aspirations and the financing dedicated to meet them has never been so large.  
 
The window to rescue the SDGs and prevent a climate catastrophe is still open but closing rapidly. Over the 
last several years, the world has contended with persistent pandemic-related uncertainties, ramped up 
geopolitical divides and war, and increasingly restrictive financing conditions – all of which represent direct 
challenges to the achievement of the SDGs. But the SDGs were off track even before this recent confluence of 
crises, with financing neither mobilized at the scale nor allocated at the terms necessary to achieve deep 
economic and societal transformation.  
 
Financing challenges are one of the key reasons for slow progress and regression:  
 

● Financing challenges are at the heart of the current sustainable development crisis. Unmet financing 
needs for SDGs and climate action are estimated to be in the trillions of dollars. The needs are 
particularly acute in many developing countries: when the series of shocks and food and energy crises 
set back sustainable development around the world, a finance divide severely hampered many 
developing countries in responding aggressively; as a result, they saw larger and more persistent SDG 
regression. Globally, and despite commitments to the contrary, many actors, both public and private, 
still invest in brown activities, and have not yet fully aligned their decision making and financing 
allocations with the SDGs.  

● Today’s tight financing conditions are exacerbating an investment crisis, hampering urgent scaling up 
of sustainable development investments. Tighter global financial conditions in a world awash with debt 
reduce fiscal space for many sovereigns, create high costs of capital for private investors, and contribute 
to a sluggish recovery of the global economy, with subpar growth and investment prospects.  

A key to getting back on track lies in financing.  Financing challenges have played a key role in creating the 
sustainable development crisis we face today. But financing can also play a role in turning our fortunes around. 
The UN’s financing for development discussions can be a catalyst for change. In the spring of 2002, world 
leaders convened in Monterrey, Mexico, to “address the challenges of financing for development around the 
world, particularly in developing countries”.1 The Monterrey Consensus represented a historic breakthrough. It 
recognized the critical importance of mobilizing and effectively using financial resources and of enabling national 
and international economic conditions to eradicate poverty and achieve sustainable development. It anchored 
discussions on financing and the international financial architecture in the development agenda. That link is now 
more important than ever, with a broader development agenda agreed in 2015 – embodied in the 2030 Agenda 
and the Paris Agreement on climate change – laying out an ambitious but indispensable set of sustainable 
development objectives. At the same time, Financing for Development commitments were reaffirmed and 
updated in the Addis Ababa Action Agenda, which provided a global framework for financing sustainable 
development.  
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The fourth international conference on financing for development (FfD 4), to be held in Spain in mid-2025, 
provides a unique opportunity to commit to reforms of financing frameworks at all levels to close the gap 
between aspiration and financing. Today, the enabling environments to financing transformations are not in 
place. At the same time, the recognition that the world is running out of time has triggered a new commitment 
to financing reform by national governments, the private sector, and the international community. As daunting 
as the financing challenges are, there is at least a shared understanding that we must address them with 
urgency and ambition. Member States have recognized the urgency to address them, in discussions at the 
United Nations and beyond. They have given the fourth international conference on financing for development 
an ambitious mandate to address financing challenges “in the context of the urgent need to accelerate the 
implementation of the 2030 Agenda and the achievement of the SDGs and to support reform of the 
international financial architecture.”2 
 
The Task Force highlights four overarching questions that warrant Member States’ attention:  

● How can FfD 4 help close large financing and investment gaps, at scale and with urgency, and enhance 

effectiveness of spending? What is the package of reforms that can help deliver the rapid scaling up of 

public and private investments in the SDGs, building on the Secretary-General’s SDG Stimulus, and 

containing actions across the action areas: on tax, private investment and blended finance, concessional 

financing and development bank reform, and innovative financing instruments? And how can the 

Conference help governments do more on domestic resource mobilization and optimizing spending 

through growth- and revenue-enhancing reforms, to better allocate scarce resources while prioritizing 

the SDGs? 

● How can FfD 4 help close gaps in the international financial architecture and support international 

rules for trade, investment and finance that are fit for purpose for today’s challenges? Which 

international financial architecture reforms could enhance countries’ resilience in a more crisis-prone 

world and enable access to financing on the right terms and conditions?  How can the international 

community align trade, investment and technology agreements and rules fully with sustainable 

development?  

● How can FfD 4 close credibility gaps and rebuild trust in the global partnership and multilateralism? 

How can public and private actors reconcile misalignment between rhetoric and action and renew 

momentum for finally meeting long-standing commitments on concessional financing, global 

governance reform, and fully aligning domestic and international policy frameworks and investment 

allocations with commitments to the SDGs?  

● How can FfD 4 help to formulate and finance new development pathways to deliver on the SDGs and 

ensure no one is left behind? How can the ongoing rethinking of economic development paradigms, not 

least the relationship between states and markets in achieving sustainable transformations, inform new 

national and international financing policy frameworks for sustainable development?  

To help address these questions, the 2024 Financing for Sustainable Development Report aims to support a 
productive and substantive preparatory process for the fourth international conference on financing for 
development. To this end, this overview chapter lays out key financing challenges (section 2), underlying drivers 
(section 3.1.), and progress and gaps in implementation across the action areas, highlighting key findings from 
the rest of the report (section 3.2.), before concluding (section 4).  
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2. The financing challenge today  

The world is severely off track in achieving the SDGs by 2030. At the midpoint toward 2030, around half of the 
140 SDG targets for which sufficient data is available deviate from the required path. This includes central 
commitments such as the eradication of extreme poverty; current projections estimate almost 600 million 
people will continue to live in extreme poverty in 2030, more than half of them women.3 On a ‘business-as-
usual’ pathway, where social, economic and technological trends do not shift markedly from historical patterns, 
the SDGs as a whole would remain out of reach even in 2050.4 
 
Progress is woefully insufficient on SDG 13, climate action. 2023 was the hottest year on record by a significant 
margin. Rapid and deep reductions in global greenhouse gas emissions would be needed this decade (a fall by 43 
per cent compared to 2019 emissions) to keep temperature increases below 1.5 °C5; instead, emissions from 
fossil use are expected to have reached a record high in 2023.6 
 
Financing gaps 
 
Financing gaps are large and growing. Achieving the large-scale transitions needed to avoid catastrophic climate 
change will require investments at an unprecedented scale. There have been various efforts, including from 
members of this Task Force, to estimate SDG financing and investment gaps. While they vary, they inevitably 
find very large gaps, particularly for developing countries, ranging between USD 2.5 and 4 trillion, annually (see 
Figure 1).7  Such gaps were already large before 2020, and they have widened significantly since, with the 
OECD’s Global Outlook estimating an increase in developing countries’ financing gap by 56 per cent.8 The Covid-
19 pandemic and subsequent shocks negatively impacted resources, including lost tax revenue from lower 
growth rates, and have added to financing needs. From a global perspective, financing gaps are largest in 
middle-income countries, but relative to available resources and capacity to mobilize additional resources 
domestically, least developed and low-income countries face the most significant gaps, with estimates ranging 
between around 15 and 30 per cent of their respective GDP (for example, a recent assessment by the IMF found 
the financing gap to achieve significant progress toward five SDGs - education, health, WASH, electricity, and 
roads – to amount to 16.1 per cent of LDCs and other LIC’s GDP by 2030).9 
 
As high as financing gap estimates are, they pale in comparison to the costs of inaction. This is best 
understood for climate-related SDGs (primarily SDGs 7 and 13, which account for a significant share of overall 
SDG financing needs) and the social and economic costs of climate change under business-as-usual scenarios. 
The cumulative additional economic and social costs incurred from climate change under a business-as-usual 
scenario through 2050 are estimated to be almost five times larger than climate finance needed to limit 
temperature increases to 1.5 degrees Celsius.10 Every dollar invested in risk reduction and prevention can save 
up to 15 dollars in post-disaster recovery efforts.11 These costs will only increase the longer investments in 
climate action and resilience are delayed.  
  



ADVANCE UNEDITED VERSION – 1 MARCH 2024  Not for citation or distribution 
 

7 
 

 
Figure 1: Range of estimates of annual SDG financing gaps in developing countries 
In USD Billions 

 
Source: Matzner and Steininger 2024 
 
Finance divides 
 
Developing countries are faced with significantly worse terms of access to both long-term and contingency 
financing, implying a finance divide (see 2022 FSDR). In the current high interest environment, sovereign 
spreads (the difference between the yields paid by developing county issuers and US Treasuries) have increased 
particularly strongly for developing country issuers below investment grade (see Chapter III.E.). The implicit 
interest rate on sovereign debt of LDCs and MICs, is more than twice that of developed countries, on average 
(see Figure 2), reflecting sizeable country premia, driven both by domestic factors and the retrenchment of 
capital flows to these countries.   
 
Higher sovereign borrowing costs are also mirrored in higher costs of capital for private investors. For 
example, costs of capital for comparable projects in the renewable energy sector have been estimated to be 
significantly (2-3 times) higher in developing countries than in developed countries, with perceptions of macro-
economic risks, rather than project-specific risks, driving risk premia (see also Chapter III.B).12  
 
Many developing countries also have less access to contingency financing in times of need, constraining their 
ability to respond to and recover from shocks. Few developing countries have access to central bank swap lines, 
which have been the most effective instruments for crisis management in the past 15 years, providing urgent 
liquidity at almost no cost (see Chapter III.F). At the same time, IMF financing is limited in volume. While SDRs 
were effectively allocated in crisis periods, the mechanism for allocating SDRs in proportion to countries’ IMF 
quota shares means developing countries received only about one third of the 2021 SDR allocations. During the 
pandemic, many developed countries enacted massive fiscal stimuli to protect their economies and societies, 
supported by aggressive monetary policy. Most developing countries, especially least developed countries 
(LDCs), have been unable to respond at a comparable scale. 
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Figure 2 
Implicit interest rates on sovereign debt, 2000-2023 
(percentage) 

 
Source: DESA calculations, based on IMF WEO data 
 
Weak enabling environments for sustainable development 
 
The enabling environment is lacking from a macro- and microeconomic perspective. Policy, regulatory and tax 
frameworks, while pursuing a wide range of policy objectives, also set incentives for private investors;  currently, 
these are often not sufficiently aligned with the SDGs and climate action; public expenditure is also not fully 
aligned. Rapid transformations require enabling environments so all actors align their actions, through 
appropriate regulatory and legal frameworks, fiscal systems, and trade and investment agreements. Currently, 
public subsidies and private investment in fossil fuels are still very high, and public expenditure and tax systems 
do not completely comport with the SDGs, including SDG 5 on gender equity.  

3.  How did we get here?  

Today’s financing challenges are the result of a dramatically changing global landscape, with financing not 
keeping pace. Recent crises have revealed structural deficits and challenges that have arisen over longer time 
periods. Section 3 will briefly discuss the changing global context and broad underlying trends in the global 
economy that have shaped development finance decisions and outcomes over the last 20 years (section 3.1.) 
before reviewing the progress that has been achieved in the action areas of the financing for development 
outcomes within that rapidly evolving global context (section 3.2).  

3.1. Underlying drivers and trends 
 
A number of global trends and developments have significantly reshaped global development prospects and 
the development financing landscape. These include the rise in systemic risks, above all climate and disaster-
related risks; a sea-change in global macroeconomic and macro-financial conditions; dramatic changes in the 
international division of labour and the pace of global economic integration; rising and entrenched income, 
wealth, gender and other forms of inequality; enormous technological change, with digitalization in particular 
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affecting all financing areas; and growing risks of fragmentation in the global economy. Some have also created 
tremendous opportunities for development and financing progress. But in their totality, they have put national 
financing frameworks and the international financial architecture under severe stress. 

Rising systemic risks 
 
Risks continue to accumulate and become more complex and systemic, at a rate faster than our capacity to 
predict, reduce or prevent them – we live in an age of uncertainty. Together, these risks create a macro-
environment  that has challenged, and in many cases overwhelmed policy makers’ ability to respond (see 2021 
FSDR).    

● The climate crisis is omnipresent. It not only weighs on sustainable development, particularly in 

vulnerable countries such as LDCs and SIDS,13 but is also affecting financing: rising financing needs for 

investments in adaptation and mitigation, growing stresses on public and private balance sheets, and 

growing risks to financial sector and macro-economic stability. 

● Disasters are becoming more frequent and intense, with losses, damages and recovery costs rising. 

Annual economic disaster damage is estimated at $173 billion between 2020 and 2023, up from $108 

billion during the first decade of the century (see Chapter II). By 2030, the world is projected to face 560 

medium- to large-scale disasters per year.14 Conflict and displacement persist. In 2022, a record number 

of 32.6 million disaster displacements were recorded, 41 per cent higher than the annual average of the 

past 10 years.15 

● The Covid pandemic further underscored the dramatic impacts that global non-economic systemic 

risks can have on social and economic progress. In addition to the loss of life, economic losses from the 

pandemic and subsequent global shocks have been staggeringly high, especially for vulnerable 

countries, translating into much larger SDG financing gaps. Cumulative output losses – calculated as the 

sum of the annual difference between pre-pandemic projections of GDP and actual GDP – amounted to 

around 40 per cent of the 2019 GDP in SIDS, and about 30 per cent in LDCs (see Chapter II).  

● Systemic risks from economic and financial channels also remain elevated. Financial globalization has 

contributed to capital flow volatility and exposed developing countries more directly to shocks and to 

spillover effects from monetary and financial policies in major developed countries (see Chapter III.F). 

The 2008-9 world financial and economic crisis exemplifies the impacts that cross-border spillovers of 

financial instability can have on development prospects. Global factors such as global interest rates, risk 

aversion and uncertainty, have become more important relative to idiosyncratic host country factors in 

determining cross-border capital flows.16  

A more challenging global economic environment 
 
Closing financing gaps has become more challenging in today’s context of tight financing conditions and a 
weak global economy. The global macroeconomic context, more favourable in the first decade of the new 
millennium, has become less benign over the last two decades, impeding countries’ efforts to mobilize 
development financing.  
 
A sluggish world economy has led to subdued growth prospects in developed and developing countries (see 
Chapter II). Average growth rates have steadily declined over the last 25 years, and the 2020s are primed to 
become another lost decade for development (see Chapter II and Figure 3). The world economy had developed 
dynamically in the first decade of the new millennium, on the back of rapid growth of large emerging 
economies, a commodities boom, and other factors. The 2008 crisis proved an inflection point, with developed 
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economies experiencing severe recessions and very slow recoveries. Developing countries initially demonstrated 
more resilience but experienced a significant slowdown in dynamism from around 2014. The COVID-19 
pandemic then sent the world economy into a free fall, triggering the most severe global economic crisis in the 
past century.  
 
Figure 3 
GDP growth rates 

 
Source: DESA 
 
A prolongation of tight financing conditions severely dampens investment prospects. Global interest rates are 
at four-decade highs in inflation-adjusted terms (see Chapter II). In a world awash with debt following a long 
period of very low global interest rates, this translates into fast-rising debt service burdens for sovereigns, 
reduced public spending and SDGs investments. Already, more than 20 developing countries spend more on 
debt service than on public investment (see Chapter III.E.). In the period after the global financial crisis, 
developing countries accessed bond markets at high volumes – for the first time in the case of many LDCs and 
other LICs. While this provided welcome access to new financing, the build-up in commercial debt has left many 
countries more vulnerable to changing global financing conditions The dramatic fall in net debt inflows from 
2020/21 (bond issuances have mostly seized in LDCs and other low- and lower-middle income countries) means 
many developing countries are facing an external financing squeeze, with multilateral lending a critical lifeline 
(see Figure 4).  
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Figure 4 
Net debt transfers to developing countries 

 
Source: DESA calculations, based on World Bank International Debt Statistics 
 
Tight financing conditions impact private investment. Rising interest rates have exacerbated weak investment 
trends, including contributing to a slump in blended finance deals (see Chapter III.C.). Higher costs of capital are 
particularly harmful for investments in the energy transition, with transitions by definition more sensitive to the 
interest rate environment than the status quo, and capital-intensive renewable energy production more 
sensitive to higher interest rates. Some estimates suggest that a doubling of the cost of capital from 5 to 10 per 
cent would raise the final cost of electricity from wind and solar by around 50 per cent, while the cost of gas-
fired electricity would rise by only 8 per cent.17 

Persistent inequalities  
 
Inequality has become a central concern of policy debates over the last 25 years. Inequality has risen to the 
top of political agendas, following rising concerns by populations across the world18, and due to its corrosive 
effects on trust in public institutions and on the social contract.19 The 2030 Agenda embodies this prioritization, 
with SDG 10 and ‘leave no one behind’ as a key cross-cutting principle. These broader trends are mirrored in 
commitments to address gender inequality. Since the 1995 Beijing Declaration and Platform for Action, 
normative frameworks – including the 2030 Agenda – have increased attention and commitment to gender 
equality and the empowerment of women and girls. Many Member States have adopted gender responsive 
legislation and policies. But insufficient financing for gender equality continues to be a significant barrier to the 
full implementation of these commitments. 
 
Despite growing attention and corresponding policy commitments, inequalities remain very high. Inequalities 
are elevated across many dimensions – between and within countries, in income and wealth, and across 
geographies, opportunity, race, gender and human mobility status. Economic inequalities have increased in 
many developed and some middle-income countries, with more benign trends in the rest of the world. Data 
from 114 countries show that none of the countries have achieved full women’s empowerment or complete 
gender parity.20 Even in areas with demonstrable progress, there continue to be challenges and, in some cases, 
reversals. For example, improved education for girls has done little to shift deeply entrenched occupational 
segregation. The global gender pay gap persists, with women earning 51 cents to every dollar earned by men. 
 
Development financing is both a significant impediment to mitigating inequality and a key lever to rectify it.  
Inequalities can undermine the mobilization of development financing through its detrimental impact on growth 
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and financial stability, or through its undermining of the social contract and more resistance to taxation. Perhaps 
more importantly, financing policies are crucial tools to overcome inequalities. However, despite commitments 
to the contrary, financing policies today still often perpetuate inequalities rather than tackle them. Fiscal and tax 
systems, financial and macroeconomic policies, and trade, investment and technology policies have all come 
under scrutiny as uneven trends across countries and time reveal that inequality is usually a (financing) policy 
choice.21  

Rapid technological change and digitalization  
 
Novel technologies’ impacts on economies and societies have been profound and multifaceted over the last 25 
years. Technological advances have been an important driver of progress on the SDGs, and they are also the main 
reason that a narrow path remains to keep global temperature increases below 1.5 degrees (see Chapter III.G.). At 
the same time, the benefits of rapid technological change have not been distributed evenly, neither among nor 
within countries, as innovation remains highly geographically concentrated and technology diffuses more slowly 
than in the past.  
 
Digital technologies have impacted all action areas of the Addis Agenda (see 2020 FSDR). Digital technologies have 
been a driver of financial inclusion and improved public governance, but they have also created new risks for 
financial stability and integrity. They have profoundly impacted the tax landscape and resource mobilization through 
their transformative effect on production processes and tax administration. And they have reshaped the 
international division of labour, with digitalization and advanced digital production technologies further ‘raising the 
bar’ for developing countries. Demands on infrastructure, logistics and connectivity, as well as educational and skills 
requirements are rising, making it more difficult for firms in many countries to compete.22  

Rising geopolitical tensions  
 
In a moment when global challenges abound and global cooperation is more important than ever, growing 
geopolitical tensions risk undermining the international community’s capacity to respond effectively. 
Geopolitical tensions, violence, conflict and war have contributed to the challenging global macro-environment, 
present a major downside risk for future growth prospects, and make it more challenging to arrive at effective 
global policy responses. Tensions have played out across several financing policy areas, including investment, 
trade and technology policies. Some countries are reducing external dependencies in sectors that are deemed 
strategically important, such as semiconductors, other high-tech sectors and energy. Trade restrictions imposed 
for geopolitical and national security purposes have surged since 2020. Some estimates suggest that severe 
fragmentation of the global trading system could cost up to 7 per cent of global GDP.23 Current arrangements in 
the international financial architecture and in international tax cooperation have also not kept pace with 
changes in the global economy. There is, however, widespread recognition of the need for reform, to avoid 
further geo-economic fragmentation and an erosion of multilateralism and a rules-based order, which would 
affect vulnerable and least powerful countries the most.  
 

3.2. Progress in the Financing for Development action areas within a challenging global context  
 
Notable progress in sustainable finance has been made over the last 25 years, but it has not kept pace with 
rising financing needs, and has come more haltingly, and in some cases was reversed, in an increasingly 
challenging global environment. Deceleration is an oft-repeated trend, in revenue mobilization, private sector 
dynamics, trade and cross-border investment flows. Commitments have become harder to meet, and long-
standing gaps in policy frameworks and the international financial architecture are more pertinent in a period of 
more frequent shocks and rising systemic risks. In the last several years, this has led to setbacks and even 
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regression, and a widening of SDG financing gaps. Simultaneously, the collective recognition that the world is 
running out of time on climate action and the SDGs has triggered a new commitment to financing reform.  

3.2.1 Public finance and investment 
(Action areas A, C, E) 
 
With demands on public financing increasing, many countries today find themselves with large public 
financing gaps amidst tight fiscal constraints. The mobilization and effective use of public financing – domestic 
resources, international concessional and non-concessional financing and public debt – has been a central focus 
of efforts. Despite notable progress, particularly early in the millennium, many developing countries today face 
tight fiscal constraints. Despite rising international support and efforts to mainstream the SDGs in countries’ and 
donors’ budget and allocation decisions, more needs to be done to increase support, fully align spending with 
the SDGs and enhance its effectiveness.  
 
Figure 5 
Median tax revenue, by country groups, 2000-2020 

(Percentage of GDP) 

 
Source: UN/DESA calculations based on IMF WoRLD. 

Note: General government tax revenue as a percentage of GDP, M49 geographic groupings. 

 
Domestic revenue 
 
Many developing countries were able to significantly increase tax revenues in the decade before the global 
financial crisis. Since then, the record has been more mixed. One the back of a dynamic global economy, two-
thirds of countries were able to improve tax-to-GDP ratios in the first decade of the millennium, supported by 
revenue administration and tax policy reforms. However, that dynamism was not sustained; median revenue 
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ratios have been stagnant since then. Only a fraction of countries have seen rapid revenue gains sustained over 
time; this suggests that expectations for rapid and sustained revenue increases in a large number of countries 
may be too optimistic. Median tax-to-GDP ratios in developed countries were over 22 per cent before the 
pandemic, but amounted to just 12 per cent in LDCs (see Figure 5). The average finance minister in a developed 
country mobilizes more than USD 17,000 in revenue per every inhabitant to provide public services; in the 
average LDC, that sum is just above USD 100.    
 
Globalization and digitalization have challenged the effectiveness and efficiency of revenue mobilization 
systems. Greater adoption of digital technologies by revenue administrations has helped collect revenue and 
reduce compliance gaps, but developing countries have been slower to adopt such technologies. Over the last 
20 years, developing countries have been squeezed between their relatively less formalized economies and 
smaller tax bases, declining tariff revenue due to trade liberalization, and competitive pressure to lower 
corporate taxes. In combination with growing public financing needs, efforts to constrain harmful tax 
competition and combat tax evasion and avoidance have prompted much of the attention paid to advancing 
international tax cooperation (see below).  
 
International development cooperation 
 
International development cooperation has increased since the adoption of the Monterrey Consensus in 2002 
and played a critical role to address successive crises, but has not kept pace with rising demands: 
 

● Bilateral ODA: Donors have responded to growing global challenges by increasing official development 

assistance, with ODA provided by members of the Organization for Economic Cooperation and 

Development (OECD) Development Assistance Committee (DAC) reaching an all-time high of $211 billion 

in 2022, more than doubling in real terms compared to two decades ago. Nonetheless, most donors fall 

significantly short of the 0.7 per cent of GNI commitment. A more crisis-prone world has put pressure on 

concessional financing, with country programmable aid (CPA), which excludes donor refugee costs, 

humanitarian aid, debt relief and administrative costs, declining as a share of total ODA compared to its 

peak in 2009.  

● MDB lending: Lending by multilateral development banks (MDBs) has grown significantly. Annual 

disbursements increased from $30 billion in 2000 to $96 billion in 2022, with MDBs providing vital 

countercyclical support during crises, sharply increasing disbursements in 2009 and after the pandemic. 

Development banks are in a unique position to accelerate investments in sustainable development, but 

the size of the paid-in capital bases of MDBs have not increased in line with the global economy’s 

expansion, nor with growing investment needs. Scaling up MDB resources has become a key priority for 

the international community, and the MDBs have begun to undertake a range of reforms to expand 

their financial capacity. MDBs are also a key source of concessional financing, with the World Bank’s 

International Development Association (IDA) the primary source of concessional finance for lower-

income countries, and the upcoming 21st replenishment, under negotiation during 2024, will need to be 

the largest ever to help meet SDG financing needs.   

● South-South cooperation: SSC has evolved substantially over the period and has expanded in scope, 

volume, and geographical reach. It includes a more diverse range of both governmental and non-

governmental actors, notably two new South-led development banks. 

● Climate and biodiversity finance: While climate finance has grown over time, the commitment of “$100 

billion climate finance per annum by 2020” that was agreed by countries at COP15 and confirmed at 

COP21 (Paris) is  yet to be met. The latest OECD assessment finds that climate finance amounted to 
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$89.6 billion in 2021, an increase of over 70 per cent compared to 2013. Climate finance mobilized by 

MDBs, bilateral development agencies and global climate funds play a catalytic role but remain small 

relative to the total financing requirements, and will require more public and private capital mobilization 

for climate actions. With a proliferation of funds (81 active climate funds as of 2022, of which 62 

multilateral), the climate finance architecture has also become increasingly complex and fragmented. 

This has not only created monitoring and reporting challenges but has also made coordination and 

access to finance more difficult for developing countries, especially LDCs and SIDS. 

Debt financing  
 
After declining in the 2000s, debt levels increased rapidly in the last decade as a result of debt-financed 
infrastructure drives, and have been a central concern since 2020. In the early years of the millennium, many 
developing countries benefited from strong growth, and LDCs and other LICs benefited from major debt relief 
initiatives, cultivating a significant easing of debt burdens. Over the past 10 to 15 years, many countries 
embarked on ambitious, externally-financed infrastructure drives, which led to rapid increases in public and 
external debt. The rapid build-up of debt was in part enabled by new creditors: in a period of exceptionally loose 
global monetary conditions, many poor countries issued international bonds for the first time; non-Paris Club 
official creditors also became a major source of debt financing. Recent shocks and rapidly tightening financing 
conditions have led to a dramatic reversal, with only scaled up multilateral financing preventing a collapse in 
external financing.  
 
Rising debt levels, changing creditor composition, and tighter financing conditions have culminated in greater 
debt service burdens and liquidity and solvency risks. Twenty-five developing countries dedicate more than a 
fifth of their total revenue to servicing public external debt alone, and 3.3 billion people live in countries where 
governments spend more on interest payments than on education or health. Debt burdens crowd out SDG 
financing, and they threaten debt crises for more than half of all LDCs and other LICs assessed at either high risk 
or already in debt distress.    
 
Aligning public expenditure with the SDGs 
 
Efforts to align expenditure more fully with the SDGs and use public resources more efficiently have seen 
mixed progress. For example, many countries have attempted to align their budgeting  practices with gender 
equality and other SDGs. But while gender responsive budgeting has been increasingly implemented globally, 
only one in four countries has a comprehensive system to track budget allocations for gender equality.  
Significant progress has also been made on delivering the human right to social security; most countries today 
have social protection schemes in place. But large gaps remain – e.g., social protection schemes are typically 
only at a nascent stage in LDCs and other LICs. In other areas of expenditure, there has been regression in 
alignment, with fossil fuel subsidies growing over time, reaching USD 1.3 trillion globally in explicit subsidies in 
2022 when energy prices experienced a dramatic spike.  

Development cooperation providers have also taken steps to align their operations with the SDGs, but the 
development effectiveness agenda must be revitalized. International development cooperation has changed in 
multiple ways over the last decade, attributable to a broader set of priorities but also growing demands on 
humanitarian aid, more diverse providers, and more complex instruments. Actors have responded to these 
changes, with the MDBs for example taking steps to better align their lending and business practices with the 
SDGs and climate action. But overall, attention to the development effectiveness agenda has been lagging: more 
aid is untied, but the share of ODA reaching partner countries has plateaued and there has been limited 
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progress on country ownership. There is a clear need to revitalize this agenda and develop a shared 
understanding of development effectiveness.  

3.2.2. Private investment, trade and technology policies 
(Action areas B, D, G) 
 
Private sector development, a key driver of sustainable growth and development, has stalled in recent years. 
As noted in the Addis Agenda, ‘private business activity, investment and innovation are major drivers of 
productivity, inclusive economic growth and job creation.’ To deliver on these promises, business activity and 
investment need to be dynamic, inclusive, and sustainable. However, private sector dynamism slowed after the 
2008/09 world economic and financial crisis, visible in decelerating investment and trade trends. Many 
developing countries struggled to diversify their economies, integrate productively into the global economy and 
absorb and productively use new technologies. Geopolitical fragmentation could further exacerbate these 
challenges, as barriers to trade, investment and technology diffusion grow. 
 
Figure 6 
FDI and trade trends, 1990-2019 

 
Source: UNCTAD 
 
Investment, trade and technology trends  
 
Investment growth has slowed and is expected to remain subdued. Growth of investment has slowed over the 
past two decades, particularly in the developing economies, with gross fixed capital formation after the 2008/09 
crisis remaining below earlier levels across regions. This broader trend is mirrored in foreign direct investment 
(FDI) -- following rapid acceleration during the 1990s and 2000s, the past 15 years have seen a slowdown in FDI, 
along with decelerating trade growth and a stagnation in global value chains (GVCs, see Figure 6). Investment 
growth is expected to remain subdued globally, with high borrowing costs and heightened economic and 
geopolitical uncertainties continuing to weigh on business and consumer confidence. 
 
Trade dynamism has also slowed significantly. World merchandise trade nearly quadrupled in nominal terms 
over the period 2000-2022. Yet, the pace of trade expansion has been highly uneven. A decade of rapid export 
growth, driven particularly by developing countries in Asia and the multilateral market opening between 1995 to 
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2005, was followed by weaker trade dynamism and a decline in trade openness, due to a slowdown in the 
expansion of GVCs, diminishing impacts of technological advances, and a recent rise in strategies prioritizing 
domestic consumption and domestic supplier bases. 
 
Least developed countries remain marginalized. Both trade and investment expansions have been driven by 
fast-growing developing countries, but have largely bypassed the poorest countries. LDCs continue to trail 
behind as recipients of FDI and remain largely marginalized in international trade.  
 
Technological progress has enabled economic integration and SDG progress, but innovative activity remains 
highly concentrated and technology diffusion has slowed down. Technological advances underpinned rapid 
trade and investment expansions in the 1990s and 2000s. The impacts of novel technologies, foremost digital 
technologies, on economies and societies were much broader of course, supporting progress across the SDGs. 
Meanwhile, the production of new technologies remains highly concentrated – a trend that could become 
starker still with highly complex frontier technologies like AI systems, and technology diffusion has slowed down, 
due to rising complexity and market power of key actors. Combined with the slow-down in technology diffusion, 
driven by increasing complexity of technologies, this could lead to further divergence.  
 
The search for new development pathways 
 
These significant structural changes pose new challenges for countries’ productive integration into the world 
economy, necessitating a search for new growth and development strategies. Private sector development has 
traditionally been associated with industrialization and diversification. A thriving manufacturing sector has often 
been at the heart of such transformations. But in the context of digitalization and asset-light production models, 
less trade dynamism, and geographical concentration of manufacturing in several large developing countries, 
manufacturing has become less effective as a ‘development escalator’. ‘Traditional’ models of development 
based on attracting FDI and exports of manufactured goods are increasingly difficult to pursue. Increased 
fragmentation could further undermine prospects: rising geopolitical tensions have spurred efforts to de-risk 
supply chains, including through so-called friend-shoring and near-shoring, and strategic measures to limit 
technology spillovers.  
 
New growth strategies must be sustainable and inclusive, and policy frameworks adjusted accordingly. There 
are no ready-made recipes for new private sector development pathways. But they will likely have to also look 
beyond manufacturing, to labour-absorbing services, for decent job creation. And they will need to focus on 
sustainable transitions, with policy frameworks adjusting accordingly. Countries’ efforts to create enabling 
environments for private investment must be aligned with the SDGs: the sequencing and prioritization of public 
investments; setting the ‘right’ incentives through fiscal and tax policies; ensuring that regulatory frameworks 
reflect appropriate labour, environmental and health standards; and aligning investment and trade facilitation 
policies with sustainability. Similarly, selective policies, such as industrial policies, which had already been 
resurgent since the 2008 crisis, must be sustainable and inclusive (see 2023 FSDR). Identifying country-owned 
strategies suitable to specific country contexts and aligning financing policies with them will be a key challenge 
going forward.  
 

3.2.3. Financial sector development: the search for enhanced access, stability and sustainability  
(Action areas B, F) 
 
A more dynamic and sustainable business sector relies on more inclusive and sustainable financial markets. 
Lack of access to affordable finance, along with financial incentives misaligned with sustainability are often 
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among the most binding constraints for sustainable private sector development, and for sustainable 
development at large. Availability of long-term financing continues to be a challenge, particularly in developing 
countries. Investors’ short-term incentives also often stand in the way of sustainable finance reaching scale, 
even while interest in sustainable financing and sustainable investing has increased dramatically. Extending 
investors’ time horizons is thus imperative to fully align their incentives with long-term sustainable 
development, so financial sector stability and sustainability can be mutually reinforcing.  
 
Figure 7 
Net financial flows to developing countries, 2000-2022 
(Billions of US dollars) 

 
Source: International Financial Statistics, IMF. 
Note: Positive values reflect a financial inflow. 
 
Access to (long-term) finance 
 
Over the past two decades, innovations in public policies and digital finance have driven significant progress 
in financial inclusion for businesses and individuals alike. Enhancing access to finance for all individuals, 
including women, has been a success story: global account ownership has increased from 51 per cent of 
households in 2011 to 76 per cent in 2021. 567 million adults in developing countries gained access between 
2017 and 2021 alone. Nonetheless, significant challenges remain, especially for women in LDCs and other 
vulnerable countries, where many remain excluded from financial services. Cost reductions in financial services 
also fall short of commitments, notably for migrant remittances, which have grown steadily over the past two 
decades, but still have average costs more than twice as high as the SDG target of 3 per cent. 
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At the same time, financial and capital markets remain underdeveloped in many developing countries. 
Despite efforts to promote long-term finance in domestic markets and an increase in domestic lending to the 
private sector over the past 20 years, financial market liquidity remains shallow in many developing countries, 
and long-term credit continues to be scarce. This reflects market inefficiencies and institutional gaps -- which call 
for stepped-up efforts to develop domestic financial markets. But it also reflects investors’ risk perceptions. The 
comparatively high costs of capital for project financing in many developing countries are driven by 
macroeconomic risk perceptions more than by project risk. 
 
Public development banks could play a major role in closing long-term financing gaps. PDBs usually provide 
longer term funding than commercial banks, thus lengthening time horizons; plus, their development focus 
makes the financial durations of their lending better aligned with social and environmental sustainability. PDBs 
had cumulated global assets of around $23 trillion in 2021 (10 mega banks hold 70 per cent of the total). Due to 
their greater appetite and ability to bear perceived high risks and long payback periods, well-governed PDBs can 
be important financing tools to implement economic and social policies, especially to directly finance large 
infrastructure, and more recently, to address climate change and investments in resilience. PDBs and other 
development finance institutions can also leverage private investment and foster capital market development, 
e.g., through public-private risk sharing and other blended finance instruments.  
 
Financial sector stability and sustainability  
 
Financial volatility has contributed to the dearth of long-term financing. Following the end of the Bretton 
Woods exchange rate system in the 1970s, the global economy saw financial sector growth, deeper global 
integration, increasing complexity in financial instruments and intermediaries, and with that, growing systemic 
risks. Financial globalization enabled spillover effects from global financing conditions and macroeconomic 
policies in major developed countries to affecct the exchange rate and financial stability, debt sustainability and 
access to long-term finance in developing countries. This was borne out during crises in 2008-2009 and at the 
onset of the pandemic, which carried ripple effects from market instability. Indeed, developing countries have 
seen numerous surges and reversals of portfolio capital and other investment flows over the last two decades 
(see Figure 7); the most recent flight to safety left many developing countries in a very challenging external 
position, and in many cases reliant on official support, with net financial inflows, trade and investment all 
developing unfavorably.  
 
Recent market turbulence has also rattled the sustainable finance field, though investor interest remains high. 
Investor interest in sustainable finance has grown steadily since the 1990s, with a net acceleration from 2015. 
Despite some fluctuations following the COVID-19 pandemic, sustainable fund flows have also largely remained 
resilient. Global sustainable investing assets amounted to $30.3 trillion in 2022. Nonetheless, sustainable assets 
make up only a small fraction of total global assets under management today, and bypass countries most in 
need. They remain dominated by ESG integration (which uses ESG factors to better manage financial risks) and 
negative screening (which excludes sectors such as arms or tobacco). Impact or thematic investing, which aims 
to maximize sustainable development impact, represents only a small share. The field also remains hampered by 
a weak information infrastructure and lack of transparency and accountability, with multiple competing 
terminologies, standards, and frameworks (despite important progress in the streamlining of voluntary 
standards), and by systemic barriers within the wider financial system.  
 
Successful transitions require financial stability and sustainability. There is growing recognition of the need to 
adopt a more systemic approach that makes sustainable finance part of a broader set of economic and financial 
policies that support greater alignment of financial flows with national and international sustainability goals. The 
drive for sustainable finance is bypassing those who need it the most, with less than 3 per cent of sustainable 
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investments in LDCs and other LICs.24 As long as costs of capital continue to favor traditional investments and do 
not systematically reflect long-term climate risks, investor interest will not drive sustainable financing at the 
scale needed, nor will it prevent investments in brown assets. For transformations to succeed, sustainable 
finance policy must be part of a broader set of economic policies that can align incentives of real economy 
actors with sustainability. 

3.2.4. Aligning policy frameworks and governance  
(Cross-cutting) 
 
The financing for development outcomes emphasize the central role of policy, institutions and governance for 
the mobilization and effective use of financing. These frameworks have come under scrutiny in the last few 
years both at the national and global level, as a more expansive development agenda and a more challenging 
macro- and financing context have put existing arrangements under strain.  
 
Progress at the national level: integrated financing frameworks 
 
Since the adoption of the Addis Agenda, a growing number of countries have adopted integrated financing 
approaches at the national level, in line with the broader revival of economic planning. The need for 
transformative change for the SDGs and climate action has fueled a revival in national planning, but such plans 
have often not been fully budgeted, and poorly linked to broader financing policies. A 2019 review of more than 
100 national development plans, for example, found that less than 30 per cent explained how they would be 
financed.25 In response, there has been growing interest in integrated financing approaches, with more than 80 
countries now using integrated national financing frameworks (INFF) to develop national financing strategies 
and integrate planning and financing policy functions. The concept of INFFs was first introduced in the Addis 
Agenda, in which Member States noted that “cohesive nationally owned sustainable development strategies, 
supported by integrated national financing frameworks (INFFs), will be at the heart of our efforts.”  
 
Integrated financing reforms are now underway in many countries (see Box 1 for country-level examples). 
Among the main lessons from these pioneering countries is that INFFs need strong political backing and broad-
based country ownership. Where such ownership is in place, INFFs hold great potential for the international 
community to align its efforts with these country-led approaches. 
 
Box 1 
Financing policy reforms in the context of INFFs 
 
Mongolia is advancing reforms through its integrated national financing strategy. On the public finance side, 
reforms to align the budget with the SDGs are expanding, now covering more than $900 million of annual 
expenditure. The Mongolian Development Bank has adopted a sustainability risk management framework and 
the National Audit Office has adopted SDG performance audits. An SDG finance taxonomy for private 
investment was launched in 2023 and sustainability reporting standards have been adopted by the Stock 
Exchange for compliance by over 200 companies with $3 billion market capitalisation. 
 
In the Maldives, the gender-responsive climate financing strategy26 is advancing 16 financing policy objectives 
pivotal to the transition from a fossil-fuel based economy to a low carbon development path. A Sustainable 
Finance Hub set up by the Ministry of Finance coordinates financing across government for the country’s 
national development plan and its NDC. In Nigeria, the financing strategy27 has catalysed federal innovations in 
areas such as investment promotion and tax in the artisanal and small-scale mining sector, with a number of 
states also exploring how to use the INFF approach. In Uzbekistan, SDG budgeting reforms have seen a $4 billion 
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increase in SDG-aligned expenditure alongside a $1 billion reduction in harmful expenditure; in Sierra Leone, 
pilots to digitalise local tax administration have yielded over $300 million in additional revenue; and in Cabo 
Verde, the Blu-X platform launched under the INFF has hosted issuances totalling more than $40 million to 
advance the economic transition towards blue economy. 
 
Source: INFF Facility  
 
International architecture and global governance  
 
The international financial architecture is in flux as countries have agreed on the need for reform. The fallout 
from the pandemic and other recent shocks have galvanized calls for reform and strengthening of the 
international financial architecture. Efforts are now underway to remake international organizations, norms, 
rules and frameworks across the action areas of the Financing for Development outcomes and throughout 
ongoing discussions on the international system:  
 

● On international tax cooperation: bilateral relationships and agreements were long the dominant form 
of international tax cooperation, but this has changed in recent years; several multilateral legal 
agreements concluded since 2009, including on transparency and exchange of information. 
Nonetheless, attempts to address the challenges from globalization and digitalization  have yet to yield 
an agreement that sufficiently addresses tax avoidance and evasion – and has full support from all 
Member States. There also remain concerns about the inclusiveness and effectiveness of existing 
international tax cooperation mechanisms.   

● On investment and trade, the complex set of existing agreements has led to calls for reforms to 
enhancing coherence between trade, investment and sustainable development. This includes calls for 
WTO reform, with a focus on dispute settlement, updating rules to reflect global economic changes, and 
reinvigorating multilateral negotiating functions; and continued efforts to update investment treaties, 
with modern agreements now often including a sustainable development orientation, a focus on 
preservation of regulatory space, and improvements to or omissions of investor-State dispute 
settlement mechanisms.  

● On development cooperation, reforms to the MDBs are under way in the institutions, with a focus on 
scale, quality of lending, and development impact (see above). From an architecture perspective, 
growing systemic risks and more frequent and severe hazards have increased the urgency of 
incorporating vulnerabilities into access to concessional finance across providers – key dimensions of 
sustainable development (or lack thereof) are currently not sufficiently considered in the international 
financial architecture. Efforts to move beyond GDP have gathered steam,  including measures of 
vulnerability, and could help further complement income-based criteria in the allocation of concessional 
finance. 

● On debt, the restructuring of sovereign debt has highlighted deficiencies in the rules-based international 
financial system, with the system relying on contractual approaches to restructure private debt and 
informal negotiation processes for bilateral debt. The G20 Common Framework represents an advance 
in this architecture, but many challenges remain, and further improvements are critical to speed up the 
resolution of ongoing restructurings, find more effective tools in case of a widespread systemic debt 
crisis, and to better address the development dimension of current debt challenges.  

● On systemic issues, the global financial safety net, with the IMF at its center, has come under enormous 
strain in recent years, revealing both gaps in the architecture and uneven coverage. Developed countries 
are best served by the safety net, as they can rely on the unlimited bilateral swap network among the 
reserve currency-issuer countries. Most developing countries rely only on their own reserves and limited 
IMF resources and have been the main users of the 2021 SDR allocations.  
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● On global governance, despite repeated commitments to increase the voice and representation of 
developing countries, significant reforms to institutional arrangements have so far not been agreed, and 
the pace and scale of change, where it has happened, has left many countries dissatisfied.  
 

Ongoing reform processes hold the potential to deliver a more coherent and effective international 
architecture, and the fourth international conference on financing for development is a key opportunity to 
adopt a coherent package of reforms. Discussions and institutional reform processes have the potential to close 
some gaps in the international architecture, align it better with the needs of the twenty-first century, and scale 
up financing for the SDGs and climate action. However, if they proceed in piecemeal fashion and fail to take the 
SDGs fully into account, the architecture will remain fragmented and inadequate to deliver sustainable 
development. Failure to deliver real reform could risk undermining faith in multilateralism itself. The financing 
for development process at the United Nations provides an opportunity to bring these different strands 
together. 

4. Conclusion 

This report of the Inter-agency Task Force on Financing for Development puts forward key questions and 
challenges that Member States may wish to address in a fourth international conference on financing for 
development. All five major institutional stakeholders of the Financing for Development process, the IMF, the 
World Bank, WTO, UNCTAD and UNDP, as well as DESA, are also sharing their respective institutional 
perspectives and expectations for the Conference, in below attributed contributions (see Boxes below). The 
subsequent chapters of this 9th report of the Inter-agency Task Force lay out the global macroeconomic context 
(Chapter II), and review progress and challenges across the seven action areas of the Addis Agenda, and on data 
(Chapters III.A to III.G and IV). In response to the mandate received at the 2023 ECOSOC FfD Forum, to assess 
“progress made in the implementation of the Monterrey Consensus of the International Conference on Financing 
for Development, the Doha Declaration on Financing for Development and the Addis Ababa Action Agenda, 
identifying obstacles and constraints encountered in the achievement of the goals and objectives agreed therein, 
with a view to informing an inclusive informal dialogue on all issues related to a potential fourth international 
conference on financing for development”28, the chapters expand the time horizon of analysis, looking back to 
2000, and put forward recommendations on questions and challenges that Member States could address in FfD 
4.  
 

  
 
The Task Force is made up of more than 60 United Nations agencies, programmes and offices, the regional 
economic commissions and other relevant international institutions. The report draws on their combined 
expertise, analysis and data. The major institutional stakeholders of the financing for development process—the 
World Bank Group, the International Monetary Fund, the World Trade Organization, the United Nations 
Conference on Trade and Development, and the United Nations Development Programme—take a central role, 
jointly with the Financing for Sustainable Development Office of the United Nations Department of Economic and 
Social Affairs, which also serves as the coordinator of the Task Force and substantive editor of the report. 
 
 
 

Boxes 2-7 (to be added in the final report) 
Attributed contributions of the IMF, World Bank, WTO, UNCTAD, UNDP and DESA, on their 
respective perspectives and expectations for the fourth international conference on financing for 
development.  
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II. The global economic context and its implications for sustainable development 
 

1. Introduction 

 
At the midpoint for achieving the 2030 Agenda for Sustainable Development, the world economy is lacking 
dynamism and grappling with an array of risks and challenges. After a period of rapid economic expansion early 
in the millennium, the global economy’s momentum has waned since, creating a challenging environment for 
financing development. Global investment, trade and productivity growth all decelerated, amidst a series of major 
crises and economic and non-economic shocks, spanning from the 2007/2008 food price crisis and the 2008 
financial and economic crisis to the recent COVID-19 pandemic and escalating geopolitical conflicts. Hard-earned 
development gains have been reversed, particularly in poor and vulnerable countries, which have yet to fully 
recover from the pandemic shock; these countries are also most affected by ever-increasing climate challenges 
that jeopardize people’s lives, health, and productivity, and pose substantial economic tail risks.  
 
In this highly challenging environment, the global economic outlook remains fragile, with growth prospects 
subdued. The world economy avoided the worst-case scenario of a recession in 2023, with growth estimated at 
2.7 per cent. But global growth, on a market exchange rate basis, is projected to slow to 2.4 per cent in 2024, 
before experiencing a moderate improvement to 2.7 per cent in 2025,1 and is expected to remain weak in the 
medium term, amidst subdued investment and high levels of debt. Downside risks include commodity price spikes 
and supply disruptions due to conflicts and further escalation of geopolitical tensions, a prolonged period of tight 
financing conditions, persistent inflation, and trade fragmentation. On the other hand, faster disinflation could 
ease financing conditions; a less-contractionary-than-expected fiscal stance across countries, as well as stronger 
economic performance of major economies provide additional upside risks to the forecasts. 
 
The global shift in monetary policy since 2022 – from ultra-loose to restrictive stances – has exacerbated public 
finance pressures and is weighing on investment prospects. Globally synchronized monetary tightening to 
address surging inflationary pressure in 2022 has resulted in more restrictive global financial conditions and 
pushed up borrowing costs. While global inflation declined in 2023, real policy interest rates are expected to 
remain elevated for some time, due to concerns over a resurgence of inflationary pressures. Against this backdrop, 
many developing countries are expected to face constrained access to international financial markets and 
elevated borrowing costs, which will likely limit countries’ capacity to invest in the SDGs, boost long-term 
productivity, and combat climate change. 
 
To boost investment and improve medium-term growth and sustainable development prospects, national 
actions and international cooperation must be stepped up. Comprehensive national policy packages that foster 
macroeconomic stability and promote structural transformations have shown to be effective at driving 
investment.29 At the same time, greater global cooperation is more important than ever, across the action areas 
of the Addis Agenda, to reduce debt distress and provide relief where needed, facilitate trade integration and 
technology transfer, alleviate food insecurity, scale up climate finance and stimulate investment in the SDGs. 
Without a concerted effort, the world faces a protracted period of weak investment, slow growth, and high debt 
service burdens, which would put the SDGs out of reach.  

 
1 The growth figures are based on the United Nations World Economic Situation and Prospects 2024. Other Task Force members also 
projected a slowdown of global growth – on a market exchange basis – in 2024. The IMF World Economic Outlook January 2024 projected 
world gross product to grow by 2.6 per cent in 2024, down from 2.7 per cent in 2023. The World Bank Global Economic Prospect January 
2024 projected a global growth of 2.4 per cent in 2024, down from 2.6 per cent in 2023. 
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2. Global and regional growth trends and outlook 

 
The past twenty years have been marked by several large crises alongside major shifts in the geopolitical and 
economic landscape. In the early 2000s, the global economy experienced a period of significant expansion, driven 
by globalization, advancements in technology, and robust economic growth in large developing countries, notably 
China and India. The rise in global demand during this period fuelled a commodity boom. Global trade activities 
were also buoyed by the proliferation of global value chains, as well as key milestones in trade liberalization, 
including China’s accession to the World Trade Organization in 2001 as well as the earlier formation of the 
European Union in 1995. Against this backdrop, global foreign direct investment (FDI) flows grew rapidly. This 
strong performance came to a halt in 2008. Developed economies were hit hard by the 2008 crisis, which caused 
severe recessions and massive job losses. A prolonged period of deficient demand combined with stagnant 
productivity growth raised fears of economic stagnation. Developing economies initially demonstrated resilience, 
but the crisis reverberated across the world and affected global financial markets and trade. The decade following 
it was eventually characterized by a noticeable slowdown in growth across developed and developing economies. 
In 2020, the COVID-19 pandemic then sent the world economy into a free fall, triggering the most severe global 
economic crisis in the past century (figure II.1).  
 
Figure II.1  
Global growth, 1995-2025 
Percentage 

 
Source: UN/DESA, based on estimates and forecasts produced with the UN DESA World Economic Forecasting Model. 
Note: f = forecasts. 

 
Over the past four years, a series of severe and mutually reinforcing shocks have led to a substantial reversal in 
development progress, particularly for some of the world’s poorest countries. The COVID-19 pandemic exposed 
systemic vulnerabilities in the world economy, while inflicting extensive damage on lives and livelihoods. By the 
end of 2023, nearly 7 million people had lost their lives directly due to the virus.3031 The pandemic triggered the 
worst global economic crisis since the Great Depression, as widespread mobility restrictions led to a collapse in 
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consumer spending and investment, massive job losses, and severe disruptions to global supply chains. Recovery 
from the crisis was uneven and more subdued in developing countries, due to slower vaccination progress and 
more limited macro-policy support in countries with very limited fiscal and monetary policy space. The war in 
Ukraine in early 2022 then exacerbated rising prices and led to a global cost-of-living crisis. Acute supply 
disruptions drove food and energy prices to record levels, disproportionately impacting the most vulnerable 
populations. As global inflation surged to a two-decade high, central banks worldwide tightened monetary policy 
stances in efforts to rein in inflationary pressures. The aggressive pace of interest rate hikes by the United States 
Federal Reserve generated spillovers on developing countries, with many experiencing bouts of sizeable capital 
outflows and currency depreciations. For many developing countries, the sharp tightening of global financial 
conditions has intensified debt vulnerabilities and balance of payment pressures.  
 
Against this backdrop of lingering risks and uncertainties, global growth is expected to weaken further in 2024 
before picking up modestly in 2025. The United Nations World Economic Situation and Prospects 2024 projects 
that global growth will decelerate to 2.4 per cent in 2024, from 2.7 per cent in 2023. Growth is forecast to improve 
moderately to 2.7 per cent in 2025 but will remain below the pre-pandemic average growth rate of 3.1 per cent. 
A protracted period of low growth would make a full recovery of pandemic losses ever more elusive for vulnerable 
countries. Indeed, in 2023, the cumulative output losses from recent crises – calculated as the sum of the annual 
difference between pre-pandemic projections of GDP and actual GDP – amounted to about 40 per cent of the 
2019 GDP in the small island developing States (SIDS) and about 30 per cent in the least developed countries 
(LDCs) (figure II.2). 
 
Figure II.2 
Cumulative output losses relative to pre-pandemic projections, 2020-2023 
 

(a) Country groupings 
(Percentage of 2019 GDP) 

 

(b) Developing regions 
(Percentage of 2019 GDP) 

 
Source: UN DESA, based on estimates produced with the UN DESA World Economic Forecasting Model. 
Notes: e = estimates. Cumulative output losses are calculated as the sum of the annual difference between 
actual GDP levels and pre-pandemic GDP projections. 
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While immediate risks to the global outlook appear more balanced, downside risks remain and prospects are 
subpar in the medium term. Global inflation is projected to moderate further. Fiscal stances that are less 
contractionary than expected across countries, as well as faster growth in China and sustained growth in the 
United States would also lift growth prospects. On the other hand, there are several major downside risks that 
threaten short-and medium-term prospects. First, energy and food prices could surge again due to escalating 
conflicts and the increasing likelihood of climate shocks. Major central banks could keep interest rates “higher for 
longer” as inflation risks remain. This would weigh on aggregate demand and further increase debt sustainability 
risks. Second, global merchandise trade and global industrial production remain exceptionally weak amid cyclical 
and structural headwinds. This weakness is partly attributable to tighter financial conditions and a continued shift 
towards spending on services, but it also reflects heightened economic and trade policy uncertainties associated 
with geopolitical tensions and fragmentation. A more fragmented global economy poses risk to production 
efficiency and spillovers of technology and knowledge, which – together with subdued investment – would 
dampen medium-term growth prospects. The International Monetary Fund estimates that geoeconomic 
fragmentation could cause a permanent world gross product loss of 7 per cent through disruptions in trade 
alone.32 Third, and relatedly, digitalization and related frontier technologies such as artificial intelligence have the 
potential to stimulate global growth, but digitalization gaps persist between developed and the developing 
countries, due to lack of required infrastructure, technology equipment, and human resources and expertise.33 
Such digital divide will affect people’s access to the benefits of technologies and risk further exacerbating 
economic and social divides. Fourth, the ever-increasing adverse impacts of climate change pose a major risk to 
global development, especially for vulnerable countries such as LDCs and SIDS, which are already facing severe 
economic challenges and have limited fiscal space to respond.  
 
Poverty, hunger, and inequality 
 
The highly challenging macroeconomic environment threatens to significantly set back global poverty 
eradication. Over the past two decades, tremendous progress has been achieved in alleviating poverty across the 
world. Between 2000 and 2019, the number of people living in extreme poverty ($2.15 per day or less) globally 
declined from 1.8 billion to 701 million.34 However, even before the pandemic, the pace of progress was slowing. 
Between 2015 and 2019, global poverty rate fell by around 0.54 percentage points by year, less than half the 
reduction observed between 2000 and 2014. The pandemic, the war in Ukraine and the global energy and food 
price shock then reversed gains, with an additional 75 million to 95 million people being pushed into extreme 
poverty in 2022 relative to pre-pandemic baseline forecasts.35 While global poverty declined marginally in 2023,36 
progress has been highly uneven. Average poverty rates in lower-middle-income, upper-middle-income, and high-
income countries moved closer to pre-pandemic levels. By contrast, poverty rates were still well above pre-
pandemic levels in low-income countries, particularly those in Africa and the Middle East.37 These trends are 
mirrored in per capita GDP growth rates (see figure II.3): a significant deceleration across regions after 2008, and 
lagging performance in Africa in particular, which saw average GDP per capita increased by less than 1 per cent 
annually over the last 15 years. Overall, the World Bank projects that by the end of 2024, people in about one out 
of every four developing countries and about 40 per cent of low-income countries will still be poorer than they 
were in 2019.38 Without significantly faster economic growth and targeted measures for supporting livelihoods, 
enhancing social protection and addressing inequality, poverty eradication will remain elusive in many low-income 
countries.  
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Figure II.3 
Average annual GDP per capita growth, by region, select years during 2000-2025 
Percentage  

 
Source: UN/DESA, based on estimates and forecasts produced with the UN DESA World Economic Forecasting 
Model. 
 
Elevated food prices have been a significant driver of food insecurity in developing countries. In 2023, an 
estimated 238 million people experienced acute food insecurity, an increase of 21.6 million people from the 
previous year. The rise in food prices have disproportionately affected the poorest households, which spend a 
larger share of their income on food.  
 
The overlapping crises have exacerbated inequalities between and within countries. Across countries, 
Governments’ capacity to provide fiscal support and roll out COVID-19 vaccines was very uneven. Within 
countries, there are significant disparities in households’ ability to shield themselves from job and income losses 
during recent crises. Education losses for disadvantaged students could have lasting effect on their future earnings 
and reduce intergenerational mobility.39  

3. Deterioration in public finances 

Public finances have deteriorated over the past decade. Since the year 2000, fiscal deficits have expanded in both 
advanced economies as well as emerging markets and developing economies (figure II.4a), particularly during the 
2008 world financial and economic crisis and the COVID-19 pandemic, as many countries increased public 
expenditures to cushion their economies from adverse effects of crises and stimulate growth. With fiscal revenues 
as a share of GDP stagnating or even falling in several regions since 2010 (figure II.4b), countries have relied on 
borrowing to finance their growing spending needs. Ultra-loose global financial conditions in the aftermath of the 
2008 world financial and economic crisis allowed many low-income and lower-middle-income countries to access 
international financial markets, many for the first time, albeit at higher interest rates, and caused a significant 
expansion of global public debt (see Chapter III.E.).  
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Figure II.4 
Trends of public finances 
 

(a) Fiscal deficits, by country group, 2000-2023 
(Percentage of GDP) 

 

(b) General government revenue, by region, 
select years during 2000-2023 
(Percentage of GDP) 

 
 (c) General government gross debt, by region, select years during 2000-2023 
(Percentage of GDP) 

 
Source: UN DESA, based on data from the IMF World Economic Outlook database, October 2023. 
Note: Regional groups follow the source. 
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Figure II.5 
External debt stocks, by region, 2000 versus 2022 
(Billions of United States dollars) 

 
Source: UN DESA, based on data from the World Bank International Debt Statistics, available at 
https://databank.worldbank.org/source/international-debt-statistics# (accessed on 31 December 2023). 
Note: Regional groups follow the source. 
 
Developing countries’ debt challenges are compounded by high interest rates and debt service burdens. While 
global inflation eased significantly in 2023, major developed country central banks have signalled their intension 
to keep interest rates higher for longer; real policy interest rate may remain elevated for some time. A prolonged 
period of tighter credit conditions will keep borrowing costs for developing countries at a high level, exacerbating 
debt sustainability risks, and adding to debt service burdens (see figure II.5, figure II.6, and chapter III.E.). High and 
growing debt-service burdens could further constrain fiscal space at a time when developing countries need to 
mobilize financial resources to stimulate investment and growth, address climate change-related risks, and 
accelerate progress towards the SDGs.  
  

0

500

1,000

1,500

2,000

2,500

3,000

3,500

4,000

2000 2022 2000 2022 2000 2022 2000 2022 2000 2022 2000 2022

East Asia & Pacific
(excluding high

income)

Europe & Central
Asia (excluding
high income)

Latin America &
Caribbean

(excluding high
income)

Middle East &
North Africa

(excluding high
income)

Sub-Saharan
Africa (excluding

high income)

South Asia

External debt stocks, total

External debt stocks, public and publicly guaranteed

https://databank.worldbank.org/source/international-debt-statistics


ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

30 
 

 
Figure II.6 
Government interest expenditures in developing countries, 2010-2023 
(Number of countries)         (Percentage) 

 
Source: UN DESA, based on data from the IMF World Economic Outlook database, October 2023. 
Notes: LHS = left-hand scale; RHS = right-hand scale. Net interest payments of the general Government equal 
the total amount of domestic and external interest expenses incurred from loans and other forms of borrowing 
minus any interest income received. 

4. Monetary and financial stability risks 

Global monetary policy has seen major shifts in the past two decades amid the introduction of new frameworks 
and instruments. In the United States, for instance, as the world financial and economic crisis took hold in 2008, 
the Federal Reserve was quick to slash interest rates, taking them to nearly zero in December 2008 (figure II.7a). 
In the face of a systemic financial crisis at the zero lower bound, the Federal Reserve then turned to alternative 
and unconventional tools, particularly quantitative easing (QE),40 to provide liquidity, restore confidence, and 
stimulate the economy. The outbreak of the COVID-19 forced it to cut rates again to near zero and conduct 
quantitative easing. The size of the Federal Reserve’s assets peaked at early $9 trillion in April 2022, compared 
with $890.7 billion in January 2008 (figure II.7b). Europe experienced similar monetary policy episodes, while in 
Japan, the central bank has kept interest rate low and maintained a negative rate since 2016 amid economic 
stagnation and deflation. Policy rates in developing countries – while at higher levels – largely tracked those of 
the central banks in major economies (figure II.8).    
 
The prolonged period of “easy money” came to an end as major central banks responded to the return of high 
inflation in 2021. Major developed country central banks began to raise interest rates in 2021 and 2022.41 
Although inflation slowed considerably in 2023, major central banks have signalled their intention to keep interest 
rates “higher for longer”. In addition to rate hikes, major developed country central banks have also started selling 
off assets on their balance sheets – pursuing a process known as quantitative tightening (QT) – to reduce liquidity 
in the financial market.  
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Figure II.7 
Monetary policies in selected major developed countries 

(a) Policy rates, 2000-2023 
(Percentage) 

 

(b) Assets of central banks’ balance sheets, 2008-2023 
(Trillions of United States dollar) 

 
Source: Panel (a): UN DESA, based on Trading Economics (accessed on 1 January 2024). Panel (b): UN DESA, 
based on based on data from the Federal Reserve, European Central Bank, Bank of England, Bank of Japan, CEIC 
and Trading Economics (accessed on 30 October 2023). 
Note: Panel (b): All assets of the Bank of England, Bank of Japan and European Central Bank are converted into 
United States dollars by using the exchange rates on 31 August 2023. 
 
Monetary policies in major developed countries have significant spillover effects on developing countries, with 
synchronized tightening since 2022 constraining policy space for developing country central banks. Low interest 
rates and ultra-loose monetary policies after 2008 prompted large capital flows to developing countries, lowering 
sovereign spreads during this period (figure II.9).  However, capital flows remained very volatile throughout this 
period, experiencing significant fluctuations and later a downward trend, with significant outflows during and 
since the pandemic, amidst the tightening of global financing conditions. The resulting rising interest rate spreads 
and currency weakness have exacerbated debt sustainability risks for many developing countries in 2022-2023, 
and are limiting monetary policy space. Higher interest rates in developed countries will continue to increase the 
debt-servicing burden of developing countries, particularly those with high levels of dollar- or euro-denominated 
public debt. And many developing country central banks may be restricted in lowering interest rates to support 
growth even when inflation pressures ease, as that could lead to capital outflows, currency depreciations, 
increased risk premia, and further heightened debt sustainability risks.  
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Figure II.8 
Policy rates in developing economies (median), 2000-2023 
(Percentage)  

 
Source: UN DESA, based on CEIC data (accessed on 2 January 2023).  
Notes: The last observation of the data is November 2023. 54 developing country central banks are covered. 
However, country coverage may differ between years due to data availability. 
 
Figure II.9 
Capital flows to developing countries, Q1 2000-Q2 2023 
(Billions of United States dollar) 

 
Source: UN DESA, based on the IMF Balance of Payments and International Investment Position Statistics, 
available at https://data.imf.org/?sk=7a51304b-6426-40c0-83dd-ca473ca1fd52 (accessed on 2 January 2024). 
Note: 33 developing countries are covered based on available data.  

5. Weak investment prospects 

Investment growth – a key driver of long-term productivity – has slowed over the past two decades, particularly 
in developing countries. As figure II.10 shows, growth of gross fixed capital formation in the world accelerated 
during the first half of the 2000s but declined thereafter, in both developed and developing countries. Amidst the 
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series of crises and shocks described above, economic uncertainties increased, which discouraged firms’ 
investment activities. Global investment growth is projected to grow by only 2 per cent in 2024, only a marginal 
improvement from the 1.9 per cent estimated for 2023, and significantly below its 2011–2019 average growth 
rate of 4 per cent.  
 
Figure II.10 
Growth of gross fixed capital formation in the world, developed and developing economies, 2000-2023 
(Percentage) 

  
Source: UN DESA, based on estimates and forecasts produced with the UN DESA World Economic Forecasting 
Model. 
Notes: Growth rates for 2023 are partially estimated.  
 
The ultra-loose monetary environment in the aftermath of the 2008 world financial and economic crisis did not 
successfully boost investment growth. In developed economies, commercial banks were reluctant to fund fragile 
businesses during uncertain economic times and, instead, kept the additional resources in their reserve accounts 
at the central banks. In the United States, for instance, excess reserves of depository institutions held in the 
Federal Reserve surged from $1.6 billion in January 2008 to $2.7 trillion in August 2014. 42  In developing 
economies, deceleration of investment growth in the decade leading up to the COVID-19 pandemic reflects the 
significant drop in commodity prices during 2014-2016 and the associated deterioration of terms of trade, weak 
growth in advanced economies and high corporate leverage.43 Moreover, while loose global financial conditions 
in the decade after the 2008 world financial and economic crisis encouraged capital inflows, these flows 
predominantly came through portfolio channels, with no clear effect on investment and growth.44  
 
Productivity growth – largely driven by productive investments – declined considerably in the developing 
countries in the past two decades. Annual total factor productivity (TFP) growth, a key measure of economic 
efficiency and productivity, fell from 1.6 per cent during the period 2000–2007 to 0.2 per cent during the period 
2011-2019 in the developing economies. In sub-Saharan Africa, annual TFP growth declined by an even larger 
margin, falling from 2.1 per cent during the period 2000–2007 to -0.2 per cent during the period 2011–2019. A 
multitude of factors, including constrained investment, inadequate research and development activities, limited 
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technology spillovers, weak institutions, and decelerated international trade growth, have contribute to the 
decline in TFP growth. 
 
Investment is expected to remain subdued globally. In 2023, residential investment fell significantly in most 
developed economies amid rising mortgage interest rates and construction costs. The United States saw a 
particularly severe decline, with residential fixed investment in the first three quarters of 2023 down 14 per cent 
in comparison with the same period in 2022. In contrast, investment in intellectual property remained robust (see 
figure II.11). Prospects in most developing countries are also weak, due to softer external demand, volatile 
commodity prices, high borrowing costs, and fiscal consolidation pressures. High levels of debt amid subdued 
growth continue to constrain fiscal space, making it harder for Governments to borrow and invest. Conflicts 
hamper investment in parts of Africa and Western Asia. By contrast, investment in South Asia, particularly in India, 
remains strong. India is benefiting from growing interest from multinationals, which see the country as an 
alternative manufacturing base in the context of developed economies’ supply chain diversification strategies.45 
 
Figure II.11 
Annual investment growth in selected developed economies, by asset type, 2010-2023H1 
(Percentage)  

 
Source: UN DESA, based on data from based on data from CEIC and Eurostat. 
Notes: H1 = first half of the year. Figures are in constant prices. Data for the United Kingdom, euro area and 
Japan are total investment; data for the United States are private investment. 
 

6. Labour markets 

Recent crises have adversely affected global labour markets, with recovery uneven across regions. After 
reaching a peak of 6.5 per cent in 2009 during the world financial and economic crisis, the global unemployment 
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rate moderated, falling to 5.6 per cent in 2019. In the wake of the COVID-19 pandemic, the unemployment rate 
increased to 6.6 per cent in 2020, with the number of people unemployed increasing from 194 million to 227 
million in just one year.46 Young workers and workers with basic education were among the most affected. The 
post-pandemic recovery has been swift but uneven. Although the global unemployment rate dropped to an 
estimated 5.1 per cent in 2023, labour market recoveries diverged considerably between developed and 
developing countries. Key employment indicators in many developing countries have yet to return to pre-
pandemic levels. In parts of Western Asia and Africa, for instance, unemployment rates still exceeded 2019 levels. 
Slowing economic growth in 2024 is expected to further weigh on employment prospects in many regions. 
 
Demographic shifts, economic development patterns, technology advances, as well as multiple crises are 
reshaping labour markets. Between 2000 and 2023, the world total population increased from 6.1 billion to 8 
billion.47 While many regions, including Europe, North America and East Asia, face ageing populations, a rapidly 
growing youth and working-age population challenges policymakers to generate enough productive jobs, 
particularly in South Asia and sub-Saharan Africa. Historically, countries shifted from low-productivity agriculture 
to higher-productivity activities in industrial or services sectors during the process of structural transformation. 
More recently, in many low-income countries, the contribution of agriculture to GDP has declined faster than the 
share of workers in agriculture, while the manufacturing sector has not absorbed many workers 48  (see also 
Chapter III.B and III.G). Labour productivity growth has been on a downward trend across country income groups 
(figure II.12), which can be partly attributed to weaker investment and – for many developing countries – 
diminishing productivity gains from allocations of labour towards more productive sectors.49 In addition, limited 
employment opportunities in the formal sector and the absence of unemployment benefits in many developing 
countries have contributed to widespread informal employment, which is typically associated with poor working 
conditions, limited access to social protection, and little or no income security. 
 
Figure II.12 
Labour productivity growth, by country income group, 2000-2022 
(Percentage)  

(a) High-income countries 
 

 

(b) Upper-middle-income 
countries 

 

(c) Lower-middle-income 
countries 

 

(d) Low-income countries 
 

 
Source: UN DESA, based on data from ILO STAT, available at 
https://www.ilo.org/shinyapps/bulkexplorer40/?lang=en&id=SDG_A821_NOC_RT_A (accessed on 30 December 
2023). 
Note: A liner trend line is added on each panel. 
 
Rapid technological change could bring further disruptions, while also creating new job opportunities (see also 
chapter III.G). When firms adopt new methods of production, workers with low-skilled jobs engaged in routine 
tasks are often put at risk, as these occupations are most susceptible to automation. The launch of ChatGPT in 
November 2022 marked the beginning of a new era for artificial intelligence (AI), which may accelerate the 

https://www.ilo.org/shinyapps/bulkexplorer40/?lang=en&id=SDG_A821_NOC_RT_A


ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

36 
 

substitution of some lower- and medium-skilled jobs but complement and augment the work of high-skilled 
professions.50 AI’s asymmetric effects across the skill spectrum could increase income inequality in the labour 
market. Women could be particularly adversely affected since they are overrepresented in occupations with 
higher risks of automation, although female-dominated occupations also have more potential to be 
complemented by technology.51 The net effect of AI on labour market inequality will depend on the management 
of this transition and whether the shift leans more towards automation or augmentation.  

7. Climate risks and the global economy  

The climate emergency and related extreme weather events have brought considerable economic and social 
costs, disproportionately affecting the most vulnerable countries and communities. Extreme weather events 
have occurred more frequently over the past few decades, while their economic and social impact has become 
increasingly more pronounced. The number of disasters increased from an annual average of around 310 from 
2000 to 202052  to over 340 between 2020 and 2023. The year 2023 saw a surge in extreme weather events and 
the hottest summer since global records were first kept in 1880.53  These extreme weather events take a significant 
human and economic toll: during the period 2000-2023, about 2.6 per cent of the world population lost their lives, 
were injured, or became homeless due to climate disasters, including 3.2 per cent of the population in low-income 
countries, compared with 0.5 per cent in high-income countries (figure II.13a). An additional 68 to 135 million 
people could be pushed into poverty by 2030 because of climate change.54 Global annual economic damage from 
disasters stood at over $173 billion between 2020 and 2023, up from an annual average of $108 billion during the 
first decade of the century (figure II.13b).  
 
Small island developing States (SIDS) have been particularly vulnerable. From 2010 to 2019, SIDS lost $94.3 
billion due to weather, climate, and water-related hazards - compared to the total SIDS GDP of $874 billion in 
2019.55 Climate vulnerability is also linked with higher borrowing cost and – when countries are hit by extreme 
weather events – weaker recovery (see Chapter III.E). Disruption to economic activities and livelihoods and 
damages to infrastructures affect countries’ ability to mobilize domestic and external resources and elevate 
creditors’ perception of country risks, which translate into even higher borrowing cost and debt vulnerability.  
 
While climate change impacts are increasingly macro-relevant, global macro-economic conditions in turn affect 
countries’ abilities to invest in climate mitigation and adaptation. Many countries have increased investment in 
renewable energy to reduce carbon emissions; however, these actions are not yet sufficient. In 2023, global 
investment in renewable power generation reached $658 billion, almost doubling investment of $331 billion in 
2015. Developed countries and China accounted for 90 per cent of this increase. China alone was responsible for 
41 per cent of global investment in renewable energy in 2023, with the rest of the developing countries accounting 
for only 16 per cent. Increased investment in renewables does not however indicate a reduction of investment in 
fossil fuels: investment in fossil fuels rebounded in recent years, surpassing pre-pandemic levels in 2022 and 2023. 
Global coal production has surged due to its much lower capital intensity compared to oil and gas.56 High interest 
rates and increased capital costs discourage investments in green transitions, as they make financing capital-heavy 
renewable energy projects costlier, thereby diminishing their appeal relative to more affordable, non-renewable 
alternatives. This can slow down the shift towards sustainable energy solutions. 
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Figure II.13 
Economic and social costs of natural disasters in the world and by country income groups, 2000-2023 

(a) Annual average share of people affected by natural disasters  
(Percentage) 

 
 
(b) Annual average economic damage caused by natural disasters  
(Billions of United States dollars)                                 (Percentage) 

 
Source: UN DESA calculation based on the International Disaster Database, available at https://www.emdat.be/ 
(accessed on 24 December 2023). 
Note: Natural disasters include drought, extreme temperature, flood, glacial lake outburst flood, storm, and 
wildfire. 
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8. Conclusion  

The global economy has become progressively less ‘enabling’ for mobilizing financing and investment for 
development over the last 25 years. The financing for development outcomes recognized the critical role that an 
enabling international economic environment plays in achieving development outcomes. The subsequent 
chapters of this report will show how the major crises in 2008/09 and since 2020 – and the broader deceleration 
in global growth and investment – have significantly impeded the mobilization of public and private resources. 
This is mirrored in less dynamic trade and cross-border investment trends, contributing to a less benign economic 
environment.  
 
Improving this global enabling environment will be a central challenge in the pursuit of the SDGs and energy 
transitions. Achieving the SDGs and the large-scale transitions needed to avoid catastrophic climate change will 
require investments at unprecedented scale. Such an investment push is not conceivable unless countries and the 
international community as a whole find ways to address key macroeconomic challenges and constraints, which 
include deteriorating public finances, fiscal constraints and debt overhangs in many developing countries, 
monetary and financial stability risks that impact the cost of capital, and the dearth of productive and sustainable 
investment that is crucial for improving longer-term growth and resilience to climate and other adverse shocks. 
Proposals put forward in the rest of this report aim not only to advance implementation of the respective action 
areas, but also to form a package of domestic reforms and reforms to the international financial architecture that 
together could help steer the post-COVID-19 economy towards a path of sustained, sustainable, and inclusive 
growth.  
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III.A. Domestic public resources 

1. Key messages and recommendations 

Domestic public resources – and the mobilization of additional tax revenue in particular – have become a 
progressively more central aspect of Member States’ deliberations on Financing for Development. Domestic 
public finance is essential for financing the Sustainable Development Goals (SDGs), increasing equity and helping 
to manage macroeconomic stability. Robust and resilient fiscal systems, including both tax and expenditure, can 
contribute to poverty alleviation and reduced inequalities while supporting economic growth, industrial 
transformation, and environmental sustainability. The Monterrey Consensus and Doha Declaration grouped 
together domestic public and private resources under a heading of “Mobilizing domestic financial resources for 
development”, with international tax cooperation only briefly mentioned. The Addis Ababa Action Agenda, in 
contrast, dedicates its first action area exclusively to domestic public finance. It endorses a whole-of-
government approach that includes increasing the quantity of resources, enhancing the quality of expenditures, 
and ensuring that both are done fairly and sustainably. It presents extensive commitments and a discussion of 
international tax cooperation and measures to combat illicit financial flows. It reflects the growing 
understanding among Member States about the importance of building the overall capacity of the State using 
domestic resources, and the positive implications this has for bolstering trust in government, strengthening the 
social contract and delivering public goods and services critical for poverty eradication and economic 
transformation.  
 
There has been a notable but uneven increase in tax revenue in developing countries since 2000, with most of 
the gains concentrated in the decade before the 2008world financial and economic crisis. A myriad of crises 
over the last 2 decades – including economic crises, pandemics, geopolitical conflicts, and disasters – had a 
major effect on the mobilisation of domestic resources for development. After significant increases in taxation in 
developing countries in the decade before 2009, the record has been mixed, with the COVID-19 pandemic 
halting momentum gained by the renewed attention on improving tax systems in the Addis Agenda. The 
setbacks from exogenous shocks are expected to increase as crises become more frequent and intense as the 
changing climate effects social, economic and environment stability. 
 
Despite progress, large unmet tax potential remains in developing countries and there is a pressing need to 
reform fiscal systems to tap that potential and generate resources on the scale required for achieving the 
SDGs. Expanding tax capacities to raise revenue for funding public goods and services is primarily a domestic 
challenge and will require the political will to both overcome entrenched interests that benefit from current 
systems and to increase investment in tax capacity. There are many examples of countries that have invested in 
tax reforms, demonstrating the possibilities of countries realizing unmet potential. So far, however, political will 
has been found wanting in many countries, including developing countries not investing enough in tax system 
reform and administration capacity, and donors not meeting pledges on the volumes of assistance they would 
provide for supporting revenue mobilization. The Fourth International Conference on Financing for 
Development should consider how to turn commitments for domestic tax reforms into actions, to make tax 
systems more fair, transparent, efficient and effective. 
 
Building tax capacity—the policy, institutions, and technical capabilities to collect tax revenue—is 
indispensable and urgently needed for strengthening the ability of government to deliver sustainable 
development. To respond to SDG investment needs and external challenges, countries need to build strong and 
resilient fiscal systems, including diversification of revenue sources and measures to combat illicit financial 
flows. Countries with weak fiscal policies and institutions, low buffers, high levels of informality and low tax 
capabilities will continue to find it difficult to support the investment needed to deliver on the SDGs. When 
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taxpayers contribute to society, and governments combat corruption and provide valuable public goods and 
services in return, a virtuous circle can be sustained: investment in tax capacity supports increased spending on 
public goods and improved services, which contributes to voluntary compliance by taxpayers. New digital 
technologies have helped tax authorities step up their efforts to better govern revenue systems, prevent some 
types of tax evasion, and improve relationships with taxpayers, with the lessons learned from early adopters 
available to help others rapidly improve their systems. By building trust through effective governance of revenue 
and expenditure systems, governments will also be better able to realize other public policy goals.  
 
Globalization and digitalization have fundamentally altered the taxation landscape, motivating some of the 
increased focus on international taxation in the financing agenda. Globalization and long-term changes in the 
structure of economies have challenged the effectiveness and efficiency of revenue mobilization systems, 
requiring shifts in the design of tax policy and administration. Tax systems mostly rely on combinations of 
taxation on labour, capital and consumption. Over the last 20 years, developing countries have been squeezed 
between their relatively less formalized economies and thus smaller tax bases, declining tariff revenue due to 
trade liberalization, and competitive pressure to lower corporate taxes to attract private investment. To 
mobilize sufficient revenue, many countries turned to consumption taxes, which can be regressive; some 
countries managed the equity implications better than others. Globalization and financial liberalization also 
increased the pressure on countries to decrease corporate or wealth taxation over time by making it easier for 
businesses and individuals to shift profits and assets to other jurisdictions, a challenge which is particularly acute 
for poorer countries. The efforts to constrain harmful tax competition and combat tax evasion and avoidance 
have prompted much of the attention paid to advancing international tax cooperation.  
 
Since 2015, attention has shifted dramatically towards multilateral tax cooperation instruments, transforming 
the international tax cooperation landscape and enabling progress on combatting tax avoidance and evasion, 
but also risking leaving a subset of countries further behind. Discussions to update international tax norms and 
promote international tax cooperation are an essential complement to the primarily domestic efforts to boost 
tax capacity. When the Addis Agenda was agreed, few multilateral tax agreements existed; bilateral 
relationships and agreements were the dominant form of international cooperation. Since 2015, exchange of 
information on request for tax purposes has blossomed, several multilateral legal agreements have been 
concluded, and important tax transparency instruments have been implemented through the Global Forum on 
Transparency and Exchange of Information for Tax Purposes. The automatic exchange of information (AEOI) on 
financial accounts, which began in 2017, and of the country-by-country reports (CBCRs) of multinational 
enterprises (MNEs), which began in 2018, has provided an abundance of information for those tax 
administrations that receive them, but most developing countries lack access to and the ability to use the 
information. Work to address the challenges from globalization and digitalization has been ongoing for more 
than a decade at multiple venues. A pioneering effort to introduce a global minimum corporate tax is being 
implemented, but other work has yet to yield policy results that sufficiently address tax avoidance and evasion 
and that have the full support from all Member States. There remain concerns about the inclusiveness and 
effectiveness of existing international tax cooperation mechanisms, including the suitability of new global norms 
for developing countries with lower capacity tax administrations. The Fourth International Conference on 
Financing for Development is an opportunity for the world’s political leaders, in a fully inclusive forum, to 
confirm the future direction and governance of international tax cooperation. 
 
Efforts to coordinate internationally to ensure adequate domestic expenditure on agreed international goals 
have often faltered, including through lack of ownership of international targets, challenges from the political 
economy of policies (particularly fossil fuel subsidy reform) thought to hurt the poor and middle class, and a 
lack of political will to change expenditure systems where powerful domestic interests may be benefiting 
from the current system. Since 2000 there has been an increasing focus on carbon pricing, reforms to fossil fuel 
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subsidies, and incentives for green energy/industry. However, the commitment in the Addis Agenda to phase 
out harmful fossil fuel subsidies remains largely unfulfilled, with implicit and explicit subsidies growing over 
time. Similarly, increased spending on gender equality and women’s empowerment, and on universal social 
protection floors, has been routinely supported rhetorically, but implementation in practice has lagged behind. 
The international community could consider how a Fourth International Conference on Financing for 
Development can add further momentum to aligning expenditure with the SDGs and support fiscal policies to 
reduce inequalities. 
 
National development banks are increasingly seen as a critical part of the global financial system and an 
important tool for ensuring financing for countries’ sustainable development priorities. Coordination and 
networking among public development banks has grown enormously since the agreement on the Addis Agenda, 
which highlighted the role of national development banks. The international community could consider how a 
new international agreement could build on progress in cooperation and coordination of the entire system of 
public development banks to increase their impact.  

2. Domestic resource mobilization  

2.1. Revenue trends  
 
Tax-to-GDP ratios are directly related to development levels, as countries with larger economic output and 
stronger institutions, with few exceptions, have been able to mobilize more tax revenue. The Addis Agenda 
recognizes that domestic resources are first and foremost generated by economic growth, and empirical 
evidence shows that the tax base naturally expands as economies grow. Both the Doha Declaration and the 
Addis Agenda include commitments to enhance tax revenue mobilisation and the efficiency of the tax system 
along with making it more progressive. Beyond its fiscal function, tax capacity is associated with accelerated 
growth and better institutions, as countries with more revenue can invest in better public service delivery, thus 
increasing trust in the State and strengthening the social contract which feeds back into higher capacity to 
mobilize revenue in the future.57  
 
There has been a notable but uneven increase in tax revenue in developing countries since 2000, with 
particularly significant increases in the first decade before the 2008 world financial and economic crisis. 
Median tax revenues increased steadily in most categories of countries and regions until setbacks from the 2008 
crisis and the onset of the COVID-19 pandemic in 2020 (see figure 1). Analyses of long-term trends in revenue 
mobilization have shown that two-thirds of countries experienced improvements of tax-to-GDP ratios in the first 
decade of the century.58 Many of the episodes of rapid increases in tax revenue mobilization were in countries 
that simultaneously embarked on revenue administration and tax policy reforms in parallel.59  
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Figure III.A.1 

Median tax revenue, by country groups, 2000-2020 

(Percentage of GDP) 

 

Source: UN/DESA calculations based on IMF WoRLD. 

Note: General government tax revenue as a percentage of GDP, M49 geographic groupings. 

However, revenue gains have been volatile, with both year-to-year volatility and medium-term increases and 
declines. In some cases, there are macroeconomic factors that create volatility, such as financial crises and the 
COVID-19 pandemic , though the pandemic did also motivate an acceleration in digitalization of revenue 
administrations which could spur long-run improvements in revenue mobilization.60 For countries heavily 
dependent on commodities-related revenue, commodity cycles have contributed to both increases but also 
regressions in revenue mobilization; commodity dependence may also indirectly contribute to revenue volatility 
because governments have lower incentives to invest in the revenue administration.61 Only a fraction of 
countries saw rapid revenue gains that were sustained over time; more frequently countries with moderate 
revenue gains were able to sustain reforms and further increase revenue in subsequent periods.62 This suggests 
that expectations for rapid and sustained revenue increases in a large number of countries may be over-
optimistic. There is also evidence that high-level political commitment and buy-in from all stakeholders plays a 
role in sustaining efforts to increase revenue.63   

2.2. Tax policies: the changing tax mix and impact on revenue levels 
 
There has been a global shift in the tax mix over the last several decades, with implications for the ability to 
raise revenue, reduce inequality, and enhance revenue mobilization. Each country has a unique tax mix 
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depending on its economic, political, and social structures as well as the historical development of its state and 
institutions. Yet global competition and the international environment can also drive common movements. 
Before this century, developing countries were much more reliant on trade taxes and have since shifted to 
higher reliance on consumption taxes and corporate income taxes. In contrast, developed countries liberalized 
their trading systems much earlier and with more formalized economic systems rely strongly on personal 
income taxes and social insurance contributions to fund their public goods and services and social protection 
systems, respectively.    

Figure III.A.2 

Composition of revenue systems, by country group, 2000-2019 

(percentage of GDP) 

 

 
Source: IMF WoRLD, IMF World Economic Outlook. 

0

5

10

15

20

25

30

35

40

2000200220042006200820102012201420162018

Developed countries

0

5

10

15

20

25

30

35

40

2000200220042006200820102012201420162018

Middle-income countries

0

5

10

15

20

25

30

35

40

2000200220042006200820102012201420162018

Least developed countries
Social Security Contributions
Others
Trade
Excises
VAT
Property
CIT
PIT
Total revenue

0

5

10

15

20

25

30

35

40

2000200220042006200820102012201420162018

Small island developing States



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

44 
 

Note: GDP-weighted averages of revenue shares for countries with data available in the specific year.  

Revenue increases require strengthening the design and administration of core taxes—value added taxes 
(VAT) and excises and personal and corporate income taxes – with a focus on tax base broadening and 
combatting tax avoidance and evasion. Core taxes make up the bulk of tax systems in all categories of countries 
(see figure 2). Countries can choose a tax mix that is compatible with their economic structures and also satisfies 
their political settlements. One perennial challenge is balancing incentives and achieving political agreement on 
tax base widening, which often has diffuse gains over all taxpayers but concentrated costs for those brought into 
the tax net or those losing the benefit of tax expenditures. Most countries also have scope for ending 
preferential tax rates on capital income and better use of real property taxes. 
 
The VAT is central to revenue mobilization in developing countries, but exemptions and reduced rates erode 
its performance; equity implications need to be better addressed. Taxes on consumption spurred revenue 
growth in developing countries in the last decades. A well-designed VAT is an efficient revenue instrument 
because its distortive effect on economic activity is minimized per dollar of revenue raised. However, the VAT is 
regressive because of the higher share of poor households’ income that is spent on consumption. To try to 
alleviate regressivity, VAT exemptions and reduced rates on essentials are frequently used, but these measures 
can benefit high-income households more. Instead, the VAT’s regressivity should be considered in the context of 
the overall tax and spending system, as well as the overall tax policy mix, with increased revenue being used to 
finance social protection systems that support low-income households. Tax policymakers and administrators can 
adjust VAT design and implementation in response to changing circumstances, for example ensuring equitable 
taxation on digital goods and services, including those delivered cross-border, to level the playing field with 
other businesses. In addition, several developing countries are collecting significant additional revenues through 
digital services taxes.64 
 
The corporate income tax (CIT) is an important source of revenue in low-income countries, accounting for a 
larger share of revenue than in developed countries, where corporate tax rates have been consistently 
declining for many decades. Statutory CIT rates have been decreasing on average over the last two decades, 
although considerable variation among jurisdictions remains (see figure 3).65 The global average combined 
(central and sub-central government) statutory tax rate was 21.1 per cent in 2023, compared to 28.2 per cent in 
2000. Of the 141 jurisdictions covered in the 2023 data, 27 had corporate tax rates equal to or above 30 per cent 
in 2023. At the same time, globalization and aggressive structuring of cross-border transactions have resulted in 
large portions of the corporate income tax base being shifted to low- and no-tax jurisdictions. Nonetheless, CIT 
revenues increased from 2000 to 2020 on average, both as a share of total tax revenues and as a percentage of 
GDP. In some countries, this reflects the rising profit share in national income, while in others it reflects the 
increase in the corporate tax base. Developing countries are much more reliant on CIT revenue, with average CIT 
revenue as a share of total revenue between 15 per cent and 20 per cent across Latin America, Africa, and Asia-
Pacific regions, while the average revenue share for OECD countries was less than 10 per cent.66  
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Figure III.A.3 

Average statutory corporate tax rates, by region, 2000-2023 

(percent) 

 
Source: OECD Corporate Tax Statistics 2023. 

Note: Numbers in brackets indicate number of countries in the sample. 

Taxing wealth and real property could generate additional revenue and be redistributive. Property taxes are 
widespread in developed countries and are a small but increasing source of revenue in developing countries (see 
figure 2, panel b). The immovable nature of real property makes taxes on these assets relatively easy to collect 
once the appropriate administrative infrastructure is in place (namely, a cadastre and property valuation 
systems). Because property taxes are mostly redistributive and economically efficient, they can be important 
elements of progressive tax systems. As they historically have been assigned to local governments, recurrent 
property taxes can also be a tool to strengthen subnational fiscal capacities and their provision of infrastructure 
and services as well as improve their coordination with central fiscal authorities.67 There is also growing 
discussion of net wealth taxes, which can be feasible with sufficient political will and where tax administrations 
have sufficient capacity and access to information. Countries may wish to start with strengthened policy and 
administration on capital income taxation, including taxing it at the same rate as income from labour, in order to 
reduce both inequalities and opportunities for tax avoidance.68 
 
Commodity exporting developing countries exhibit strong dependence on revenue related to natural resource 
extraction; transparency and accountability has increased over the decades but remains a challenge. On 
average, cross-country analysis shows that natural resource revenue exhibits an almost 1-for-1 trade off with 
the development of other tax revenue and that countries with high resource revenue invest little in tax 
institutions and tax capacity.69 Aside from the environmental risks, the sector presents concentrated risks for 
corruption, profit shifting, and illicit financial flows, which can be countered with effective public policies. The 
Doha Declaration introduced a reference to the Extractive Industries Transparency Initiative (EITI) which seeks to 
strengthen public and corporate governance and accountability in the sector. As the EITI strengthened its 
monitoring of implementation of its members over 20 years, almost all have improved compliance.70 There 
remains space for improving the design of natural resource fiscal regimes, by using profit and rent taxes 
together with royalties in a progressive way.71  
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Trade taxes had been an important but declining revenue source in developing countries, while excise taxes 
could be used to raise revenue and change consumer behaviour in ways that promote SDG achievement. 
While trade taxes (tariffs) have declined in prominence as trade liberalization was pursued in the late 1990s and 
early 2000s, they remain important in countries in special situations (see figure 2 panels c and d). The shift in 
revenue from trade taxes to domestic taxes such as VAT has slowed over the past two decades.72 At the same 
time there has been an increase in the use of domestic excise taxes in developing countries, for example on 
fossil fuels, tobacco, alcohol, sugar-sweetened beverages73, or plastic bags. The Addis Agenda includes a specific 
recognition of the role of tobacco taxes, and now 41 countries have excise and other taxes on tobacco that are 
more than the WHO recommended level of 75 per cent of the retail price (see figure 4).74 There is room to 
increase excise revenues through better design and consistent applications across taxpayers, as well as strong 
potential for using them to help address climate change (see below) and other sustainable development 
priorities. The Fourth International Conference on Financing for Development could build on recent country 
experiences and provide a platform for discussion on how to use excise and other taxes to set incentives that 
change behaviours.  

Figure III.A.4 

Countries with recommended levels of tobacco taxation, 2008-2022 

(billions of people, number of countries) 

 
Source: WHO. 

Note: Countries with total tax on cigarettes ≥ 75% of the retail price. 

 

2.3. Tax administration: Digitalization, enforcement and cooperative compliance 
 
Modern revenue administrations maximize revenue mobilization and voluntary compliance with an 
integrated, holistic approach combining preventive, detective, and corrective actions. Strengthening the 
institutions tasked with collecting revenue is vital for building tax capacity. Tax administrations are a key 
governmental contact point, and thus shape the citizen-State relationship. The perceptions of the legitimacy of 
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the tax administration impact on willingness to pay tax, emphasizing the importance of the social contract and 
moving beyond audit to holistic tax administration that addresses trust, ease of compliance, and quality of 
service alongside risk of audit and enforcement.75 Digitalization can ease compliance for taxpayers and deliver 
high quality service. Use of third-party data can both improve ease of compliance as well as strengthen risk 
management, and capacities in this regard will be essential to effective implementation of international tax 
transparency mechanisms. These approaches require capacities and resources to access and productively use 
data. Using data to target enforcement to high-risk cases, so called compliance risk management, can also 
bolster perceptions of fairness. In addition, there should be close cooperation and exchange of information 
between tax and customs administrations, regardless of whether they are fully separate institutions or are part 
of integrated revenue administrations. Increased revenue, including from changes to international tax norms, 
will only flow with investment in strong capacities. 
 
Revenue administrations need sufficient funding and autonomy to ensure adequate performance. Attracting 
and retaining the best staff, with the highest integrity standards, lies at the heart of an effective revenue 
administration. Sufficient funding also needs to be provided for technology usage and implementation of 
digitalization. Political interference in revenue administration will undermine perceptions of fairness and 
produce opportunities for corruption. Assessing progress in tax administration performance is challenging as 
there is limited long-term comparative data on investment in tax administration and its effectiveness. However, 
since 2016 the International Survey on Revenue Administration (ISORA) has collected annual data on tax 
administration operations and other characteristics, with more than 150 tax administrations now participating.76 
Comparisons across countries remain difficult given differences in economic structure, institutional design, and 
decentralization.  
 
Greater digital adoption in revenue administrations is associated with higher domestic tax revenue collection 
and reduced compliance gaps. ISORA data shows that developing countries have lower levels of electronic filing 
of tax returns, pre-filling of tax returns and on-line payments, but gaps with developed countries are closing (see 
figure 5). Research shows consistently that greater digital adoption in tax administration is associated with larger 
tax revenue collection, and especially that strategies that mandate use of digital filing can increase revenue by 
up to 5 percent of GDP.77 Large gains are much more likely when complementary factors for digital 
administration are present, for example reliable internet connections, experienced tax administration staff and 
sufficient ICT expenditure by the tax authority.  
 
Electronic invoices are an example of a digital tax administration tool that enhances revenue mobilization. E-
invoices offer a more efficient alternative to traditional paper invoices, improving accuracy, speeding up 
business and providing real-time access to invoicing data to tax authorities. They enhance the efficiency of tax 
administration by ensuring that tax amounts are calculated and remitted correctly, and it facilitates tax 
compliance by generating reliable data for audits. While there are multiple distinct models for the governance 
and operation of e-invoicing systems, examples of developing country tax authorities implementing them in 
partnership with the private sector show that they can handle millions of transactions, simplify tax reporting and 
compliance, and reduce fraud. 
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Figure III.A.5 

Tax administrations offering electronic filing and pre-filling of PIT returns, by country groups, 2016-2020 

(percentage of ISORA respondents) 

  
Source: IMF, Building Tax Capacity in Developing Countries. 

Note: country classification according to IMF categories of advanced economies (AEs), emerging market 

economies (EMEs), and low-income developing countries (LIDCs). 

Tax policy units have had a positive impact on fiscal management and tax transparency. Specialized units in 
finance ministries that seek to use evidence and data to drive policy making are now common in richer 
countries, though less common in poorer countries.78  Working with revenue administration data and analytical 
staff, these units can provide technical analysis of the economic, behavioural and distributional implications of 
different policies, monitor and evaluate tax system performance and help inform budgeting processes.79  
 

2.4. Building integrated medium strategies with public backing 
 
Tax system reform to increase tax revenues requires a medium-term, country-led, whole-of-government 
approach. Taxation can serve as both a revenue collection tool and a policy instrument to encourage sustainable 
growth, influence behaviour, enhance well-being, and improve governance. This Task Force has emphasized the 
importance of medium-term fiscal frameworks to help with planning and demonstrating political commitment 
to tax reform. A Medium-Term Revenue Strategy (MTRS) is one approach that can help address interlinkages. 
Tax system reforms take time to design, implement, and administer effectively, requiring a relatively longer 
timeframe to yield significant revenue increases. This can create political challenges depending on the time 
horizon of decision makers. 
 
The central challenge facing reformers lies in both identifying innovative technical strategies to strengthen 
revenue mobilization and improving trust to enhance compliance, build political support for reform, and 
reinforce stronger social contracts. Reform strategies need to bring together various government agencies 
involved in tax policy design and implementation, taxpayers and civil society engaging with the tax system, and, 
if relevant, external development partners supporting reforms.80 Taxation is fundamentally a political decision, 
and political support for reforms to the tax system are essential if changes are to be sustainable and viewed as 
legitimate.81 Social consensus for tax reforms that affect distribution and incentives are critical, as has been seen 
with attempts to reform fuel taxes (see below). Ultimately, the most important barriers to successful tax reform 
in many contexts are political rather than technical.  
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3. International tax cooperation 

At the beginning of the century, bilateral relationships and agreements were dominant, but multilateral tax 
agreements have now moved to the forefront. International efforts on tax cooperation date back to the League 
of Nations period in the 1920s-1940s and continued after World War Two first in the United Nations and then in 
the OECD.82 These efforts focussed on allocation of taxing rights and provision of double tax relief implemented 
through bilateral agreements.  More recently, international tax cooperation moved beyond double taxation 
relief to increasingly look at setting tax norms to limit tax avoidance and evasion, including by exchanging 
information between tax authorities. International tax cooperation can also help build capacity in the countries 
in need of support. While the Doha Declaration called for enhancing international tax cooperation, the Addis 
Agenda set principles by which this cooperation should occur. It noted that international tax cooperation should 
be universal in approach and scope and should fully take into account the different needs and capacities of all 
countries. The Addis Agenda also strengthened the work of the United Nations on international tax cooperation, 
doubling the meetings of the United Nations Committee of Experts on International Cooperation in Tax Matters 
(UN Tax Committee). Since 2009, and especially since the Addis Agenda agreement in 2015, there has been an 
acceleration of and participation in international cooperation on tax matters, with particular focus on tax 
transparency, international norms on corporate taxation and capacity building (see figure 6). In December 2023, 
the General Assembly established an ad hoc committee, engaging all Member States, to develop draft terms of 
reference for a United Nations framework convention on international tax cooperation. 

Figure III.A.6 

Participation in international tax cooperation instruments and forums, 2009-2023 

(number of jurisdictions) 

 
Source: OECD. 

Note: includes both jurisdictions which are not sovereign countries and non-UN Member States. 

AEOI

Global Forum

Inclusive …

MCAA CRS

MCAA CBCR

Administrative 
Assistance (MAC) 

BEPS MLI 

0

20

40

60

80

100

120

140

160

180

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

50 
 

3.1 Tax transparency trends  
 
International tax cooperation has advanced furthest on transparency and information exchange, motivated by 
a desire to combat tax evasion. Since 2009, significant progress was achieved in ensuring transparency and 
exchange of information for tax purposes, primarily through the Global Forum on Transparency and Exchange of 
Information for Tax Purposes (Global Forum). The UN Tax Committee agreed in 2009 to a code of conduct on 
cooperation in combating international tax evasion, setting minimum standards of conduct required of Member 
States regarding the exchange of information.83 This was adopted by an Economic and Social Council resolution 
in 2017 which added endorsement for automatic exchange of information.84 Strengthened cooperation between 
jurisdictions has had a significant impact on domestic revenue mobilisation. Over 26,600 bilateral requests for 
information were sent in 2022 to support ongoing tax investigations, up from below 10,000 in 2009 (see figure 
7). More than €126 billion of addition revenues (tax, interests, penalties) have been identified through both 
voluntary compliance and tax investigations. This includes over €41 billion by developing countries.85  

Figure III.A.7 

Exchange of information requests made by Global Forum member jurisdictions, 2009-2022 

(number of requests) 

 
Source: Global Forum. 

Note: Classification according to Global Forum definitions of developing country. 

 
AEOI on financial accounts and the CBCRs of MNEs have provided new information for those tax 
administrations that receive them. The 2014 adoption of the Standard of Automatic Exchange of Financial 
Account Information  and its implementation represent a significant step in tackling tax evasion. Out the 123 
members of the Global Forum that by December 2023 committed to implement this Standard by a specific date, 
108 jurisdictions have already exchanged information. Information on over 123 million financial accounts was 
exchanged automatically in 2022, covering total assets of almost €12 trillion (see figure 8). The Global Forum 
conducts peer reviews to assess the adequacy of its members’ legal frameworks and the actual implementation 
of those frameworks. The vast majority of Global Forum jurisdictions (94 per cent) are assessed to have legal 
frameworks for implementing the AEOI Standard that satisfy the requirements. A significant majority of Global 
Forum jurisdictions (66 per cent) have been rated as “On Track” with ensuring the effective implementation of 
the AEOI Standard in practice. 
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Figure III.A.8 

Automatic exchange of financial account information, 2018-2022 

(a) Global exchange 

(millions of accounts, trillions of euros) 

 

(b) Developing countries exchange 

(millions of accounts) 

 
Source: Global Forum. 

Note: Difference between sent and received accounts is due to not all countries responding to the Global Forum 

survey. 2020 experienced a drop in countries responding to the survey due to the COVID-19 pandemic. 

Classification according to Global Forum definitions of developing country. 

 
There remain significant challenges in developing countries accessing and using information for tax 
enforcement. Developing countries have much lower levels of access to information on tax matters. To begin 
with only some of them are members of the Global Forum or the Inclusive Framework, which host the 
multilateral systems for, respectively, AEOI on financial accounts and automatic exchange of CBCRs of MNEs. A 
lower number of LDCs have signed the agreements, with only 3 LDCs signed on to each of the common reporting 
standard which allows AEOI and to the instrument for CBCR (see figure 9). Furthermore, countries must meet 
legal, administrative and technical infrastructure requirements before commencing exchanges. Countries must 
then bilaterally match with expressions of interest to share information from other countries and are expected 
to exchange information with all “interested appropriate partners”.86 In 2023, 104 implementing jurisdictions 
sent financial account information to 84 recipient jurisdictions creating over 8,736 exchange relationships (with 
each direction of information flow counted separately). However, no LDCs are currently receiving information. 
Only five African countries were sending and receiving information as of November 2023, accounting for fewer 
than 400 of the relationships.87 Seven African countries (including three LDCs) committed to implementation by 
2026. For developing countries that are members of the Global Forum the challenges to receiving information, 
include insufficient capacities, lack of the appropriate legal framework, and the confidentiality and data 
safeguards.88 
 
Figure III.A.9 
Participation of countries in special situations in international tax instruments and forums, 2023 
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(number of jurisdictions) 

Source: 

OECD, Global Forum.  

Note: This figure includes categories referenced in paragraph 8 of the Addis Agenda, including countries in special 

situations as well as middle-income countries. It includes jurisdictions which are not sovereign countries, non-UN 

Member State jurisdictions, and small islands that are associate members of regional economic commissions. 

 
To improve the incentives for taxpayers and bolster trust in tax systems, more countries are moving towards 
public transparency for tax-related information. Information allows authorities to better enforce the law and it 
needs to be more widely available. Public transparency can also boost trust more broadly and contribute to 
strengthening the social contract. A growing number of countries across regions are creating systems to publish 
their beneficial ownership registries for public access (see below). Public transparency of CBCRs is also on the 
table in some locations. Some countries and regions have already moved towards publication of a limited form 
of CBCR. This follows the experience of more than 30 countries that required extractive industry MNEs 
(including both logging and mining industries) to publish additional corporate information in country-by-country 
format. Some companies are also voluntarily publishing country-by-country data. Better access to information 
can also empower journalists to report on fiscal systems, allowing for more effective accountability.   
 

3.2 International norms on corporate taxation 
 
The fundamental principles of taxation of MNEs were developed a century ago and have not yet been 
sufficiently updated to fully combat tax base erosion and profit shifting (BEPS). Despite the efforts of 
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governments to tax revenue where economic activity occurs and value is created, existing data show continued 
misalignment between the location where profits are reported and the location where economic activities 
occur. Data is scarce due to inherent limitations in understanding the internal structures of MNEs, and the lack 
of systematic global reporting. The best evidence comes from the anonymised and aggregated statistics based 
on the CBCRs, an innovation that arose in 2016. The CBCR data is limited by aggregation levels, lack of reporting 
by some countries, and lack of global coverage, but the most recent data from 2020 covers almost 7,600 MNE 
groups, with more than 929,000 legal entities and reports filed with 52 jurisdictions.89 The data show continuing 
differences in the distribution of employees, tangible assets, and profits, with profits and related-party revenue 
much higher in investment hubs which have a low share of employees and assets.90 
 
Increased attention since 2008 led to significant enhancements to the OECD rules designed to prevent BEPS, 
but enterprises continue to exploit gaps and mismatches in tax rules to artificially shift profits to low- or no-
tax locations. Prior to the financial crisis, OECD countries agreed on international tax norms through processes 
that were closed to non-OECD countries. With the elevation of the G20 as an important tax decision-making 
forum in 2009, political sign off shifted to all G20 countries alongside OECD members, while the OECD 
Secretariat continued support the technical norm setting work. This grouping produced an important set of 
agreements to combat corporate tax avoidance and evasion in 2015, the so-called BEPS Action Plan, alongside a 
new intergovernmental forum to monitor implementation of these actions, the OECD-housed Inclusive 
Framework on BEPS. Of the 15 actions of the BEPS Action Plan, four are considered minimum standards that 
must be adopted by all Inclusive Framework member jurisdictions: Action 5 on harmful tax practices, Action 6 on 
prevention of tax treaty abuse, Action 13 on CBCR, and Action 14 on mutual agreement procedures. As of end 
December 2023 the number of CBCR exchange relationships globally has grown to 3,876 -- of which 1,976 
involve a middle-income country. However, there are concerns that developing countries lack access to this 
data, as currently access to the reports is usually predicated on membership of the Inclusive Framework. Only 22 
developing countries have implemented the requirements to receive the reports, with multiplicity of 
requirements, including on legislation and confidentiality, cited by countries as preventing progress.91 Only 5 
African countries are receiving such reports and only 59 exchange relationships involve a least developed 
country. 
 
While international policy discussions on updating international corporate income tax norms to address 
digitalization and globalization have been ongoing for more than a decade, they have yet to yield an 
agreement that sufficiently addresses allocation of taxing rights, tax avoidance and evasion and that has full 
support from all Member States. Work to address digitalization and globalization is ongoing at the United 
Nations Committee of Experts on International Cooperation in Tax Matters, and in the OECD/G20 Inclusive 
Framework Two Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy. The 
UN Tax Committee is developing a fast-track instrument (FTI) for speedier adoption of key UN Model Tax 
Convention provisions regarding taxing the digitalized and globalized economy. These provisions include Article 
12B of the UN Model, agreed in 2021, which when added to bilateral treaties would preserve within the treaty 
relationship the right of source countries to tax income from automated digital services delivered by companies 
based in the treaty partner. At the Inclusive Framework, work continues on Pillar One, which aims to allow 
market jurisdictions to tax some of the profits of the largest and most profitable MNEs without reference to the 
existing arm’s length standard for attributing profits to different jurisdictions, an important conceptual change in 
international tax norms.  However, for the majority of profits and most MNEs, the rules for profit attribution and 
allocation of taxing rights would not change.92 Countries agreeing to implement Pillar One will also need to 
remove any digital services taxes as defined by a Multilateral Convention (MLC). The draft text of the MLC to 
implement part of Pillar One was published in October 2023, though it remains to be finalized and entry into 
force would require the convention to be ratified by at least 30 jurisdictions, one of which must be the United 
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States of America.93 Rules to standardize the application of the arm’s length principle in some specific cases of 
marketing and distribution activities (so-called Amount B) were released in February 2024. 
 
The proposed global minimum tax (GMT) aims to ensure minimum levels of corporate taxation and limit 
international tax competition, including by modifying some of the premises for taxing rights on corporate 
income; it is an opportunity for developing countries to re-design their investment tax incentives. The rules for 
implementing a GMT of 15 per cent, so called global anti-base erosion rules, under Pillar Two of the Inclusive 
Framework are complete and being implemented as part of a common approach. More than 30 jurisdictions 
have implemented the GMT as of the start of 2024 and more have announced plans to implement by 2025. 
Jurisdictions where profits are declared under current tax norms have the option of collecting tax on low-taxed 
profits first, including through Qualified Domestic Minimum Top-Up Taxes (QDMTTs), before other jurisdictions 
get a chance to tax any profits that are taxed less than the minimum. Low-taxed profits are present in all country 
groups, but the highest share (41 per cent) are declared in investment hubs.94 The GMT is designed to reducie 
the incentive for the largest MNEs to engage in profit shifting. By also putting a floor under some tax 
competition, the GMT provides an opportunity for developing countries to re-evaluate their tax incentives, 
particularly tax holidays, and eliminate those that are ineffective and not aligned with sustainable development. 
The Platform for the Collaboration on Tax plans to update its toolkit on tax incentives95 in light of international 
tax developments.  
 
Subject-to-tax rules also allow countries to protect their tax base. In March 2023, the UN Tax Committee 
approved the addition of a subject-to-tax rule (STTR) to the UN Model Treaty, which can be incorporated into 
bilateral tax treaties. This provision applies to any payments, whether between related or unrelated parties, 
when such payments are subject to tax below an agreed-upon rate. At the OECD, the Pillar Two STTR would 
allow source countries to tax a more limited set of outbound intra-group payments – including interest, royalties 
and all payments for services – when they are taxed below the specified rate of 9 per cent in the destination 
country. A multilateral convention to facilitate implementation of the Pillar Two STTR was opened for signature 
in October 202396; Inclusive Framework members with low taxes on the covered payments have committed to 
incorporate it into their treaties with developing countries, if requested.  

3.3 Capacity building for domestic revenue mobilisation 
 
The Addis Agenda recognized the need to increase capacity building and prompted efforts to strengthen and 
better measure the funding for domestic resources mobilization. While intergovernmental organizations such 
as the United Nations, IMF, the World Bank Group and the OECD have long held training and capacity programs 
to build tax capacity and support tax reforms, donor funding for this support and for bilateral programmes was 
not systematically tracked prior to 2015. New efforts, such as the joint OECD/UNDP Tax Inspectors Without 
Borders initiative and the Addis Tax Initiative, were launched at the financing for development conference in 
Addis Ababa. In 2016, the OECD Development Assistance Committee (DAC) adopted a new monitoring code for 
its Creditor Reporting System, to better track the provision of official development assistance (ODA) for 
domestic resource mobilization. This change enabled voluntary efforts to increase capacity building, such as the 
Addis Tax Initiative, to better measure and track progress. 
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Figure III.A.10 

Official development assistance disbursements for domestic revenue mobilisation, 2015-2022 

(Millions of US dollars, percentage) 

 
Source: OECD. 

Note: Constant 2022 US dollar terms.  

 
Donor-funded capacity building related to domestic public revenue mobilization has increased dramatically 
since 2015, but has levelled off in the last few years, just as new international tax norms will require increased 
administrative capacity. The measured capacity building related to domestic public revenue mobilization has 
increased since the $200 million reported in 2015, but has fallen short of voluntary commitments to double by 
2020.97 Disbursements of ODA by OECD donor countries coded as being for the purpose of domestic revenue 
mobilization fluctuated between $300 million and $475 million from 2018 to 2022, ending the period as 0.26 per 
cent of total ODA to developing countries (see figure 10).  
 
International organizations have significantly increased capacity building, with stronger coordination and an 
increase in regional work. The data on ODA disbursements in this area show a marked increase in both grants 
and lending from multilateral agencies, such as the World Bank and IMF, especially in 2020 and 2022 (see figure 
10). This does not include the significant efforts in international coordination, spurred by the increased attention 
on tax capacity building. Already in 2014, the Global Forum on Transparency and Exchange of Information for 
Tax Purposes had launched an Africa Initiative, and this model was subsequently reproduced in other regions. 
The Platform for Collaboration on Tax was launched in 2016. The United Nations system has also expanded its 
capacity building work, both in international tax cooperation and in enhancing domestic resource mobilization in 
ways that promote sustainable development. Additionally, regional tax organizations have stepped up their 
efforts by forming a global platform called the Network of Tax Organisations (NTO) in May 2018, comprising 10 
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regional and international tax administration forums. Most recently, a new Regional Tax Cooperation Platform 
for Latin America and the Caribbean (PTLAC) was created in July 2023.  

4. Illicit financial flows  

The study of illicit financial flows (IFFs) has combined and built on earlier work on capital flight, corruption, 
and the proceeds of crime. The Monterrey Consensus referenced the need to reduce capital flight and to fight 
corruption. While the Doha Declaration introduced the term “illicit financial flows”, it provided sparse coverage 
of this topic. Attention to IFFs greatly increased in the 2010s, especially with the 2011 mandate from the African 
Union and Economic Commission of Africa to establish a High Level Panel on Illicit Financial Flows from Africa, 
which issued a report in 2015 before the third international conference on financing for development in Addis 
Ababa. The Addis Agenda and 2030 Agenda on Sustainable Development then provided global agreement on the 
need substantially reduce and eventually eliminate IFFs.  
 
Combating IFFs is a key strategy to combat organised crime, support domestic resource mobilization and 
provide resources for sustainable development. Addressing corruption can also support increased voluntary tax 
compliance.98 Member States have recognized combatting IFFs as a key development challenge and the need for 
a whole of government approach.99 Emphasis should be placed on information exchange and national 
cooperation mechanisms among tax authorities, anti-corruption bodies, financial intelligence units, law 
enforcement, and other relevant national institutions. 

4.1 Beneficial ownership transparency 
 
The availability of beneficial ownership information on legal persons and arrangements, and on financial 
accounts, helps to fight against tax evasion and other financial and serious crimes, such as corruption, money 
laundering and terrorist financing. Although the original purpose of beneficial ownership laws and regulations 
was to fight money laundering and financial crime, the beneficial ownership transparency agenda has 
significantly expanded in the past few years, contributing to multiple policy goals, including fighting corruption 
and financial crimes, public accountability, promoting business integrity, improving investment climates, and 
protecting national security. Understanding who is the natural person who owns and controls legal entities and 
arrangements (beneficial owner) can prevent the misuse of corporate structures. Financial Action Task Force 
(FATF) recommendations require the availability of reliable, accurate and up to date beneficial ownership 
information.100 The Global Forum has also introduced complementary beneficial ownership rules to combat tax 
evasion.  
 
Since the first beneficial ownership standard was introduced in 2003, a growing amount of beneficial ownership 
information is becoming available to both governments and the wider public, but effective implementation is 
a challenge. FATF strengthened its recommendations related to beneficial ownership transparency in 2022and 
released a new suite of guidance in 2023.101 While countries have generally amended their legal framework to 
comply with these international obligations, and many have even adopted registries, implementation has proven 
to be challenging, especially around the verification of beneficial ownership information. At its tenth session held 
in December 2023, the Conference of State Parties to the UN Convention Against Corruption (UNCAC) considered 
a report on good practices for beneficial ownership information102 and adopted a resolution on enhancing the use 
of beneficial ownership information to strengthen asset recovery, which included recommendations on the 
sharing of good practices, the need to maintain searchable historical records of beneficial owners, including of 
legal persons and legal arrangements, and verification.103  
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4.2 Asset recovery and return 
 
International commitments for asset recovery and return were first made with the ratification of the UN 
Convention on Transnational Organized Crime (UNTOC) and UNCAC in the early 2000s. The UNTOC was the 
first universal legal instrument to set a framework for financial asset return104 when it was adopted in 2000. It 
opened the possibility for asset return, but did not mandate it, only requiring the State that recovers assets to 
“give priority consideration to returning the confiscated proceeds of crime or property to the requesting State 
Party”.105 In 2003, the UNCAC Chapter V introduced the obligation to return the proceeds of corruption, 
requiring countries that ratify the convention to adopt laws to enable asset return and to return confiscated 
property that has been seized as result of requests made in accordance with the convention.106 Within the 
financing for development process, the first call on states to assist in the recovery and return of stolen assets 
was in the 2008 Doha Declaration. After agreement on the Addis Agenda, significant intergovernmental 
discussion focussed on how improving asset recovery and return can contribute to the financing of sustainable 
development. 
 
With increasing data availability, it is clear that the volume of asset recovery and return is increasing, with 
growing use and central importance of non-conviction-based asset recovery. The Stolen Asset Recovery 
Initiative (StAR) contributed to an analysis of international returns of proceeds of corruption that took place 
between 2010 and 2023 (see figure 11). The survey-based data, which are not comprehensive, show that $4.3 
billion in corruption proceeds have been returned to countries since 2010 with volumes of returns higher after 
2017.107 Conviction-based criminal forfeiture remained the most frequently cited legal mechanism for cross-
border asset recovery efforts, used in just over half of all reported cases (51 per cent), followed by non-
conviction-based confiscation (30 per cent) and settlements (22 per cent).108 There is no data available on the 
volume of assets frozen due to a request from another country, nor comprehensive estimates on the total 
amounts lost to corruption, but some have claimed it is hundreds of billions of dollars in total over time.109  

Figure III.A.11 

Value of global assets return, 2010-2023 

(Millions of US dollars) 

 
Source: UNODC. 

Note: Based on survey responses from 98 Member States. 

 
However, the asset return process remains time-consuming, resource-intensive, and is still too frequently 
blocked. States identified two major barriers to successful international asset recovery under UNCAC: (1) 
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perceived non-responsive or overly broad mutual legal assistance refusals by the country of asset location and 
difficulties in identifying, and  (2) verifying beneficial ownership of suspected corruption proceeds. Responses 
further emphasized the growing use and central importance of non-conviction-based asset forfeiture in cross-
border asset recovery cases involving corruption proceeds. In addition, October 2023 revisions to the FATF 
Recommendations bolster the powers and ability of law enforcement and other authorities to identify and trace 
criminal property for the purposes of asset recovery.110 UNODC, including through its Global Operational 
Network of Anti-Corruption Law Enforcement Authorities (GlobE Network) and its joint StAR Initiative with the 
World Bank, continues to support countries with their asset recovery efforts. 
 
There remains no international provision for asset recovery and return for non-corruption related IFFs. The 
UNCAC is the only universal instrument that mandates asset recovery and return, but it its provisions are limited 
to the proceeds of corruption. The Multilateral Convention on Mutual Administrative Assistance in Tax Matters 
contains provisions for assistance in the recovery of tax claims, though most signatories have a partial or 
complete reservation on the provision. FATF standards now include tax crimes as a predicate offence to money 
laundering providing another avenue for international cooperation on asset recovery. In 2020, African Union 
countries adopted the Common African Position on Asset Recovery which expresses a desire to go beyond the 
proceeds of corruption to also address tracing and repatriation of other types of IFFs, including abusive transfer 
pricing, trade mis-invoicing, and tax evasion.111 Member States could examine developing a more holistic 
approach to asset recovery, building on the provisions in UNCAC, but encompassing all sources and channels of 
IFFs. Such a holistic framework could create an effective, more efficient, and more impactful asset recovery 
infrastructure.112 

4.3 Measurement of progress 
 
Comparable and reliable statistics on IFFs can help to shed light on the activities, sectors, and channels most 
prone to illicit finance, pointing to priorities for enforcement resources. As co-custodians of SDG Indicator 
16.4.1 on IFFs, the United Nations Office on Drugs and Crime (UNODC) and the United Nations Conference on 
Trade and Development (UNCTAD) defined globally agreed statistical concepts and a statistical definition of IFFs 
in the Conceptual Framework for the Statistical Measurement of Illicit Financial Flows113, endorsed by the UN 
Statistical Commission in March 2022.114 
 
Agreement on the statistical definition of IFFs has resulted in the first official estimates of IFFs being published 
in the SDG indicators database in early 2023. The first estimates reported by nine different countries reveal that 
IFFs related to criminal activities are substantial, with estimates comparable to the value of exports of licit 
markets in some countries.115 Several countries also prepared preliminary unofficial estimates of IFFs from trade 
mis-invoicing, by analysing asymmetries in customs reporting between countries or abnormal prices in 
transaction-level customs data, using UNCTAD’s methodological guidelines.116 Pilot testing in 22 countries, 
supported by the custodian agencies with UN Regional Commissions, will continue, with a new global project 
focused on nine countries until 2026.117 
 
Based on lessons learned in pilot testing countries, international organizations are continuing to improve 
methods to measure IFFs, but at the current pace, only a handful of countries will have made estimates before 
2030. New IFF estimates are enabling countries to develop tailored policies to curb these flows more effectively. 
UNCTAD has refined methodological guidelines for measurement and is conducting pioneering work on the 
aggregation of estimates from multiple IFF types into one number.118 UNODC has developed a draft Statistical 
Framework to Measure Corruption to make progress on these measurement challenges. It was presented to the 
54th United Nations Statistical Commission and reviewed through two global consultations. 119  While most 



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

59 
 

countries have the necessary data, they need support to organize the inter-agency work, develop skills, apply the 
guidance, enhance information systems and create the necessary tools. 

5. SDG-related expenditure & investment 

Public spending is a powerful instrument to incentivize, support and deliver sustainable development, and all 
countries have scope to better align public expenditure with the SDGs. Expenditure policy is a key mechanism 
for investing in SDG achievement, including redistribution and risk reduction.120 Effective public financial 
management (PFM) system allow countries to implement those policies efficiently. The Monterrey Consensus 
calls for efficient, transparent and accountable systems for managing the use of public resources as well as 
improvements in public spending. According to the Doha Declaration, Member States will continue to improve 
budgetary processes and to enhance the transparency of PFM and the quality of expenditures.  The Addis 
Agenda committed to further strengthening the effective use of domestic resources, and covered in detail 
subjects such as gender, social protection, infrastructure, ecosystem protection, subnational finance and fossil 
fuel subsidies.  

5.1 Public financial management 
 
Increasing the effectiveness of PFM can allow the state to more efficiently deliver public goods and services 
and reduce the losses to corruption. Countries can generate positive feedback loops by using revenue for 
efficient public goods and service delivery, which boosts trust in government and generates incentives for paying 
tax and further improving accountability of public financial management. This may require more effective fiscal 
coordination with subnational entities that struggle to deliver mandated services without sufficient or timely 
disbursement of resources by central authorities. Budget systems can also be adapted to allow better tracking of 
spending on sustainable development, including for climate adaptation and disaster risk reduction121, in ways 
that are comparable across countries (see Chapter IV Box 3). There are indications that countries’ PFM systems 
are improving over time. For those countries that assessed their PFM systems multiple times using the PEFA 
framework, on average they improved their scores from their first PEFA assessment to their last. There are 
several examples, however, of deteriorations in average scores after first assessments, which can often be 
attributed to external shocks, political economy factors, or changes in governance.  
 
PFM reforms are often technocratic changes but have had greater impact where there is a genuinely new 
political settlement that underpins sustainable reforms. Well-developed PFM systems can help track the 
effectiveness of spending and provide the information needed for decision making on resource allocation. They 
can also provide ongoing information on overspending, underspending and challenges in delivering public goods 
and services.122 However, even seemingly small reforms that seek to prevent leakage and introduce better 
accounting can create entrenched opposition from vested interests that are opposed to reforms.123 Many 
reforms over the last two decades have proceeded technically, with new systems implemented, but political 
economy considerations help explain why they did not have their full intended impact. A better PFM reform 
agenda will build on a political economy analysis of the country, its current systems and practices, and bring 
more voices into the conversation. Improving the transparency of budget processes and instituting participatory 
budgeting can contribute to public ownership of PFM reforms. 

5.2 Gender responsive budgeting 
 
Strengthening the alignment of domestic expenditure with gender equality goals is imperative, and 
effectiveness can be enhanced by gender responsive budgeting (GRB). GRB is a public policy tool that analyses 
central and local administrative budgets to assess gender financing gaps, identify actions to close them and 



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

60 
 

ensure that national and local commitments to gender equality and women’s empowerment are resourced. The 
introduction of GRB can help focus political attention on matching the delivery of public resources for gender 
equality and women’s empowerment with the stated gender equality objectives of countries. For example, it 
can enable greater expenditure on alleviating unpaid care burdens which fall disproportionately on women. 
Globally, however, only one in four countries currently has a comprehensive GRB system (see figure 12). Where 
these systems do exist, they support efforts to cost, allocate and spend resources to effectively implement 
national gender responsive laws and policies, including those with indirect impacts on gender equality. 

Figure III.A.12 

Existence and comprehensiveness of gender-responsive budgeting systems, 2013-2021 

(number of countries) 

 
Source: Based on data reported via Global Partnership for Effective Development Cooperation survey (2013 and 
2015) and SDG Indicator 5.c.1 database (2018 and 2021). 
Note: Data for 60 countries that reported data in 2015 and at least one datapoint in 2018 or 2021. 2013 and 2015 
data based on GPEDC survey with four binary Yes/No questions. 2018 and 2021 data based on a revised 
methodology comprising 13 questions allowing for more granular analysis of systems, as approved by the 
Statistical Commission for SDG indicator 5.c.1. The SDG indicator methodology focuses on linkages between 
legislative/policy commitments and budget resources. 
 
Over time, GRB has been introduced in more countries globally and tracking systems have become 
increasingly comprehensive and effective, but gaps remain. Analysis of GRB practices indicates the importance 
of strengthening gender integration in public finance management systems, while also enhancing transparency 
and accountability (see figure 12). This can support better targeting of public resources for the implementation 
of gender equality laws and policies, while also building trust that public resources are allocated and spent to 
respond to the needs and demands of people.124 GRB should encompass all spending including on public 
services, infrastructure and social protection; include analysis of taxation and other revenue raising measures; 
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and a review of spending outcomes.125 GRB implementation can improve with legislative requirements and/or 
mandates, combined with clear guidelines. Further, strong linkages between policy design and budget decisions 
are important, coupled with robust gender analysis at each stage of the budget cycle. Providing training and 
capacity building to legislators can improve the understanding and uptake of GRB. 
 
It is important to strengthen data and the capacities and skills to conduct comprehensive gender assessments 
of all budget policies, and the corresponding impacts of these on different groups. Strengthening timely and 
accessible public data on gender budget allocations and expenditures is central to these efforts, so that 
governments and other stakeholders can follow public resource flows and evaluate the extent to which public 
investments address the needs and priorities of women living in poverty.126 Active engagement of civil society 
organisations, parliaments and audit institutions can strengthen the evaluation of impacts and the 
accountability loop. 

5.3 Fiscal responses to climate change 
 
Fiscal systems and regulatory policies matter for climate action: they can either encourage and subsidize 
emissions of change-inducing pollutants or incentivize climate change mitigation and adaptation. Member 
States committed in the Addis Agenda to rationalize inefficient fossil-fuel subsidies that encourage wasteful 
consumption. The Addis Agenda also explicitly encouraged the exploration of carbon pricing as a form of 
innovative financing for development. Indeed, climate change action requires a fundamental transformation of 
consumption, production, and investment by all, and fiscal policies must play a central role in setting the 
incentives that encourage decarbonization and climate adaptation.127 Yet, fiscal systems remain rife with 
measures that actually encourage inefficient or unsustainable investment, particularly in fossil fuels and 
associated infrastructure. Agricultural subsidies that induce climate change are linked to both fuel and fertilizer 
use and land use changes.128 Standard economic literature emphasises that setting a price on carbon is the best 
way to incorporate the environmental and social costs of pollution into market economies, but there has been a 
widespread rejection of pursuing the transformation through carbon pricing alone.129 Climate change action may 
need a combination of instruments (including taxes, user fees, carbon markets, regulations and subsidies) to be 
politically feasible, administratively practical and effective. 
 
Global fuel prices do not reflect the full economic and environmental costs of their use, including both climate 
change and local pollution impacts; both implicit and explicit subsidies have risen over time.  Fossil fuel 
subsidy estimates, which look at both implicit and explicit subsidies, provide summary information that points to 
the substantial and pervasive under-pricing of fossil fuels.130 Estimated global fossil fuel subsidies were $7 trillion 
in 2022, with $1.3 trillion of those explicit subsidies (see figure 13). Both implicit and explicit subsidies have 
grown over time, with noticeable increases in 2022 at the time of significant energy price volatility. Potential 
revenues from subsidy reform are lower than the subsidies themselves given that reform would reduce fuel 
consumption. Recent surges in international fossil fuel prices reinforce the case for rapidly transitioning away 
from fossil fuels—not only to address the climate crisis and reduce air pollution deaths but also to reduce 
dependence on insecure sources of energy.131 
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Figure III.A.13 

Global fossil fuel subsidies, 2015-2030 

(Billions of US dollars) 

 
Source: IMF staff calculations 

Note: Figures after 2019 and 2022 use projections for fuel use and fuel prices, respectively. 

 
Carbon pricing can be used to incorporate social costs into economic decision making and help address 
climate change. Carbon pricing’s primary goal lies in the implementation of the polluter pays principle, anchored 
in Principle 16 of the Rio Declaration on Environment and Development (1992), which advocates that the costs 
of pollution and its mitigation should be borne by the emitters. In addition to creating an incentive to reduce 
emissions, carbon pricing can help raise revenues. Carbon pricing can be implemented through a range of 
instruments with various policy designs, which can be tailored to best meet domestic objectives and 
circumstances. This includes direct (or explicit) carbon pricing, like emissions trading systems (ETSs) and carbon 
taxes, which impose a cost expressed as a monetary unit per ton of carbon dioxide equivalent (CO2e). Indirect 
means of placing a price on carbon emissions include fuel and energy taxes. By changing the relative price of the 
carbon-emitting and no-carbon technologies, green subsidies and tax incentives can achieve similar results, but 
potentially at high fiscal cost. Rarely is a single carbon price applied across an economy; tax codes often give 
preferential treatment for fossil fuel consumption132 and many direct carbon pricing instruments target specific 
sectors or even fuels, much like indirect taxes on fossil fuels; and carbon and fuel taxes can be substituted one 
for another.133 Carbon pricing policies can be accompanied by compensating assistance for low-income 
households to address distributional concerns. 
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Figure III.A.14 

Carbon pricing and associated revenue, 2000-2023 

(a) Share of global GHG emissions covered by 
carbon taxes or emissions trading 
(percentage) 

 

(b) Evolution of global revenues from carbon taxes 
and emissions trading 
(Billions of US dollars)  

 
Source: World Bank, State and Trends of Carbon Pricing 2023. 

 
Carbon pricing has been shown to be an effective fiscal tool—raising revenue in ways that are less 
distortionary than other policies - with global coverage of direct carbon pricing policies continuing to expand. 
Almost a quarter of global greenhouse gas emissions are currently subject to a carbon tax or ETS, with 73 
instruments currently in operation (see figure 14). In the past year, only a few instances occurred where 
governments relaxed direct carbon pricing in response to the energy crisis. There has been a significant increase 
in revenues from carbon taxes and ETSs, growing nearly five-fold in the past decade, as policies have evolved 
and diversified to reflect increased ambition, reaching a record high of almost $100 billion in 2022 (see figure 14 
panel b).134 These revenues can help finance decarbonization, improve governments’ balance sheets, support 
resilient and sustainable development, and finance a just transition. While the uptake of direct carbon pricing is 
on the rise in developing countries, existing instruments are predominantly in developed countries. Additional 
revenues from carbon pricing could be on the order of several percentage points of GDP.135 Carbon taxes are 
also straightforward administratively as an extension of fuel taxes.136 

5.4 Social protection financing  
 
Enormous progress has been made on delivering the human right to social security, but it is still not a reality 
for most of the world’s population. The development of social protection systems over the past century has 
been remarkable (see figure 15). Today, most countries have schemes in place, anchored in national legislation, 
that cover all or most areas of social protection, although in some cases these cover only a minority of their 
populations. While national legal frameworks are essential for a rights-based approach to social protection, they 
do not on their own ensure effective coverage of the population nor the adequacy of benefits. However, large 
gaps remain, especially in Africa and Asia. Only 46.9 per cent of the global population is effectively covered by at 
least one social protection benefit (excluding healthcare and sickness benefits).137 As countries develop their 
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systems to deliver on the mandate in the Addis Agenda for universal social protection, they need to consider the 
adequacy, efficiency and sustainability of their policies. 

Figure III.A.15 

Coverage of Social protection systems anchored in national legislation, by policy area, 2000-2020 

(percentage of countries) 

 
Source: ILO World Social Protection Report. 

 
Higher social protection expenditure is associated with lower income inequality. The largest reductions in 
income inequality are observed for contributory pensions, which in many countries capture the largest share of 
social protection expenditure. ILO evidence shows that in 17 out of 35 countries with available data, such 
pensions reduce income inequality, as measured by the Gini coefficient, by more than 15 per cent and in three 
countries by at least 30 per cent. On average, countries that spend a larger percentage of GDP on a given social 
protection benefit are also those that obtain a larger reduction in income inequality for paying such benefit.138 
Building synergies between the social protection and tax systems can strengthen the social contract between 
citizen and State, as expansion of the tax base can coincides with or even follow the provision of benefits. 
Efficient operation of a social protection system also helps maintain public confidence in the effectiveness of the 
programme and trust in the State as a whole. 
 
Solid and sustainable financing frameworks are essential for social protection systems to function effectively 
and have positive impacts. Financing social protection generally comes from the budget, thus tax revenues and 
social contributions are the basis of financing. Universal social protection systems also have some unique 
features, notably that necessary expenditures tend to rise during economic slowdowns, and thus precisely when 
available resources are falling. The financing mix for social protection thus needs to be effective for counter-
cyclical needs. Some countries have successfully used dedicated fiscal reserve funds to create countercyclical 
financing, which is a popular choice for commodity exporting countries. 
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The financing gap to achieve SDG targets in social protection and essential health care is still sizable and has 
increased by approximately 30 per cent since the onset of the COVID-19 pandemic. The financing gap for 
extending a social protection floor to all was estimated to be $1.2 trillion per year or 3.8 per cent of world GDP in 
2020. This is the average additional investment required to achieve universal coverage of basic benefits to all 
children, mothers of newborns, those who are severely disabled, and all persons in old age, as well as universal 
essential health care. The annual financing gap is higher for lower-middle-income and low-income countries, 
reaching 5.1 per cent of GDP and 15.9 per cent of GDP, respectively.139 
 
Options to increase fiscal space for social protection exist, even in low-income countries. Countries have to 
manage budget constraints, but increasing the size of universal transfers can be feasible and redistributive if 
financed by reforms to make the tax system more efficient and progressive.140 The primary avenue to expand the 
fiscal space is to gradually increase domestic resources for social protection in line with the economic and fiscal 
capacity of each country. Countries can reprioritize expenditure, for example away from fossil fuel subsidies (see 
above). Another key channel to increase domestic resources is to extend social insurance coverage. Social security 
contributions as a source of financing for social protection has been subject to some debate, but evidence has 
shown that there are no significant employment or formalization gains in reducing contribution rates.141  

5.5 National development banks 
 
Public development banks (PDBs) are numerous and financially powerful, with mandates that enable them to 
finance SDG investments in ways that are different from private banks. The June 2023 commitment of 530 
multilateral, regional and national public development banks to work as a system and cooperate to align their 
activities with the sustainable development is a milestone in strengthening the potential contributions of 
national development banks.142 According to a recently compiled database, there are more than 500 PDBs in the 
world distributed across every region, operating at local, national, regional or international levels, including 
national and multilateral institutions.143 They combine three attributes: (i) they are owned, controlled or 
supported by governments; (ii) they execute a public, development-oriented mandate, addressing market 
inconsistencies; (iii) they enjoy an independent legal status and financial autonomy. Operational independence 
in investment and credit decisions can help insulate the PDBs from political corruption risks. The accumulated 
assets of PDBs were around $23 trillion in 2021 (see figure 16). This includes 10 mega banks that hold 70 per 
cent of the total. This is roughly the equivalent of the assets of the entire US banking sector. The formation of 
new national PDBs has followed trends in geopolitics and macroeconomics, with surges of bank creation in the 
1990s and after 2008.144 However, the lack of consistent data on PDBs makes it difficult to assess trends in 
lending, assets managed, and the impact of financing (see Chapter IV). 
 
National development banks (NDBs) are crucial for mobilizing the required financing, including from private 
sources, to reach countries’ climate and environmental objectives. Governments have long used NDBs as 
important financing tools to implement their national economic and social policies, especially to directly finance 
large infrastructure projects, to foster economic growth and reduce poverty, and more recently, to address 
climate change. Today, many NDBs strive to crowd in private investment (domestic and international), to 
increase the scale and development impacts of private financial flows, and to foster capital market 
development, through blended finance and other forms of alternative financing. They can overcome market 
failures and other barriers to investment in sustainable development, particularly for projects to combat climate 
change, reduce disaster risk, and pursue other environmental objectives. This is due to their greater appetite 
and ability to bear perceived high risks and long payback periods.145 A survey of the largest NDBs shows that 
more than 80 percent have adopted green goals. The majority have excluded financing of unsustainable projects 
and are leading players in public climate finance, but the share of green assets in their portfolios remains low, 
with average levels at just 14 per cent.146 
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Figure III.A.16 
Distribution of national and subnational development finance institutions, 2000-2023 
(number of institutions, percentage) 

 

  
Source: Finance in Common. 

National development banks can also shape markets and raise the standards for all investors. PDBs usually 
provide longer term funding than commercial banks, thus lengthening investor time horizons, and making the 
financial durations of all lending better aligned with social and environmental sustainability. In most countries, 
national development banks play a role in financing small- and medium-sized enterprises, thus influencing the 
credit worthiness of parts of the private sector (see figure 16 c). By providing early funding to renewables, they 
can promote sustainable alternatives to fossil fuel investments. Public banks can also reduce exposure and 
vulnerability to financial crisis, and alleviate their negative impacts, by providing counter-cyclical responses 
during crises, addressing the drying up of private financing and tax revenue.147 For example, these institutions 
played a pivotal role in channelling resources to counter the economic upheaval caused by the COVID-19 
pandemic, through a counter-cyclical increase in their operations. 
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III.B. Domestic and international private business and finance 

1. Key messages and recommendations  

Private business and finance is an important driver of sustainable growth and development. As noted in the 
Addis Agenda, ‘private business activity, investment and innovation are major drivers of productivity, inclusive 
economic growth and job creation.’ To deliver on these promises, business activity and investment (both foreign 
and domestic), need to be dynamic, inclusive, risk-informed and sustainable. However, private sector dynamism 
slowed after the 2008/09 crisis, in parallel to the broader macroeconomic growth slow-down, which also led to a 
widening SDG investment gap. Revitalizing private sector development that is fully aligned with sustainable 
development will be a core task of the fourth international conference on financing for development.  
 
Along with a broader slow-down in global growth, foreign direct investment (FDI) flows have decelerated, 
revealing disparities in both geographical and sectoral distribution. Investment trends have been highly uneven 
since Member States convened in Monterrey in 2002. Following rapid acceleration in the 1990s and 2000s, the 
past 15 years have seen a slowdown in foreign investment, driven largely by shifts from capital intensive activities 
towards digital business models, asset-light forms of production and a servicification of economies. These trends 
in turn are making ‘traditional’ models of development based on exports of manufactured goods increasingly 
difficult to pursue. At the same time, the investment gap is continuing to grow across all SDG sectors, reflecting 
both underinvestment and additional needs, particularly in energy and infrastructure. While investment in these 
sectors has grown rapidly since 2015, growth has been highly uneven, with much of it concentrated in developed 
countries and China as well as some large developing countries. Least developed countries have only seen 
marginal investment growth over the past two decades, and will require dedicated assistance. The Fourth 
Conference on Financing for Development provides an opportunity to agree on ambitious measures to support 
LDCs and other developing countries to mobilize long-term financing and investment for the SDGs. This could 
include efforts to tackle high costs of capital and risk premia, which are thwarting efforts in many developing 
countries to finance projects across SDG sectors, as well as an Investment Support Center for the LDCs as 
mandated in the Doha Programme of Action.  

 
Significant structural changes in the global economy are reshaping private investment and developing 
countries’ ability to integrate productively in the global economy, necessitating a search for new growth and 
development strategies. Changes have included the geographical concentration of manufacturing in several large 
developing countries, technological change, most notably digitalization, and unequal gains from global value 
chains (GVCs). They have contributed to very uneven growth in manufacturing activities, which have traditionally 
been a ‘development escalator’, with some regions experiencing ‘premature deindustrialization’. Nonetheless, 
some economies have leapfrogged certain stages, developing in non-linear ways, influenced by factors like 
digitization, global economic shifts, and domestic policy and institutional frameworks. 
 
Today, smaller firms and modern service providers can play a more central role in connecting firms with 
international supply chains and boosting countries’ industrial transformation. However, relying on services as a 
basis for economic growth can prove challenging for those developing countries (including LDCs) where energy 
supply, ICT infrastructure, and human capital remain limited. Services also tend to create fewer jobs. As new 
growth and development strategies – suitable for an age of climate change, rapid technological change, and a 
changing global economy – are being developed, there has been renewed interest in sustainable industrial policies 
to support sustainable and inclusive transformations. The fourth international conference on financing for 
development can help enable the alignment of financing frameworks and actions (across all action areas of the 
Addis Ababa Action Agenda, at national and international levels) to facilitate such transformations.  
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Transformation strategies can build on and must complement growing interest and efforts by the private sector 
to integrate sustainability considerations. While significant progress has been noted in corporate sustainability 
over the past thirty years, risks of misalignment with sustainability goals persist. On the one hand, companies have 
actively engaged in voluntary sustainability initiatives to address risks and capitalize on opportunities tied to 
emerging macro trends and stakeholder expectations. But on the other hand, short-term oriented decision 
making, particularly evident in moments of crisis, reveal the ongoing need to redefine the broader “rules of the 
game” via policy frameworks. This includes shifting focus from minimizing the negative consequences of shocks 
when risks are realized, to preventing the creation of risks and reducing existing risks before risks manifest as 
shocks. 
 
A more dynamic and sustainable business sector will only arise with more inclusive and sustainable financial 
markets. Lack of access to affordable finance and financial incentives misaligned with sustainability are often 
among the most binding constraints for sustainable private sector development. While important progress was 
made towards financial inclusion, with more than half a billion people gaining access to financial services between 
2017 and 2021 alone, availability of long-term financing continues to be a challenge for SMEs and individuals, 
particularly in developing countries. Short-term incentives and decision making also often stand in the way of 
more sustainability – with longer-term investors more inclined to incorporate sustainability risks into their 
decision making, and to seek companies that prioritize long-term business fundamentals over short-term targets. 

Extending investors’ time horizons is thus imperative to align their objectives with long-term sustainable 
development trends; stability, sustainability and greater access are mutually reinforcing.  
 
After the rapid emergence of sustainable finance over the past 25 years, the current moment offers a chance 
to accelerate progress. Investor interest in sustainable finance has grown steadily since the 1990s, with a 
net expansion from 2015. Sustainable fund flows have remained relatively resilient, consistently surpassing 2016 
levels since then, despite year-on-year fluctuations following the COVID-19 pandemic. But sustainable fund assets 
still make up a small percentage of total global assets under management today, estimated at less than five 
percent of the global fund market in 2023. Furthermore, impact investing, designed to contribute to real-world 
solutions in line with the SDGs, represents only a small part of sustainable assets. Weaknesses related to the field’s 
information infrastructure, that have given rise to greenwashing concerns, are compounded by an enabling 
environment that still incentivizes traditional investment strategies. Growing political polarization of the field has 
also led to backlash in some countries. Against this challenging backdrop, the field has commenced a journey 
towards maturation, marked by the refinement and consolidation of voluntary standards and the enactment of 
legislation at the national and regional levels. The upcoming fourth international conference offers an opportunity 
to continue collaborating towards (i) the  interoperability of sustainable finance legislation across regions to 
prevent uneven progress and heavy compliance burdens, while accounting for regional and local specificities; (ii) 
the adoption of mandatory national disclosure standards with a double materiality vision; (iii) frameworks and 
carefully-crafted incentives for impact investing at scale to align capital markets with real world impact; (iv) a 
broader set of macro-economic policies that create enabling conditions for sustainable transformations. 
 
This chapter will give a brief overview of investment trends in the past two decades, including investment trends 
in sustainable transformations. It will then discuss developments in aligning business activity with sustainable 
development, including efforts to strengthen the business environment and private sector development in a 
changing global economy. Lastly, the chapter discusses trends and progress in achieving a financial sector that is 
both inclusive and sustainable. 
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2. Investment trends in an evolving global economy: The long view 

2.1. Foreign direct investment trends since Monterrey 
 
Since Member States convened in Monterrey in 2002, global foreign investment patterns have changed 
dramatically, with the global financial crisis in 2008/09 proving to be an inflection point. In the context of 
massive changes in the global division of labor and rapid technological change, including the shift towards digital 
business models and asset-light forms of production, increased geopolitical fragmentation and accelerating 
climate change, FDI trends have shifted over the past decades, evolving in terms of volume, direction and sectoral 
breakdown. A number of crises, including the 2008/09 financial crisis and the COVID-19 pandemic, have proved 
to be inflection points, accelerating trends driven by structural rather than transitory factors. Amidst changing 
investment patterns, growing efforts to align foreign investment trends with sustainable development have thus 
far fallen short of what is needed to achieve the 2030 Agenda. Changing FDI patterns have also cast doubts on the 
viability of ‘traditional’ models of economic development based on attracting FDI and exports of manufactured 
goods.  
 
The first international conference on financing for development in Monterrey took place against the backdrop 
of a decade of FDI expansion – a trend that has since slowed and, more recently, stalled. Enabled by an 
acceleration of technological progress and fueled by the quest for low labor costs and increased productivity, the 
1990s and early 2000s saw a rapid growth in global FDI stocks, along with a rapid expansion of global trade (see 
Figure 1). This trend slowed markedly following the global financial crisis of 2008/09. FDI growth slowed 
dramatically compared to average growth rates in the 2000s, growing only 0.8 per cent on average in the 2010s 
along with decelerating trade growth and a stagnation in global value chains (GVCs). The shift towards digital 
business models and ‘asset-light’ forms of production, a rise in protectionism and policy uncertainty as well as the 
COVID-19 pandemic have contributed to this slowdown. Most recently, 2023 global FDI marginally increased to 
1.37 trillion US, following a decline in 2022.148 
 
Figure 1: Trends in FDI, trade, GDP and GVC  

  
Source: UNCTAD 



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

70 
 

The growth and integration of developing countries into the global economy was a major driver of FDI trends. 
Against the backdrop of a changing global economic landscape outlined in chapter I, developing countries have 
accounted for increasing shares in both inward and outward FDI. As shown in Figure 2a, in 2018, developing 
countries eclipsed developed countries for the first time as a destination of FDI flows, gradually doubling their 
share from around one third to two thirds of global FDI. While developing countries as a group have increased 
their share, including due to the rise of China as major recipient of inward FDI, LDCs continue to trail behind. Over 
the past years, LDCs only saw 0.5 percentage points higher FDI inflows than over a comparable timeframe between 
2002 to 2004. Developing countries have also increased their share of outward FDI, which rose significantly from 
7 per cent in 2002 to around one third of all FDI (31 per cent) in 2022. As shown in Figure 2b, China has played an 
increasingly important role as source country of FDI since the mid-2000s.  
 
Figure 2a and 2b 
Share of global inward and outward FDI 

 
Source: Data from UNCTAD 

 
In addition to changes in volume and direction, FDI flows have also seen a transformation in composition. FDI 
flows into service sectors have expanded significantly, fueled by an increased internationalization of services and 
a servicification of manufacturing. These trends, together with accelerating digitalization, have contributed to a 
slowdown of cross-border investment in physical assets, as international investment has been increasingly 
directed towards more intangible and ‘asset-light’ modes of production. Accordingly, greenfield investment in 
manufacturing has dropped by up to a quarter, making it harder for countries to pursue export-based 
development models contingent upon inward greenfield FDI for capital formation. In addition, as Figure 3 
suggests, the share of developing countries in global greenfield investment by value has declined below its long-
run average of around 56 per cent and below the respective share of developed countries.  
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Figure 3 
Developing countries’ and LDCs’ share of global greenfield investment  
3-year moving average 

 
Source: Data from UNCTAD 
 

2.2. Investments trends in sustainable transformations 
 
Have investment trends facilitated sustainable transformations for the 2030 Agenda? Despite some progress, 
the answer thus far is no(t yet). A review of investment needs suggests that the investment gap across all SDG 
sectors has increased from $2.5 trillion in 2015 to more than $4 trillion per year today, due to both 
underinvestment and additional needs149 (see also Chapter I). Investment needs continue to be particularly large 
in the area of energy and infrastructure (see Figure 4). While international investment in the renewable energy 
sector has nearly tripled since the adoption of the SDGs and the Paris Agreement, this growth has been 
unbalanced, with much of it concentrated in developed countries and China. Installed capacity and new 
investments still fall far short of what is needed to meet the Paris goals, with an additional 578 GW of installed 
capacity in emerging renewable technologies required by 2030, and gaps largest in Africa and the Middle East, 
where capacity needs to grow more than tenfold by 2030, requiring cumulative investment of $1.36 trillion (see 
Figure 5).  
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Figure 4 
Estimated annual investment gap (public and private) in key SDG sectors 
trillions of dollars 

 
Source: UNCTAD 

Figure 5 
Renewable energy: global total installed capacity and investment needs 

 
Source: UNCTAD 

 
Achieving energy transitions for sustainable development requires significantly scaled-up investment in a 
number of sectors, but high costs of capital in developing countries remain a significant obstacle. A number of 
factors have hampered sufficient investment in necessary infrastructure, the entire renewable energy value chain, 
alternative technologies, and in energy efficiency. FDI flows have largely been directed towards renewable energy 
generation, but much less so to related critical industries or to those developing countries where investment 
needs are greatest. Project financing continues to be hampered by high costs of capital in developing countries, 
costs that are driven more by macroeconomic risk perceptions than by project risk. Indeed, the cost of capital for 
comparable projects are significantly higher in developing countries than in developed countries; perceived 
macro-economic risks play a much larger role in explaining risk premia than project-specific/micro risks (see Table 
1). Such high cost of capital is a significant impediment to investment in both renewable infrastructures and other 
necessary long-term investments in the SDGs. Overall, the high cost of capital, particularly in countries in debt 
distress or with high risk ratings, is a strong disincentive for investors to shift towards renewable energy assets.150  
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Table 1 
Comparative Project risks and weighted cost of capital for developed and selected developing countries 

Country category Weighted cost of capital Government cost of borrowing Project risk 

Developed countries 4.0% -0.3% 4.3% 

Industrializing  
developing countries 10.6% 7.7% 2.9% 

Source: Persaud (2023), data from IEA and Bloomberg 
 
As investment into manufacturing capacity is stagnating and investment trends are aligning with asset-light and 
digital business models, new investment strategies and development pathways need to be found. This could 
include investment promotion and facilitating strategies aimed at attracting investment in areas such as digital 
infrastructures and innovation, as well as infrastructures that can act as enabling environments for thriving service 
sectors. This is likely to prove particularly challenging for LDCs, which will require significant support . It also 
highlights the role of international development cooperation (see chapter III.C) and of MDBs in facilitating and 
investing in this shift towards new development pathways (see Box III.B.1 for the World Bank’s Private Sector 
Investment Lab).  
 
Box III.B.1 
Private Sector Investment Lab (PSIL) 
 
The Private Sector Investment Lab is a group of 15 CEOs of leading global institutions who have agreed to provide 
their insights, expertise and experience to help the World Bank Group scale up mobilization of private capital for 
financing climate and other development priorities in emerging economies. The Lab has identified five areas as 
critical to private capital mobilization on which its work is currently focused. These are:  guarantees; foreign 
exchange (FX) risk solutions; scaling capital markets and securitization solutions to distribute assets; country level 
approaches to improve enabling environments and support bankable project pipelines; and mobilizing early-stage 
capital for high impact projects.  The aim is to turn the Lab’s ideas into action through development of new 
instruments of intervention and delivery mechanisms, some of which will be tested through pilot projects and will 
continue to work towards developing and scaling new and existing innovative solutions for private capital 
mobilization in partnership with all relevant stakeholders. The Lab is already discussing specific projects that can 
serve as pilots for testing and if successful, scaling up, new solutions being developed pursuant to Lab 
recommendations. 
 
Source: World Bank 
 

3. Aligning business with sustainable development 

3.1. Private sector development in a changing global economy 
 
Private sector development is at the heart of sustainable growth and development; yet private sector dynamism 
slowed after the 2008/09 crisis, in parallel to the broader macroeconomic growth slow-down and the slow-
down in FDI discussed above. As noted in the Addis Agenda, ‘private business activity, investment and innovation 
are major drivers of productivity, inclusive economic growth and job creation.’ The private sector contributes 84 
per cent to GDP and 90 per cent to job creation in developing countries.151 It is private sector development that 
creates technological and organizational capabilities at scale, the resource base for revenue mobilization, and the 
vast majority of decent jobs in most countries. Yet, private sector dynamism slowed after the 2008 global 
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economic and financial crisis. Private investment grew at very high rates during the first decade of this century, 
particularly in developing regions such as Africa and East Asia and Pacific. Many economies witnessed a 
contraction in private investment in 2009 and only a modest subsequent recovery, with growth rates substantially 
below pre-2008 levels. High income countries were the exception to this trend, with private investment growing 
at a faster rate after the 2008 global economic and financial crisis (Figure 6). The recent Covid-19 crisis has further 
slowed – if not reversed – gains from private sector development in many developing countries and LDCs.  
 
Figure 6 
Private investment growth slowed in most regions during the 2010s 
(Percent change) 

 
Source: IMF Investment and Capital Stock Dataset. 
Note: Data refers to 162 economies between 2000 and 2019. Private investment is defined as private gross fixed 
capital formation in constant 2017 dollars. 
 
Private sector development has traditionally been associated with industrialization and diversification, which 
in turn facilitated sustained economic development and improvements in living standards. Such structural 
transformations involve the reallocation of capital and human resources from low- to high-productivity activities 
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and sectors through economic diversification and strengthening productive linkages in the economy (see 2023 
FSDR). Historically, a thriving manufacturing sector has often been at the heart of such transformations, because 
of several unique properties: technological advances often originate in the sector, and developing countries were 
able to import these and achieve rapid productivity growth even when broader institutional capabilities and skills 
were still comparatively scarce; many low-skilled workers found employment in manufacturing; and its products 
are tradeable, and hence growth not limited by the small size of domestic markets in many developing 
countries.152 Overall, more diversified economies tend to have higher per capita incomes and better long-term 
growth prospects, are less volatile and do better on poverty reduction.153 Since 2000, less diversified economies 
– usually commodity exporting developing countries – tended to experience higher volatility and were less likely 
to experience stable growth rates (see chapter III.D). 
 
Manufacturing has become less effective as a ‘development escalator’. At the current pace of progress, the world 
will not achieve SDG 9 and its industry-related targets. Developing countries face significant challenges, notably 
African LDCs, which have seen manufacturing value-added mostly stagnate as a share of GDP over the last 20 
years (see Figure 7). This phenomenon has been described as ‘premature de-industrialization’: as economies grow 
and per capita income rises, the share of labour employed in manufacturing tends to first rise and then fall. Since 
the 1980s, this turning point has arrived at increasingly lower levels of per capita income, with workers moving 
from agriculture to services such as trade and hospitality rather than manufacturing or modern services. 
Productivity growth has declined, with working conditions often characterized by widespread informality in 
countries where this premature deindustrialization is taking place, particularly in Africa and Latin America. Where 
jobs are being created, it is usually by small, less productive, and often informal manufacturing companies. And 
where natural resource exports or capital inflows provide external fuel to growth, growth dynamics tend to be 
fragile and exposed to global market shocks.154 Several factors are responsible: 
 

• The geographic concentration of manufacturing activities in a few large economies and regions. This trend 
results from the streamlining of supply chains and the search for price competitiveness by producers. For 
example, China has emerged as the preeminent global manufacturing hub, producing 28.7 per cent of global 
manufacturing output in 2019, up from only 8 per cent of the global total in 2004.  

• Productivity-enhancing technological change, primarily in advanced economies. While the emergence and 
diffusion of advanced digital production technologies is creating new opportunities for developing countries, 
they have also “raised the bar” for these same countries to develop a modern manufacturing sector and 
may limit employment creation opportunities, particularly considering the lack of affordability of some 
advanced technologies. New technologies facilitate small-scale manufacturing, and additive manufacturing 
allows firms to cut down on production, by reducing the cost of customization. It enables creative firms to 
compete thanks to their knowledge of local needs. New business models based on the collaborative 
economy allow small firms to take advantage of under-utilized resources reaching scale, become more 
competitive, and improve the efficiency of environmental resource use. New communication technologies 
can also help firms participate in global trade. Companies can reach markets beyond their geographical 
location with an online presence. Yet, there is a need to better understand and manage the risks associated 
with rapid technological change. Technological changes and digitalization can decrease the demand for low-
cost labour in manufacturing and increase the need for skills. As a result, it may reduce the incentive for 
multinational companies to offshore production to countries with low-cost labour.155 

• The rise in global value chains (GVCs), which has created opportunities for firms in developing countries, 
but with very unequal distribution of gains. Between 2002 and 2022, global trade in intermediate goods 
(proxy for GVC trade) more than tripled, with Asia and Europe accounting for 40 and 34 per cent of GVC 
trade, respectively, even when their expansion slowed more recently (see Chapter III.D). Elsewhere, firms 
have found it more challenging to integrate into GVCs. Lead firms have seen rising mark-ups and profits, 
suggesting that a growing share of cost reductions from GVC participation are not being passed on. Large 
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firms in developing countries have adopted more capital-intensive technologies, similar to their peers in 
advanced markets. At the same time, markups for producers in developing countries are declining and gains 
from GVC participation can be lost if a country’s private sector is unable to continue upgrading its 
activities.156 Countries can industrialize through GVCs thanks to the possibility of specializing in certain tasks. 
However, investing in the wrong combination of skills and production patterns could limit the opportunity 
to upgrade, innovate, and break into more sophisticated value chains – effectively trapping firms in  
stagnating segments and low value-added activities and “hollowing out” the domestic manufacturing 
sector.157 It is also crucial to identify and address vulnerabilities in global value chains, especially more 
sophisticated ones, as this increases the potential for risk exposure. Making production decisions based on 
risk assessment can also facilitate moving away from a cost-based competition, safeguard against 
disruptions and promote more sustainable and resilient industries. 

 
Figure 7 
Manufacturing has not grown homogeneously across developing countries and LDCs 

 
Source: FSDR 2023. 
 
Today, modern services can play a more central role in connecting firms with international supply chains and 
boosting countries’ industrial transformation. Together with digital technologies, international supply chains rely 
on four services sectors — financial services, information and communication technologies (ICT), transport and 
logistics, and business and professional services —for their functioning. These service sectors have also become 
major sources of employment creation, exports, foreign direct investment (FDI), and innovation. Through linkages 
to other sectors, their presence also enhances the competitiveness of firms in other sectors. For example, in 
regions with high-quality connected services, 44 per cent of all companies are engaged in export, compared with 
19 per cent of firms where such services are weaker.158 The services sector can allow firms to tap into value chains 
for manufacturing products that would be otherwise beyond their capability. Modern communications technology 
and the fall in transport costs have created opportunities for developing countries to export ancillary services such 
as back-office processing (e.g., customer care or data handling). 159  However, relying on services can prove 
challenging for those developing countries (including LDCs) where energy supply, ICT infrastructure, and human 
capital remain limited. In this case, policy makers can play a large role in helping their countries and firms become 
competitive in high-productivity manufacturing-related services (see section 3.2 and chapter III.B of FSDR 2023).  
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Private sector development, decent jobs and gender equality 
 
Private firms account for the vast majority of employment creation in most countries; in a challenging global 
context the creation of sufficient and decent jobs remains a major challenge in many developing countries. 
Global employment growth has slowed down significantly since the 2008 crisis, and along with the broader 
deceleration of growth, trade, and investment. While employment growth averaged 0.9 per cent per year on 
average between 2000 and 2008, it fell to only 0.1 per cent annually since then. Countries that successfully 
transformed their economies, such as Bangladesh, China, and Thailand, also created good jobs on a large scale. 
For example, between 2003 and 2016, Bangladesh experienced an almost 10 percentage point shift in the share 
of employment towards manufacturing and services. Waged jobs grew by almost 6 per cent annually, almost three 
times faster than the rise in workforce. Moreover, 70 per cent of all new jobs created went to women.160 As 
manufacturing-based and labour-intensive transformations become more challenging (see above), closing the 
“decent jobs”161 gap is emerging as a major challenge (see Figure 8). 
 
Figure 8 
Annual jobs needed and quality jobs created 
(millions) 

 
Source: International Development Association, IDA 19 Special Theme: Jobs and Economic Transformation. 
 
The quality of employment also remains a critical challenge. High levels of informality are still prevalent in many 
developing countries result in gaps in social protection coverage and limit revenue mobilization, holding back 
socio-economic development. This includes negative effects of informality on labour productivity and human 
capital accumulation. Fifty-eight per cent of jobs globally, or around 2 billion people, remain in the informal sector, 
mostly but not exclusively in developing countries. Around 90 per cent of total employment in LDCs and low-
income countries can be considered informal, compared to 67 per cent in middle-income countries and 18 per 
cent in advanced economies.162 A great majority of workers in the informal economy and their families do not 
have access to adequate healthcare and income security, and as a result are particularly vulnerable to economic 
shocks.163 Most workers in the informal economy are not affiliated with contributory schemes, nor are they 
reached by narrowly targeted “safety nets”, as they are not considered “poor enough” to qualify for these. Many 
countries have introduced forms of mandatory coverage, while others have opened social insurance to informal 
economy workers and micro-entrepreneurs with mixed results.164 
  



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

78 
 

 
Figure 9 
Informality remains prevalent and affects the ability to provide public services, 2000-2018 

Panel A. Informal activity (% of GDP) and self-
employment rates (% of employment) 

Panel B. Government revenues and expenditure for 
high and low informality countries 

 
 

 
Note: Data span 2000-2018. In Panel B, high and low informality countries are the highest and lowest one-third 
by informal output, respectively, out of 69 non-energy exporting EMDEs with over 3.5 million in population.  
Source: World Bank, The Long Shadow of Informality. 
 
High levels of informality and a dearth of decent jobs is related to younger and smaller firms accounting for a 
large proportion of economic activity and job creation in many developing countries. Many jobs created by 
young, small, or informal firms are in low productivity sectors, with unequal employment opportunities, lower 
wages, and limited access to social protection. In 2019, more than 630 million workers worldwide (19 per cent of 
all those employed) did not earn enough to lift themselves and their families out of poverty.165 Moreover, and in 
the event of shocks and crises, economies relying on smaller firms tend to take a bigger hit, as Micro, Small and 
Medium Enterprises (MSMEs) tend to have fewer assets and limited cash reserves to cushion against slowing 
demand and liquidity shortages. An example of this are SMEs in the agrifood sector, which are often scattered, 
small to very small, informal, family-based and lack economies of scale – jobs here also tend to be highly 
insecure.166 In the case of the crisis following Covid-19, MSMEs were severely impacted, particularly in developing 
countries, facing higher risk of permanent closure. In August 2020, 22 per cent of MSMEs surveyed reported that 
they risked shutting down permanently within three months, compared to 9 per cent for large firms; with this 
percentage rising to 34 per cent for companies operating in LDCs. And while SMEs can occupy niches of digital 
success, it is large firms that are typically associated with frontier innovation. These companies can usually afford 
higher levels of R&D expenditure, have more experience and can more easily form partnerships or prompt 
government intervention.167 
 
Gender inequality remains pervasive and persistent in the labour market. Gender inequality in employment 
access has remained a major challenge, and has not improved since 2005. Worldwide, women’s labour force 
participation rate stands at 47 per cent, compared to 73 per cent for men. The gender gap remains a major concern 
across all regions, ranging from 11 percentage points in Europe to 30 percentage points in Asia.168 Improved 
educational attainment among women has done little to shift deeply entrenched occupational segregation in both 
developed and developing countries. As a result, the global gender pay gap persists with women earning 51 cents 
to every dollar earned by men.169 Part of this is attributable to the time women dedicate to unpaid care and 
domestic work, which was 3.3 times more than men in 2014 and has decreased to 2.6 times more in 2023.170 The 
smallest jobs gaps are found in high-income countries, with men registering a rate of 7.4 per cent and women 9.6 
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per cent. However, as national income decreases, the jobs gap between women and men increases, reaching 24.9 
and 17.4 per cent in low-income and lower-middle-income groups, respectively.171 This points to persistent and 
structural problems worldwide. Women face challenges in more competitive and open sectors too: Firms 
integrated in GVCs may offer more women jobs, but they seem to have even lower glass ceilings. Women are 
generally found in the lower value-added segments, and it is hard to find women owners and managers. The share 
of women in informal employment exceeds that of men in 56 per cent of countries, especially in low- and lower-
middle-income countries.172 
 
Figure 10 
Unemployment and jobs gap rate by gender, 2005-2022 
(Percentage rate) 

 
Note: The jobs gap rate measures the share of persons who would like to work but do not have a job. 
Source: Gomis et al., “New Data Shine Light on Gender Gaps in the Labour Market.”  
 

3.2. Aligning business models with sustainable development 
 
In the past thirty years, businesses have increasingly factored in sustainability considerations driven by the 
recognition of their long-term benefits, but risks of misalignment or backtracking underscore the need to 
redefine the “rules of the game”. In efforts to try to fill remaining gaps (e.g., see aforementioned gender 
disparities), companies are routinely integrating sustainability issues in their decision-making today. Yet, despite 
much greater awareness of ESG (environment, social and governance) factors, many business activities and 
investments remain misaligned with sustainable development due to short-term incentives and the absence of an 
enabling environment for long-term decision-making. To fully align business models with sustainable 
development will require redefining the rules of the game, including through legislation or regulations, coupled 
with incentivizing financial markets to be a catalyst for change (see section 4.2).  

A longstanding relationship between business and society  
 
Modern interpretations of corporate responsibilities to society evolved with globalization and the 
internationalization of sustainable development. The first notions of business contribution to society have been 
traced back to as early as Ancient Mesopotamia and Ancient Rome.173 Modern interpretations of what has been 
termed Corporate Social Responsibility (CSR) arose in the 1950s. 174  They broadened with the rise of an 
international approach to sustainable development; in 1999, the concept of Triple Bottom Line provided a 
sustainability framework that aims to balance a company’s social, environmental and economic impact. In the 
same year, UN Secretary-General Kofi Annan proposed what became the UN Global Compact in Davos. Twenty 
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years later, the Business Roundtable codified the new purpose of corporations as stakeholder capitalism, going 
beyond solely serving shareholders. 
 
Driven by globalization and other systemically significant trends, alongside stakeholder pressures, companies 
have increasingly acknowledged the importance of addressing sustainability risks and opportunities. 
Globalization expanded the reach of multinational corporations into diverse business environments, often with 
weak regulatory frameworks, introducing new reputational, legal and operational risks. In response, companies 
adopted voluntary internal sustainability policies to ensure uniform management across territories (e.g., 
transparent supply chains to avoid human rights risks). Moreover, the emergence of new systemic risks (e.g., 
climate change), and environmental, social, or economic crises (e.g., the 1989 Exxon Valdez Oil spill, the 2008 
world financial and economic crisis, COVID-19) contributed to reshaping of perceptions of the role of business in 
society and companies’ own risk assessments. Evolving stakeholder expectations further influenced companies’ 
cost/benefit analyses on the integration of sustainability issues. These include investors' pursuit of more 
sustainable investment options and the update of their policy frameworks (see section 4.2), consumers’ growing 
preferences for ethical products, a modern workforce leaning towards purpose-driven employers, and 
policymakers’ heightened regulatory focus on corporate duties. Regulation, at the international level at first, and 
more recently also at the national level, has focused on both corporate operations and supply chains, with 
prominent examples on the latter including the US Dodd‐Frank Act (which regulates conflict minerals) in 2010, the 
UK Modern Slavery Act in 2015 (which includes a transparency in supply chains clause) France's Duty of Vigilance 
law adopted in 2017, Germany's new Supply Chain Due Diligence Act in 2021, and more recently a proposal at the 
EU level for a Corporate Sustainability Due Diligence (CSDD) Directive (not yet adopted at the time of writing). 

Sustainability integration in modern corporate practices 
 
Many companies have taken voluntary action on sustainability, independent of legislative requirements. CEOs 
are broadening their roles, with 91 per cent acknowledging a duty to protect local communities and 70 per cent 
recognizing the need to address public concerns.175 Companies’ sustainability impacts can stem both from (i) their 
products, services and activities, and (ii) their operational practices. Initially, business' approach to sustainability 
was primarily centered around the latter, via the risk-oriented consideration of externalities. This vision gradually 
expanded, with the realization of the importance of aligning core business activities for real value creation (see 
for example the recent discourse around the B Corporation, or the "regenerative company," that not only avoid 
externalities, but also actively contribute to solutions). Businesses have embraced voluntary commitments, such 
as pledges and standards, to standardize their approaches in line with peers, and to adopt a common language 
for communicating alignment to shareholders and stakeholders. Bottom-up initiatives also emerged to help 
companies align with international agreements (see for example the Science Based Targets Initiative helping 
companies align with the goals of the Paris Agreement), as well as to respond to increasing ESG demands from 
investors (see section 4.2). 

Remaining barriers  
 
Despite rising commitments, SDG-aligned companies remain in the minority. In 2020, 62 per cent of MSCI SDG 
Alignment dataset companies (over 8,500 companies) displayed neutral or misalignment across the SDGs for their 
products, services, and activities. 176  Beyond business models’ misalignment, business practices also remain 
deficient from a sustainability perspective. Mirroring aforementioned challenges in the global labour market, 
gender equality has not yet been reached in corporate leadership. Despite the growing number of exchanges that 
promote gender equality, the number of women in high-level positions within companies remains low in many 
markets. Women were only holding 23% of the board seats of the top listed companies on 22 major G20 stock 
exchanges in 2022.177 Disclosure is another telling example of corporate practices’ misalignment with sustainable 
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development. While 98 per cent of S&P 500 companies engaged in corporate sustainability disclosure in 2022 - 
up from only 20 per cent in 2011178- quality of data remains weak and greenwashing risks abound (see section 
4.2).  
 
Reversals and short-term oriented decisions in moments of crises reveal the limitations of voluntary and 
bottom-up approaches. A recent survey identified ESG as the primary investment focus for CFOs, but also 
indicated that this area is most likely to face near-term budget cuts.179 While sustainability investments or 
programs enable companies to mitigate long-term risks, crises shorten time horizons and reveal an enduring 
misalignment between long-term non-financial considerations and prevailing incentives in markets, exacerbated 
by the mispricing of externalities. This is particularly evident today, due to the current environment characterized 
by high inflation, high interest rates and geopolitical divides. For example, the surge in oil prices following the 
COVID-19 pandemic led to renewed interest in brown investments along the fossil fuel value chain. This underlines 
the need to change incentives and alter the “rules of the game” through policies.  

3.3. Strengthening the business environment 
 
Changing business practices must be a central element of sustainable transformations, yet the private sector 
will not be able to systemically change behaviour if profitability and sustainability are not aligned. The rules of 
the game (i.e., the environment in which companies evolve) must change to enable sustainable practices. 
Policymakers have various tools at their disposal to align sustainability and profitability. That includes pricing 
externalities (e.g., through carbon pricing mechanisms), phasing out harmful subsidies, prohibiting activities with 
negative impacts (such as single use plastics), or mandating certain corporate practices such as sustainability 
reporting (see section 4.2). It also includes the promotion of business models and opportunities with a positive 
impact on sustainable development, e.g., through subsidies, as well as public investments and other efforts, 
through fiscal tools, regulations and laws, to overcome coordination challenges that abound in economy-wide 
transformations (e.g., in the decarbonization of the transport sector). 
 
Efforts to create an enabling environment for the private sector and provision of relevant public goods should 
thus be aligned with sustainable development objectives. The rule of law, the absence of corruption and the 
quality of institutions are important determinants of private sector growth prospects. Investments in public 
infrastructure as well as in education and health, stable and growth-oriented macro-policies and exchange rates, 
and regulatory frameworks (including competition policies) all contribute to reducing uncertainty and risks for 
firms, and thus to a better business environment and a lower cost of borrowing. But to achieve sustainable 
transformations, even these ‘horizontal’ policies should be informed by broader sustainable development 
objectives. This includes sequencing and prioritization of public investments, where governments are ‘doomed to 
choose’, particularly in an environment of tight fiscal constraints; setting ‘right’ incentives through fiscal and tax 
policies; ensuring that regulatory frameworks reflect appropriate labour, environmental and health standards; 
and aligning investment and trade facilitation policies with sustainability. For example, policymakers can use land-
use procedures and building codes to ensure that infrastructure is not constructed in disaster-prone areas and 
meets appropriate design and construction standards. 
 
Ensuring that gender equality is enshrined in law and implemented effectively is another key aspect. Currently, 
laws in 93 economies do not mandate equal pay between men and women for work of equal value. Women’s 
property rights are still restricted in 76 countries, and women cannot run a business the same way as men in 101 
countries. As a result, women are less likely to become entrepreneurs, with 68 women entrepreneurs for every 
100 men entrepreneurs active globally.180 
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Easing financial constraints for firms, particularly for long-term investments, requires addressing multiple 
financial sector bottlenecks. The latest data for SDG indicator 9.3.2 (“Proportion of small-scale industries with a 
loan or line of credit”) show that nearly one third of small manufacturing firms has a loan or line of credit. Yet, 
access to credit remains uneven across countries and regions. For example, only 15.7 per cent of firms in sub-
Saharan African countries and 17 per cent in LDCs have access to financial services, well below the global average 
and far from rates in Latin America and the Caribbean and Oceania (44.2 per cent and 45 per cent, respectively). 
For these SMEs in manufacturing and services activities, policy makers will have to develop and implement 
programmes to make formal lines of credit more accessible, increase financial literacy among entrepreneurs, and 
introduce targeted lending in underserved areas. Constraints are most prevalent for long-term financing. 
Accessing financing on such terms can be a particular challenge, with lenders reluctant to provide long-term credit 
to borrowers about whom they have very limited information (e.g., SMEs) or for activities on which they are 
uncertain about future returns (e.g., investments in innovation; see section 4 of this chapter and Box II.8 of FSDR 
2023). Public development banks are well placed to fill such gaps (see Chapter III.A).  

A new generation of sustainable industrial policies 
 
In response to the need for sustainable transformations, industrial policies have once again become more 
prevalent. Unlike policies aimed at improving the broader enabling environment for private business and 
investment, industrial policies and strategies are targeted in nature. They typically connect policy making with 
long-term visions and development priorities, help overcome information and coordination problems, and can 
reduce uncertainty that necessarily accompanies investments in new sectors, activities, and technologies. 
Industrial policies181 have been resurgent since the 2008 world financial and economic crisis, with the revival 
driven by several factors: the decline of decent jobs tied to the decline in manufacturing sectors in some countries; 
vulnerabilities in supply chains revealed by the COVID-19 pandemic and inflation driven by other supply shocks; 
rising geopolitical tensions that have created an additional geostrategic impetus to “avoiding external 
dependencies”, particularly in sectors that are deemed strategically important, such as semiconductors, other 
high-tech sectors and energy; and finally the need to accelerate the development and deployment of low-carbon 
technologies and the energy transition, which has led many countries to adopt “green industrial policies”.182 
Industrial policy measures more than doubled between 2009 and 2019, with the revival particularly pronounced 
in developed countries: four out of the five countries with the largest number of industrial policies are developed 
countries.183 
 
This new generation of industrial policies has to respond to a changing and challenging global environment. 
Developing countries must harness new opportunities and challenges, in the context of stagnating trade and 
investment growth and a slow-down in global value chains (GVCs), geographic concentration of manufacturing 
activities in a few large countries, rapid technological change and digitalization, and under global rules that have 
made industrial transformation more challenging in recent decades. The objective of such sustainable and 
inclusive industrial policies is also broader, and more ambitious – it is not only to spur sustained economic growth 
and build capabilities in the domestic private sector to innovate and enhance productivity, but also to “shape” 
growth, ensuring that it creates decent jobs and provides opportunities for all, is environmentally sustainable, and 
is aligned with the SDGs more broadly. Chapter II of the 2023 Financing for Sustainable Development Report laid 
out a set of recommendations for such a strategic approach. 

4. Aligning finance with sustainable development 

A more dynamic, inclusive and sustainable business sector will only arise if there is also a financial sector that 
is both inclusive and sustainable. Lack of access to finance, excessive costs of finance, and other financial 
constraints are often among the most binding constraints for private sector development. Access to financial 
services also remains a concern for households and individuals, particularly in LDCs, despite the significant 
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progress achieved in this area. There has also been an enormous increase in interest in ‘sustainable finance’ – the 
alignment of the financial sector with sustainability. 
 

4.1. Inclusive finance  
 
Over the past two decades, there has been significant progress in financial inclusion for businesses and 
individuals alike, driven in particular by innovations in digital finance and fin-tech. Yet, despite the progress, 
significant challenges remain, particularly with regards to access to long-term finance, highlighting the sustained 
need for financial sector development. Moreover, gender, age and geographical location continue to be critical 
factors in determining access to financial resources. At the same time, the financing gap between MSMEs and 
large companies is widening, as MSMEs are facing greater difficulties to navigate the post-COVID economic 
landscape as well as adapt to the shift from a low to a high interest rate environment. MSMEs from developing 
countries and those in the informal economy lack the capacity to navigate and hedge against various forms of 
risks, including exchange rate risks. These challenges need to be urgently addressed to ensure that both MSMEs 
and individuals have access to affordable, quality financial services. Financing costs have increased globally 
following a tightening of monetary policy. There has also been an increase in inflationary pressures, which have 
raised living expenses and have impacted firms with lower elasticity in pricing of products. 

Access to finance for firms 
 
Developing domestic financial sectors that are aligned with the SDGs and provide long-term financing for 
sustainable development in developing countries continues to be a key challenge. Well-developed local financial 
markets can facilitate risk-sharing and improve the availability of long-term finance beyond a small number of 
large firms that can tap global financial markets. Despite efforts to promote long-term finance in domestic markets 
and an increase in bank lending to the private sector over the past 20 years, financial and capital markets remain 
underdeveloped in terms of size, liquidity and maturity in many developing countries, and long-term credit 
continues to be scarce (see Figure 11). In order to avoid maturity mismatches, banks require longer-term funding 
options in order to provide long term lending. Studies have shown, that despite improvements in financial depth, 
characterized by higher lending from banks to the private sector, developing countries generally see smaller 
increases in long-term finance. 184  The recent tightening of global financial conditions has also made long-term 
finance scarcer in both developed and developing countries. 
 
Domestic efforts to extend maturity structures towards longer term finance have been hampered by a number 
of factors, including market inefficiencies, an absence of local currency financing, and institutional gaps as well as 
macroeconomic volatility. Despite progress in promoting domestic capital markets, these markets have stagnated 
in many developing countries, not (yet) reaching sufficient scale to provide sufficient amounts of long-term 
finance.185 Policies that can support the development of capital markets, include strengthening institutional and 
legal frameworks as well as fostering financial infrastructure. At the same time, building local capital markets is 
an inherently gradual process that depends on the local needs and context, including the country’s size.186 
  



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

84 
 

 
Figure 11 
Financial Development Index 

 
Source: IMF data, Note: This chart uses IMF country classifications 
 
Long-term credit in developing countries also continues to be highly skewed towards a small number of very 
large firms. Faced with significant hurdles to accessing long-term finance, smaller firms are reliant on short-term 
loans and exposed to roll-over risks that may preclude them from investing in long-term projects. Unlocking 
greater long-term investment in the SDGs will require financial sector development - through policies that 
promote macroeconomic stability, strengthen regulation and supervision of banking systems as well as facilitate 
the long-term development of capital markets and institutional investors. There is also a crucial role for public 
development banks to play in this regard, which have a unique ability to extend longer-term financing due to their 
policy mandates and funding structures (see Chapter III.A for national development banks, and chapter III.C for 
multilateral development banks).  
 
Access to finance continues to be a critical challenge for SMEs in particular. In response to tightening financial 
conditions and the unwinding of COVID support measures, the outstanding value of commercial bank loans 
extended to SMEs relative to GDP has declined. Seventy-five per cent of economies saw a drop in lending to SMEs 
in 2022.187 In addition, there continues to be a gender gap in SME financing access with women-owned businesses 
facing a disproportionate gap in funding. Informality continues to be a key factor determining access to finance 
and vice versa. Given this interplay between informality and access to finance, policy action is needed that 
recognize that formalization and financial access need to be advanced in tandem.  

Access to finance for individuals and remittances 
 
Enhancing access to finance for all individuals, including women, and others, has been an FfD priority from the 
outset: it featured prominently in the Monterrey Consensus and subsequent FfD outcomes, recognizing the 
contributions that greater financial inclusion can make to business development, social protection, enhancing 
household and business resilience, and lowering the costs of remittances, among other issues. These 
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commitments have translated into progress on the ground. In the last ten years, account ownership has increased 
worldwide from 51 per cent in 2011 to 76 per cent in 2021. In developing countries, account ownership grew by 
30 percentage points over this period, reaching 71 per cent in 2021; 567 million adults gained access between 
2017 and 2021 alone.188 
 
Despite progress, significant gaps remain in access and in affordability of financial services, not least for women. 
The global gender gap in account ownership has narrowed over the last decade, from 8 to 4 percentage points, 
but it remains significant: in 2021, 78 per cent of men and 74 per cent of women have access to financial 
services189. In developing countries, the gap is slightly broader still (see Figure 12). Women continue to face 
multiple barriers, such as cost and affordability of financial services and financial literacy. Studies190 have also 
highlighted the issue of women’s indebtedness, suggesting that a larger proportion of women than men may use 
credit to pay for health and education expenses, highlighting the need to consider how policy actions, including 
reductions in spending on public services, affect women’s spending needs. There also needs to be a greater effort 
to advance asset ownership incentives for women in order to enable women to pledge collateral to access 
financing.  
 
Overall, 1.4 billion adults remain unbanked globally. With account ownership nearly universal in developed 
countries, virtually all unbanked adults live in the developing world, with gaps largest in the least developed 
countries, where more than half of all adults remain unbanked. Vulnerable adults, such as the poorest, women, 
the unemployed and the elderly continue to be those more likely to be unbanked.  
 
Cost reductions in financial services also fall short of commitments. Migrant remittances and diaspora 
investment are important sources of income for households and SMEs. Remittances to low- and middle-income 
countries are expected to reach $669 billion in 2023.191 However, remittances continue to be more expensive than 
the commitment made in the Addis and 2030 Agendas, which had set a 3 per cent target for 2030. Global average 
costs of sending $200 fell slightly, from 7.7 in the second quarter of 2015 to 6.2 percent in the second quarter of 
2023, but continue to be more than twice as high as the SDG target.192  
 
Figure 12 
Percentage of adults with a bank account by country grouping 

 
Source: Global Findex Database 2021 and UNDESA Staff calculations 
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Technological innovations have been a major driver for advancing financial inclusion.193 Mobile money has 
facilitated a vast expansion of low-cost and small-scale transactions.194 Between 2021 and 2022 alone, the number 
of mobile money transactions per 1,000 adults increased by 28 and 24 per cent in Africa and Asia and Pacific 
regions, respectively. Similarly, the value of mobile money transactions increased from 26 per cent to 35 percent 
of GDP in Africa.195 Of the 76 per cent of people worldwide, who have an account at a financial institution, 36 per 
cent used a mobile phone or the internet to access their account.196 This has been driven by the adoption of digital 
technologies for carrying out financial transactions, such as mobile money, fast payment systems, digital identity, 
data sharing arrangements or, more generally, Digital Public Infrastructures (DPIs). Digital financial inclusion, 
secure and responsible digitally enabled financial services and products, also could be a key means to reach the 
remaining unbanked, financially excluded and underserved populations with a range of formal financial services 
suited to their needs. This will require greater use of national digital IDs to make it easy to open accounts. 
Identification is almost always a requirement for opening an account and own a mobile phone. This could benefit 
transaction costs and foster innovative models for small business. Responsible finance lending principles should 
also be promoted along with greater financial consumer protection as digital lending takes off in many markets. 

4.2. Redirecting investments towards the SDGs 
 
Sustainable finance rose to prominence over the last three decades, on the back of growing investor interest. 
The modern approach to sustainable finance can be traced back to the 1990s, with a steady increase in investor 
interest since then. Since its emergence, the field has seen substantial progress, with industry players formalizing 
and codifying new investment practices at a blistering pace within a short time frame. The resulting high number 
of bottom-up standards and frameworks has led to confusion however, often hampering investor confidence. 
Growing political polarization has also led to backlash in some countries, with early signs already indicating a 
slowdown of investors’ use of the term ESG (Environmental, Social, and Governance) in 2023.  
 
While many challenges remain, the field has recently entered a maturation phase, with sustainable finance at 
a crossroads. Following a rapid development phase, the current moment presents an opportunity for refinement, 
recognizing that systemic transitions are lengthy and nonlinear (see for example the gradual century-long 
development of other fields like financial accounting). There is a need for an honest reassessment of the field’s 
real-world impact to help identify where complementary policy is necessary to achieve broader systemic change. 
Early maturation signals have included the clarification and consolidation of voluntary standards and regulatory 
and legislative action to further enhance impact (see section 4.2.4).  

4.2.1 Rising interest and deepening focus 
 
Sustainable investing was a niche practice until a transformative shift in the late 1990s and a notable 
acceleration after 2015. Ethical funds emerged in the 1920s as an early form of socially responsible investing, 
restricting investments in industries that some investors considered unethical, such as tobacco and firearms. 
Despite their early origin, these funds had limited influence. With global conferences such as the Earth Summit in 
1992, sustainable development became a more prominent concern for all stakeholders, including private actors. 
The 2015 global agreements – the Addis Ababa Action Agenda, the 2030 Agenda, and the Paris Agreement on 
Climate Change – accelerated field’s expansion (see Figure 13). These agreements shed light on rising systemic 
risks for investors and brought to the fore the interlinkages between social, environmental, economic, and 
financial factors.  
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Figure 13 
The evolution of sustainable finance: a timeline of select milestones 

 
Source: UNDESA 
 
ESG considerations are routinely considered by investors today. Over time, asset owners have increasingly 
recognized material risks that portfolio companies they own might pose to them, and that growing interest was 
creating investment opportunities in sustainable sectors. This has driven a shift in portfolio reallocation and 
sustainable investment and the growing integration of non-financial issues in investment decisions.197  Some 
investors began to transition from considering these factors as philanthropic issues to seeing them as an integral 
part of risk management, and, for a growing number of actors, also realizing their value creation and impact 
potential. Additionally, asset owners have become more active owners or “stewards” of their investments and 
increasingly seek engagement with investee companies on sustainability issues.198 Today, around 85 per cent of 
Chief Investment Officers surveyed by McKinsey & Company consider ESG an important factor in their investment 
decisions.199  
 
The interpretation of fiduciary duty evolved over time, but remains contested. Fiduciary duties ensure that asset 
owners (including institutional investors, insurers and banks), also known as fiduciaries, who exercise 
discretionary power in managing the assets of their beneficiaries and investors, act responsibly in the interest of 
their shareholders. Over time, interpretation of these duties has widened to include the consideration of ESG 
issues. Current practice mostly sees asset managers considering ESG risks within an overall process of commercial 
risk management, as studies have shown that responsible investment allows them to maximize long-term returns 
for their clients. A series of landmark reports, including the 2005 Freshfields Report200 and its sequel, Fiduciary 
Duty in the 21st Century 201 , indeed concluded that investment approaches which consider ESG factors are 
permissible and arguably required for long-term investments. The rationale is that sustainability considerations 
will impact financial performance in the long-term, and neglecting ESG analysis may cause the mispricing of risks 
(whether legal, reputational, operational or systemic) leading to poor asset allocation and stranded assets.202 
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Alternative, more ambitious, interpretations of fiduciary duty also emerged, encouraging fiduciaries to pursue 
sustainability goals that may reflect beneficiary preferences, regardless of whether these preferences are 
financially material. While financial return remains the primary goal of institutional investors today, further 
analysis shows that in some jurisdictions investors are already facing a legal obligation to consider setting and 
pursuing real-world sustainability impact goals where doing so can be effective in achieving their financial goals.203 
However, amidst the current ESG backlash, critics have recently aimed to reopen the debate on fiduciary duty, 
opposing the evolution of the concept of and advocating for a return to its traditional interpretation (see section 
4.2.3). 
 
Box III.B.1.  
Decoding Sustainable Finance 
 
Figure 14   
Navigating a broad investment spectrum 

 
Source: UNDESA and Global Investors for Sustainable Development Alliance based on: RIAA (Responsible Investment 

Association of Australasia), CFA Institute, Global Sustainable Investment Alliance, and Principles for Responsible 
Investment204 
 
A range of investment approaches are grouped under the term “sustainable investing”, with varying contributions 
to sustainable development (from left to right in Figure 14). Definitions and denominations for sustainable 
investing strategies are not always used consistently; terms like Responsible Investing, Socially Responsible 
Investing (SRI), and Sustainable Investing are frequently employed interchangeably, leading to confusion in the 
space. Moreover, despite being a subset of this space, the denomination ESG Investing is also commonly used as 
a proxy for sustainable investing as a whole. In a collaborative effort, the CFA Institute, Global Sustainable 
Investment Alliance, and Principles for Responsible Investment released a detailed report to consolidate language 
and interpretations of the investment spectrum in November 2023 205  (where applicable, these have been 
reflected in Figure 14). 
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Beyond allocating capital to sustainable strategies, sustainable investors can engage in stewardship, using their 
rights and influence to guide businesses towards more sustainable business models and practices. Stewardship 
spans all asset classes, although methods vary. Examples of how investors can exercise stewardship include 
serving on or nominating directors to a company's Board and filing shareholder resolutions or statements, for 
equity investments, or attaching ESG legal conditions to loans (such as conditions precedent and/or subsequent), 
for debt investments. Such practices have started with multilateral investors (e.g., the International Finance 
Corporation) and eventually spread to the whole investment ecosystem. Asset owners and managers today 
regularly engage on a wide range of environmental, governance and social issues. 
 

4.2.2. Sustainable investing trends 
 
Sustainable investing assets have grown significantly since 2016, albeit with some year-on-year declines 
following the COVID-19 pandemic. Global sustainable investing assets – defined here to include all strategies of 
ESG integration, norms-based screening, best-in-class screening, and impact investing – reached $30.3 trillion in 
2022, representing a significant increase from 2016, but below record heights of 2020 and 2021.206 The most 
recent decline was fueled by high oil prices and the turbulent economic environment during the COVID-19 
pandemic. Looking at the subset of sustainable products (sustainable funds, bonds, and voluntary carbon 
markets), rather than the entire universe of strategy-based approaches, sustainable products reached $5.8 trillion 
in 2022.207 
 
Figure 15 
Global sustainable investing assets, 2016-2022 
(USD Billion) 

 
Note: A change in US SIF methodology added to the material decrease of US and total AUM in 2022 
Source: Global Sustainable Investment Alliance (GSIA)  
 
Sustainable investment funds experienced a surge in inflows through 2021; and continued to outpace the 
broader market in 2022 and 2023. Sustainable funds208 reached $2.56 trillion in assets under management (AuM) 
at the end of 2023,209 representing roughly 10 per cent of all sustainable assets. Their inflows of net new deposits 
peaked at $558 billion in 2021 during the pandemic period, but subsequently experienced a decline to $158 billion 
in 2022 and $72 billion in 2023,210 though inflows remained positive and outpaced flows into traditional funds, 
which suffered net outflows. But in absolute numbers, sustainable fund assets have remained a small share of 
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total fund assets under management, representing less than 5 per cent of total global fund assets (i.e., $2.56 
trillion of $55.16 trillion at the end of November 2023).211  
 
Sustainable funds are mostly domiciled in developed countries, which also dominate capital allocation. Europe 
hosts the majority of sustainable funds, capturing 81 per cent of the market; the United States is the second-
largest contributor at 13 per cent; and all other countries combined account for only 6 per cent of total market 
share.212 In terms of allocation, taking impact capital in 2023 as an example, the highest portion went to the U.S. 
and Canada (29 per cent of impact AuM), followed by Western, Northern & Southern Europe (23 per cent) and 
sub-Saharan Africa (10 per cent).213 
 
ESG integration and negative screening strategies dominate the field, with impact investing representing only 
a modest fraction of total sustainable assets. Across a wide sustainable investing spectrum (see Box III.B.1), the 
majority of sustainable asset managers today prioritize "ESG integration". This consists in integrating ESG factors 
into investment decisions to better manage risks and possibly enhance financial returns. The surging interest in 
ESG strategies is evident in the quadrupling of the number of asset managers and asset owners signing the 
Principles for Responsible Investment (PRI) from 2015 to 2023, although their minimum requirements do not allow 
to reflect the actual level of ESG integration from signatories. Negative screening is the second most popular 
approach, while impact investing or thematic investing remain much smaller in scale (see Figure 16). This may in 
part reflect these strategies’ short-term effects on financial performance. Impact or thematic investing, 
characterized by more structural biases and focus on single industries (e.g., funds concentrated on the clean 
energy value chain), generally underperform other more flexible traditional or ESG strategies in the short-term. 
For instance, Article 9 products in the EU (i.e., where sustainable investment is the primary objective as per the 
EU Sustainable Finance Disclosure Regulation) have come under pressure in the current inflationary landscape, 
underperforming by -1.7 per cent in Q1 of 2023.214  
 
Figure 16  
Sustainable Investing Assets by strategy, 2016-2022 

 
Source: Global Sustainable Investment Alliance (GSIA)  
 
Impact investing, although not yet dominant, holds growth potential and is gaining significant momentum. 
Impact assets under management surpassed $1.164 trillion in 2022,215 and continued to grow across nearly every 
region in 2023.216 Impact investing strategies are also evolving in both depth and sophistication. This is exemplified 
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for example in the rise of impact lenses, which can complement impact strategies focused on sectors (e.g., 
renewable energy investments), by applying cross-cutting social themes (e.g., applying a social lens to a renewable 
energy fund). These lenses have the potential to enhance investors’ impacts by integrating overlooked injustices 
that indirectly affect the outcome of all investments. Impact lenses include a gender lens217, a racial equity lens218, 
and a recently developed child lens.219  
 
The impact investing market’s growth is fueled, in part, by the rapid rise of labeled bonds. Some of the labeled 
bonds that meet the GIIN’s definition of impact investing220 (e.g., certain types of green bonds and other use-of-
proceed bonds) have been integrated to total impact market figures for 2022 (i.e., $1.164 trillion). Taken 
separately, total labeled bond issuance reached $946 billion in 2023, showing a small rebound (of 2.2 per cent) 
after a decline in 2022. As a whole, sustainable bond issuance grew five-fold over the past five years (see Figure 
17). Labelled bonds span use-of-proceeds (UoP) bonds (e.g., green, social, sustainability bonds), which finance 
earmarked green or sustainable activities, and sustainability-linked bonds (SLBs), which are general purpose bonds 
wherein issuers commit to improving overall firm performance against environmental or social key performance 
indicators (KPIs). Representing only 6 per cent of all issuances, SLBs face challenges in scaling. While these 
instruments offer flexibility for business models unsuited to use-of-proceeds bonds, questions remain regarding 
the targets’ rigor and ambition, and their capacity to influence issuers’ incentives. Despite also contending with 
some structural weaknesses (e.g., greenwashing concerns, lack of standardization and verification), the green 
bond model has given rise to a range of use-of-proceeds bonds (e.g., blue bonds, resilience bonds, transition bonds, 
orange bonds). As of today, green bonds are the favored instrument (60 per cent of total issuance) with a primary 
focus on climate mitigation. Sustainable Fitch predicts a continued rise of biodiversity and social use-of-proceeds 
instruments going forward. 221  Guidance is gradually emerging to incentivize market uptake of these newer 
instruments, such as for example the Guidance on Sovereign SDG Bonds for Countries and Investors developed by 
the Global Investors for Sustainable Development (GISD) Alliance under the leadership of UN DESA and UNDP, as 
well as the recent Climate Bonds Initiative's Climate Resilience Classification Framework for resilience bonds. 
 
Despite their potential, the global GSSS bond market remains largely concentrated in high income countries, 
much like other sustainable assets. Looking at the use-of-proceeds green, social and sustainability bonds (GSS) 
bonds subset, for example, in 2022, only 13 per cent of the overall GSS bond market was issued by entities in 
developing countries (further reducing to around 5 per cent when not including China). Bottlenecks to increasing 
GSS and SLB bond issuances in developing countries include illiquid domestic capital markets, lack of bankable 
and relevant projects, limited familiarity with international investors, complex public budgeting processes, and 
the high level and often voluntary nature of applicable global standards.222 
 
Figure 17 
Annual global sustainable bond issuance (GSS) by label 
(USD Billion) 

 Note: 
2024F represents the full-year sustainable bond issuance forecast. 
Source: Moody's Investors Service, Environmental Finance Data and Dealogic223  
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4.2.3. Persisting Challenges 
 
The sustainable finance field still grapples with challenges that limit both scale and impact. These include:  

▪ A weak information infrastructure leading to data gaps and greenwashing risks. High-quality, 
exhaustive, and comparable data are prerequisites for informed investment decisions. Despite recent 
progress, a weak information infrastructure reduces market transparency and increases risks of 
“greenwashing”; 

▪ A lack of global standardization in terminology, standards, and frameworks. A lack of consensus on 
terminology as well as the coexistence of various standards and investment approaches, lead to 
complexity and confusion in the field, although harmonization efforts are ongoing; 

▪ Flawed ESG Ratings. ESG ratings are failing to restore investor confidence, compounding existing 
challenges; 

▪ Political polarization. An “ESG backlash” has introduced new reputational and regulatory risks for 
investors; 

▪ Systemic barriers within the wider financial system. The persistence of traditional forms of investment 
alongside the increasing adoption of sustainable investing, and the limited share of more ambitious 
impact investing strategies, highlight broader systemic obstacles.  

Weak information architecture 
 
Data gaps and inconsistencies limit investor ability to make informed decisions. Data is a prerequisite to assess 
and price risks and opportunities. The number of companies and General Partners (GPs) reporting on sustainability 
data has increased over time, namely due to Limited Partners’ (LPs) increasing demands. However, while 98 per 
cent of S&P 500 companies engaged in sustainability disclosure in 2022,224 available data is still inconsistent and 
difficult to compare, pointing to remaining quality and relevance issues. Non-listed entities and entities in 
developing markets present even greater data availability and quality challenges, due to fewer reporting 
requirements from investors and regulators. Standard-setters, international organizations and industry players 
have started working to improve the data landscape (see section 4.2.4). 
 
A fragmented data landscape increases greenwashing risks, further jeopardizing the accurate identification of 
sustainable investments. Greenwashing refers to misrepresenting the sustainability profile of an entity or product 
through omissions, unsubstantiated claims, inconsistency, or exaggeration.225,226 It can be carried out by both 
investors and investee companies, and has become an important concern for all market participants, undermining 
their confidence in the sustainable investment industry. 227  Authorities are starting to adjust regulatory and 
supervisory mandates in response to data and greenwashing challenges (see section 4.2.4).  

Lack of standardization 
 
The rapid evolution of sustainable finance has given rise to a multifaceted system of norms and standards. The 
field predominantly evolved from the bottom-up, with market practitioners shaping industry rules based on 
international organizations' foundational principles. A diverse array of principles, standards, frameworks, and 
ratings emerged (see Figure 18). This in turn led to some confusion in the field. For example, the proliferation of 
reporting frameworks contributed to the information infrastructure fragmentation, although harmonization 
efforts are ongoing (see section 4.2.4). 
 
A wider challenge lies in the lack of clearly defined terminologies, including with the debated "ESG” concept. 
Various investing approaches fall under the umbrella term of "sustainable investing," leading to the use, and often 
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misuse, of different terms. Moreover, confusion arises within the sub-set of ESG investing itself. First, ESG is often 
equated with environmental topics only. Moreover, critics argue that the scope of ESG issues remains too broad, 
with a high and varying number of issues under each pillar (i.e., the environmental, social and governance pillars), 
resulting in a loss of clarity and strategic focus. The process of consolidating and refining definitions has started, 
including through the adoption of taxonomies (see section 4.2.4). 
 
Figure 18.  
A multifaceted system of sustainable finance norms 

 
Source: UNDESA 

Flawed ESG Ratings 
 
ESG ratings have so far not been able to contribute to better quality and robust information on sustainability 
issues nor deliver on their promise to lengthen the time horizons of investment benchmarks. ESG and SDG 
indices, along with sustainability-inclusive credit ratings, have a role to play in to strengthening and supporting 
access to reliable sustainability information, which is key to investors, particularly in the absence of audited 
sustainability reports. Additionally, sustainability-aligned benchmarks, as a subset of ratings, can contribute to 
lengthening investors’ time horizons and performance incentives.   However, these ratings face legitimacy issues, 
with ESG/SDG scores showing low correlation among providers at less than 60 per cent, compared to 99 per cent 
for financial ratings.228 Moreover, there are methodological challenges and transparency gaps in aggregation 
criteria and the underlying information (e.g., relating to estimates). These are particularly evident in SDG ratings, 
which may oversimplify companies' positive contributions by linking sector categorization to certain impacts, 
neglecting the specifics of a company's activities within that sector. Concerns about potential conflicts of interest 
have also been brought forward, as a few major players dominate both the credit rating and sustainability ratings 
markets. 229  There have been recent voluntary and regulatory efforts to tackle these outstanding issues, including 
a Code of Conduct launched in December 2023230 and regulatory action in several countries, following IOSCO’s 
recommendations (see Table 2 in section 4.2.4). 
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Political Polarization 
 
The field has become increasingly politicized amidst an "ESG backlash”. This is manifesting in some jurisdictions 
in scepticism regarding ESG integration, objections to evolving perceptions of fiduciary duty, and other, more 
opportunistic factors and ideologies.231 According to a recent survey,232 financial services and insurance industries 
have been most targeted by the backlash, with some financial institutions facing legal action for upholding ESG 
criteria. This has caused a visible shift in discourse, although it is still too early to assess long lasting effects on 
sustainability programs. In 2023, 30 per cent of asset managers removed references to “ESG” or “net zero” from 
their marketing materials and websites in the United States.233 Only 61 S&P 500 companies mentioned ESG in 
earning calls, a 60 per cent decline from 2021.234 

Systemic barriers 
 
Systemic factors continue to favor traditional investment strategies and limit the scale of sustainable investing. 
Costs of capital continue to favor traditional investments, as they do not yet systematically reflect long-term 
sustainability risks. This is especially the case for investments with shorter holding periods. According to an 
analysis by S&P Global Ratings, since 2010, borrowing costs for oil and gas firms in the U.S. and Europe have closely 
mirrored those of other debt issuers, with no premium for bonds issued by oil and gas companies.235 Conversely, 
an analysis of euro-area credit register indicates that banks have applied higher interest rates to firms with higher 
carbon emissions during the period of 2018-2022.236 This could be attributed at least in part to the longer loan 
terms for bank credits. Indeed, an analysis of the world’s largest public institutional investors revealed that more 
than half these asset owners consider the material impacts of sustainability issues, such as climate change, a 
determining factor in their investment strategies and portfolio selection.237 Extending investors’ time horizons is 
thus imperative to align their objectives with long-term sustainable development trends. 

4.2.4. Maturation 
 

Sustainable finance is showing signs of maturation. Despite the varying pace of change across regions and 
industries, several consistent trends are emerging: 

1. The streamlining and refinement of voluntary standards. Standard-setters have started the consolidation 
and sophistication of voluntary disclosure standards and management frameworks; 

2. The adoption of national and regional legislation. A burgeoning body of sustainable finance legislation is 
addressing issues related to the sustainable finance information infrastructure and broader investor 
duties. 
 

However, persistent challenges remain in aligning finance with global sustainability goals, requiring 
collaborative efforts among countries and continued public-private cooperation. The upcoming fourth 
international conference on Financing for Development (FfD) offers a timely platform for Member States to 
continue collaborating towards (i) widespread adoption and coordination of sustainable finance legislation to 
allow for interoperability and prevent fragmentation, while taking into account for regional and local specificities; 
(ii) mandatory disclosure standards with a double materiality vision at national level; (iii) facilitation of impact 
investing at scale; and (iv) adoption of a more systemic whole-of-government approach that makes sustainable 
finance policy part of a broader set of economic and financial policies that align all financial flows to national and 
international sustainability goals.  

Consolidating and clarifying voluntary standards 
 
An early signal of market maturation has been progress around the consolidation of disclosure standards for 
stronger ESG data infrastructure. Leading this effort are two primary standard-setters: the Global Reporting 
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Initiative (GRI), established in 1997 post-Exxon Valdez for corporate accountability, and the International 
Sustainability Standards Board (ISSB), founded in 2021 in response to investor-focused reporting demands at the 
UNFCCC COP26. The ISSB consolidated five major reporting standards, including: the Task Force on Climate-
Related Financial Disclosures (TCFD), the Climate Disclosure Standards Board (CDSB), which included the Carbon 
Disclosure Project (CDP), and the Value Reporting Foundation (VRF), which housed the Sustainability Accounting 
Standards Board (SASB), as well as the International Integrated Reporting Framework (IIRC). The ISSB's inaugural 
standards on sustainability-related financial disclosures (S1) and climate-remated financial disclosures (S2) were 
published in June 2023 and endorsed by IOSCO thereafter. 
 
Differing materiality visions should eventually converge into a double materiality approach, ensuring short-
term interoperability. Operating under the umbrella of the International Financial Reporting Standards (IFRS) 
Foundation, which also houses the International Accounting Standards Board, the ISSB supports financial (or single) 
materiality for investor-decision-making. This approach adopts an “inward” vision, prioritizing sustainability issues 
affecting entities’ cash flow and value. On the other hand, GRI focuses on impact materiality from an “outward” 
perspective, prioritizing matters that have an impact on the economy, society, and the environment, thereby 
catering to a wider range of stakeholders (see Figure 19). A third perspective, double materiality, integrates both 
perspectives, in a two-pillar structure with equal footing. This perspective was endorsed by EFRAG for its European 
Sustainability Reporting Standards (ESRS) in 2023, as well as by China’s three major stock markets in early 2024.238 
Given the coexistence of single, impact, and double materiality approaches, interoperability is crucial in the short-
term. ISSB and GRI have made significant progress through an MoU, referencing GRI in ISSB standards, and 
developing targeted interoperability guidance, including for GHG emissions reporting.239 
 
Figure 19.  
Materiality visions 

 
Source: UNDESA 
 
Assurance standards are a key component to reporting standards, as mechanisms for auditing disclosures are 
essential to ensure data reliability and comparability. IOSCO has begun to work to coordinate and promote global 
consistency for sustainability assurance standards, similarly to what it has done so far with sustainability reporting. 
IOSCO began work in 2022 on assessing whether the existing sustainability assurance ecosystem is fit for purpose 
or whether further enhancements, including through standard setting, will be required. IOSCO has engaged key 
stakeholder groups, including the International Auditing and Assurance Standards Board and the International 
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Ethics Standards Board for Accountants. The International Auditing and Assurance Standards Board (IAASB) is 
currently developing a standard for assurance on sustainability reporting, with plans to publish it before the end 
of 2024.240 The assurance standard will apply to sustainability information prepared under different reporting 
standards, including the ISSB’s. As jurisdictions transpose and adapt voluntary standards in national legislation, 
they can also opt to tailor assurance requirements to their specific legislative provisions, such as the EU with CSRD. 
 
Moreover, a wide range of initiatives have emerged to strengthen and deepen the field’s data information 
architecture. Guidance by international organizations has emerged to help investors navigate the landscape of 
voluntary standards, including studies 241 and a wide range of databases (see for example UN Global Sustainable 
Finance Observatory242 and the Global Economic Monitor243). 
 
Beyond data, clarification is also underway for management frameworks, but persistent fragmentation 
highlights the need for consolidation. While reporting standards have been a focal point in sustainable finance 
discussions, they constitute just one element in investors' sustainability management toolkit. Management 
frameworks provide comprehensive guidance for designing and implementing sustainability systems, 
encompassing aspects from strategy-setting and governance to operationalization throughout the investment 
process. They are necessary to ensure that disclosure is coupled with actual management of sustainability impact, 
as studies have shown that disclosure alone is not sufficient to influence lending. 244  In the impact space, 
translating the SDGs—used by 75 percent of impact investors as a baseline framework 245—into effective 
guidelines for financial institutions has led to a proliferation of impact management frameworks. Industry groups 
like the Impact Management Platform (IMP) and the Global Investors for Sustainable Investment (GISD) Alliance 
have worked to enhance clarity with a System Map246 and an SDG Navigator,247 respectively, which summarize 
and categorize available resources. However, despite strides in transparency, fragmentation endures, highlighting 
the need for consolidation, akin to the approach taken with reporting standards. Early indications of consolidation 
have been noticed, such as for instance the announcement by the Global Impact Investing Network (GIIN) that it 
would host the IFC Operating Principles for Impact Management from 2022.248 

Accelerating the adoption and harmonization of sustainable finance legislation 
 
Sustainable finance is increasingly embedded in regulatory and legislative frameworks. Countries are 
strengthening the financial sector’s role in advancing sustainable development. Several databases have emerged 
to record progress made.249,250  As of July 2023, the Green Finance Measures Database registered over 780 
sustainable finance policy measures in 109 countries, a 70 per cent increase since 2015.251 Taxonomies and 
disclosure legislation have been at the heart of legislative efforts, with at least 30 taxonomies and 200 frameworks, 
standards and guidelines on sustainability and climate disclosures in place across 40 countries. By setting out clear 
and transparent criteria for sustainable economic activities, such regulatory frameworks can enable the 
development of a reliable and credible market for allocating capital to the sustainability transition. Table 2 below 
provides an overview and example of sustainable finance legislation along four main categories: alignment 
definitions (e.g., taxonomies), data availability and reliability (e.g., disclosure legislation, investment product labels, 
greenwashing) and data comparability (e.g., regulating ESG ratings), as well as investor duties (e.g., stewardship-
related legislation). Such sustainable finance policy tools are be complemented by wider national strategies or 
frameworks mainstreaming sustainability considerations, as well as other sector-specific and product-specific 
measures. 
 
Table 2.  
Sustainable finance legislation – Key Policy Categories & Prominent Examples 

Legislation Description Prominent examples 
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Category 1: Alignment 

Taxonomies  Classification systems 
for sustainable 
economic activities, 
defining alignment 
criteria based on shared 
sustainability goals. 

Green taxonomies 
• EU Green Taxonomy  
• Colombia Green Taxonomy  
Social Taxonomies 
• Georgia Sustainable Finance Taxonomy 
Transition taxonomies (with traffic light system) 
• Singapore Green & Transition Taxonomy 
SDG Taxonomies 
• China Technical Report on SDG Finance Taxonomy 

Category 2: Data Availability 

Disclosure 
legislation 

Corporate and investor 
sustainability disclosure 
requirements, including 
mandatory assurance 
provisions. 

• Countries accounting for nearly half of the world’s GDP 
have either passed or proposed sustainability-related 
disclosure legislation, with many jurisdictions 
contemplating ISSB adoption 

• A prominent example is the EU Corporate 
Sustainability Reporting Directive (CSRD) (and its 
European Sustainability Reporting Standards) 

Category 3: Data & Product Reliability and Comparability 

Greenwashing 
& Conduct-
related 
legislation 

Financial and consumer 
product classifications 
(e.g., regulating fund 
classification systems, 
regulating eco-labels) 

• UK FCA Financial Conduct Authority (FCA) 
Sustainability Disclosure Requirements (SDR)  

• Switzerland’s Federal Department of Finance (FDF) 
sustainable investment labelling rules 

• EU Sustainable Finance Disclosure Regulation (SFDR) 
and EU Proposed Directive on Green claims (consumer 
products) 

ESG rating 
legislation 

Regulating ESG service 
providers’ methods and 
transparency 

• Regulatory action emerging in different countries 
including Japan, Hong Kong as well as the EU 

Category 4: Investor duties 

Stewardship-
related 
legislation 

Outlining good practice 
for investor engagement 
with companies and 
related issues, such as 
proxy voting 

• UK Stewardship Code  
• European Union Shareholder Rights Directive II 

(2017/828/EU)  

Source: UNDESA 
 
The growing regionalization of sustainable finance legislation already unveils disparities and fragmentation 
among jurisdictions, highlighting the need for global interoperability. Sustainable finance legislation is being 
tailored to regional priorities, as seen by the different taxonomies adopted by the EU, Latin America, and Asia-
Pacific, each emphasizing different social or environmental aspects reflecting their unique local fabric. While 
regionalization is legitimate and important, without effective coordination it risks causing fragmentation and high 
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compliance burdens for investors. This would reverse progress made on standards’ consolidation and heighten 
the risk of investors underestimating the sustainability credentials of funds (IOSCO already warns of emerging 
"green muting" and "green bleaching" practices). 252  This emphasizes the necessity for, at minimum, global 
collaboration on interoperability, while simultaneously exploring a global foundational framework which would 
also leave room for regional adaptation. For example, a global taxonomy could link all industry activities to a global 
framework such as the SDGs, helping regions to harmonize their own visions across regional taxonomies. There is 
already a growing focus on harmonization and interoperability of policies and regulations across jurisdictions to 
accelerate flows of sustainable finance. 
 
With uneven progress across regions, promoting universal coverage requires addressing several challenges. As 
of today, the majority of sustainable finance legislation is being adopted in developed economies (62 per cent of 
109 countries).253 Successful implementation of sustainable finance legislation requires bolstering institutional 
means, legal frameworks, and capital markets, through enhanced capacity building support and technical 
guidance. The UN Global Sustainable Finance Observatory (GFSO) informs UN capacity building efforts on 
sustainability disclosure, taxonomies, carbon pricing and sector and product specific measures. Stock exchanges 
can also play an important role in helping markets navigate new ESG requirements. The number of exchanges that 
have written ESG disclosure guidance, mandatory ESG reporting, ESG training, and related bond and equity 
offerings has increased in the past few years. Moreover, support from development cooperation providers is 
needed to build capacity in developing countries to access sustainable finance, including the use of innovative 
instruments, such as insurance and investment based on results, to mitigate risk and attract external resources 
aligned to the SDGs without increasing debt distress. Strengthening the climate information architecture and 
aligning the practices and products of financial and information intermediaries can contribute to scaling up 
blended finance for climate mitigation and adaptation in emerging markets and developing countries (see 
Network for Greening the Financial System Technical Document on Scaling up Blended Finance for Climate 
Mitigation and Adaptation in Emerging Markets and Developing Economies). 
 
Legislative efforts should incentivize impact across asset classes, in line with Agenda 2030 and global climate 
goals, while being carefully crafted to avoid distortions. Only 14 percent of impact investors perceived progress 
in government support over the last decade.254 A global taxonomy linking global industry activities to the SDGs 
could be the first step towards improving the identification of SDG-aligned investments, supported by policies 
financially incentivizing them. These include: (i) developing the supply of capital, such as through risk-sharing 
mechanisms, adjusted market costs and improved transaction efficiency or guarantees; (ii) developing related 
pipelines and capacity of capital recipients. To address current funding gaps, a specific focus could be placed on 
channelling impact funds towards underfunded sectors, particularly those requiring private investment to 
complement public funds (e.g., climate adaptation and disaster risk reduction activities). Nevertheless, such 
incentives should be carefully crafted to avoid distortions and stability risks for the global financial system. 
 
New disclosure legislation should aim to facilitate the measurement of the private sector's progress towards 
impact and climate goals, by adopting an impact or double materiality perspective. Countries accounting for 
nearly half of the world GDP are adopting disclosure legislation, with many having already pledged the 
transposition of ISSB standards. Jurisdictions already contemplating ISSB adoption can leverage current progress 
and integrate additional provisions for a double materiality vision. While this might be misconstrued as imposing 
additional burdens on investors, it aligns with the objective of preventing fragmentation across jurisdictions and 
reducing investor confusion, which in turn decreases the transaction costs of high compliance burdens (i.e., global 
investors having to prepare different sustainability reports to comply with varying single and double materiality 
requirements across different jurisdictions). Additionally, the double materiality approach mitigates medium to 
long-term transition risks for policymakers and investors. It sides with transition-aligned legislation, which will 
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progressively demand increased accountability from companies regarding their externalities and contributions to 
global climate goals. 
 
Beyond policies focused on improving or widening the field, sustainable finance must become integrated into 
broader efforts to achieve sustainable transformations. Regulatory frameworks need to consider the roles of 
actors across the financial system including banks, insurers and banks – to align financial flows with national, 
regional or global sustainability objectives. Sustainable finance policy must be seen as part of a whole-of-
government approach and a wider set of economic and financial policies that together create enabling conditions 
for sustainable transformations. Sustainable finance policy reform has already moved from a siloed approach led 
by environmental ministries to a key consideration for financial policy makers. This includes the consideration of 
the interplay between sustainability and financial stability (see also chapter III.F), such as through climate 
transition plans (see for example the recommendations of the Network for Greening the Financial System on 
transition plans for banks255 or Glasgow Financial Alliance for Net Zero Net-zero Transition Plans report256). It also 
includes broader fiscal and regulatory policies to create the ‘right’ (sustainability-aligned) incentives for real 
economy actors, and financial sector and macro-economic policies supportive of sustainable transformations that 
create investment opportunities for sustainable finance at scale.  
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III.C. International development cooperation 
 

1. Key messages and recommendations 

International development cooperation has grown since the adoption of the Monterrey Consensus in 2002. At 
the same time, the demands on development cooperation have also increased substantially, including due to ever-
growing impacts of the climate crisis and an expanding and more ambitious global development agenda. Most 
recently, the COVID-19 pandemic, the war in Ukraine, and the cost-of-living crises have placed unprecedented 
demands on international development cooperation. Urgent action is needed to boost all types of international 
development cooperation and to use them as effectively as possible, not least by fulfilling long-standing 
commitments on official development assistance (ODA) and climate finance.  
 
Official development assistance (ODA) has reached new heights, but still falls short of both needs and 
commitments and is under pressure to respond to growing needs. In 2022, ODA provided by members of the 
Organization for Economic Cooperation and Development (OECD) Development Assistance Committee (DAC) 
reached $211 billion. It has more than doubled in real terms compared to the beginning of the millennium. Yet, in 
a more crisis-prone world, there are concerns that growing expenditure on refugees and humanitarian aid, as well 
as climate mitigation, will come at the expense of support for long-term investments and support for other 
development priorities. This highlights the urgent need to increase the total ODA envelope to ensure additional 
resources are available to address mounting challenges, and that these resources are targeted appropriately to 
countries most in need. Collectively, donors have also continued to fall short of ODA commitments, with a 
decreasing number of countries – four in 2022 – meeting the UN target of providing 0.7 per cent of GNI as ODA.   
 
Countries that are particularly vulnerable to the adverse effects of climate change and to debt vulnerabilities, 
such as the least developed countries (LDCs) and the Small Island Developing States (SIDS) need more 
concessional resources and grants. To better take into account vulnerabilities of countries, such as LDCs and SIDS, 
measures of vulnerability could be considered to inform allocation decisions for concessional financing. At the 
same time, innovative financing instruments and mechanisms should be explored to raise additional resources for 
financing sustainable development. The fourth international conference on financing for development could build 
on recent and renewed interest in innovative financing to bring mechanisms to scale.  
 
The multilateral development banks (MDBs) are in a unique position to accelerate investments in sustainable 
development. MDBs remain a critical source of affordable long-term finance for developing countries, as well as 
countercyclical support in times of crisis. At the same time, paid-in capital bases of MDBs have not increased in 
line with the expansion of the global economy or growing investment needs. Recent global shocks have increased 
the urgency for MDBs and their shareholders to review their scale, roles, and functions, to adapt and respond to 
the challenges in achieving the SDGs. In response, the MDBs have begun to undertake a wide range of reforms to 
expand their financial capacity as well as to enhance their development impact, including through addressing 
global public goods, aligning lending and operations with the SDGs and improving the measurement of 
development and climate impact. The upcoming 21st replenishment of the World Bank’s International 
Development Association (IDA), which is the primary source of concessional finance for LDCs and other lower-
income countries, will need to be the largest ever to help meet SDG financing needs. The fourth international 
conference on financing for development should galvanize progress on these efforts to achieve ambitious 
outcomes.   
 
Development co-operation needs to step up its political and financial engagement in mobilising other (public 
and private) financial resources for sustainable development. The Addis Agenda recognized the importance of 
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international public finance being catalytic. While there have been many good examples of such catalytic use of 
development cooperation, they remain too limited in scale and scope. Political engagement at home as well as 
technical assistance is needed to ensure that development cooperation does help mobilize other resources, e.g., 
additional tax revenue by providing capacity support in this area, sustainable finance by deepening local markets, 
and mobilization of private investment at scale and for impact, through a new approach to blended finance 
focused on impact.  Support for sustainable trade and responsible business conduct can ensure trade and 
investment flows contribute to sustainable development.  
 
Climate finance – and the alignment of international development co-operation with climate and biodiversity 
goals – are not keeping pace with the escalating impacts of climate change. While climate finance has grown 
over time and an increasing share of climate-related development finance also targets biodiversity goals, 
commitments have yet to be fully met. Climate finance flows, mainly adaptation finance, remains grossly 
inadequate, particularly for the most vulnerable countries causing a further widening of the financing gap. While 
the creation of the Loss and Damage Fund marks a historic milestone, more financial commitments will be crucial.  
At the same time, the increasingly complex and fragmented global climate finance architecture has not only 
created monitoring and reporting challenges, but has also made coordination and access to finance more difficult 
for developing countries, especially LDCs and SIDS.257 Several proposals have been made to improve the climate 
finance governance structure.258  Concerns also remain over how to ensure additionality of support for climate 
change mitigation and other areas that have a global public good character. The fourth international conference 
on financing for development provides an opportunity to address these challenges, including additionality, and 
ensure that climate finance is effectively delivered at scale.  
 
The effectiveness of development cooperation must be revitalized to pursue better development results and 
strengthen trust in a rapidly changing financing landscape. International development cooperation has changed 
in multiple ways over the last decade, with a more diverse set of providers, different modalities and more complex 
instruments, which have increased burdens on developing countries. Amidst all these changes, delivering support 
effectively remains as important as ever, including to better allocate and mobilise more resources, yet attention 
to the quality, impact and effectiveness of development cooperation has been lagging.  
 
This chapter will give a brief overview of ODA trends over the past two decades within the context of a more crisis-
prone world. It then elaborates on the role of MDBs, including as critical source of affordable long-term finance 
to developing countries.  It also discusses developments in the area of blended finance and mobilized private 
finance. The chapter concludes with a discussion of South-South cooperation and, lastly, of finance for climate 
change and biodiversity. 
 

2. Official development assistance  

ODA trends in a more crisis-prone world  
 
While ODA has risen to record highs in recent years, it has failed to keep pace with escalating needs, and 
continues to fall short of commitments. ODA levels have risen significantly over the past three years, driven by 
responses to multiple crises, including the COVID-19 pandemic and the war in Ukraine. In 2022, ODA provided by 
members of the Organisation for Economic Co-operation and Development (OECD) Development Assistance 
Committee (DAC) rose by 17 per cent in real terms to reach an all-time high of $211 billion, as calculated by the 
new grant-equivalent measure (figure III.C.1). However, this sharp increase was largely attributed to a surge in 
donor countries’ spending on processing and hosting refugees, as well as aid for Ukraine. ODA to Ukraine from 
DAC countries surged from less than $1 billion in 2021 to $17.8 billion in 2022. Excluding in-donor refugee costs, 
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ODA in 2022 increased by 7.3 per cent in real terms compared to 2021. Recent increases in ODA continue a 
broader upward trend since the adoption of the Millennium Declaration in 2000. Based on the previous cash-flow 
methodology, total net ODA to developing countries has more than doubled in real terms compared to two 
decades ago (figure III.C.2). But most OECD DAC members are not meeting their international commitments. Since 
2000, DAC donors, on average, have consistently failed to provide 0.7 per cent of gross national income (GNI) as 
ODA and 0.15–0.20 per cent of GNI to the LDCs (table III.C.1). In 2022, four countries met or exceeded the 0.7 
per cent target and only two donor countries, Luxembourg, and Sweden, met or exceeded both targets. 
  
Figure III.C.1 
Official development assistance on grant equivalent terms, 2018 – 2022   
 

 
Source: OECD Creditor Reporting System database.  
 
Figure III.C.2 
Official development assistance on a cash basis by component, 2000 – 2022   
(Billions of United States dollars, 2021 constant prices) 
 

 
Source: OECD Creditor Reporting System database.  
 
Figure III.C.3 
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CPA, humanitarian ODA and in-donor refugee costs, as shares of official development assistance , 2010 – 2022   
(Billions of United States dollars, 2021 constant prices, and per cent) 
 

 
Source: OECD  
 
Table III.C.1: OECD DAC performance against international commitments  
 

 Target 2000 2007 2012 2016 2020 2021 2022 

ODA as a share of GNI  0.7 0.22 0.27 0.28 0.32 0.33 0.33 0.37 

No. of countries that met 
target 

 4 5 5 5 6 5 4 

ODA to LDCs as a share of GNI 0.15 - 0.20 0.05 0.08 0.09 0.09 0.09 0.09 0.08 

No. of countries that met 
target  

 7 9 8 6 6 5 3 

Source: OECD Creditor Reporting System database.  
 
There are growing concerns that in a more crisis-prone world, persistently higher spending on refugees and 
humanitarian aid will come at the expense of support for long-term SDG investments. Amid a series of 
humanitarian crises and more prolonged conflicts, in-donor refugee costs and humanitarian aid as a share of total 
net ODA have increased from just over 9 per cent in 2000 to 25 per cent in 2022 (figure III.C.2 and III.C.3). This 
trajectory poses a risk of diverting ODA support away from the poorest and other vulnerable countries, and for 
investment in the SDGs and climate action. In 2022, DAC countries’ bilateral aid to the LDCs and sub-Saharan Africa 
fell by 5.2 per cent and 8.6 per cent, respectively. This highlights the urgent need to increase the total ODA 
envelope to ensure additional resources are available to address the mounting challenges to sustainable 
development. Given the difficulty to budget for volatile humanitarian funding and in-donor costs, setting targets 
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on country-programmable aid (CPA) in addition to total ODA could reduce the risk of diversion of resources from 
important multi-year projects for sustainable development.259 
 
As more countries pass per capita income “graduation” thresholds, more efforts are needed across all contexts 
to ensure a smooth and sustainable transition from requiring international support. In the context of 
international development cooperation, “graduation” encompasses three separate events namely, graduation 
from: i) ODA eligibility; ii) multilateral concessional assistance, including concessional windows at MDBs (see MDB 
section); and (iii) LDC status.260 A country’s gross national income (GNI) per capita is a key metric in determining 
graduation in the former 2, and also plays a role in LDC graduation (which also includes measurement of a 
country’s human resources and vulnerability).261 There is a need to strengthen the support provided to countries 
as they undergo graduation in all contexts, including by enhancing emphasis on pre-graduation planning, capacity 
development, and extending exceptional and temporary support measures.262 As income per capita increases, 
some countries lose access to concessional finance, which enhances the risk of financing gaps in critical areas of 
sustainable development, such as health and education. Graduates that are highly vulnerable to climate-related 
disasters and shocks and other natural disasters face additional challenges. In response, in the 2020 and 2023 
OECD triennial reviews of the DAC list of ODA-eligible countries, a few SIDS countries were granted a delay in their 
graduation from ODA eligibility. ODA providers are also increasingly including greater flexibilities for different risks 
and vulnerabilities that graduated countries may encounter. In 2018, the DAC agreed on a set of rules and criteria 
for reinstating a country on the DAC List of ODA recipients that had graduated, particularly if the country has 
suffered a large negative per capita income shock. As discussed below, there are exceptions for multilateral 
concessional assistance that, for example, allow SIDS to access concessional funding even if they exceed income 
thresholds. However, there is a need to strengthen and institutionalize support provided to countries as they 
undergo graduation in all contexts.263 This could include enhancing emphasis on mobilisation of broader public 
and private resources, pre-graduation planning, capacity development in areas where financing constraints may 
be greatest, and extending exceptional and temporary support measures for countries in transition.  
 
Vulnerability criteria could be used to complement income measures in allocation decisions for concessional 
financing. Growing systemic risks and more frequent and severe natural hazards have increased the urgency of 
incorporating vulnerabilities into access to concessional finance. For SIDS, in particular, their small size, 
remoteness, and high vulnerability to climate-related shocks have constrained their capacity to mobilize public 
resources domestically. Hence, many low- and middle-income SIDS rely on ODA to a significant extent, while other 
high-income SIDS saw significant accumulation of external debt. The new Multidimensional Vulnerability Index 
(MVI), which offers a comprehensive approach to characterize and measure vulnerabilities, could complement 
income-based criteria to determine more accurately the needs for accessing additional sources of financing and 
highlights the steps that countries must take to build structural resilience. In its final report published in 
September 2023, the High-level Panel of Experts found that 70 per cent of SIDS, 63 per cent of LDCs and 50 per 
cent of LLDCs scored above the median, highlighting their structural vulnerability and lack of resilience across 
multiple sustainable development dimensions.264 However, any decision to incorporate vulnerability criteria in 
allocation decisions must be carefully analysed for impacts on all eligible countries, and ensure alignment with 
eligibility criteria of allocation frameworks.   
 
Focus areas of ODA allocation have shifted in response to changing global priorities and emerging challenges. 
Country programmable aid (CPA), which excludes donor refugee costs, humanitarian aid, debt relief and 
administrative costs, is the portion of aid that donors can programme for individual countries or regions, and over 
which partner countries could have a greater say. CPA has declined compared to its peak in 2009, coinciding with 
the growing focus of aid providers on humanitarian aid and refugee expenditure. In volume terms, CPA to 
developing countries has increased significantly over the past twenty years, mirroring the overall increase in ODA, 
and reaching a total of $97 billion in 2022 (figure III.C.4). CPA to most developing regions, including LDCs, LLDCs, 
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and Africa, grew at a rapid pace in the 2000s, but declined for many recipient countries in the post-global financial 
crisis period: between 2011 and 2019 total CPA to the LLDCs and the SIDS contracted at an annual average rate of 
1.2 per cent and 3.0 per cent, respectively. Amid the impact of recent crises and competing demands, a more 
constrained ODA budget environment could further decrease CPA to vulnerable countries.  
 
On a sectoral basis, aid to social sectors remains the largest category of ODA to developing countries. Support 
to social sectors is crucial to help vulnerable countries strengthen their systems and build resilience to future 
shocks. Prior to the pandemic, ODA for the social sectors, including health and social protection systems, was on 
a declining trend, particularly for the LDCs, LLDCs and SIDS. This trend has partially reversed over the last three 
years driven by responses to COVID-19. Overall, aid flows do not, at the aggregate level, seem to be well-matched 
with recipient country priorities, even though alignment with country priorities is acknowledged to be a key factor 
in the quality and effectiveness of development cooperation. For example, since 2009, LLDCs have experienced a 
steady decline in assistance channelled to the transport and storage sector, despite the acute logistical and 
infrastructure challenges faced by these countries. The adoption of integrated national financing frameworks 
informed by national development cooperation policies can guide allocation of ODA and other forms of 
international development cooperation to better support country priorities and national sustainable development 
strategies. 
 
Figure III.C.4 
ODA by sector, on a cash basis, 2002-2022 
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Source: OECD Creditor Reporting System database. 
 
The share of ODA commitments with gender equality objectives has declined following the COVID-19 crisis. 
Since 2011, the volume and share of DAC countries’ ODA commitments with gender equality as a policy objective 
had steadily increased, reaching $60 billion on average per year or 45 per cent of total bilateral allocable aid in 
2019 – 2020 (figure III.C.6). However, while volumes have continued to increase, the share fell to 43 per cent 2021 
– 2022, down from 45 per cent in 2019-20. By sector, the integration of gender equality is particularly weak in the 
humanitarian and energy sectors, despite evidence that integrating gender equality objectives in programming 
across every sector can strengthen the effectiveness and sustainability of interventions.265 266 Amid an increase in 
competing needs, there are also growing risks of distortion, dilution and diversion of finance, which would affect 
both the quality and quantity of financing for gender equality.267 To address this, donor countries should intensify 
efforts to prioritize gender-focused ODA commitments and enhance gender policy safeguards. Leadership 
commitment by donors and well-designed adaptive programming are crucial in helping to advance ODA for gender 
equality.268  
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Figure III.C.6 
Volume and share of ODA commitments with gender equality and women's empowerment as principal and 
significant policy objective, 2011-2022 
(Billions of United States dollars, 2021 constant prices) 

 
Source: OECD Creditor Reporting System database. 
 
Amid a rapidly changing development finance landscape, there are multiple ongoing efforts to update and 
improve measurements of official support. In 2012, the OECD DAC began a process to modernize the way ODA 
is measured and reported.269 The main objectives of this process are to ensure the integrity and comparability of 
DAC members’ data on development finance, create the right incentive mechanisms for effective resource 
mobilisation and better reflect the changing development cooperation landscape. This includes the increasing 
significance of non-DAC providers, more diversified financial instruments, the importance of debt sustainability 
and the growing overlap between development policy objectives and other policy areas.270 The DAC clarified the 
eligibility rules for peace and security (2016) as well as in-donor refugee costs (2017) and migration-related 
activities (2022),  introduced the grant equivalent system for measuring ODA for a fairer reflection of actual efforts 
by donor countries and a more realistic comparison of grants and loans (2014)2, reached a consensus on the 
treatment of debt relief which introduced a hard ceiling equal to the nominal value of the original loan for debt 
relief of ODA claims (2020), and agreed on revised methods for treating PSI in ODA, which will become effective 
in 2024.   In parallel, there have also been efforts to develop a broader measure of cross-border resource flows 
beyond ODA, and support to the provision of global public goods, in total official support for sustainable 
development (TOSSD) (see Box III.C.1). 
 
An important improvement to the SDG indicator framework was adopted in 2022 with a new indicator 17.3.1 
on additional financial resources mobilized for developing countries from multiple sources, which includes a 
clear set of cascading sustainable development criteria to only count flows aligned with the SDGs. It contains 6 
separate sub-indicators for data on a. Official sustainable development grants, b. Official concessional sustainable 

 
2 The introduction of the grant equivalent system and of a quantitative definition of concessionality aimed at 
correcting major inconsistencies in DAC members’ interpretation of the term “concessional in character” within 
the ODA rules. 
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development loans, c. Official non-concessional sustainable development loans, d. Foreign direct investment, e. 
Mobilised private finance (MPF) on an experimental basis, and f. Private grants. UNCTAD and OECD as co-
custodians have undertaken to ensure that there are no overlaps in global reporting for this indicator in cases 
where countries or multilaterals provide their information to both organizations. 
 
Box III.C.1. Broader measures of development support  
 
Total official support for sustainable development 
 
Initiated by the OECD and developed by an international task force of experts created in July 2017, total official 
support for sustainable development (TOSSD) aims to capture both cross-border resource flows to developing 
countries and support to international public goods and global challenges. It includes concessional and non-
concessional support from traditional and emerging bilateral and multilateral finance providers, including South-
South and triangular cooperation providers. It also captures private finance mobilized by official interventions. 
TOSSD data on 2022 flows was published in February 2024, covering activities from 119 respondents, including 58 
countries and 61 multilateral organizations. Several pilot studies have also been conducted, including to ensure 
appropriate review of TOSSD data by developing countries.a TOSSD 2022 data includes activity-level information 
for $438 billion of official support and an additional $62 billion of private finance mobilized by official 
interventions.b TOSSD is one of the data sources for indicator 17.3.1.  
 
From 2024 onwards, the TOSSD standard will be governed by the International Forum on TOSSD (IFT) with a 
balanced representation of provider and recipient countries (including dual provider/recipients) and international 
organisations. Civil society organisations will have a permanent observer seat in all bodies of the IFT.c 

 

a See the TOSSD website at https://tossd.org/pilot-studies-data-stories/  
b TOSSD data available at https://tossd.online 
c Terms of Reference of the International Forum on TOSSD available at 
https://tossd.org/docs/TORS_IFT_Oct_2023_final.pdf  
 
END BOX 
 
Humanitarian finance  
 
Large-scale crises and emergencies have driven unprecedented humanitarian needs globally, but funding has 
not kept pace. Over the past two decades, financing requirements for the United Nations-coordinated 
humanitarian response plans have risen about thirty-fold, from $2 billion in 2000 to a record-high of $57 billion in 
2023.271 The growth in humanitarian finance needs has accelerated in recent years due to the war in Ukraine, 
protracted armed conflicts, the global food crisis, the climate crisis and increasingly frequent disasters, as well as 
health epidemics (including COVID-19, Ebola, cholera, monkeypox). It is estimated that 300 million people 
worldwide are in need of humanitarian assistance in 2024, close to double the 168 million in 2019.272 With the 
rise in humanitarian needs far outpacing funding, the humanitarian financing gap has widened to its highest ever 
(figure III.C.7). In 2023, only one third of requested funding was received, with the first decline in funding in 
thirteen years. With competing pressures on aid budgets, there is a high risk that new emergencies will both 
remain underfunded and further divert resources away from longer-term development funding and support for 
existing crises, including in the African continent.273 This requires comprehensive action to reduce risk, address 
root causes and build resilience in humanitarian contexts. 
 
 

https://tossd.org/pilot-studies-data-stories/
https://tossd.online/
https://tossd.org/docs/TORS_IFT_Oct_2023_final.pdf
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Figure III.C.7 
Humanitarian response plans: funding gap, 2000 – 2023 
Billions of United States dollars  

 
Source: United Nations Office for the Coordination of Humanitarian Affairs (OCHA). 2023. “Appeals and Response 
Plans 2023”. Financial Tracking Service, accessed 15 January 2024. 
 
Progress in strengthening the humanitarian financing model has been mixed. Given escalating needs and the 
evolving nature of crises, the international community has continued to explore new ways to improve the 
efficiency and effectiveness of humanitarian aid. Established in 2006, the United Nations Central Emergency 
Response Fund (CERF) remains a key instrument in funding very early responses to humanitarian emergencies. In 
2016, Member States committed to doubling CERF’s annual funding target from $450 million to $1 billion, but 
contributions fall far short of the target, totalling $612 million in 2022. CERF funds now account for just over 1 per 
cent of global requirements, down from 9 per cent in 2007.274 The Contingency Fund for Emergencies (CFE) of the 
World Health Organization (WHO), which was set up in 2015, has provided rapid responses to disease outbreaks 
and health emergencies, including the COVID-19 pandemic. Substantial progress has been made in delivering 
commitments of the 2016 Grand Bargain and the reformulated 2021 Grand Bargain 2.0, including improvements 
in cash assistance coordination, more flexible and multi-year funding, improved joint needs analysis, and more 
harmonized reporting. However, challenges remain in other areas, including lack of progress in ensuring 
participation of affected people and limited direct funding to local and national actors.275 Another key issue is the 
phenomenon of de-banking, sometimes as a result of unintended consequences of anti-money laundering or 
countering the financing of terrorism standards, or international sanctions, which highly complicates the delivery 
of humanitarian services. Political will and collective action over the next phase of the Grand Bargain (2023-2026) 
are needed to accelerate improvements to the humanitarian finance landscape. Innovative measures to expand 
the humanitarian finance toolbox should also continue to be explored, as called for in the 2016 Agenda for 
Humanity. These could include scaling-up investments in pooled-funding mechanisms, like CERF, which can help 
simplify and expedite emergency responses.276  
 
The most cost-effective actions to tackle growing humanitarian needs are preventative, such as investments in 
disaster risk reduction, peace, and security. Yet, insufficient attention is being paid towards prioritizing such 
investments. Despite the world experiencing the highest number of violent conflicts since 1945, DAC members’ 
spending on peacebuilding and conflict prevention in fragile contexts has declined to a fifteen-year low, 
accounting for 10.8 per cent ($5.27 billion) of its total ODA in 2021.277 Countries are recognizing the urgent need 
to shift away from reactive responses to crises towards scaling-up pre-arranged funding, such as through 
improved joint planning and systematically mainstreaming disaster risk reduction into the humanitarian system.278 
At the same time, anticipatory financing remains limited, even when studies have shown that a large number of 
humanitarian crises are foreseeable.279 
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Enhancing the coherence and complementarity between humanitarian assistance, development co-operation, 
and peace efforts in contexts affected by crises remains critical. The growing prevalence of protracted crises 
threatens to reverse gains in sustainable development, while blurring the line between humanitarian and 
development needs. In 2022, four out of five people in need of humanitarian assistance lived in countries 
experiencing protracted crisis.280 The New Deal for Engagement in Fragile States by the Group of Seven Plus, which 
was endorsed in 2011, laid out a first set of principles to guide development interventions in fragile or conflict-
affected situations. In 2017, the United Nations Joint Steering Committee to Advance Humanitarian and 
Development Collaboration was established to ensure that humanitarian assistance efforts and longer-term 
sustainable development programmes are more coherent, with the objective to achieve collective outcomes to 
reduce need, risk and vulnerability. Addressing humanitarian needs and human rights necessitates investments in 
promoting sustainable development recognizing the pivotal role of resilience. 

3. The role of MDBs 

MDBs are a critical source of affordable long-term finance to developing countries, as well as countercyclical 
support in times of crisis. The time-horizons of MDBs, as well as public development banks (PDBs), are longer 
than those of private investors, enabling them to provide long-term and concessional financing terms for 
investment that would otherwise not be competitive on a risk-return adjusted basis. MDBs deliver grants, 
concessional finance, and non-concessional finance at below-market rates, including for middle-income countries. 
MDBs have also provided vital countercyclical support to developing countries during crises, as evidenced by the 
sharp increase in disbursements following the global financial crisis in 2009 and the recent COVID-19 pandemic 
shock in 2020.  
 
The focus areas of MDB lending have evolved over the past few decades, amid a changing global landscape and 
more diverse set of development priorities. Historically and in line with their original mandates, the primary focus 
of many major MDBs, such as the World Bank’s IBRD and the ADB, was to provide financing for large-scale 
infrastructure projects. This broadened to include support for policies and programs to reduce poverty and 
strengthen health, education, and other human development programmes.281 In recent years, growing attention 
is also being paid align with sustainable development and the SDGs, and to consider how best to support global 
public goods, such as addressing climate challenges and pandemics. 
 
Over the past two decades, MDB lending has grown significantly, though funding has become less concessional. 
Annual disbursements increasing from $30 billion in 2000 to $96 billion in 2022 (figure III.C.8). The establishment 
of two South-led multilateral financial institutions over the past decade have provided additional sources of 
infrastructure finance, while contributing to the strengthening of South-South cooperation (see section 6). While 
concessional finance as a share of total MDB lending to developing countries rose in the early 2000s, it has since 
declined from a peak of 35 per cent in 2004 to 13 per cent of total MDB lending in 2022. Similarly, the share of 
grants to the LDCs and SIDS has also declined from peaks seen in the 2000s. The trend may reflect the challenge 
to provide higher volumes of financing, with no associated increase in the volume of donor contributions, leading 
to less concessional resources. 
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Figure III.C.8 
Lending by MDBs, 2000-2022 
(Billions of United States dollars, current) 

 
Source: World Bank, International Debt Statistics. 
 
IDA remains the largest source of concessional financing. The World Bank’s International Development 
Association (IDA) remains the primary source of concessional financing for lower-income countries. The most 
recent replenishment of IDA (IDA20) was finalized in December 2021, with a record-high $93 billion financing 
package for fiscal years 2022 to 2025. In the face of multiple global shocks, however, the World Bank Board has 
emphasized the need for donor countries to further boost the availability of IDA resources going forward. Further 
measures to strengthen IDA’s medium- to long-term financing capacity were assessed at the December 2023 mid-
term review of IDA20. At that time the next replenishment was launched, and IDA21 negotiations will continue 
through 2024. 
 
Development banks are in a unique position to accelerate investments in sustainable development. Scaling up 
MDB resources and better aligning MDB operations with the SDGs is critical to meeting heightened demands. 
Relative to the size of the global economy and relative to needs, the financial capacity of MDBs remains limited: 
with the exception of the African Development Bank, paid-in capital bases of MDBs have not increased in line with 
the expansion of the global economy, or with growing investment needs (figure III.C.9). The Addis Ababa Action 
Agenda already stressed that development banks should make optimal use of their resources and balance sheets, 
consistent with maintaining their financial integrity. It also encouraged MDBs to update and develop their policies 
in support of the sustainable development agenda, and establish a process to examine their own scale, roles, and 
functions in order to adapt and better respond to the challenges in achieving the SDGs. Recent multiple global 
shocks, including the COVID-19 pandemic and the growing climate crisis, have increased the urgency of such a 
review. The G20’s Independent Review of MDBs’ Capital Adequacy Frameworks (CAF) laid out proposals for the 
MDBs to optimize the use of their resources and balance sheets. In addition, the SDG Stimulus , the Bridgetown 
Initiative, the Summit for a New Global Financial Pact, and other initiatives have recognized the potential for PDBs, 
in particular MDBs, to expand lending to meet the investment needs for sustainable development.  
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Figure III.C.9 
Paid-in capital as a share of world gross product, select MDBs, 1960-2022 
Ratio 

 
Source: United Nations calculations; updated from the UN Secretary-General’s SDG Stimulus.  
 
In response, MDBs are undertaking reforms to expand their financial capacity. Efforts to enhance financial 
capacity include capital management reforms, guarantee programs, and the issuance of hybrid capital (see table 
III.C.2 for an overview of measures taken by MDBs). World Bank shareholders agreed to a reform package boosting 
its lending capacity at its Annual Meetings in October in Marrakech, including through the creation of a portfolio 
guarantee mechanism, increasing the limits on bilateral guarantees, the launch of a hybrid capital instrument 
(including via channeling SDRs, see also below), and a lowering of IBRD’s minimum loan-to-equity ratio. Going 
forward the institution will look at ways to better utilize callable capital. In total, measures being implemented or 
under consideration across the MDBs could yield $300-$400 billion of additional lending capacity over the next 
decade. 
 
Re-channelling of SDRs through MDBs has the potential to further expand lending capabilities, and is under 
active consideration. The African Development Bank jointly with the Inter-American Development Bank, has put 
forward an innovative proposal that allows countries to provide their SDRs as hybrid capital, which it can leverage 
to provide long-term financing for development and climate projects. The instrument would have a multiplier 
effect, leveraging SDRs by between three to four times, while maintaining the reserve asset status of SDRs. The 
MDBs are already prescribed holders of SDRs. In 2023, the IMF approved five new institutions to be prescribed 
holders, bringing the total number to twenty. While several major countries have expressed interest in channelling 
special drawing rights through MDBs, technical challenges remain.  
 
Table III.C.2  
Announced reform measures by major MDBs 

Bank  Increase lending 
capacity 

Improve terms of 
lending 

Align operations with 
SDGs 

World Bank - $157 billion increase 
over a decade282 
through its Evolution 
process 
 
- Eliminated the 
statutory lending limit 

- Exploring longer-
term loans with 
maturities of 35 to 40 
years 
 
- Implemented 
Climate Resilient Debt 

- Referenced SDG 
Stimulus in discussing 
reform ambitions283 
 
- Established a Co-
Financing Platform for 
MDBs, to facilitate 
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- IBRD lowered 
minimum equity-to-
loan ratio from 20 per 
cent to 19 per cent 

Clauses (CRDCs) for 
vulnerable countries 
 
- IDA offers 50-year 
loans with 10-year 
grace periods 

coordination across 
global and regional 
priorities 

African Development 
Bank (AfDB) 

- Aiming to increase 
funding by $1.5 to $4 
billion over the next 
decade284 
 
- Launched the 
Alliance for Green 
Infrastructure in Africa 
in 2022285 

- Offering 50-year 
maturities with 10-
year grace periods for 
ADF countries. in 
moderate risk of debt 
distress 

 

Asian Development 
Bank (ADB) 

- Set to provide $100 
billion over the next 
decade286 
 
 

 - Launched the 
Accelerating Climate 
Transitions through 
Green Finance 
initiative in Southeast 
Asia 

Asian Infrastructure 
Investment Bank 
(AIIB) 

- Introduced a new 
Guarantee Facility, 
along with the IBRD, 
providing $1 billion in 
guarantees287 
 
- Developed a new 
blended finance 
structure for green 
initiatives 

 - Discussed re-
channeling Special 
Drawing Rights (SDRs) 
through MDBs and 
scaling up blended 
finance with SDG 
impact 

European Bank for 
Reconstruction and 
Development (EBRD) 

- Removed its 
statutory lending limit 

- Expanded operations 
to sub-Saharan Africa 
and Iraq 

- Launched the 
Climate Adaptation 
Plan in 2022 

European Investment 
Bank (EIB) 

 - Established EIB 
Global for 
development beyond 
Europe 
 

- Committed to 
channeling 50 per 
cent of its lending 
towards climate-
related projects by 
2025 

Inter-American 
Development Bank 
(IADB) 

 - Since 2021, 
introduced Climate 
Resilient Debt Clauses 
to three countries 
 
- Established new 
financing mechanisms 

- Published the IDB 
Group Climate Change 
Action Plan in 2021 
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rewarding countries 
for nature and climate 
objectives288 
 

New Development 
Bank 

 - Planning to issue 30 
per cent of its loans in 
national currencies 
between 2022-2026, 
including South 
African rand and 
Indian rupee 
denominated bonds. 

 

Sources: MDB websites, CGD MDB reform tracker.  
 
Amid mounting challenges to sustainable development, MDBs are also taking steps to better align their lending 
and business practices with the SDGs and climate action. For example, the World Bank has a new vision to create 
a world free of poverty on a livable planet. To this end, it will create a Livable Planet Fund by opening the Global 
Public Goods Fund to governments and philanthropies. Resources from the Livable Planet Fund will be used as 
part of the framework for providing financial incentives for investments in global public goods, including helping 
countries better navigate the long-term social and human capital investments and incentivize exiting from coal as 
part of energy transitions. A new Corporate Scorecard aligned with the new vision and mission of the World Bank 
has been endorsed by shareholders in December.  The World Bank has also expanded its Crisis Preparedness and 
Response Toolkit with fast access to cash for emergency response, scaled-up access to pre-arranged financing for 
emergency response, and expanded catastrophe insurance.  
 
Improving the terms of lending of MDBs, including through the provision of longer-term and local currency 
loans, can provide more breathing space for developing countries.  MDBs are also considering a range of reforms 
to adjust the terms of their lending. This includes the provision of ultra-long-term loans to allow time for 
investments to have an impact on economic growth and development, with the World Bank exploring loan 
maturities of 35 to 40 years to help countries better navigate long-term social and human capital investment. 
Increasing financing in local currency, such as done by the New Development Bank, can reduce the risk of debt 
distress arising from currency volatility, while contributing to the lowering of borrowers’ debt risk profile. At the 
same time, the inclusion of climate resilient debt clauses in loan contracts of MDBs, which is now being pioneered 
by several of them, would provide breathing space for countries hit by natural disasters or other exogenous 
shocks.   
 
Eligibility to MDB concessional windows is primarily based on income per capita, but MDBs have increasingly 
incorporated elements of vulnerability into access criteria. As of December 2022, 36 countries had graduated 
from IDA. Since IDA's founding, 46 countries have graduated, and ten of these graduates have since re-entered, 
or “reverse graduated” from IDA.289 While a country’s graduation process from IDA begins when its income per 
capita exceeds an operational cut-off ($1,314 in fiscal year 2024), several exceptions exist, reflecting an 
acknowledgement of the impact of vulnerability on development. The Small Island Economies Exception (SIEE),, 
which has been in place since 1985, allows IDA-eligible Small Island Economies (SIEs) continued access to IDA even 
with higher incomes. 290 In 2017, Small Economy Terms were extended to IDA-eligible non-island Small States, 
which benefited Bhutan, Djibouti, Guyana, and Timor-Leste. In 2019, the SIEE was further extended to IBRD SIEs 
based on vulnerability along with income and creditworthiness criteria, which benefited Fiji. An exceptional 
allowance was also made to Jordan and Lebanon in response to the Syrian refugee crisis. In 2024, the SIEE was 
further extended to qualifying IDA and IBRD non-island Small States, i.e., a broader Small States Exception, 
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effective starting July 2024. Several regional development banks’ concessional facilities, including the ADB and the 
Caribbean Development Bank, also include exceptions that allow SIDS to access concessional funding even if they 
exceed income thresholds. Use of vulnerability measures to inform allocations of concessional finance, , could 
provide much-needed support to vulnerable countries, such as the SIDS. 
 
Closer cooperation across MDBs and PDBs can strengthen the entire development bank system and deliver 
greater impact. At the Marrakech meetings, 10 MDBs291 signed an agreement aimed toward better coordination 
and cooperation, covering five areas: scaling up financing capacity including use of hybrid capital and portfolio 
guarantees, while stepping up their joint approach to credit rating agencies; boosting efforts on climate and 
better tracking of outcomes beyond the current joint climate finance reporting; enhancing country-level 
cooperation; strengthening co-financing, including by standardizing processes; and joint mechanisms to mobilize 
private capital. In parallel to the MDB system, PDBs, including national development  banks, have a large 
footprint, with about 526 development banks and development finance institutions managing assets of $23 
trillion.292 The importance of cooperation among   the broader ecosystem of PDBs is increasingly recognized, 
with PDBs at the inaugural Finance in Common (FiC) Summit signing a joint declaration, committing to 
implementing a roadmap to improve the sustainability of their financing and to achieve collective results at 
scale.  
 

4. Blended finance and mobilized private finance 

The amounts mobilised from the FF sector by blended finance activities from the official sector have grown 
steadily over the last decade. However, these amounts remain far below expectations.  The potential for 
blended finance as an innovative solution to finance sustainable development, as well as principles for its use, was 
a main focus of the Addis Ababa Action Agenda in 2015. The main objective of blended finance, which involves 
the use of public development finance to crowd in additional finance, notably private finance, is to incentivize 
private sector investment in areas or projects that would otherwise not have been competitive with other 
investment opportunities, in support of national development priorities and the SDGs. Between 2012 and 2022, 
total private finance mobilized by bilateral and multilateral development finance providers grew at an average of 
12.55 per cent annually, to reach $61.5 billion in 2022 (figure III.C.10), . Of the total mobilized, 55.5 per cent 
targeted the energy and banking sectors, while 5.6 per cent went to projects in social sectors  (figure III.C.11). The 
lower share of blended finance in social sectors largely reflects the lack of a commercially viable financial return 
in many social sector transactions. 
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Figure III.C.10 
Amounts mobilized from the private sector by official development finance interventions, 2012-2021 
Billions of United States dollars, current 

 
Source: OECD.  
 
Figure III.C.11  
Mobilized private finance by sector, 2019 – 2021 average 
Billions of United States dollars, current 

 
Source: OECD.  
 
The expansion of blended finance has slowed in recent years, constrained by the challenging global 
macroeconomic context, with some estimates suggesting that deal volume halved in 2022. Convergence, a 
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global network for blended finance, highlighted that the increase in global interest rates have constrained the 
balance sheets of many global banks, which are a critical source of debt capital in blended finance.293 Mounting 
debt burdens, high inflation, and rising geopolitical uncertainty, have also contributed to the deterioration in 
investor risk appetite, leading to a decline in the availability of affordable capital in the emerging market 
economies.  Amidst these challenging macro-circumstances, the total volume of blended finance deals is 
estimated to have fallen by nearly half in 2022 compared to the previous year. 294  
 
Only a small proportion of private finance has been channelled to the LDCs. MICs attract most blended finance 
deals. Only about 15 per cent of private finance mobilized between 2018 and 2020 went to the LDCs, and through 
only a small number of large-scale projects. The low proportion of deals in LDCs reflects the fact that blended 
finance, like private finance, is drawn to areas with lower barriers to private capital mobilization. It can also 
indicate a tendency of blended finance to focus on less costly projects with lower-risk profiles, with projects LDCs 
often characterized by less attractive risk-return pofiles, and potentially lower developmental impacts. In this 
aspect, the Task Force has stressed that for blended finance to be applicable to LDCs, there must be a switch from 
a search for bankability to a search for quality and impact.  
 
A new approach to blended finance is needed in order to realise its potential to meet the growing demand for 
development support. As highlighted in earlier Financing for Sustainable Development Reports, the Addis Ababa 
Action Agenda sets several guiding principles for blended finance,295 which should be central in efforts to scale up 
blended finance. Among these principles include: first, blending needs to be aligned with country priorities and 
be part of broader national sustainable development strategies. Second, the primary focus of all blended deals 
should be development impact rather than quantity or degree of leverage. Third, analysis should always include 
measurement of the cost of blending versus other financing mechanisms as well as ensure that the public sector 
is not overcompensating private partners. In addition, different groups of actors have defined principles for 
blending for their own activities, including the 2017 OECD/DAC Blended Finance Principles for Unlocking 
Commercial Finance for the SDGs, and the 2017 DFI Working Group Enhanced Blended Concessional Finance 
Principles. The 2021 OECD-UNDP Impact Standards for Financing Sustainable Development, a guide and self-
assessment tool, could help increase SDG impact of investments, including through improved monitoring and 
transparency.  

5. South-South cooperation  

The evolution of SSC initiatives has been marked by a growing recognition of its transformative potential. The 
history of South-South Cooperation (SSC) dates back over seventy years, marked by the establishment of the first 
UN technical aid programme by the Economic and Social Council in 1949. Since then, SSC has evolved significantly, 
including through the adoption of the Buenos Aires Plan of Action (BAPA) for Promoting and Implementing 
Technical Cooperation among Developing Countries in 1978 and the establishment of the United Nations Office 
for South-South Cooperation in 2013. Another milestone was set at the High-level United Nations Conference on 
South-South Cooperation in 2009, which highlighted the crucial roles that national governments, regional entities 
and UN agencies play in supporting and implementing SSC and triangular cooperation. Following the adoption of 
the 2030 Agenda, this commitment was reaffirmed at the second High-level United Nations Conference on South-
South Cooperation (BAPA+40) in 2019, which emphasized the significance of SSC in accelerating progress towards 
sustainable development.  
 
SSC has expanded in scope, volume, and geographical reach. SSC has evolved substantially over the years to 
include a more diverse range of both governmental and non-governmental actors, while encompassing a larger 
number of developing countries. SSC has proven to be a valuable complement to North-South cooperation across 
both financial and non-financial areas of development cooperation. This was evident during the recent COVID-19 
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pandemic, when a wide range of SSC initiatives supported developing countries, including through providing 
finance, humanitarian relief, and medical supplies.296 There have also been growing efforts to measure South-
South cooperation flows in a comparable manner which have now led to the development of the voluntary 
Framework to measure South-South cooperation, developed and agreed upon by the countries of the global 
South, to reflect the rich modalities of South-South cooperation, and welcomed by all United Nations member 
States. 
 
South-led development banks have enhanced the availability of financial resources for long-term investments 
in developing countries. In 2015, two new South-led multilateral financial institutions were established with the 
primary objective of mobilizing resources for infrastructure and sustainable development, namely the New 
Development Bank (NDB) and the Asian Infrastructure Investment Bank (AIIB). In tandem with growing operations 
and member countries, the balance sheets of both banks have expanded consistently over the past few years. For 
the NDB, total assets have increased from $10 billion in 2017 to $26 billion in 2022, with total loans of $33 billion 
to more than 96 projects.297 To enhance its development impact, the NDB is not only expanding its membership, 
but has also committed to more financing in local currency loans. Meanwhile total assets of the AIIB have 
increased from $18 billion in 2017 to $47 billion in 2022.298As of end-2023, the AIIB has approved a total of 251 
projects with financing of over $50 billion, benefitting many MICs, LDCs, SIDS and LLDCs.299 At the same time, 
lending by regional and subregional development banks, such as those in Latin America and Africa, continue to 
play an important complementary role to multilateral institutions, as their regional knowledge enables them to 
likely be more effective in responding to regional needs and demands. 300 
 
The development of a United Nations Conceptual Framework to Measure South-South Cooperation marks a 
breakthrough in the measurement of SSC, allowing for the quantification of both financial and non-financial 
dimensions. Variations in approaches, modalities, and instruments of SSC across countries have made it 
challenging to develop a common definition and to quantify global trends of SSC flows. Progress in SSC 
measurement reached a milestone in 2021, when a voluntary Conceptual Framework was developed by a 
subgroup on South-South cooperation as part of the Inter-agency Expert Group on SDG Indicators Working Group 
on Measurement of Development Support. This Framework would inform SDG indicator 17.3.1, on “additional 
financial resources mobilized for developing countries from multiple sources”, which was adopted by the United 
Nations Statistical Commission in 2022. The Commission also welcomed this Framework and requested that it be 
enabled by the co-custodianship of the United Nations Conference on Trade and Development (UNCTAD) and led 
by countries from the global South.301  In 2023, UNCTAD, in collaboration with the United Nations Regional 
Commissions and other United Nations entities, launched a capacity development project to test the Framework 
in eight pilot countries in Africa, Asia and Latin America.  The project is intended to strengthen national 
coordination on data collection, while generating feedback on the feasibility and challenges of measuring financial 
and non-financial forms of SSC by applying the Framework in these countries. 302 In 2023, the Islamic Development 
Bank (IsDB) launched its South-South Cooperation Index, a composite measure to assess the existence, 
effectiveness, and growth of the elements of national SSC ecosystems of a country.303 Other innovative tools to 
measure SSC, including measurement of its effectiveness, are also being developed (Box III.C.2). 
 
There is also a subset of Southern providers that report to the OECD: over the past two decades, development 
assistance flows from the nineteen non-DAC countries that report to the OECD has risen from $1.1 billion in 
2000 to $17.7 billion in 2022.304 In recent years, a few developing countries, including Türkiye and the United Arab 
Emirates, have provided ODA of more than 0.7 per cent of their GNI. Arab providers account for almost half of 
non-DAC reported development assistance, with flows directed mainly through grants to the Middle East and 
North African region.305 As another major effort, China’s Belt and Road Initiative (BRI) has expanded to include 
over 150 countries across Asia, Latin America, Africa, and parts of Europe, since its launch in 2013. With the 
primary objective of boosting global connectivity and trade through infrastructure development, the BRI has 
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established over 3,000 cooperation projects and generated nearly a trillion dollars in investments. 306  In 2021, 
China launched the Global Development Initiative with the aim of revitalizing global development partnerships 
for the SDGs as well as to foster synergies though SSC.  
 
Box III.C.2 
Innovative tool to measure the effectiveness of South-South Cooperation  
 
Between 2020 - 2022, Colombia, a member of the Steering Committee of the Global Partnership for Effective 
Development Co-operation (GPEDC), led the development of a Self-Assessment Framework on the Effectiveness 
of its South-South Cooperation (SSC). With support from Switzerland and UNDP, the tool has been piloted in seven 
countries, namely Bangladesh, Cabo Verde, Colombia, El Salvador, Indonesia, Kenya, and Mexico.  
The tool utilizes responses to 61 questions to construct a multi-dimensional index of SSC effectiveness. Efforts to 
develop this tool involved the comparison of internationally-agreed principles of effective development 
cooperation and those of SSC, as summarized in the 2016 UN Framework of Operational Guidelines on United 
Nations Support to South-South and Triangular Cooperation,a as well as identifying common ideas between both 
spaces. It aims to contribute to the design and characterization of a more robust methodology to measure the 
effectiveness of SSC, as well as to provide insights into how a country manages the effectiveness of its SSC and to 
identify areas for potential improvement. b  
 
In the results, country ownership was found to be the most well-applied principle among respondents, potentially 
explained by the highly demand-driven nature of SSC.c The results, however, also revealed that ownership is 
interpreted as National Government-centric, with opportunities for improvement through consultations with local 
governments in areas where SSC activities are carried out, and with non-public stakeholders. The use of Data 
Governance Frameworks to standardize the use of data for informing SSC-related policy was identified as a key 
challenge, as only one out of the seven pilot countries has a Data Governance Framework finalized and in use.   
Colombia and Indonesia are currently leading efforts to further refine the tool, and expand its application and 
uptake in other countries, including in the Africa, Asia, Latin America and the Caribbean regions, in conjunction 
with the roll out of the 4th monitoring round of the GPEDC.  
 
a https://digitallibrary.un.org/record/826679?ln=en  
bhttps://www.effectivecooperation.org/system/files/2023-05/Thematic%20Initiatives%20-
%20SSC%20Self%20Assessment%20%28EN%29.pdf  
c https://www.effectivecooperation.org/SSC-Pilot-Self-Assessment-Summary-Report 
End Box 
 
Triangular cooperation is an important link between South-South and North-South cooperation. According to 
data compiled by the OECD, although triangular cooperation still constitutes a small share of development finance 
flows, its volume and usage has grown significantly over the past two decades. The largest share of triangular 
cooperation is with partners in the Latin America and the Caribbean region, and there has been a visible rise in its 
usage in sub-Saharan Africa and the Asia-Pacific region since 2018. While triangular cooperation is used across a 
range of sectors, most partners use it as an experience and knowledge-sharing instrument, particularly on how to 
support the government and civil society. The involvement of multiple partners may sometimes create 
coordination challenges, leading to higher implementation costs. To better assess the evolution of triangular 
cooperation and its effectiveness, there is a need for all partners to improve the monitoring and reporting of its 
use at the national level, and to encourage better monitoring at the regional and global level.307  
 
The United Nations system continues to support South-South and triangular cooperation. Most United Nations 
entities are mainstreaming SSC and triangular cooperation as implementation modalities towards realizing the 

https://digitallibrary.un.org/record/826679?ln=en
https://www.effectivecooperation.org/system/files/2023-05/Thematic%20Initiatives%20-%20SSC%20Self%20Assessment%20%28EN%29.pdf
https://www.effectivecooperation.org/system/files/2023-05/Thematic%20Initiatives%20-%20SSC%20Self%20Assessment%20%28EN%29.pdf
https://www.effectivecooperation.org/SSC-Pilot-Self-Assessment-Summary-Report
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SDGs. In 2022, 73 per cent of United Nations entities reported integrating South-South and triangular cooperation 
into their global strategic plans. 308   Many United Nations entities are also enhancing efforts to strengthen 
knowledge sharing, codify good practices, and broker South-South partnerships.309 For example, the “South-South 
Galaxy” platform, coordinated by the United Nations Office for South-South Cooperation (UNOSSC), promotes 
knowledge-sharing and partnership development, including through connecting Southern partners with financing 
mechanisms. The new United Nations Framework to Measure South-South Cooperation for SDG indicator 17.3.1 
has started bringing UN entities together to support member States in their efforts to quantify SSC. The 
Development Cooperation Forum (DCF) knowledge platform provides an interactive platform for South-South 
Cooperation among member states on more than 12 topics regarding development cooperation, supporting 
discussion forums, initiatives, experiences, and national policies. 310  Through regional agreements, the 
International Atomic Energy Agency (IAEA) supports countries in the Global South in building capacities to apply 
nuclear technologies and techniques in several areas, including agrifood systems and energy.  

6. Finance for climate change and biodiversity  

Mobilization of climate finance falls short of what is needed to effectively address the scale of climate 
challenges and remains grossly inadequate for the most vulnerable countries. There are large investment gaps 
in climate change mitigation and adaptation as well as in disaster risk reduction; lack of investment in climate 
action is threatening to become a vicious circle in many countries, as limited resources prevent countries from 
investing in resilience, in turn making them more vulnerable to climate shocks. Both public and private financing 
will be needed to close these investment gaps, not least significant concessional public finance for vulnerable 
developing countries. At the 2009 United Nations Climate Change Conference in Denmark (COP15), developed 
countries agreed to jointly provide and mobilize $100 billion a year by 2020 to support climate action in developing 
countries. While climate finance has grown significantly over time, the target is yet to be met. The latest OECD 
assessment of progress showed that climate finance provided and mobilised amounted to $89.6 billion in 2021, 
an increase of over 70 per cent compared to 2013 (fig III.C.12).311  
 
While public climate finance has increased strongly over the past decade, private finance mobilized continues 
to be significantly lower in recent years, particularly on climate adaptation investments. This is despite growing 
interest in sustainable investing by the private sector. At the same time, climate finance channelled to the 
countries most vulnerable to climate change remains grossly insufficient. Of the total climate finance mobilized 
between 2016 and 2021, only 17 per cent was channelled to the LDCs and 3 per cent to SIDS.312  
 
The growing impacts of climate change underscore the importance of more ambitious climate finance goals and 
national commitments. At the 2023 United Nations Climate Change Conference in Dubai (COP28), countries 
concluded the first “global stocktake” of progress made on climate action since the Paris Agreement. The 
stocktake noted that the amount of climate finance remains insufficient despite growing financial pledges for 
climate action, including a record $12.8 billion for the second replenishment of the Green Climate Fund (GCF). 
Amid intensifying climate challenges, the stocktake stressed the urgent need to raise ambitions and accelerate 
implementation of climate action across all areas.313 Furthermore, in 2015, countries agreed that prior to 2025, 
they would set a New Collective Quantified Goal (NCQG), raising the climate finance target from a floor of $100 
billion per year, accounting for the needs and priorities of developing countries. The discussions on the NCQG will 
conclude at COP29 at the end of 2024. 
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Figure III.C.12 
Climate finance provided and mobilized by developed countries for developing countries, 2013 – 2021 
United States dollars, billions  

 
Source: Based on Biennial Reports to the UNFCCC, OECD Development Assistance Committee and Export Credit 
Group statistics, as well as complementary reporting to the OECD.  
 
The global climate finance architecture has become increasingly complex and fragmented. There has been a 
proliferation of climate funds over the past two decades. As of end-2022, there are an estimated 81 active climate 
funds, which include 62 multilateral funds and the rest comprising of bilateral, regional, and national funds.314 
While each individual fund was established with a separate purpose, as a whole, they are contributing to a 
fragmented aid landscape, with different implementing agencies and bureaucratic processes. This has not only 
created monitoring and reporting challenges, but has also made coordination and access to finance more difficult 
for developing countries, especially LDCs and SIDS. As the urgency to ramp up climate investments grows, so have 
calls for reforms to enhance the coherence and effectiveness of the global climate finance architecture. Proposals 
include shorter-term measures such as improving coordination and specialization of funds, and longer-term 
strategies which include the consolidation of disperse funds to create mechanisms at scale.315  
 
Adaptation finance gap is widening. Although adaptation finance has increased over the past decade, it has not 
kept pace with growing climate risks. Despite pledges made at COP26 to double adaptation finance by 2025, 
adaptation finance has recently been falling: bilateral adaptation-related ODA reached USD 27 billion in 2021, 
according to data provided by OECD DAC members. This marked a decrease from the USD 30 billion reported in 
2020 (though an increase over the 2019 volume of USD 20 billion).316. At the same time, estimates of adaptation 
costs have risen significantly and are expected to increase further amid accelerating climate impacts.317 Against 
this backdrop, the adaptation finance gap has widened to its highest ever, with adaptation needs estimated at 10 
– 18 times greater than finance flows.318 Bridging this gap requires more than just an increase in public resources, 
but also, where possible, greater private finance. To attract more private capital to adaptation activities, new and 
innovative instruments and mechanisms are being explored (see also Box III.C.3 on broader discussions on 
innovative financing). These include the AfDB’s Adaptation Benefits Mechanism which aims to share risks and 
incentivize investments in adaptation.319 
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Box III.C.2 
Innovative development finance  
 
The potential for innovative finance to enhance development cooperation was first recognized in the Monterrey 
Consensus of 2002. Shortly thereafter, the Leading Group on Innovative Financing for Development was 
established with the aim of promoting innovative solutions for financing for development across various areas, 
including health, poverty eradication, food security, and climate change. While no agreed definition exists, 
innovative financing for development has often been understood to include sources and mechanisms that raise 
additional funding for sustainable development on top of conventional ODA.a   
 
While there have been some successes in innovative financing, particularly early in the period, overall uptake has 
remained limited. Earlier discussions were focused on solidarity taxes, which were successfully used in funding 
UNITAID (to address HIV/AIDS, tuberculosis, and malaria). Other measures to better manage aid flows have also 
been introduced, such as ODA securitization and advanced market commitments for funding vaccines (most 
recently for COVID-19 vaccines). As noted in the Addis Agenda, these earlier innovative instruments still have the 
potential to be replicated and scaled up.  
 
The series of global shocks over the past few years have reignited interest in the innovative public finance agenda, 
in particular to scale-up financing of global public goods, including for health and climate action.  Following the 
success of COVAX, the multilateral mechanism for equitable global access to COVID-19 vaccines, there have been 
growing discussions to enhance future pandemic preparedness, including through the establishment of a 
pandemic vaccine pool.b At the 2023 United Nations Climate Change Conference in Dubai (COP 28), a group of 
international organizations and development finance institutions announced plans to boost innovative financial 
instruments for sustainable climate and nature-linked sovereign financing. c Other recent innovative finance 
proposals include imposing a levy on shipping emissions, taxes on extreme wealth d  and a facility to support food 
imports for countries most exposed to surging food prices.e 

 

a https://www.diplomatie.gouv.fr/IMG/pdf/2021_12_-
_leading_groupe_innovative_financing_en__web2_cle85adb2.pdf  
b https://reliefweb.int/report/world/world-leaders-commit-us48-billion-help-break-covid-now 
c https://www.iadb.org/en/news/eight-international-organizations-and-development-finance-institutions-join-
forces-boost  
d https://www.theguardian.com/business/2023/jan/18/tax-us-now-ultra-rich-wealth-tax-davos  
e Responding to soaring food import costs and addressing the needs of the most exposed (fao.org) 
End Box 
 
MDBs play a stronger role in funding climate action, but shareholders need to ensure that funding for mitigation 
in particular is additional. In response to the growing urgency to scale up climate finance, MDBs are raising their 
climate ambitions, including to deliver higher adaptation finance. In recent years, MDBs’ provision of climate 
finance has surpassed their targets set in 2019,320 with financing for low and middle-income countries reaching a 
record $61 billion in 2022.321 A few MDBs, including the World Bank and the Asian Development Bank, recently 
revised their climate finance commitments to above their post-2020 targets. In addition to increasing financial 
flows, there is also an opportunity for MDBs to improve how these funds are programmed and disbursed. Climate 
and debt-vulnerable countries, such as the LDCs and SIDS, need more concessional resources and grants. The 
MDBs launched the Joint Methodological Principles for Assessment of Paris Agreement Alignment in June 2023 
and have been implementing this framework for aligning their operations to the goals of the Paris Agreement. 
This includes working together to strengthen the global response to the threat of climate change, in the context 

https://www.diplomatie.gouv.fr/IMG/pdf/2021_12_-_leading_groupe_innovative_financing_en__web2_cle85adb2.pdf
https://www.diplomatie.gouv.fr/IMG/pdf/2021_12_-_leading_groupe_innovative_financing_en__web2_cle85adb2.pdf
https://reliefweb.int/report/world/world-leaders-commit-us48-billion-help-break-covid-now
https://www.iadb.org/en/news/eight-international-organizations-and-development-finance-institutions-join-forces-boost
https://www.iadb.org/en/news/eight-international-organizations-and-development-finance-institutions-join-forces-boost
https://www.theguardian.com/business/2023/jan/18/tax-us-now-ultra-rich-wealth-tax-davos
https://www.fao.org/3/cb9444en/cb9444en.pdf
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of sustainable development and efforts to eradicate poverty, by keeping global warming well below 2°C above 
pre-industrial levels and pursuing efforts to stay below 1.5°C; fostering adaptation, resilience and low-emissions 
development without threatening food production; and making finance flows consistent with a pathway toward 
low-emissions, climate-resilient development. There is also a need for the MDBs to develop mechanisms to better 
account for climate finance to ensure that increasing financing for climate action does not come at the expense 
of development finance for other priorities.  
 
Global climate finance discussions reached an important breakthrough at the end of 2023, with the creation of 
the Loss and Damage Fund. Loss and damage first appeared in negotiated outcomes as part of the Bali Action 
Plan in 2007, but discussions only gained momentum from 2013 onwards.322 In 2022, the United Nations Climate 
Change Conference in Sharm el-Sheikh (COP27) decided to establish a Loss and Damage Fund to support 
vulnerable countries in addressing the escalating effects of climate change. The creation of the Fund reflects the 
growing recognition that developed countries majorly historically responsible for climate change should provide 
support to developing countries in dealing with irreversible losses and costly damages due to climate disasters. At 
the recently concluded COP28, governments pledged around $700 million to the Fund, which will be hosted at 
the World Bank on an interim basis. In light of the size of climate-related losses, which have been estimated at 
around $400 billion a year by 2030 for developing countries,323 more financial commitments from developed 
countries will be crucial, as will be the mobilization of other sources of financing, including private finance. For the 
Fund to be effective, its efforts should also be coordinated with existing climate adaptation and mitigation 
initiatives, to help close gaps in the current architecture and ensure complementarity and a more holistic 
approach.    

Biodiversity finance  
 
Biodiversity loss is a threat to human well-being and sustainable development. The unprecedented decline in 
biodiversity and environmental degradation poses systemic risks to a large number of social and economic 
goals.324 Over half of the world’s GDP is moderately or highly dependent on nature, thus exposed to the risks 
posed by biodiversity loss.325  
 
The international community must mobilize more financial resources to halt and reverse the decline in nature. 
The Addis Agenda contained a range of commitments to protect ecosystems, including one that encourages the 
mobilization of financial resources to conserve and sustainably use biodiversity and ecosystems. This was 
consistent with the Strategic Plan for Biodiversity 2011-2020 and its Aichi Targets of the Convention on Biological 
Diversity (CBD). The latest progress report showed however that at the global level none of the twenty targets 
had been fully achieved, though six targets have been partially achieved, including Target 20 on resource 
mobilisation.326  ODA for biodiversity-related objectives more than doubled over the period of the Strategic Plan 
for Biodiversity, from $5.4 billion in 2011 to $11.1 billion in 2021,327 but the broader biodiversity financing gap 
remains large.328  
 
In follow-up to the Strategic Plan, the Kunming-Montreal Global Biodiversity Framework was adopted in 
December 2022, marking a historic agreement that lays out a set of ambitious goals and targets to address the 
rapid loss of biodiversity. These targets include the repurposing of $500 billion per year in harmful subsidies, 
mobilizing at least $200 billion per year for biodiversity-related funding, and raising international financial 
resources to developing countries, in particular the LDCs and SIDS, to at least $30 billion per year. To support the 
implementation of this framework, the Global Biodiversity Framework Fund (GBF) was launched in 2023, with 
Canada and the United Kingdom providing initial contributions for its capitalization. The GBF, which is now 
operational, forms part of the Global Environment Facility (GEF), which is the main financing mechanism of the 
CBD. Since its inception in 1991, the GEF has delivered nearly $22 billion in grants and mobilized another $119 
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billion in co-financing. In 2022, the GEF finalized a record $5.3 billion in pledges for its eighth replenishment round, 
with biodiversity protection as the largest component of its new programming period.  
 
Despite their potential to tackle the climate crisis and biodiversity loss, the implementation of Nature-based 
Solutions (NbS) is hindered by financing and capacity constraints. The International Union for the Conservation 
of Nature defines NbS as actions that address societal challenges through the protection, sustainable 
management, and restoration of ecosystems, benefiting biodiversity and human well-being.329 Financing for NbS 
currently stands at around $200 billion per year, accounting for only a third of levels needed to achieve climate, 
biodiversity, and land degradation targets by 2030.330 The public sector continues to provide the bulk of funding 
for NbS, with private capital constituting 17 per cent of investments in NbS.331 There are several barriers to 
unlocking private finance for NbS. NbS projects often do not offer financial returns competitive on a risk-return 
basis with other investment opportunities, with much of the investment to date through philanthropy of impact 
investors. In addition, there is an absence of a consistent methodology to track NbS financing to gauge impact.332 
In 2023, a new database that matches biodiversity-related projects with public and private funders was launched, 
which could facilitate a more effective mobilization of resources for biodiversity conservation and restoration. 333  

7. Quality, impact and effectiveness of development cooperation  

Effective development cooperation must once again become a central focus of financing discussions to address 
massive global development challenges in a changing financing landscape. The importance of effective 
development cooperation was first recognized in the Monterrey Consensus, which called not only for a substantial 
increase in ODA and other resources for development, but also for enhanced effectiveness of development 
cooperation. In the years after Monterrey, this agenda was discussed and strengthened through the United 
Nations Development Cooperation Forum (DCF), which was created in the 2005 World Summit, first held in 2007. 
Since then, the DCF meets biennially to review trends, progress and emerging issues in international development 
cooperation and promote coherence and coordination amongst diverse actors and activities. The Addis Ababa 
Action Agenda in 2015 recognized the need for continued efforts to improve the quality, impact and effectiveness 
of development cooperation through the DCF, taking account of efforts in other relevant forums, such as the 
Global Partnership for Effective Development Cooperation (GPEDC), in a complementary manner. The GPEDC, a 
multi-stakeholder platform that supports evidence-based dialogue and action on effective development co-
operation through a global monitoring exercise, emerged from the aid effectiveness process, including the 2005 
Paris Declaration on Aid Effectiveness, the 2008 Accra Agenda for Action and the Busan Partnership for Effective 
Development Cooperation in 2011. Monitoring by and discussions in these two different platforms dealing with 
international development cooperation reveal that progress in implementing these commitments has been 
mixed, and the need for reform and revitalization of this agenda. 
 
Global progress in improving quality, impact and effectiveness of development cooperation has been mixed 
since the adoption of the Addis Agenda. In the Addis Ababa Action Agenda, Member States agreed to align 
development cooperation activities with national priorities, including by reducing fragmentation and accelerating 
untying of aid, particularly for least developed countries and countries most in need. However, a 2021 survey on 
the quality of ODA showed that ten years after the initiation of the Busan Partnership for Effective Development 
Co-operation and six years after the Addis Agenda, progress has been mixed.  
 
Countries are taking steps towards strengthening their enablers of development cooperation but development 
partners’ alignment with them has been declining. A key factor in improving the quality, effectiveness and impact 
of international development cooperation is the strengthening of country ownership, guided by coherent national 
development cooperation policies (NDCPs), country results frameworks (CRFs), development cooperation 
information systems (DCIS) and national development cooperation forums (NDCFs). Since the adoption of the 
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Addis Ababa Action Agenda, developing country governments have made some progress in these areas. For 
example, 82 per cent of 2022 DCF Survey respondents reported the adoption of NDCPs (up from 72% in 2016) and 
highlighted their role in mobilizing and aligning not only ODA but also other modalities of international 
development cooperation. Over the same time period, countries reported engaging an increasingly diverse range 
of development cooperation modalities and actors. 334   Yet, before the COVID-19 pandemic, development 
partners’ alignment to partner country priorities and country-owned results frameworks had been declining.335 
Less than half of ODA is channelled through the public sector of recipient developing countries, and only one third 
in the LDCs (figure III.C.13).   
 
Figure III.C.13 
Gross bilateral ODA disbursements by channel 
Percentage of total  

 
Source: OECD Creditor Reporting System database. 
 
While there has been some progress in untying aid (see below), development partners’ alignment to partner 
country priorities and country-owned results frameworks and country PFM systems has declined. Indeed, a 
broader perspective on all public and private sector financing to developing countries reveals a proliferation of 
official finance providers and implementing entities and the continued fragmentation of development activities, 
adding to complexity of the architecture and increased transaction costs for developing countries (see Box III.C.4). 
 
Box III.C.4 
Aid architecture changes and recipient country burdens 
 
By complementing data reported by official donors to the OECD Development Assistance Committee (DAC) and 
Creditor Reporting System (CRS) with data reported by recipient governments to the World Bank Debtor Reporting 
System (DRS), World Bank research on aid architecture broadens the focus from official development assistance 
(ODA) to all public and private sector financing to developing countries.  
 
As Official Financial Flows (OFF) to developing countries have more than tripled over the past two decades, with 
the sharpest increase occurring in 2020 in the wake of the pandemic, so too have the proliferation of official 
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finance providers and implementing entities and the continued fragmentation of development activities. All of 
this has added to the complexity of the global aid architecture, increased transaction costs for developing 
countries, and impacted aid effectiveness. 
 
Funds increasingly circumvent recipient government budgets, creating a significant coordination challenge for 
recipient governments. Today, three out of every four OFF transactions are implemented by other entities (e.g., 
NGOs, donor government entities, and multilateral institutions) and half these funds bypass recipient country 
budgets, undermining effectiveness.  
 
An increasing number of donor-funded activities of decreasing size has resulted in fragmentation.  The average 
ODA grant fell from $1.5m in 2000 to $0.8m in 2019, taxing the capacity of recipients. Pooled funding has been a 
recognized solution to reduce the impact of aid fragmentation, but its uptake is low. Instead, there is a 
proliferation of donors, with an increasing number of entities providing development finance: the number of 
donors doubled (from 47 to 70) and bilateral and multilateral donor agencies tripled (from 191 to 502). For 
instance, during 2020, Ethiopia, Mozambique, and Nepal had to engage with 204, 172 and 154 donor agencies 
respectively.    
 
In addition, there has been a significant shift in the allocation of aid towards facilities dedicated to specific sectors 
or themes. The so-called vertical funds now provide developing countries with a greater volume of ODA grants 
than Multilateral Development Banks (MDBs). Yet bilateral ODA channeled through horizontal platforms leverage 
far more resources for development than vertical platforms (leverage ratio for horizontal platforms was 1.7 in 
2011-2019, jumping to 3 in 2020, compared to 0.6 for vertical platforms).  With limited exceptions, vertical funds 
use donor contributions directly as grants and only a small number of them generate new capital for development 
purposes or income transfers.   
 
Source: World Bank, based on A Changing Landscape: Trends in Official Financial Flows and the Aid Architecture 
(September 2021) and Understanding Trends in Proliferation and Fragmentation fir Aid Effectiveness during Crises 
(July 2022). 
 
End Box 
 
Progress in untying aid has been uneven. Untying aid helps to strengthen country ownership, and can lead to the 
strengthening of local economies by allowing for local procurement. Over the past two decades, the share of 
untied ODA has increased from an average of 47 per cent in 1999 – 2001 to 89 per cent in 2022. 336 In 2018, the 
DAC broadened the country coverage of the 2001 DAC Recommendation to Untie ODA to include other low-
income countries and IDA-only countries, in addition to the already covered LDCs and Heavily Indebted Poor 
Countries (HIPC). 337 However, several challenges to further progress on untying aid persist. Many countries and 
key ODA sectors, such as technical co-operation and food aid, remain excluded. Moreover, “informally tied aid” 
remains an issue, amid high barriers to entry for developing country suppliers. More than half of the value of 
contracts awarded in countries included in the DAC Recommendation continue to go to suppliers in DAC provider 
countries. While developing countries were awarded 44 per cent of the total number of contracts, these contracts 
represented only 13 per cent of the total value of the contracts. 338 Development partners must take urgent action 
to identify and remove barriers that hinder local producers, including in the LDCs, so that they can reap a “double 
dividend” in addressing poverty and inequalities, while building up local economies. In this regard, the 
Development Assistance Committee (DAC) is currently reviewing the Recommendation to explore whether it 
could encourage greater procurement by and from local organisations and businesses in developing partner 
countries as policy levers to advance their sustainable development and ownership, and, if so, how. 
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III.D. International trade as an engine for development 

1. Key messages and recommendations 

In the past two decades, international trade has acted as an engine for development for many developing 
countries, contributing to economic growth, poverty reduction and a narrowing of the development gap with 
developed countries; yet export-based development may become more difficult to pursue. While world 
merchandise trade nearly quadrupled in nominal terms over this timeframe, the pace of this trade expansion has 
been highly uneven. A decade of rapid export growth until the 2008-2009 great recession was followed by a period 
of weaker trade dynamism. The recent slowdown in world trade growth and declines in trade openness poses 
challenges for many developing countries, making traditional export-based development model, which a number 
of developing countries successfully implemented, much harder to pursue. 
 
The vision of an open and integrated global economy with freer trade, economic interdependence, and 
international cooperation, is increasingly threatened, as increased fragmentation and an erosion of 
multilateralism as well as rising inequalities have prompted counter-pressures to reverse globalization and move 
away from existing practices. These trends have coincided with an increased focus on so-called “friendshoring” 
and “nearshoring” in value chains. Strong leadership and collective actions are needed in seeking to curb efforts 
to impose measures that are trade-restrictive and undermine global cooperation on trade.  
 
There are also continued challenges in integrating vulnerable developing countries into global trade of both 
goods and services, with digital trade threatening to further exacerbate inequalities. Despite the increased 
participation of developing countries as a group, the vulnerable developing economies have largely remained 
marginalized in international trade. For example, the growth in services trade has largely benefitted developed 
countries and a number of developing countries in Asia. The distribution of benefits of digital trade has also been 
highly uneven, with countries with weak connection to networks particularly disadvantaged. This highlights the 
need to redouble efforts to accelerate digitalization and technology policy as well as facilitating investment in 
necessary infrastructures to benefit from digital trade.  
 
LDCs, as well as SIDS and LLDCs, remain largely marginalized in international trade. This underlines the need to 
continue to strengthen the participation of countries in special situations in global trade. This may include agreeing 
on a possible follow-up to SDG target 17.11, which calls for doubling the LDC share in global trade, including 
through accelerated efforts towards building trade and productive capacities so that the provision of preferential 
market access to LDCs can contribute more to export growth as well as economic diversification. It also requires 
redoubled efforts to put in place supportive mechanisms such as Aid for Trade. A fourth international conference 
on financing for development should consider these and other mechanisms that can facilitate a productive 
integration of developing countries into the global economy. 
 
An important impediment to an acceleration is the global trade financing gap, which has increased sharply in 
recent years. Global unmet demand for trade financing is estimated to be $ 2.5 trillion annually. 80 per cent or 
more of global merchandise trade depends on the provision of trade financing. As private sector commercial banks 
will not be able to substantially narrow the trade finance gap, the role of other providers of trade financing 
becomes fundamentally important. Multilateral development banks play an important role in the provision of SCF 
in emerging markets. MDBs have provided trade financing in support of developing economies. 
 
Moreover, the multilateral trading system, as well as regional trade agreements (RTAs) and international 
investment agreements (IIAs), have an important role to play in providing enabling conditions for sustainable 
development. These agreements can be geared towards enhancing coherence between trade, investment, and 
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sustainable development, including on gender equality, human rights, and environmental sustainability, 
particularly climate actions. There is significant scope for these agreements, once modernised, to help countries 
make inroads into the SDGs, as well as promote a more equitable and inclusive sharing of the gains from trade.  
This chapter will give a concise overview of trade trends in the past two decades, including a discussion of the 
impact of technological changes and digitalization on trade. It then highlights the evolution in multilateral trade 
cooperation under the WTO as well as developments relating to regional trade agreements and international 
investment agreements. Lastly, it will discuss trade and sustainable development in the context of a complex 
global landscape as well as trends in trade and development financing. 

2. Trade trends: Long-term trends in trade since Monterrey 

2.1. Trade growth since Monterrey: Rapid, yet uneven 
 
Since Member States convened in Monterrey in 2002, the pace of trade expansion has been rapid - yet uneven 
- with the 2008/09 financial crisis acting as an inflection point. A decade of rapid export growth, driven 
particularly by developing countries in Asia and the multilateral market opening between 1995 to 2005, was 
followed by weaker trade dynamism and a decline in trade openness (figure 1). The main drivers of slower trade 
growth in the past decade include a slowdown in the expansion of GVCs, a rise in national strategies prioritizing 
domestic consumption and developing domestic supplier bases, as well as a diminishing impact of technological 
advances in reducing production and transport costs 339 . The special effect of the opening of economies in 
transition in the 1990s has also levelled off.  Food and agricultural products showed a similar patter, stagnating 
since the 2008 crisis, after an expansion in the early 2000s.340 
 
Trade in services saw an even greater expansion than merchandise exports over the past two decades, with 
growth rates also slowing markedly since the great recession. A key driver of the expansion in services trade has 
been the dynamic growth of trade in digitally deliverable services, which more than doubled between 2010 and 
2022.  
 
Figure 1: Average Export Growth Rate Before and After the Great Recession by development status 

Merchandise Services 

  
Source: UNCTAD calculations based on UNCTADStat. 
 
The geographical distribution of trade growth during this period has also been uneven, with some developing 
countries, particularly in Asia, seeing rapid trade growth while many vulnerable countries remained largely 
marginalized. Most of the increase in the share of developing countries in world merchandise trade is accounted 
for by Asia. The shares of the other two developing regions, Africa and America, remained muted throughout this 
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period. LDCs and LLDCs increased their share in world trade only marginally, while it remained constant for SIDS, 
suggesting no meaningful progress in integrating these countries into global trade flows. Indeed, more recent 
trends over the past ten years saw LLDCs’ share of world merchandise trade in goods and trade in services decline.  
For commodity-dependent developing countries, the diversification of exports has continued to be a pressing 
challenge, as these countries have exported, on average, less than a third of the number of products exported by 
other countries, with the gap slightly increasing over time. As commodity price indices almost quadrupled 
between 2000-2022, commodity-dependent developing countries have been faced by significant price variability 
across boom-and-bust cycles, including during the COVID-19 pandemic.  
 
Developing country trade growth over the past two decades was driven largely by their increased participation 
in global value chains (GVCs). The value of trade in intermediate goods, a proxy of trade in GVCs, grew more than 
threefold since the early 2000s. Asia has been central in GVC trade, accounting now for slightly less than half of 
total intermediate exports (see figure 2). The increased participation of developing countries in international 
trade, leveraging upon the expansion of GVCs is corroborated by trends in seaborne trade, where the participation 
of developing countries has seen a constant increase. 
 
Figure 2: Share of world exports by region and category of products (2002-2022) 

 
 

Source: UNCTAD secretariat calculations based on UN COMTRADE database 
 
South-South trade was the most dynamic trade route in the world in the past two decades, supporting the 
expansion of trade within GVCs. The value of South-South trade increased eightfold during the period, yet most 
of the rise has happened during the first decade, as growth decelerated considerably after 2012. South-South 
trade now accounts for 54 per cent of total developing country exports, and its share in world exports almost 
doubled from 2000 to 2022. South-South trade is even more significant in manufactured products, particularly 
technology-intensive products, and supported export diversification and upgrading. Most of South-South trade 
involves Asia, as intra-regional trade intensified throughout the value chains. South-South trade in the other two 
developing regions remained rather muted in value terms but is growing fast in Africa in particular, underlining 
the potential of South-South trade for the region. 
 
A more recent trend, contributing to the slowing of GVC expansion, has been the significant shift towards de-
risking supply chains and diversifying suppliers and markets, including through so-called “friendshoring” and 
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“nearshoring”. This change, depicted in Figure 3, is driven by heightened trade policy tensions, the disruption 
caused by COVID-19, and geopolitical events like the war in Ukraine. Supply chain configuration has become a 
primary concern for policymakers and industries, especially in the context of building resilience and self-
sufficiency. Recent analysis by UNCTAD (2023) shows that, while geographical proximity of international trade did 
not experience any major changes, there is a substantial rise in political proximity of trade (“friendshoring”) 
starting in the third quarter of 2022. 341 In addition, since 2010, there has been a decline in distances per tonne of 
containerized trade (figure 4), mainly due to increased intraregional maritime trade supporting manufacturing 
activities in China and neighbouring countries, particularly in East Asia. The increase in the average distance 
travelled by containers in 2024 comes amid rising tensions in the Red Sea. However, a decrease in the distance 
travelled by containers is forecasted for 2025. 
 
Figure 3: Recent trends in trade concentration, “friendshoring” and “nearshoring”3 

 
Source: UNCTAD estimates based on national statistics 
 
Figure 4: Average distance travelled per tonne of cargo, nautical miles 

 
Source: UNCTAD Secretariat calculations, based on Clarksons Research seaborne trade dataseries 

 
Overall, trade has played an important role as engine of development and convergence for a number of 
developing countries, as envisaged in Monterrey. Trade has been making multifaceted contributions to 

 
3 Nearshoring is calculated as reverse of trade-weighted average distance in kilometers. Friendshoring is calculated as trade-weighted 
political proximity as measured by United Nations voting patterns. Trade concentration is calculated based on the Herfindahl 
concentration index. 
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development finance, generating revenue, fostering economic growth, and facilitating the flow of both financial 
and non-financial resources. A number of developing countries, particularly in Asia, have successfully followed an 
export-led development model, in which exports of manufactured goods play a key role in foreign exchange 
generation and progressive technological upgrading.  
 
Yet, such development trajectories are increasingly difficult to pursue. The recent slowdown in world trade 
growth and declines in trade openness point to a persistent shift in international trade dynamism342, which may 
reduce the appeal of export promotion development models based on manufacturing. As stressed in Chapter III.B, 
development models that are heavily reliant on exports of manufactured goods have become increasingly difficult 
to pursue amid a shift towards digital business models, asset-light production and an associated slow-down in 
manufacturing trade growth rate. In addition, the post-war vision of an open and integrated global economy with 
freer trade, economic interdependence, and international rules is increasingly coming under threat. Challenges 
such as increased fragmentation and an erosion of multilateralism as well as rising inequalities have prompted 
counter-pressures to reverse globalization and return to a more divided world of regional blocs. 

2.2. Impact of technological changes and digitalization on trade 
 
Technological changes and digitalization have profoundly impacted trade trends since the early 2000s. Digitally 
delivered services have become an important component of trade, with services that can be digitally delivered 
over information and communications technology (ICT) networks benefitting from cost efficiencies and higher 
reach and tradability. Digital technologies have also facilitated the direct cross-border trade of certain services, 
such as consulting, education and financial services. Global exports of digitally delivered services reached 
$3.9 trillion in 2022, increasing almost fourfold since 2005 and accounting for 54 per cent of total global services 
exports and thus outpacing growth in both goods and other services export. 
 
While participation of developing countries has increased, particularly for those in Asia, services trade remains 
developed-country driven, particularly for knowledge-intensive and digitally delivered services. Developing 
countries in Asia were able to increase their share of service exports (from 15 per cent in 2005 to 25 per cent in 
2022), even though participation of developing economies in Africa and in Latin America and the Caribbean 
remained low and stable, at around 2 and 3 per cent respectively (figure 5). 
 
Figure 5. Exports of services and of selected groupings of services categories by level of development and region, 
2005 and 2022 (percentage) 

 
Source: UNCTADStat. 
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The on-going digital transformations render the split between what is a service and what is a good increasingly 
blurry. As a result, and in value-added terms, services play a much bigger role in international trade than gross 
statistics suggest. Intermediate services are indispensable for production and exports in all sectors. Services have 
thus become an important component of the value added of goods and services exported by countries, giving rise 
to “servicification” of economies. Indeed, the services value-added that is contained in international goods and 
services exports now accounts for close to half of world exports, compared to about 30 per cent in 1980 (Heuser 
and Mattoo, 2017) with servicification being most prevalent in developed countries.  
 
The ability to digitally deliver services has also played an important role in trade resilience during the COVID-
19 pandemic. While tourism and other services requiring cross-border mobility declined, digitally delivered 
services (DDS) exports - including IT consulting - continued to rise faster than exports of goods and other services. 
In the period between 2010 and 2022, DDS exports grew faster than exports of all commercial services, both in 
developed and in all developing economies. In this trade, developing economies in Asia outpaced that of 
developed economies (figure 6). Driven by digital technological progress and evolving business practices, the 
share of services trade that can be delivered remotely over computer networks is likely to continue to increase.  
 
Figure 6. Evolution of exports of services and digitally deliverable services, by level of development and region, 
2010-2022 (index, 2010=100) 

 
Source: UNCTADstat 
 
Thus far, it has been predominantly developed economies that have tapped the potential of DDS export 
markets. The proliferation of online streaming platforms, e-books and downloadable software make it 
significantly easier and less costly to deliver a wide range of products across borders. As a result, the international 
trade in goods, such as books, that can be easily digitized, has stagnated as digital distribution channels offer cost 
savings, immediate delivery, and a broader reach. However, this is largely the case in developed countries, while 
digitizable goods imports continued to grow in many middle and low-income economies. 
 
Overall, the distribution of benefits of digital trade has thus been uneven, with countries with weak connection 
to networks particularly disadvantaged. DDS play a smaller role in commercial services exports of developing 
countries, with Africa and Latin America and the Caribbean furthest behind. LDCs and LLDCs still have a high 
untapped potential of growth, including through e-commerce which has the potential to connect remote 
economies to global markets and create new sources of comparative advantage343. However, a lack of access to 
4G networks and high connectivity costs are among the factors hindering the growth of digital trade in LDCs and 
LLDCs, as well as lack of digital policies due to limited availability of data and insufficient international cooperation.  
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3. The multilateral trading system: changing scope and geographies 

3.1.  Evolution in multilateral trade cooperation under the WTO 
 
The World Trade Organization (WTO) has played a central role in facilitating multilateral trade cooperation 
since its establishment in 1995, and over a period of rapid trade expansion. The evolution of multilateral trade 
cooperation under the WTO reflects the changing dynamics of the global economy, shifts in geopolitical power, 
and the challenges associated with achieving consensus among a diverse group of member countries with varying 
economic interests. The future trajectory of the WTO and multilateral trade cooperation remains a subject of 
ongoing discussion and negotiation among its members. 
 
The history of WTO negotiations can be delineated into distinct periods based on evolving issues, both before 
and after 2000. The Uruguay Round (1986–1994) marked the establishment of the WTO, replacing the GATT, and 
expanded the scope of trade negotiations to include services, intellectual property, and agriculture. The WTO 
officially commenced on January 1, 1995, introducing a more comprehensive and binding framework for trade 
agreements and dispute resolution.  
 
Subsequently, the Doha Development Agenda (launched in 2001) aimed to address development-related issues, 
but economic shifts and divergent interests among members led to several of the important elements in the 
negotiations - particularly in the areas of domestic support and tariff reduction in agriculture, and non-agricultural 
market access - to stall and to the round not being concluded as a single undertaking. Nevertheless, some 
important issues raised as part of the Doha Development Agenda have led to multilateral agreements, such as the 
issues of trade facilitation, export competition in agriculture including the prohibition of export subsidies, and 
more recently an agreement to reduce harmful fisheries subsidies.  
 
In the absence of a comprehensive multilateral agreement on certain issues, countries turned to bilateral and 
regional trade agreements and in some cases plurilateral negotiations, resulting in a complex web of 
overlapping arrangements. Challenges have also emerged in the WTO's dispute settlement mechanism, notably 
on the functioning and role of the WTO Appellate Body, which has led to the blockage of the appointment of new 
judges hindering its ability to hear appeals. This has opened the door to situations where a party in a dispute may 
appeal the findings of a panel and prevent its adoption by the Dispute Settlement Body.  
 
In addition, there has been an increase in scepticism on the benefits of trade. Protectionist sentiments have 
also risen and have contributed to trade tensions and restrictions, challenging the multilateral landscape. Amid 
this, calls for WTO reform have surfaced with a focus on addressing issues like the dispute settlement mechanism, 
updating rules to reflect global economic changes, and reinvigorating multilateral negotiating functions. 

3.2. Regional trade agreements 
 
The growth in the number of regional trade agreements continued into 2023, with 361 RTAs in force by the start 
of 2024. The number of RTAs has increased 56 per cent in the last 10 years alone. RTA activity is strongest in 
Europe with the European Union and the UK leading the number of RTAs in force in the region; East Asia and 
South America follow. However, as Figure 7 below shows, all regions in the world are actively involved in RTAs 
(Figure 7). There is also an emerging trend suggesting some consolidation of existing RTA relationships (such as 
the CPTPP, RCEP, AfCFTA and the EAEU).344 
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Over the years RTAs have become more complex, including not just tariff liberalization but also commitments 
to liberalize trade in services and regulatory rules on other behind the border provisions. Around two-thirds of 
all RTAs notified to the WTO and currently in force include provisions on trade in goods and services. RTAs also 
tend to regulate other areas of trade to which WTO rules apply such as trade defence, safeguards, sanitary and 
phytosanitary measures and technical barriers to trade, intellectual property rights as well as services rules. They 
also increasingly extend their coverage to other behind the border measures not or only partially covered by WTO 
rules such as government procurement or competition. Most recently, the trend has been to include measures 
which are not covered by the WTO rules such as on the environment (59% of RTAs notified have provisions on the 
environment), electronic commerce and labour (35% each of RTAs notified), small and medium sized enterprises 
(53% of all RTAs notified), and gender (27% of all RTAs notified), thus increasing the gap between trade regulations 
at the multilateral and regional levels (Figure 8: Key provisions in RTAs).  
 
Figure 7 RTAs in force, by region 

 
Source: WTO Secretariat. Note: RTAs involving countries/territories in two (or more) regions are counted more than once. 
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Source: WTO Secretariat. Note: Figures are based on 347 RTAs (out of 365) notified to the WTO and currently in force. 

For more details on these provisions: http://rtais.wto.org/. 

 
There has been notable progress and renewed interest in deepening and reinvigorating South-South trade 
integration and cooperation frameworks.  While some studies have pointed to highly heterogenous trade and 
welfare outcomes within and across regions345, it is well recognized that South-South trade can have a positive 
effect in accelerating economic diversification and complementarities, Indeed, south-south trade can foster trade 
in non-traditional exports, such as higher value-added and technology-intensive manufactured goods.  
In Africa, the African Continental Free Trade Area, the Phase II Protocols on Investment, Competition and 
Intellectual Property Rights as well as Digital Trade have been concluded and approved. At the inter-regional level, 
members of the Global System of Trade Preferences (GSTP) seeks to further deepen South-South cooperation and 
trade by reducing trade barriers, with a view to  addressing the most pressing challenges - such as the climate 
crisis or food security. 

3.3. Emerging trends in regional cooperation 
 
New trade initiatives are putting regulatory and economic cooperation to promote supply chain agility and 
resilience at the center of discussions. One major initiative launched in May 2022 by the United States is the Indo-
Pacific Economic Framework for Prosperity (IPEF).4 The IPEF partners represent 40 per cent of global GDP and 28 
per cent of global goods and services trade. As distinct from traditional trade liberalizing arrangements, this 
framework aims at enhancing resilience, sustainability, inclusiveness and competitiveness by lowering the risk of 
disruptions through enhanced supply chain resilience, seeking strong labour and environmental standards, as well 
as effective tax cooperation in accordance with UN standards. 
 
In the context of the energy transition, there is a rising demand for critical minerals in sectors such as aerospace, 
automotive, renewable energy and telecommunications. They also are crucial components of low-carbon 
technologies such as batteries, wind turbines, electric vehicles and solar panels. With the majority of world supply 

 
4 Includes Australia, Brunei Darussalam, Fiji, India, Indonesia, Japan, Republic of Korea, Malaysia, New Zealand, 
Philippines, Singapore, Thailand and Viet Nam. 
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concentrated in a handful of countries, there has been an increase in bilateral agreements to build supply-chain 
resilience and to ‘de-risk’ supply. These new partnerships on critical minerals seek to promote trade and 
investment opportunities, as well as research and development, including information sharing and collaboration 
through joint initiatives.  
 
Another emerging trend relates to the emergence of digital economy agreements (DEA). Unlike traditional trade 
agreements, DEAs focus on domestic regulatory reforms and cross-border collaboration in areas including data 
innovation, digital identities, cybersecurity, consumer protection and digital inclusion. New Zealand, Chile, and 
Singapore signed the world’s first Digital Economy Partnership Agreement in June 2020. This agreement seeks to 
establish global standards for the digital economy and aims to benefit from the potential of the digital economy. 
DEAs have inspired other trade arrangements, such as the Association of Southeast Asian Nations (ASEAN), which 
is considering negotiating a regional digital economy agreement, the Digital Economy Framework Agreement 
(DEFA). 

3.4. International investment agreements 
 
Policy making in the space of international investment agreements has been a highly dynamic space, which has 
seen significant change over the past twenty years. As the stock of IIAs that are signed and in force has declined 
markedly from its levels in the 1990s and 2000s, as shown in Figure 8, the focus of policy has shifted towards a 
new generation of international investment agreements. Modern agreements now often include a sustainable 
development orientation, a focus on preservation of regulatory space, and improvements to or omissions of 
investment dispute settlements.  
 
In 2022, investment treaty terminations again exceeded the number of new treaties. Countries concluded at 
least 15 new international investment agreements (IIAs) in 2022: 10 bilateral investment treaties and 5 treaties 
with investment provisions (TIPs). At the same time, at least 58 IIAs were effectively terminated. By the end of 
2022, there were a total of 3,265 IIAs of which 2,584 are in force (figure 8). The total number of effective 
terminations reached at least 569, with about 70 per cent of IIAs terminated in the last decade. 
 
New-generation IIAs exist in parallel with older IIAs. Recent IIAs signed in 2020–2023 feature many reformed 
provisions aimed at safeguarding the right of States to regulate and reforming investor–State dispute settlement 
(ISDS). It remains to be seen whether the reformed provisions are sufficiently robust to support and not hinder 
countries’ sustainable development endeavors. Moreover, most new IIAs lack provisions that proactively promote 
and facilitate sustainable investment and only a minority of them include investor obligations. Many new-
generation IIAs overlap with an earlier IIA between the same economies, highlighting the importance of expediting 
the modernization and consolidation of the existing stock of treaties through amendment, replacement or 
termination. 
 
New types of investment-related agreements which contain proactive investment facilitation features and pay 
greater attention to sustainable investment are an emerging trend. In 2022, negotiations were concluded on 
several investment governance instruments of this type, notably the Investment Protocol to the African 
Continental Free Trade Area (AfCFTA) and the Angola–EU Sustainable Investment Facilitation. 
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Figure 8. Stock of IIAs signed and in force, 1959–2022 (By date of signature) 

 
Source: UNCTAD, IIA Navigator. Note:  The figure does not include effectively terminated IIAs. 
 
Most new investment arbitration cases continue to be brought under old-generation IIAs. In 2022, claimants 
filed 46 new investor-State dispute settlement (ISDS) cases under IIAs. About 80 per cent of ISDS cases initiated in 
2022 were based on BITs and TIPs signed in the 1990s or earlier. To date, 132 countries and one economic grouping 
are known to have been respondents to one or more ISDS claims. As of 1 January 2023, the total number of 
publicly known ISDS claims had reached 1,257 (figure 9). As some arbitrations can be kept confidential, the actual 
number of disputes is likely higher. 
 
Figure 9. Trends in known treaty-based ISDS cases, 1987–2022 

 
Source: UNCTAD, ISDS Navigator. 
 
Old-generation treaties continue to dominate the IIA landscape. About 2,300 old-generation IIAs are still in force. 
The continued prevalence of old-generation IIAs entails risks for climate action, energy transition and other 
sustainability objectives. This challenge is compounded by the rising number of ISDS cases related to the fossil fuel 
and renewable energy sectors that are brought based on IIAs. Investors in these sectors have been frequent 
claimants, together accounting for about 25 per cent of all ISDS cases. In the fossil fuel sector, investors have 
initiated at least 219 cases against different types of State conduct. In the renewable energy sector, the last decade 
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has also seen the emergence and proliferation of ISDS cases, with 119 known cases. Many of these cases 
challenged legislative changes involving reductions in feed-in tariffs for renewable energy production.  
 

BOX 1: UNCTAD IIA toolbox for the promotion of sustainable energy investment 
 
Various options exist to transform IIAs into tools that are conducive to sustainable energy investment and 
climate objectives. UNCTAD’s new toolbox presented in the World Investment Report 2023 focuses on four 
areas (table 1): the promotion and facilitation of investment, technology transfer, the right to regulate and 
corporate social responsibility. Renegotiation, amendment and termination of the large stock of old-
generation IIAs are the main options to ensure that the international investment regime contributes to – and 
does not hinder – sustainable development. 
 

Table 1. IIA reform toolbox: promoting sustainable energy for all 

Promotion and 
facilitation of 
sustainable energy 
investment 

Incorporate IIA provisions aimed at actively promoting and facilitating sustainable 
energy investment 

Provide for preferential treatment of sustainable energy investment 

Establish institutional mechanisms for cooperation on R&D of sustainable 
technologies 

Commit to technical assistance on the adoption of investment facilitation measures 
for sustainable energy 

Technology transfer 
and diffusion 

Encourage technology transfer of low-carbon and sustainable technologies, 
including related know-how 

Make efforts to create an enabling environment for receiving technology 

Allow certain kinds of performance requirements relevant to the energy transition 

Ensure that the protection of intellectual property rights does not unduly impede 
the diffusion of technology 

Right to regulate for 
climate action and 
the energy transition 

Refine the content of investment protection standards and reform ISDS with regard 
to energy investments 

Acknowledge the need for regulatory flexibility 

Include general exceptions related to climate change and the energy transition 

Clarify provisions on compensation and damages 

Corporate social 
responsibility 

Include binding obligations relating to corporate social responsibility 

Specifically oblige energy investors to comply with requirements for sustainable 
investment (e.g. by requiring environmental impact assessments and maintenance 
of an environmental management system) 

Source: UNCTAD, World Investment Report 2023 (Overview). 

4. Trade and sustainable development in a complex global landscape 

4.1.  Economic development and trade 
 
The links between trade and economic development are a perennial feature of debate. An extensive empirical 
literature on the relationship between trade and growth generally finds a positive statistical association between 
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the two; in the first decade of this millennium rapid trade growth indeed went hand-in-hand with a dynamic world 
economy. However, the strength, nature and even direction of this relationship, as well as the broader economic 
consequences of increased trade flows and accompanying trade policies, continue to be contested.346 
 
An additional element of complexity is provided by the re-structuring of the global economy around GVCs in 
the last decades. Participation in GVCs is often seen as an attainable first step on the industrialization ladder and 
to offer a more productive integration into the global trading system (Baldwin, 2016). Rather than having to 
develop an entire product or break into an extremely competitive market on their own, countries can specialize 
in specific tasks or components of a multitude of value chains, starting at the relatively accessible bottom, 
leveraging the advantage of lower labour costs and steadily building up capacity in more skill intensive and higher 
value-added activities. 
 
However, the association between participation in GVCs and development is not straightforward but rather 
context specific. Studies347 have shown that when increases in the foreign value added of exports occur in a larger 
context of greater production and exports of manufactures (Figure 10), GVCs participation can complement 
industrialization and structural change. However, when increasing participation in GVCs reflects a reduction of 
domestic sourcing in a context of weak export performance of manufactures, GVCs participation may even delay 
structural transformation, as in the case of many developing economies in Africa and Latin America. As shown in 
Figure 10, the East and South-East Asian developing economies shows a clear and strong positive association 
between GVC participation and industrialization, while other BRICS and developing countries in other regions 
show the opposite relationship. 
 
Indeed, GVCs lower barriers to entry at the bottom of the value chain, making it easier for developing countries 
to break into global exports of manufactures than in the past, but the conditions that ease access can also act 
as barriers to upgrading, since more accessible parts of the value chain are associated with few forward and 
backward linkages, limited institutional development, and little possibility for knowledge externalities in the wider 
economy. Technological upgrading can be more difficult for economies that are used by transnational 
corporations (TNCs) primarily as bases for exports to third markets than for economies where FDI is characterised 
by market-seeking and tariff-jumping behaviour. Developing economies with limited productive capacities can 
therefore remain trapped in, and competing for, the lowest value-adding activities at the bottom of value chains, 
which can ultimately result in ‘thin industrialization’ and slow economic growth and do not generate those local 
productive capacities. These activities are also detrimental from a dynamic perspective since they do not generate 
those local productive capacities, which are essential to meaningful development.348 
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Figure 10. Changes in the shares of foreign valued added in manufacturing exports and of manufacturing value 
added in GDP, selected economies, 1995-2020 (percentage point changes) 

East and South-East Asian developing economies                      Other BRICS and developing economies 

  
Source: UNCTAD (2016) based on OECD-WTO TiVA database and UNSD Main Statistical Aggregates database. 
Note: Shares taken in current values. 
 
Participation in GVCs also carries the additional risk of specialization in only a very narrow range of production 
activities with a concomitantly narrow technological base and overdependence on TNCs for GVCs access (OECD, 
2013). Such shallow integration manifests itself in asymmetric power relations between lead firms and suppliers 
and in weak bargaining positions for developing countries. For example, the experiences of Mexico and Central 
American countries as assembly manufacturers have been linked to the creation of an enclave economy, with few 
domestic linkages.  Nonetheless, studies have also shown potential benefits of supplier-buyer links between local 
firms and MNEs in developing countries.349Meanwhile, countries able to develop productive capacities in sync 
with those needed by international production networks and position themselves at a relatively high level in the 
world distribution of tasks, are well placed to sustain a more inclusive growth process. The selection of the 
relevant sectors and industries for industrial policy support is critical in this respect and varies from country to 
country according to their pre-existing areas of strengths and potential for upgrading and dynamic comparative 
advantage. 
 
What is increasingly clear, is that a reversal of trade integration and deceleration of growth in trade is a threat 
to prosperity and economic growth for developing and developed countries alike. Recent shocks, including the 
global financial crisis, the COVID-19 pandemic, and the war in Ukraine, have underscored countries' reliance on 
each other for critical supplies and revealed common vulnerabilities to external disruptions and geopolitical 
conflicts.  
 
A process of deglobalization and focus on self-sufficiency would significantly weaken the global economy and 
make it less efficient, and less innovative, limiting countries’ – particularly developing countries’ - ability to 
achieve economic growth. Fragmenting the world trade system into separate blocs, as estimated by the WTO, 
could cost about 5 per cent of global real income, with developing economies facing double-digit losses.350 
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Instead, trade integration has to go hand in hand with international cooperation. This so-called “re-
globalization” would place international cooperation to address global challenges. Recognizing that global 
problems require global solutions,  international cooperation would support the re-investment in the multilateral 
trading system to ensure that the principles of secure, inclusive, and sustainable trade are respected. This involves 
active participation of economies that have yet to integrate fully into the world trading system, ensuring that more 
firms and workers, including women and those from low-income households, can actively engage in and benefit 
from trade. Measures beyond international trade cooperation, such as international collaboration in taxation and 
competition, support programs, and domestic policies, are also considered to enhance inclusivity. The overall aim 
is thus to reduce inequalities through a predictable trading environment, support global economic convergence, 
foster services-led development, establish e-commerce rules for inclusive globalization, provide investment 
facilitation for inclusive GVCs, strengthen the role of international organizations as well as complement 
multilateralism with deeper regional integration. 

4.2. Environmental impact of trade 
 
Although trade can aggravate environmental problems by increasing the scale of transportation and 
production, trade can also lead to positive environmental outcomes by affecting the composition of goods and 
services traded, and by helping to develop, deploy and diffuse environmental technologies351. Trade-induced 
innovation and investment in green technologies result from expanded market access, encouraging cleaner 
production processes and pollution abatement352. In addition, trade plays a role in reducing pollution intensity, as 
less pollution-intensive exporters gain market share and invest more in pollution abatement353. Studies have also 
shown that the inclusion of Environmental Related Provisions linked to agriculture, fisheries, and forestry sectors 
(Ag-ERPs) in regional trade agreements, which have increased significantly over the past 20 years, can help 
mitigate the environmental impacts of trade-induced production growth. There is evidence of reductions in 
agriculture-related greenhouse gas (GHG) emissions in countries that have RTAs with more Ag-ERPs.354 
 
Figure 11. Technology and CO2 emissions, 1995-2018 

 
Source: 2023 WTO Trade Report 
 
In order to study the link between trade and climate change, trade economists have developed a three-effect 
conceptual framework, which highlight a scale effect, a composition effect and a technique effect. The scale effect 
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assesses how increased economic activity resulting from trade opening may contribute to higher greenhouse gas 
emissions. The composition effect focuses on changes in the relative sizes of various production sectors within a 
country due to trade opening and shifts in relative prices. The environmental impact depends on the growth or 
reduction of emission-intensive sectors.  The technique effect focuses on improving production methods to 
reduce greenhouse gas emissions, facilitated by open trade. Access to and lower costs of climate-friendly goods 
and services can contribute to emissions reduction, particularly beneficial for countries lacking such resources.  
 
Trade policies, particularly those pursued through increased global integration and cooperation of the 
multilateral trading system can help to protect the environment in several ways. Firstly, the increasing share of 
digital and services trade holds promise for reducing the environmental impact of trade. Digitally deliverable 
services, including information technology, finance, business services, and entertainment, exhibit lower carbon 
emission intensity compared to other sectors (see figure 12 below). WTO projections for a future scenario with 
increased international cooperation on global trade policy suggest that services trade, particularly in digitally 
delivered services, could exceed 30 per cent by 2040, resulting in a less carbon-intensive trade composition. 
Additionally, digital technologies, enabling remote trade and reducing the need for physical transportation, have 
the potential to decrease carbon emissions linked to international transport. Overall, digital solutions could 
contribute to a 15 per cent reduction in global carbon emissions355.  
 
Figure 12. Carbon emissions intensity for digitally delivered services is relatively low 

 
Source: 2023 WTO World Trade Report 
 
Overall, an integrated approach to trade and environmental policies is integral to addressing global 
environmental challenges like climate change, pollution and biodiversity loss due to the transboundary nature 
of environmental issues. Studies suggest that the potential benefits of such coordination, including a global CO2 
market, could result in gains of up to USD 106 billion by 2030356. Coordinated climate policies, such as carbon 
pricing mechanisms, could help reduce greenhouse gas emissions by reflecting the social costs of carbon 
emissions, thereby shifting consumption and production away from carbon-intensive activities. Complementary 
policies should be envisaged to  promote behavioural changes and counter the negative effects of carbon pricing 
on the poorest households and on developing countries, e.g., through mobilization of climate finance funds for 
less advanced economies. Policy coordination is essential for fostering green innovation, expediting the transition 
to cleaner technologies, and addressing negative externalities, particularly the implicit subsidy for CO2 emissions 
associated with traded goods. Multilateral efforts, including eliminating tariff escalation and addressing trade 
policy biases, are pivotal for advancing global environmental sustainability. 
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Further equitable integration into the multilateral trading system can also help developing economies transition 
to a more sustainable growth path, while respecting their needs for economic development. New trading 
avenues are opening in renewable energy, particularly benefiting developing economies in Africa and the Middle 
East with abundant solar resources. To fully exploit renewable energy potential, access to technology through 
trade and technology transfer is essential. WTO simulations indicate that decarbonization could reshape energy 
exports, with developing economies potentially specializing in renewable energy. Additionally, there are 
opportunities for developing economies in the green transition by specializing in raw materials crucial for it, 
requiring sustainable practices and adherence to environmental regulations. Sustainable agriculture trade offers 
export opportunities, catering to global demands for environmentally and socially responsible products.  
 
There is also an important role for trade-adjacent government policies in promoting climate action. 
Environmental tax and pricing systems, such as carbon taxes and "cap-and-trade" mechanisms, are effective policy 
tools to internalize the social cost of pollution emissions. These approaches aim to reduce the demand for carbon-
intensive products, redirecting investments towards cleaner technologies and generating fiscal revenues for 
governments. A well-designed carbon pricing policy requires complementary measures to address differences in 
development status, distributional concerns and other market failures associated with the transition to a low-
carbon economy. The global implementation of carbon pricing initiatives has seen over 70 policies covering 23 per 
cent of global emissions, with varying pricing levels ranging from over USD 140 per ton of CO2 emissions to less 
than USD 1 per tonne357. 
 
The lack of coordination in environmental policies, such as carbon pricing and subsidies, can lead to more costly 
and less effective measures, including spillovers on trading partners. Uncoordinated environmental pricing 
schemes result in a patchwork of diverse regimes with varying levels of ambition, potentially hindering a cohesive 
response to global environmental challenges. Uncoordinated environmental policies can also have spillover 
impacts on trading partners, leading to rising trade concerns associated with environmental measures, particularly 
technical regulations and border carbon adjustment mechanisms.  
 
Efforts to harmonize standards and mutual recognition within regional trade agreements are crucial to 
preventing policy fragmentation and enhancing the effectiveness of environmental policies. Unilateral 
environmental policies that negatively impact trading partners could lead to retaliatory measures, trade conflicts, 
and undermine the effectiveness of environmental policies. This lack of coordination poses systemic risks, setting 
a precedent of disregarding global trade rules and hindering international cooperation in addressing 
environmental challenges. Improved and transparent multilateral trading rules are essential to maximize positive 
spillovers and prevent negative consequences from environmental policies. 

4.3. Social impacts of trade 

Inequality and trade 
 
Rising inequality in a number of countries is frequently ascribed to trade liberalization. Inequality is a product 
of an intricate interplay among economic, social, and political factors, with trade representing only one 
determinant. It has played a dual role: while it has contributed to reducing inequality among nations, it has fueled 
inequality within countries358. The reduction of inequality among countries is due to the rise in per capita incomes, 
spurred by the opportunities presented by global markets, yet the benefits have not been universally shared. The 
exports of least developed countries (LDCs) and LLDCs, for instance, remain concentrated on commodities and 
low value-added goods, with no positive effect on employment and wages. 
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Research suggests that middle classes in developed countries have benefitted the least from economic growth 
that took place between 1980 and 2020. As shown in figure 13, the two groups that have benefitted the most 
from the cumulative income growth in the 1980-2020 period are emerging middle classes in developing countries, 
notably China, and the top 1 per cent. At the same time, the global 1 per cent at the top of the income distribution 
has experienced a substantial income growth over this time frame, absorbing 23 per cent of global growth359. 
Since the 2008/09 Financial crisis, this trend has leveled off, as there has been higher growth among the bottom 
50 per cent and lower growth at the very top360. 
 
Figure 13. Cumulated growth of per capita income across the global population: Elephant curve, 1980-2020   

 
Source: World Inequality Report 2022 
 
The relationship depicted in Figure 13, sometimes referred to as Elephant curve, has been closely associated 
with an era of unprecedented trade acceleration and openness, particularly the 1990s and early 2000s. Trade 
openness has influenced inequality through diverse channels, including wages, market concentration, and 
geographic concentration. The fragmentation of production across nations tends to exacerbate wage disparities 
in both developed and developing countries. Market concentration, influenced by international trade as well as 
regulation361, has fostered the dominance of large multinational enterprises, which leads to higher inequality 
because it disadvantages smaller firms and diminishes consumer leverage. Further increases in the market power 
of already-powerful firms could contribute to additional reductions in labor income shares.362  Furthermore, 
international trade has amplified spatial disparities by concentrating in some areas and diminishing prospects 
elsewhere, for example in rural areas or regions producing import competing goods. Yet, trade is not the only 
driver of these trends, with research pointing to skill-biased technological change acting as a major driver of 
inequalities.  
 
Equalizing opportunities for people requires policies that promote the inclusion of disadvantaged groups, 
addressing distributional effects of trade transmitted through channels such as employment and wages, 
consumption, and public provision of goods and services. For instance, inclusion of labour rights in trade 
agreements could help extend the benefits of trade to workers in developing countries. Policy recommendations 
are also available for making trade beneficial for specific groups.  For example, concerning persons with 
disabilities, studies show the benefits of aligning trade rules with the rights of persons with disabilities, involving 
them actively in trade policy design and implementation, promoting targeted jobs, and facilitating the movement 
of assistive technologies across borders. 
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Ensuring equal opportunities for firms, particularly small and medium-sized enterprises (SMEs), involves 
interventions that reduce trade costs and ease market access, for example by eliminating non-tariff barriers, 
promoting online trade, and removing barriers to services trade. In the agrifood sector, integrating smallholder 
farmers, which are largely marginalized within GVCs, into markets requires policies that will promote improved 
rural infrastructure and services.363 Effective competition laws, especially for e-commerce, are also imperative to 
mitigate the excessive power of large corporations, providing SMEs with a more level playing field.  
Reducing inequality, must be complemented by domestic policies aimed at improving productivity, mitigating 
adjustment frictions, and compensating for losses. Governments should ensure that education and training 
opportunities are universally available, including to disadvantaged households, and that efficient safety nets cover 
those adversely affected by globalization, thus fostering equality of opportunity and social mobility. With regards 
to the private sector, policies promoting affordable financing and access to market information, and export 
promotion activities tailored to SMEs can facilitate their participation in the global market, either through exports 
or engagement in GVCs.  

Gender-responsive trade policies  
 
Making trade policies more responsive to gender issues improves gender equality in trade, supports poverty 
reduction and fosters sustainable growth. Recent World Bank analysis reveals that closing gender employment 
gaps could raise per capita GDP by almost 20 per cent, reaching 40 to 80 per cent in the Middle East, North Africa, 
and South Asia. Despite trade being a crucial source of economic opportunities for women, disparities persist, 
with male entrepreneurs being nearly twice as likely to internationalize their businesses. Recognizing this need, 
WTO members have increasingly incorporated gender issues into trade policies, with the creation of the Gender 
Research Hub in 2021, fostering a global network contributing significantly to research on women's economic 
empowerment in just two years364. 
 
Female labour-intensive sectors face higher tariffs and greater trade costs and there are higher services trade 
restrictiveness in these sectors, and elevated trade costs related to face-to-face interaction in female labour-
intensive industries. Studies suggest that the most effective policy solution to address this is through digitalization 
policies, which can substantially reduce the male wage premium by almost 1 percent, as well as service trade 
liberalization, which could have a modest impact.  
 

Box 2: Gender dimension of e-commerce 
 
E-commerce promotes women’s economic empowerment through several benefits that support business 
growth and diversification (UNCTAD, 2023b).  E-commerce helps small businesses, among which women 
concentrate, increase customer numbers by making it possible to reach distant markets. E-commerce platforms 
lower barriers to market entry by providing an ecosystem of services, including marketing tools, payment services 
and logistics, that otherwise companies would need to outsource. Platforms provide also information on market 
access, customs procedures, shipping costs, market intelligence and data that are especially important for women 
entrepreneurs. A lack of such information is one of the persistent obstacles that women face in offline trade. 
Online trade provides both more time flexibility compared to offline trade and the ability to work from home. This 
i particularly valuable for women who shoulder the burden of unpaid domestic and care work. This also helps 
women overcome mobility constraints and reduce gender-based discrimination and violence.  
There are also challenges for women-owned enterprises to reap the full benefits of e-commerce. Digital gender 
divides (figure 14) in developing and least developed countries put women entrepreneurs at a disadvantage while 
seeking to benefit from e-commerce.  
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Figure 14. Individuals using the Internet by country groups (percentage of male and female population) 

  
Source: UNCTAD calculation based on ITU (2022) 
 
Women entrepreneurs face obstacles such as limited business networks, lower levels of entrepreneurial skills, 
negative gender stereotypes and time poverty. They also face gender-based violence and harassment, common 
to both online and offline trade, in accessing the opportunities provided by e-commerce. They are a combination 
of pre-existing gender gaps compounded by gender digital divides in relation to access to technology and internet, 
access to education and digital skills, insufficient capital and access to finance and resulting in low profitability 
operating in low value-added sectors.  
 
There are also policy-related constraints that undermine the potential benefits of e-commerce for women 
entrepreneurs. Several countries, especially developing ones, still lack data on how women businesses contribute 
to economic growth through e-commerce. Lack of data also undermines efforts to understand and address the 
specific obstacles that women entrepreneurs face in this area, and negatively affects the design of sound policies 
(UNCTAD, 2023). Most developing countries have not yet put in place comprehensive national digitalization 
strategies; in those countries that have developed them, gender considerations have rarely been mainstreamed. 
 
Several positive initiatives have been taken to lower the constraints faced by women entrepreneurs, as 
reviewed by UNCTAD (2023). For example, Jumia – a major online marketplace in Africa – developed its Women 
& Youth Empowerment Program to help women and youth build the local e-commerce market. WEConnect 
International brings large corporate, multilateral and government buyers together with women-owned suppliers 
around the world. UN Women has set up a digital platform – Buy from Women – that connects smallholder 
farmers (men and women) to the agricultural supply chain. Development partners are also active in this field. 
Among the many examples, UNCTAD eTrade for Women provides masterclasses that equip women entrepreneurs 
from developing countries with the skills necessary to operate in the digital landscape. From the policy angle, 
UNCTAD, through its online course on e-commerce from a gender and development perspective, supports 
policymakers to better understand the opportunities that e-commerce provides to women entrepreneurs, but 
also the challenges they face, and offers policy recommendations on how to leverage e-commerce for economic 
growth and women’s empowerment.    

5. Trade and development financing 

5.1. Trade Finance: Trade finance gaps and instruments  
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Trade finance plays a crucial role in facilitating international trade, offering a low-risk mechanism where the 
shipped goods serve as collateral. The WTO estimates that 80 per cent or more of global merchandise trade 
depends on the provision of trade financing365. Despite its importance, businesses in many developing countries 
encounter significant hurdles in obtaining trade finance, often due to exaggerated country risk perceptions. The 
inability to access trade finance not only hampers trading opportunities but also prevents companies from 
capitalizing on international markets for which they are otherwise well-prepared.  
 
The global trade financing gap has increased sharply in recent years. The Asian Development Bank has estimated 
that global unmet demand for trade financing has increased to USD  2.5 trillion annually, from initial estimates 
eight years ago of USD 1.5 trillion per year 366 . Moreover, current trade finance disproportionately favors 
established commodity exporters and bulk importers. SMEs on the other hand, especially those led by women, 
struggle with rejection rates exceeding 50 per cent. Many traders refrain from seeking trade finance in the first 
place, due to high costs, collateral requirements, and potential rejection risks. In West Africa, for instance, only 
25 per cent of goods trade is covered by trade finance. Increasing this coverage to the continental average of 40 
per cent could boost West Africa's annual trade flows by 8 per cent367.  
 
Figure 15. Global trade finance gap 

 
 
Trade finance serves as a crucial enabler for the dissemination of climate-related technologies and equipment. 
A deficiency in trade finance flows may result in delays or cancellations of significant climate-related initiatives. 
While data on the trade finance gap specifically for climate-related goods is limited, addressing this gap is essential 
to boost trade in products vital for transitioning to a low-carbon economy. The intersection of climate finance and 
Aid for Trade financing, particularly in renewable energy infrastructure, underscores the catalytic role of Aid for 
Trade and key stakeholders in mobilizing finance for green projects. Additionally, technical assistance from 
development agencies can focus on trade finance facilitation programs for developing economies, strengthening 
their financial institutions in this domain. This is particularly true for SMEs which require support in the form of 
climate strategy-building, for instance through the International Trade Center’s (ITC) Green performance toolkit, 
an online solution designed to enhance the environmental performance of small businesses. 
 
The provision of traditional trade finance has long been the purview of large international banks, yet private 
banks are not well positioned to narrow the trade finance gap for underserved firms, creating a key role for 
public actors. It is firms in developing and emerging markets, and SME suppliers that face the greatest challenges 
in accessing trade financing. These constituencies are most likely to be reached by institutions whose mandates 
are at least partly defined on the basis of policy or public good. These include some export credit agencies and 
multilateral development banks (MDBs). Multilateral development banks already play an important role in the 
provision of supply chain financing (SCF) in developing countries. MDBs are also uniquely positioned to respond 
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to crisis situations such as trade and supply chain disruptions related to Covid-19. To further strengthen their role, 
there are several cross-MDB efforts to collaborate on issues of global and mutual interest in trade financing, 
including in collaboration with the WTO (box 3), including on issues such as risk sharing, co-financing, and capacity 
building.  
 

5.2. Aid for trade 
 
Aid for Trade aims to support developing countries, particularly LDCs, to expand trade by building capacity and 
necessary infrastructure to implement and benefit from WTO agreements. Since 2006, commitments and 
disbursements of Aid for Trade have grown steadily (see Figure 16). In 2020, the most recent year for which data 
are available, global disbursements of Aid for Trade increased to $48.7 billion from $47.3 in 2019. Commitments 
have increased sharply to $64.6 billion, from their 2019 levels of $54.8 billion in 2019.  
  

Box 3: ADB’s Trade and Supply Chain Finance Program (TSCFP) 
 
ADB’s Trade and Supply Chain Finance Program (TSCFP) complements its core financing, guarantee and risk 
mitigation solutions in trade and trade financing, with a portfolio of special projects and initiatives aimed at 
amplifying development impact, fighting poverty and driving greater engagement in green, climate-friendly 
sustainable trade that aligns with Environmental, Social and Governance (ESG) considerations. TSCFP is 
active in combatting trade-based money laundering, enabling adoption of Environmental and Social 
Management Systems (ESMS) among its local partner banks across APAC, and facilitating detailed 
transparency and traceability of carbon emissions across supply chains, as well as accelerating the 
digitisation of international trade, and promoting the deployment of DTSCF solutions to help narrow the 
global trade finance gap. 
  
During the first nine months of 2023, TSCFP supported trade of over USD 3.5 billion through more than 
17,300 transactions, with about 5,600 transactions linked to small and medium sized businesses. This core 
activity is complemented by activities such as the carbon tracking initiative, being developed in partnership 
with globally recognized standards and regulation partners such as GS1 (www.gs1.org) and their unique 
barcode and QR code technology, together with the IFRS Foundation (www.ifrs.org), widely known for 
setting accounting standards and practices but now aiming to do the same for sustainability reporting, 
including in the climate space. Together, these three organizations are working on a technology solution 
that will assist in tracking carbon emissions end-to-end across global supply chains, while also helping 
companies and supply chains to report results digitally, to demonstrate compliance against standards and 
regulatory requirements.  

http://www.gs1.org/
http://www.ifrs.org/
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Figure 16. Trends in aid for trade 

 
Source: OECD/WTO data 
 
The 2022 Aid for Trade Monitoring and Evaluation (M&E) exercise took place amidst simultaneous crises of 
unprecedented magnitude, including the war in Ukraine, high food and energy prices, tighter monetary policies, 
supply chain disruptions and COVID-19.  Responses to the joint OECD-WTO M&E questionnaires, indicate a rise in 
the perceived importance of Aid for Trade, for both developing countries and donors. The next Aid-for-Trade 
Global Review, entitled Mainstreaming Trade, will be held at the WTO in Geneva in mid-2024.  
 
In the face of various recent crises, Aid for Trade can act as a key facilitator of economic resilience and export 
diversification. Various studies have identified diversification as an important source of supply chain and 
economic resilience. Indeed, studies show that the degree of concentration of suppliers and products can amplify 
or dampen international shocks and that Aid for Trade can promote export diversification in order to advance 
economic growth through lower trade costs and higher diversification368. A recent empirical study on the impact 
of Aid for Trade on export diversification, focusing on Sub-Saharan exports, concluded that Aid for Trade was 
conducive to export diversification. The findings suggest that Aid for Trade contributed to export diversification in 
Sub-Saharan Africa and imply that increasing Aid for Trade resources could be effective to promote further export 
diversification in order to advance economic growth through lower trade costs and higher diversification369. Aid 
for Trade has also had positive impacts on FDI inflows, and could support more diversified inflows370.  
 
Aid for Trade increasingly takes SDG considerations into account. Responses to the 2022 Aid for Trade 
Monitoring and Evaluation (M&E) exercise by the OECD and WTO suggest a shift towards sustainability 
considerations, including climate and gender equality, pointing to the potential of Aid for Trade to further support 
progress towards the SDGs. This new emphasis is also partly due to growing demands embodied in international 
commitments, notably the Paris Agreement. In 2020, 51 per cent of Aid for Trade commitments included climate-
related objectives, representing 56 per cent of total climate-related ODA commitments in 2020. LDCs and other 
LICs are the primary beneficiaries, accounting for 37 per cent of total climate-related commitments made in Aid 
for Trade sectors.  
 
While Aid for Trade disbursements with climate objectives reached USD 15 billion in 2020, constituting 31 per 
cent of total Aid for Trade, only a limited portion (12 per cent) was allocated to adaptation projects. Notably, 

0

10000

20000

30000

40000

50000

60000

70000

Trend in Aid for Trade

Commitments Disbursements



DRAFT   Not for citation or distribution 
 

150 
 

these projects focused on agriculture (54 per cent), energy, transport, banking, and forestry sectors (Figure 17). 
Despite the relative scarcity of funds, projects like those supported by the Enhanced Integrated Framework (EIF) 
showcase the potential of adaptation investments to enhance resilience and inclusivity. Strengthening the 
integration of trade dimensions into national adaptation strategies and fostering alignment between Aid for Trade 
and climate finance programs could further optimize support for climate change adaptation in developing 
countries.  
 
Figure 17. Aid for Trade Disbursements, Climate Change Adaptation and Agriculture 

 
Source: WTO, 2022 
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III.E. Debt and debt sustainability 

1. Key messages and recommendations 

The debt challenges of developing countries remain elevated, especially amongst the poorest and most 
vulnerable countries; debt service burdens could crowd out vital investments, and constrain progress towards 
the SDGs. While debt levels have broadly stabilized after spiking in the first year of the pandemic, high costs of 
servicing and refinancing debt amidst tight global financial conditions add to the debt vulnerabilities of many 
developing countries. A significant number of developing countries – more than half of countries that use the joint 
IMF-World Bank Debt Sustainability Framework for Low-Income Countries (LIC-DSF) – are at high risk of or in debt 
distress. Supporting developing countries to navigate these challenges is essential given the significant financing 
needs associated with reaching the Sustainable Development Goals (SDGs), achieving structural transformation, 
adapting to climate change, and increasing resilience in the face of future shocks. 
 
While median debt levels generally fell across the globe in the first decade of this century, this trend reversed 
in the second decade. Since 2020, countries saw debt increase further as they sought to mitigate the impact of 
the COVID-19 pandemic, spillovers from the war in Ukraine, and the turn in the global monetary policy cycle. While 
median debt levels around the world have now broadly stabilized near their 2000-levels, significant variation 
across country groupings remains. Debt in LDCs, most of whom participated in the Heavily Indebted Poor 
Countries (HIPC) and Multilateral Debt Relief (MDRI) initiatives, have increased since the mid-2010s, as access to 
debt markets was restored. The debt increase reversed some, though not all of the gains from the relief initiatives. 
 
There has been a significant shift in developing countries’ debt composition since 2000, providing access to new 
financing, but also translating into rapidly growing debt service burdens. For LDCs and other LICs, commercial 
debt now represents a quarter of external debt, up from just 10 percent in 2010, driven mostly by countries 
accessing international bonds markets for the first time and the rise of syndicated bank and commodity-backed 
loans. The share of non-Paris Club creditors in the total external debt stock of LDCs and other LICs now exceeds 
that of Paris Club (PC) creditors. While the broader shift of the financing mix towards private creditors and non-
PC creditors has led to greater access to finance, it has also resulted in greater debt servicing burdens – with 
external debt service alone consuming more than a fifth of tax revenue in 25 developing countries. Greater 
diversity of creditors also exacerbates creditor coordination challenges in case of debt restructurings.  
 
High debt service burdens can hamper implementation of the SDGs. 3.3 billion people live in countries where 
Governments spend more on interest payments than on health or education. In a growing number of developing 
countries, public debt interest service surpasses public spending in crucial sectors. Challenges are particularly 
pronounced for countries most vulnerable to climate shocks, which face high borrowing cost and – when hit by 
extreme weather events – high recovery cost, which increase debt vulnerability. At the same time, it is essential 
that countries do more to optimize spending, increase revenues, and target reforms that are growth-enhancing.  
 
With debt service burdens projected to remain elevated for several years, amidst dwindling new financing 
options, more need to be done to reduce the risks of liquidity crises. Global financing conditions remain tight; 
since 2022, net debt inflows to developing countries as a whole would have turned negative if not for the sustained 
debt financing by multilateral institutions. High refinancing costs and limited access to international financial 
markets, combined with continuously high external debt repayments in 2024 and 2025, will put significant liquidity 
pressures on countries. Today, 55 per cent of LDCs and other LICs are assessed to be at high risk of or in debt 
distress.  
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Against this backdrop, it is critical to urgently address the debt challenges of developing countries. Stepped up 
action is needed across three priorities: (i) strengthening debt crisis prevention, including through sound debt 
management and transparency; (ii) finding solutions for countries that face severe fiscal constraints and can be 
hampered by debt overhangs and insufficient reforms to address underlying problems to invest in the SDGs; and 
(iii) a more effective debt crisis resolution mechanism.  
 
In a more complex environment, sound debt management is more critical than ever. Technical assistance by 
various institutions and the sharing of good practices are supporting progress in public debt management. 
Nevertheless, progress remains gradual and uneven across countries. Fragile and conflict-affected states, as well 
as small developing countries, face particularly large resource and capacity constraints.  
 
Debt transparency can also play an important role in supporting continued financing flows to developing 
countries and is a shared responsibility of both borrowers and creditors. While progress has been made in recent 
years, gaps remain. Borrowers should continue enhancing their institutional and operational frameworks to 
enable timely and comprehensive debt reporting. Creditors should also follow-through on initiatives to support 
more transparency. 
 
Countries that are solvent but face very high debt service burdens over the next several years will need more 
systematic support. With fiscal space already eroded, and very high debt service payments coming up amidst tight 
financing conditions, low- and lower-middle income countries under tight liquidity pressures face the prospect of 
further reduced SDG investments or even solvency challenges, unless they receive additional support and 
implement important reforms to address fiscal constraints and weak growth. This will require additional 
concessional financing, including the sustaining of large highly concessional financing from multilateral lenders, 
and could include the use of financial instruments such as debt swaps or credit enhancements to enable rollover 
of commercial debt, as well as measures to prevent leakage of fresh concessional financing to service non-
concessional debt. 
 
The international community needs to continue advancing progress on resolution of debt distress situations, 
monitor developments closely, and enhance the toolkit to ensure it has the appropriate tools to support 
countries when risks materialize. In that context and despite recent important progress, including resolution of 
debt distress in a few countries, continued efforts to enhance the efficiency of the Common Framework are 
needed, together with exploring other options to mitigate the risks that a financing squeeze might trigger a debt 
crisis in additional countries.   

The Fourth International Conference on Financing for Development provides an opportunity to tackle the 
challenges of high borrowing costs and debt service burdens and address gaps in the debt restructuring 
architecture. There is broad recognition of the need to address the fiscal and external constraints of many 
developing countries that are unable to invest in the SDGs due to high debt service burdens; and of the need to 
further improve debt resolution processes. Many proposals have been put forward to address these challenges, 
including financial instruments and contractual innovations that could deliver fiscal space for SDGs (such as debt 
swaps, credit enhancements, or state-contingent clauses), enhanced analytical tools, stepped up capacity support, 
domestic law reforms, enhancements to the Common Framework and other institutional innovations at the 
international level. However, there is as of yet no political agreement on a package of reforms that would align 
the debt architecture with the SDGs. Preparations for the Fourth Conference will provide an opportunity to 
identify relevant elements of such a package and deliver it in 2025. 

The rest of this chapter will first give an overview of global debt trends in the past two decades, followed by a 
section on the interaction between sustainable debt financing and the SDGs. The chapter will conclude by 
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discussing progress made in debt crisis prevention and resolution, while highlighting key challenges that have to 
be addressed.   

2. Overview of global debt trends 

2.1. Debt and debt vulnerabilities – trends and drivers 
 
After declining in the first decade since the turn of the century, public debt ratios increased steadily through 
2020, before tapering off more recently. Public debt-to-GDP in developed countries rose sharply starting from 
2007 and, after stabilizing in the 2010s, reached a new high during the COVID-19 pandemic when countries 
financed very large-scale fiscal response packages. After decreasing for much of the 2000s in a favorable global 
economic environment, public debt in middle-income countries leveled off after the 2008 world economic and 
financial crisis, before resuming an upward trend in 2014, which gathered pace during the pandemic. LICs 
experienced a similar, if more pronounced trajectory. Debt levels in all country groups have broadly stabilized 
since 2020 (figure III.E.1).  
 
The decline and subsequent rebound of public debt was most pronounced in vulnerable countries, particularly 
LDCs and other LICs371.  In the late 1990s and early-2000s, many LDCs and other LICs benefitted from strong 
economic growth along with debt relief under HIPC and MDRI, which significantly lowered external debt-to-GDP 
ratios across the two country groups (figure III.E.2).372 Since then, and over the past 10 to 15 years, many of these 
countries embarked on ambitious, externally-financed infrastructure drives, which contributed to a doubling of 
the stock of external public debt in nominal US dollar terms since 2010 (figure III.E.3). Debt in small island 
developing States (SIDS) rose from 42.3 percent of GDP in 2000 to around 60 in 2022, after peaking around 2020, 
as these countries – many of which rely on tourism – were severely impacted by the pandemic (figure III.E.1). SIDS 
also saw liquidity buffers erode, making them even more vulnerable to external shocks. 
 
Figure III.E.1  
Overall general government debt evolution in developed and developing countries, 2000-2023 
(Percent of GDP) 
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Source: IMF October 2023 WEO database, IMF staff calculations. 
Note: Overall general government debt includes both domestic and external debt. 
 
Figure III.E.2 
Currency composition of general government debt of LDCs and other LICs, 2000-2023 
(Percent of GDP) 

  
Source: IMF staff calculations based on IMF October 2023 WEO database. 
 
Figure III.E.3.  
External public and publicly guaranteed debt stock by creditor type in LDCs and other LICs, 2000-2022 
(USD Billions) 

  
Sources: IMF staff calculations based on World Bank International Debt Statistics database. 
 
 
Figure III.E.4 
External creditor landscape in LDCs and other LICs 
(Percent of total external public and publicly guaranteed debt stock) 

End-2000 End-2010 End-2022 
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Source: IMF staff calculations based on World Bank International Debt Statistics database. 
 
 
Over the last 20 years, the creditor landscape has become more diverse for many developing countries. For 
LDCs and other LICs, the shares in external public debt held by commercial creditors—including bondholders and 
other private creditors — and non-Paris Club official creditors more than doubled, from 17 per cent at end-2000 
to 45 percent at end-2022, with the shares of Paris Club and multilateral creditors declining from 83 percent to 56 
per cent, respectively (figure III.E.4). Similar trends were observed among MICs and SIDS.373  
 
Complexity and riskiness of debt instruments has also increased. Across developing countries, debt with more 
complex lending terms (e.g., collateralization374), more frequent repricing (due to shorter maturities and greater 
prevalence of variable interest rate), and/or indirect forms of financing, such as state-owned enterprises- or 
public-private partnership-related transactions proliferated.375 With access to international bond markets drying 
up in recent years, many developing countries shifted to syndicated loans, resulting in a significant increase in 
such loans across developing countries. The increased prevalence of syndicated loans poses challenges, as they 
are typically less transparent, have shorter maturities, and include fewer safeguards against holdouts in debt 
resolution (though efforts have been made to introduce majority voting provisions to such loans; and there are 
typically much fewer creditors in the case of syndicated loans when compared to bonds, which may facilitate debt 
resolution). In parallel, domestic debt has become an increasingly important financing source across developing 
countries, including LDCs and other LICs (see figure III.E.2). Development of domestic debt market can help 
diversify the investor base. It can also support the mitigation of exchange rate risk. However, increase in domestic 
sovereign borrowing can also lead to a reduction in available credit for the private sector and enlarge the 
sovereign-bank nexus, potentially exacerbating the risk of negative feedback loops.   
 
In the most recent post-pandemic period, many developing countries faced external liquidity pressures, with 
only scaled up multilateral financing preventing a collapse in external financing.  LICs and especially the LDCs 
had started to see a decline of external financing inflows in 2019, driven by the drop in private inflows and net 
financing from non-Paris Club official creditors. This downward trend was exacerbated by the pandemic. By the 
second half of 2022, developing countries with the weakest credit ratings effectively lost access to international 
bond markets.376 Debt financing provided by multilateral institutions prevented an overall net debt outflow for 
middle-income countries in 2022, counteracting the net outflows to bondholders. Multilateral institutions also 
played a key role in sustaining net debt inflows to LDCs and Africa – where over 70 per cent of all LDCs are located 
– in the post-pandemic period, as net financing from private creditors was negative (figure III.E.5). In the case of 
SIDS, net bond inflow was positive in 2022, reflecting an improvement in the external sector as the tourism 
industry rebounded. 
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Figure III.E.5 
Net external public sector debt flows, by country group, 2000-2022  

  

  

  
Source: UN DESA, based on World Bank International Debt Statistics database. 
Note: Data shows net flows on external public sector debt, measured as new disbursements minus principal 
repayments. 
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Drivers of debt and debt vulnerabilities  
 
Primary deficits related to large spending needs and external shocks have been one of the key drivers of debt 
dynamics.377 While debt dynamics vary across countries, most LDCs and other LICs experienced consistent primary 
deficits (figure III.E.6). Significant spending needs, including for investment in infrastructure, climate actions, and 
other SDGs were further accentuated in the context of rising international food and energy prices and weaking of 
domestic currencies vis a vis the US dollar. Many countries introduced fiscal support to mitigate the effects of the 
crises, putting additional pressure on their fiscal balances and debt. Tax revenue has not kept pace with 
expenditure (see Chapter III.A.); neither has concessional financing, with some developing countries seeing a 
decline in the amount of concessional finance received.378 Other developing countries saw a loss of access to 
concessional financing altogether as their income level increased, while remaining highly vulnerable to climate 
and other shocks. Most recently, tightening global financial conditions have increased borrowing costs. At the 
same time, the differential between the real interest rate and real GDP growth (r-g) has remained favorable for 
debt dynamics in LDCs and other LICs, despite pressures from rising country risk premia and global interest rates, 
acting as a countervailing force to persistent primary deficits. Overall, rising debt levels have translated into fast-
rising debt service burdens, potentially diverting resources from SDG investment (section 2.2) and rising liquidity 
and solvency risks (section 2.3). 
 
Figure III.E.6 
LDCs and other LICs: General government primary balance, 1990-2023 

General government primary balance (Period averages, percent of GDP) 

  
Source: IMF staff calculations based on IMF October 2023 WEO database. 

 

2.2. Debt service burdens 
 
Rising debt levels, changing creditor composition, and tighter financing conditions have translated into greater 
debt service burdens. During 2022-2023, issuance of hard currency bonds by LDCs and other LICs almost dried up 
and those that were issued carried very high coupon rates; middle-income countries experienced a similar, if less 
pronounced, deterioration of financing conditions (figure III.E.7). This increase in borrowing cost adds to debt 
service burdens that had already been on the rise due to growing debt stocks and the associated amortizations as 
the accumulated debt starts falling due. As a result, debt service payments – including both interest and principal 
repayments – relative to government revenues has increased dramatically across LDCs and other LICs (figure 
III.E.8). The median debt service burden for LDCs rose from 3.1 per cent in 2010 to 12 per cent in 2023 – the 
highest level since 2000; for other LICs, it rose from 4.5 per cent to 11.3 per cent during the same period. MICs 
and SIDS also dedicate a growing share of revenue to debt service, though increases are less pronounced there. 
As reported in last year’s FSDR, in total 25 developing countries (this number remains unchanged in 2023) dedicate 
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more than a fifth of their total revenue to servicing public external debt, the highest number since 2000, which 
also marked the beginning of HIPC, the last large-scale debt relief initiative for developing countries. 
 
Higher debt service costs reduce available fiscal space for development financing. 3.3 billion people live in 
countries where Governments spend more on interest payments than on education or health.379 45 developing 
countries, including 29 LDCs and other low income countries, spend more on debt servicing than on health; 19, 
including 8 LDCs and other LICs, spend more on debt service than on education; and 21, including 4 LDCs and other 
LICs see their public investment falling behind interest payment on public debt (figure III.E.9).380 Across regions, 
this crowding out of development spending is strongest in Africa and Western Asia. 
 
Figure III.E.7 
Sovereign bond issuance in hard currencies, by coupon rate 

  
Source: UN DESA, based on LSEG data.  
Note: Data includes sovereign bond issuance in British Pound, Euro, Japanese Yen, and US dollar. 
 
Figure III.E.8  
Debt service on external public and publicly guaranteed debt, 2000-2023 
(Percent of general government revenue) 
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Source: UN DESA calculations, based on World Bank International Debt Statistics database and IMF October 2023 
WEO database. 
 
Figure III.E.9 
Developing countries that spend more on servicing public debt than on health, education, and public 
investment, 2010-2012 versus 2019-2021  
 

Number of LDCs and other LICs 
 

Number of developing countries 

 
 

 

Source: UN DESA, adapted from UN Global Crisis Response Group (2023). 

2.3. Elevated debt sustainability risks 
 
High debt levels and tight financing conditions have translated into growing liquidity and solvency risks. Debt 
service burdens on external debt will remain elevated for LDCs and other LICs, as well as many lower-middle-
income countries through 2024 and 2025, and ease only gradually after that (see figure III.E.10). In LDCs for 
example, external debt service will hover around USD 40 billion annually between 2023 and 2025, up from USD 
26 billion in 2021. In a context of very high refinancing costs and limited access to international financial markets, 
these very high external debt repayments will put significant liquidity pressures on countries; without a mix of 
adjustment, reforms to accelerate growth, and robust access to concessional financing, there is a risk that they 
may turn into solvency crises. 
  



DRAFT   Not for citation or distribution 
 

160 
 

 
Figure III.E.10 
Debt service on external public and publicly guaranteed debt 
(USD Billions) 

 
Source: UN DESA calculations, based on World Bank International Debt Statistics database and IMF October 2023 
WEO database. 
 
The risks of fiscal crises and debt distress in developing countries remain high, particularly in LDCs and other 
LICs. More than half of all LDCs and other LICs are assessed at high risk of or in debt distress, twice the level in 
2013, according to the IMF/World Bank Debt Sustainability Framework (LIC DSF, see figure III.E.11). Fifteen 
countries’ debt risk ratings have been downgraded since the beginning of the pandemic, but – in most cases – 
vulnerabilities manifested well ahead of the COVID-19 pandemic. Since 2020, five countries experienced debt risk 
rating upgrades, mostly reflecting positive results from debt restructuring. Among the countries assessed at high 
risk of debt distress or in debt distress, four have requested a Common Framework debt restructuring: Chad 
(completed, with a Memorandum of Understanding signed in December 2022), Ethiopia, Zambia, and Ghana. 
Somalia has completed and Sudan is undertaking debt restructuring under the HIPC initiative. Several other 
countries are engaged (Malawi) or have announced their intention or interest to restructure their debt through 
bilateral negotiations (Djibouti and Lao PDR).  
 
Figure III.E.11 
LDCs and other low-income countries: External debt distress ratings, 2007-2023 
(Percent of countries) 

 
Source: IMF staff calculations based on IMF/World Bank Debt Sustainability Framework.  
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3. Sustainable debt financing and the SDGs 

In the wake of multiple global shocks, many countries face difficult trade-offs between maintaining fiscal 
sustainability and investing in structural transformation, including productive investment, climate action and 
other SDGs. Effective SDG investments enhance an economy’s resilience in the long run, including through 
reducing debt-related vulnerabilities. The terms on which countries can access debt and other sources of 
financing, along with how effectively these resources are utilized, will determine whether countries can achieve a 
virtuous cycle of investment-driven recoveries and resilient development pathways, which will also create the 
resource base to service debts in the long run. Conversely, countries faced with rising debt burdens and without 
additional support by the international community may need to forego investments in resilience and long-term 
development, which will only further undermine their prospects. This challenge is particularly pronounced for 
climate-vulnerable countries (see section 3.1 on the debt and climate vicious cycle). Better understanding, 
managing and addressing this interplay between long-term investments in the SDGs and climate action, the closing 
of financing gaps for SDG investments, efficient use of debt financing while safeguarding long-term debt 
sustainability, and implementation of key growth-enhancing reforms will be critical to achieving the SDGs and 
climate action. Section 3.2. lays out a range of proposals that have been made to this end.  

3.1. Debt and climate vicious cycle 
 
The vicious cycle of rising debt and constrained productive investment is especially pronounced in climate-
vulnerable countries. Rising climate vulnerabilities, as reflected by more frequent and severe natural disasters, 
exert significant pressure on countries’ national budgets. Financing needs to address damages, recover from 
disasters, and adapt to climate change are very large - the annual cost of adapting public assets alone has been 
estimated to exceed 1 per cent of GDP annually for the next 10 years in 50 low-income countries, while for some small 
countries it rises up to more than 2.5 per cent of GDP.381 Disasters also significantly disrupt economic activities and 
diminish countries’ ability to mobilize domestic and external resources for climate adaptation. To meet urgent 
needs, vulnerable countries often have to resort to increased borrowing, leading to a buildup of debt and an 
increasing share of national budgets allocated to debt servicing. This limits their ability to invest in long-term 
resilience and SDGs, which make them even more vulnerable to future shocks. Consequently, the cycle of 
borrowing and debt accumulation not only constrains future investment opportunities but also exacerbates 
vulnerabilities to climate change, creating a self-perpetuating loop of debt and climate challenges. 
 
Climate and debt vulnerabilities increasingly overlap. Some assessments suggests that over half of debt upsurge 
in vulnerable countries stems from funding disaster recoveries.382 And as Figure III.E.12 shows, 30 out of 68 
countries eligible to access concessional finance under the IMF’s Poverty Reduction and Growth Trust (PRGT) (44 
per cent of the total) are at the intersection of high debt and climate vulnerabilities. This intersection of climate 
and debt vulnerability is not limited to PRGT-eligible countries. Several lower- and upper-middle income countries 
have high climate vulnerability according to the ND-GAIN Climate Vulnerability Index, and encounter either serious 
challenges to their external debt sustainability or are already in debt distress.383 Vulnerability to climate shocks is 
also associated with higher borrowing costs, as creditors’ perception of greater country risks drive risk premia.384 
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Figure III.E.12 
Overlap of debt and climate vulnerabilities in LDCs and other LICs, 2023 

 
Source: UNCTAD Secretariat calculations based on IMF LIC DSA country list (November 2023) and Notre Dame 
Gain Climate Vulnerability Index (ND-GAIN). 
Note: Among the 70 countries currently eligible to the PRGT, there are no data availability for 2 countries (Eritrea 
and Kiribati). 
 
On the climate mitigation side, developing countries also face greater financing needs associated with the 
transition to a low-carbon economy, which could further increase debt levels and exacerbate fragile external 
positions in the short run. Many developing countries are more reliant on brown activities, with less diversified 
economies.385 Consequently, the needs for investment in climate mitigation and other green activities, as well as 
in economic diversification are much higher. Closing the investment gap will require increase in external finance, 
including debt, which will exacerbate their fragile external positions. At the same time, a global green transition 
could mean that demand for and prices of products of emission-intensive sectors will fall, with adverse 
implications for foreign currency revenue of countries that rely on these sectors and their capacity to service 
external debt burdens. 
 
To break this debt-climate vicious cycle, an ambitious policy agenda at national and international levels is 
imperative. This should encompass policy recommendations that are discussed throughout this report and noted 
below, across the action areas of the Addis Agenda. It must include the scaling up of affordable international 
climate finance, alongside increases in domestic public and private capital. Smart ways of leveraging domestic and 
international capital will be needed to help countries reach the SDGs and climate goals. The size of the financing 
needs implies that vulnerable developing countries will need external financing, and on concessional terms, to 
adapt and build resilience to climate change and avoid further debt build-up (see Chapter III.C).  

3.2. Scaling up SDG investments while maintaining sustainable debt 
 
High debt service burdens and large unmet financing needs for the SDGs underline the need for progress across 
the action areas of the Addis Agenda. Creating fiscal space for investment in the SDGs in this very challenging 
macro-context will require policy action in many areas beyond debt: strengthened fiscal management (increased 
domestic public resource mobilization and efficient spending) (chapter III.A); development of domestic debt 
markets that can contribute to financial resilience and help mitigate exchange rate risks at a time of tightening 
external conditions (chapter III.B.); scaled-up concessional financing, which is particularly important for the 
poorest and most vulnerable countries (chapter III.C); but also domestic and international macroeconomic and 
capital account management to address external pressures (chapter III.F). Section 4 discuss the role of debt 
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management and debt transparency in preventing debt crises, and efforts to close gaps in the debt resolution 
architecture so that crises can be addressed more speedily and effectively when they do occur. At the same time, 
there have been more targeted efforts and proposals to provide affordable debt financing for SDG and climate 
investments, both through specific instruments and through more programmatic approaches. 

SDG-linked debt instruments  
 
Large financing needs for climate action and the SDGs have increased interest in financial instruments that more 
closely link debt financing to sustainability considerations. Such instruments aim to exploit (public and private) 
creditors’ interest in supporting global priorities such as climate action and the SDGs.  
 
For countries that remain solvent but struggle with limited fiscal space for investment in sustainable 
development, a range of debt instruments could help mobilize resources for SDG and climate investments. Debt 
for climate and SDG investment swaps allow countries to redirect debt service payments toward investments in 
sustainable development and climate action. They are useful for countries that have limited fiscal space for SDG 
investments, but not a means to restore debt sustainability in countries with solvency challenges. There have been 
many debt for health and nature swap operations since the late 1980s; after a hiatus, they have regained 
popularity since 2015. This includes bilateral swaps of official debt, and more complex instruments that involve 
third parties providing funds with credit enhancement in order to buy back commercial debt at a discount.  
 
Despite some successful examples, uptake of debt swaps has remained limited, in part due to high transaction 
costs. Countries have to overcome challenges, including capacity gaps, reporting and monitoring requirements, 
and the difficulty in identifying potential transactions alongside finding creditors willing to engage in such swaps. 
Additionally, limited market size can constrain the feasibility of issuing thematic bonds as part of large debt swap 
operations. Their design must also assure sovereignty and country ownership over the investments undertaken. 
Several regional and thematic debt swap initiatives are advancing on these issues, including, for example, UN 
ESCWA’s Climate/SDGs Debt Swap – Donor Nexus Initiative. 
 
The past two decades saw an increasing interest in thematic bonds, such as sustainability bonds (e.g. green, 
blue, social, etc.) and sustainability-linked bonds (SLB). Sustainability bonds are “use-of-proceeds” bonds that 
aim to finance earmarked green or sustainable activities. SLBs tie the cost of borrowing to improvement from 
issuers on predefined sustainability indicators within a specific time frame. Since Poland’s first issue of sovereign 
green bonds in 2016, sovereign issue of bonds to fund decarbonization goals has expanded significantly, to $80.8 
billion in 2022.386  To date, European sovereigns account for the vast majority of issuances, with developing 
countries accounting for $4.1 billion of the 2022 total.387 The sovereign SLB market is still at its nascent stage, with 
Chile issuing the first SLB in March 2022.   
 
The purpose of the issuance of sustainability and sustainability-linked bonds should be well defined and 
integrated into a sovereign’s debt management strategy and issuance plans. Commonly cited objectives for 
sustainable debt issuance include: (i) raising the issuer’s profile in the global arena; (ii) building markets for 
sustainable debt instruments inside a country; and (iii) accessing cost-effective funding and diversifying the 
investor base. The cost-effectiveness of thematic bonds depends on the size of the so-called greenium, i.e. the 
difference in yields between thematic bonds and conventional sovereign bonds. Despite the growth of the market, 
the greenium has remained small - from 2.74 basis point for developed countries’ bonds to 11.55 basis points for 
developing countries USD and Euro denominated bonds.388 Cost savings are thus not on a scale that would make 
such bonds a suitable instrument for countries that already have high debt levels and that face high spreads in 
global markets. Countries must also take pre- and post-issuance costs associated with sustainable bonds into 
account, as well as costs (and potential benefits) associated with changes to government operations that are 
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needed to issue such bonds. 389  In countries that continue to have borrowing space, donors could consider 
supporting the issuance of sustainability-linked bonds, e.g., by providing support to the development of localized 
standards and guidelines, or by providing a grant element or a guarantee, essentially allowing them to provide a 
form of budget support for SDG-linked investments.390  
 
Programmatic approaches 
 
There have also been calls for more systematic support for countries that are not insolvent, but face liquidity 
pressures over the next several years, which holds them back from investing in recovery, SDGs and climate 
action. As noted earlier in this chapter, external debt service burdens are elevated for many developing countries, 
including in particular LDCs and low- and lower-middle income countries. While many of them may not need to 
or wish to restructure because they remain solvent, liquidity constraints inhibit their ability to invest in the SDGs, 
climate action, and recovery. Several proposals have been made to provide stepped-up and systematic support 
to such countries. For example, there have been proposals for a new generation of adjustment programmes that 
would combine additional new financing from international financial institutions and suspensions of principal 
repayments, a “debt pause”, to  avoid leakage of funds (essentially, the use of highly concessional donor resources 
to service less-concessional debt), in exchange for debtor countries’ commitment to engage in investment-
focused structural reforms that put them on a new and sustainable growth path.391 (see Box 1 for the historic 
example of South Korea and an investment-focused debt strategy). Such an approach also falls within the spirit of 
proposals put forward by the UN Secretary-General, in the SDG Stimulus and his policy brief on international 
financial architecture reform, to scale up long-term affordable financing for SDG and climate investments, while 
addressing high sovereign borrowing cost and rising risks of debt distress (see Box 2).392  
 
Box 1.  
The strategy of the Republic of Korea to avoid debt distress during economic takeoff 
 
The Republic of Korea encountered development financing challenges that often confront developing countries 
during its economic take-off, including persistently high current account deficits, fast accumulating external debt, 
and low tax revenue. Despite these challenges, the country managed to boost economic growth through 
ambitious investments while keeping debt risks in check, most importantly by its emphasis on the productive 
investment and efficiency criterion for debt-financed development – i.e. that the marginal economic productivity 
of its investment had to be higher than the real interest rate payable on the borrowing. External debt 
accumulation in Korea did not fund consumption or private capital flight, but instead primarily financed the 
imbalance between investment and domestic saving and increased foreign exchange reserves.  
  
The country’s investment ratio more than tripled, from 9.6 per cent in the late 1950s, to 32.2 per cent in the 1970s, 
while marginal productivity of capital was maintained at very high levels, which were well above real interest rates 
paid on foreign debt. Sustained high real economic growth, averaging 8.3 per cent between 1961 and 1980, 
contributed to keeping the country’s debt burdens manageable. For example, if the Republic of Korea had only 
achieved a 5 per cent growth rate, its foreign debt to GDP ratio would have approached 90 per cent of GDP at the 
beginning of the 1980s, compared to less than 50 per cent of GDP that was reported. The strong economic 
performance supported growing domestic savings, reducing the need for excessive public or external borrowing.  
  
To enforce this successful debt strategy, the Government of the Republic of Korea strengthened institutions and 
employed a host of policies: a credible, consistent, and coherent economic development blueprint as the 
cornerstone for its national investment and associated debt strategy; productive investment as the top priority 
throughout its economic take-off; and centralized appraisal of investment and borrowing to ensure the productive 



DRAFT   Not for citation or distribution 
 

165 
 

and efficient use of funds, in both the public and the private sector. The Government also maintained excellent 
debt statistics throughout the period, which played an important role in supporting informed decision making. 
 
Source: UN ESCAP. 
 
 
Box 2 
The SDG Stimulus and IFA reform proposals by the Secretary-General 
 
In his proposals for an SDG Stimulus and international financial architecture reform, the UN Secretary-General has 
put forward proposals both for immediate actions to address the debt challenges of developing countries, and for 
longer-term reforms in the sovereign debt architecture that a 4th International Conference on Financing for 
Development could address. These proposals aim to: strengthen debt crisis prevention, alleviate fiscal constraints 
for countries that face extremely high debt service burdens and elevated borrowing costs; and address continued 
challenges in effectively and fairly resolving sovereign debt crises when they occur. 
 
Recommendations to prevent debt crises from occurring include: fulfilling the long-standing commitment of the 
international community to work towards a global consensus on guidelines for sovereign debtor and creditor 
responsibilities; improving debt management and debt transparency, such as by developing a publicly accessible 
registry of debt data for developing countries; enhancing the information environment and understanding of long-
term debt sustainability and SDG financing needs, which can build on ongoing work in the UN and beyond; and 
improving debt contracts and increasing the use of state-contingent debt instruments.  
 
On the latter, the UN Secretary-General proposed strengthening the Common Framework, by complementing it 
with a mechanism that could help overcome creditor coordination challenges with both sticks and carrots to 
enforce and incentivize private creditor participation in restructurings for comparable treatment with official 
creditors. Such a mechanism could also be open to countries with liquidity challenges, helping them to refinance 
existing high-cost market debt without excessive compensation to private creditors. 
 
Source: UN DESA based on: United Nations Secretary-General’s SDG Stimulus to Deliver Agenda 2030, United 
Nations Our Common Agenda Policy Brief – Reforms to the International Financial Architecture.  

4. Debt crisis prevention and resolution – progress made and challenges ahead  

Amid rising debt vulnerabilities, improvements are needed in both debt crisis prevention and resolution. Both 
domestic efforts and international actions are needed to create fiscal space for sustainable development 
investments, address liquidity challenges, mitigate systemic risks, and support quick and fair debt restructurings 
when necessary. In addition to improved debt management and transparency, continued progress toward an 
architecture that allows for more effective and fair restructurings remains critical, particularly in view of a more 
heterogenous creditor landscape, greater reliance on commercial finance, especially by LDCs and other LICs, and 
geopolitical uncertainty.393  The current architecture needs continued improvement to deliver on all of these 
objectives. 

4.1. Debt crisis prevention 
 
Further strengthening public debt management and advancing public debt transparency are key for mitigating the 
risk of debt crises.  
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Debt Management and Capacity Support 
 
Rising debt coupled with a more complex debt landscape have underscored the importance of sound public 
debt management. The increased heterogeneity of the creditor base and complexity of debt instruments (see 
Section 2 above) has posed significant challenges for public debt management.  While fiscal policy is the primary 
determinant of public debt levels, effective public debt management is a critical component of sound 
macroeconomic policies. Effective debt management helps minimize debt vulnerabilities, promote stable access 
to financing, and support the development of a more resilient domestic financial sector, while ineffective 
management can generate significant fiscal costs and propagate crises. To be effective, public debt management 
requires a clear mandate built on a sound legal and institutional framework, appropriate human resources and 
information technology, good governance, political support, and effective coordination with other (especially 
fiscal and monetary) policies.  Another key priority for domestic debt has been the development and deepening 
of domestic markets, including increased liquidity and more predictable and transparent debt issuances.394    
 
There has been steady progress in public debt management practices. Debt Management Performance 
Assessments (DeMPA) have been carried out in 69 developing countries over the past decade. These countries, 
which have developed and are pursuing debt management strategies, document improvements in areas such as 
the legal framework, managerial structure, quality of the debt strategy, publication of statistical bulletin, 
coordination with the central bank, documented procedures for domestic market borrowing, and staff capacity. 
Improving IT systems for debt recording and management are being deployed across a growing number of 
countries. However, accomplishments have been slow in other areas and occasionally faced setbacks, such as 
during the pandemic. Fragile and conflict-affected states and small developing countries face particularly strong 
resource constraints, both in terms of staffing and physical/IT equipment. Capacity development in public debt 
management will remain gradual and - in many contexts - rely heavily on external support. 
 
The IMF and World Bank provide technical assistance to low- and middle-income countries through various 
means, including through the jointly administered Debt Management Facility (DMF). The DMF program, which 
was launched in 2008 by the World Bank, offers advisory services and technical assistance, training, and peer-to-
peer learning to 86 developing countries. This assistance covers DeMPAs, reform plans, and support for 
strengthening debt management institutions and functions, as well as for the design of debt management 
strategies and the development of domestic markets. Additionally, the Government Debt and Risk Management 
(GDRM) program provides customized advisory services to enhance public debt and risk management capacity in 
select middle-income countries. In recent years, delivery of debt management capacity development to LICs has 
been further enhanced by a growing network of regional advisors located in Regional Technical Assistance Centers 
(RTACs), which help the IMF to be responsive to emerging authority needs, including tailoring capacity 
development to regional challenges and providing sustained on-the-ground support.  
 
UNCTAD supports 60 developing countries in building effective debt management capacity, focusing on 
downstream aspects of debt recording, monitoring, and reporting. These efforts complement the technical 
assistance provided in upstream areas. UNCTAD's Debt Management & Financial Analysis System (DMFAS) 
Program assists in ensuring the availability of high-quality debt data for reporting and decision-making, enhancing 
the accuracy and completeness of public debt records, and facilitating comprehensive and timely reporting. It also 
aids in the implementation of debt reorganization initiatives.395 In addition to the DMFAS, there have been other 
downstream works, including that of the Commonwealth Secretariat who supports developing countries through 
their Debt Recording and Management System (DRMS), Meridien.  
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Debt transparency 
 
In light of increasing public debt vulnerabilities, ensuring transparency in debt matters remains a priority. 
Transparency is crucial to ensure that governments make informed borrowing decisions based on a 
comprehensive view of the entire public sector's debt burden and debt-related fiscal risks. It fosters investor 
confidence and better cooperation with lenders, ultimately increasing the availability of resources and lowering 
the cost of funding. It also enhances accountability by allowing the public to monitor how public debt is managed. 
Despite its importance, debt is sometimes incompletely reported in official statistics or hidden through the use of 
overly broad confidentiality clauses.396 Since 2018, the Joint IMF-World Bank Multipronged Approach to Address 
Debt Vulnerabilities (MPA) has emphasized the importance of public debt transparency, tracked progress, and 
supported a broad set of initiatives that are ongoing. 
 
Transparency in debt is also indispensable for facilitating efficient debt restructuring. Accurate and 
comprehensive debt data are essential for estimating the level of debt relief required to restore a borrower's debt 
sustainability. Moreover, only maximum disclosure can foster the trust necessary for creditors to achieve 
equitable burden-sharing. Where accurate information is not readily available, debt reconciliation may lengthen 
the restructuring process with detrimental costs on the borrower’s economy. 
 
Enhancing transparency is a shared responsibility of both borrowers and creditors. Borrowers should enhance 
their legal frameworks and improve their debt recording and reporting systems, as well as capacity and 
information-sharing procedures, to enable timely and comprehensive reporting. Creditors should encourage 
transparent financing practices and provide detailed information about their lending portfolios, which can fill in 
gaps in borrowers' statistics. They should also refrain from including confidentiality clauses in their loan contracts. 
As Financing for Sustainable Development Report 2022 noted, improved reporting and transparency, along with 
more robust credit analysis, could decrease uncertainty and enhance the effectiveness of debt markets, 
potentially leading to lower borrowing costs for countries. In this context, the role of credit rating agencies, which 
supply markets with information and credit assessments and can incentivize disclosure through their rating 
methodologies, is also important. 
 
Borrowers have made progress in debt reporting, although numerous challenges persist. A review of 60 
developing countries found that less than half require the preparation of key debt-related publications in their 
domestic legal framework. 397  In practice, across the countries eligible to borrow from the International 
Development Association (IDA), 23 per cent do not disclose any debt data, a significant improvement from 40 per 
cent three years ago. The World Bank debt reporting heatmap has shown the impressive progress some countries 
made on debt disclosure.398 Such efforts by borrowers were supported by the IDA’s Sustainable Development 
Finance Policy (SDFP) introduced in 2020, which led to the implementation of over 400 Performance and Policy 
Actions (PPAs) across over 60 countries in areas related to debt transparency, debt management, and fiscal 
sustainability. However, progress has been uneven, with some countries regressing in their debt reporting 
standards due to inadequate debt recording and reporting systems, weak legal and institutional frameworks, or 
insufficient capacity. 
 
Creditor reporting on their lending has been mixed. Key bilateral creditors articulated the importance of lender 
reporting in the Principles and Operational Guidelines for Sustainable Financing adopted by the G20 in 2017. Since 
then, G-7 countries have started publishing details of every official sector loan to sovereigns on government 
website, although the level of details varies considerably. The Institute of International Finance (IIF) published 
Voluntary Principles designed to enhance transparency in private sector lending in 2019. Following on that, the 
OECD's Debt Transparency Initiative has built a repository for IIF members to disclose their loans to developing 
countries. But to date, very few private banks have disclosed any loans.  
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International organizations can also help strengthen the coordination of, and simplify, reporting processes.  
There is a range of global databases on debt with varying coverage and data disaggregation. The World Bank's 
International Debt Statistics, which is the most comprehensive database for external debt, has significantly 
increased the comprehensiveness of its coverage, in part due to new lending policy that promotes the disclosure 
of public debt data and the reconciliation undertaken with several key creditors. 399  Exploring innovative IT 
solutions which automate data exchange and validation between creditors and borrowers could potentially 
improving the quality and scope of existing data and greatly simplify reporting efforts. 400 Capacity building support 
will remain critical. The IMF and the WB have stepped up efforts in providing capacity development support. 
Activities, including training courses, aim to: (i) enhance reporting of public debt data in official publications and 
investor relations functions; (ii) produce and publishing medium-term public debt management strategies and 
annual borrowing plans; (iii) strengthen legal frameworks and institutional capacity in creditor and debtor 
countries to support public debt transparency; (iv) improve coverage of contingent liabilities and systematically 
tracking lending commitments as well as disbursements; (v) cash management; and (vi) management of fiscal 
risks.401 

Linking debt service to countries’ capacity to pay in face of exogenous shocks   
 
State-contingent debt instruments can serve as a countercyclical and risk-sharing tool to help countries deal 
with shocks. State-contingent debt instruments have payouts that are higher in good states of the world than in 
bad states. They aim to reduce debt payments during periods of low fiscal revenue — for example, by tying debt 
payments to GDP, commodity prices, or catastrophic events – thus creating counter-cyclical liabilities linked to 
the sovereign’s debt-service capacity. These clauses provide insurance against exogenous risks and may be 
increasingly important given growing climate risks and other environmental concerns. The G20 Debt Service 
Suspension Initiative (DSSI) aimed to provide such breathing space to low-income countries to tackle the 
pandemic-related economic fallout. But the DSSI required each borrower and creditor to agree on debt contract 
modifications in lengthy processes that proved burdensome for both creditors and borrowers. State-contingent 
clauses provide an ex-ante solution. 
 
Public creditors are pioneering climate-resilient debt clauses in their lending. Climate-resilient debt clauses 
automatically defer debt payments following the occurrence of certain climate events and natural disasters (such 
as droughts, earthquakes, flooding, and extreme weather). The Task Force has long called on official creditors to 
take the lead in adopting such clauses in their lending; now several official creditors (the African Development 
Bank, European Bank for Reconstruction and Development, Inter-American Development Bank, the World Bank, 
Canada, the UK, and France) have committed to do so. Before that, similar clauses had only been introduced in 
the context of restructurings, e.g., in bond contracts by Barbados and Grenada, deferring repayment obligations 
in case of natural disasters.  

4.2. Debt crisis resolution 
 
Amid rising debt vulnerabilities, the international debt architecture needs strengthening so that it can 
efficiently and effectively help countries restructure unsustainable debt in a timely manner. This improvement 
would help to prevent delays in debt restructurings that can lead to significant development setbacks. When 
restructuring episodes following a default last longer than the median duration, average cumulative loss in GDP 
are estimated to be around 26 percent relative to the GDP of the year before restructuring, over the first five years 
after a country defaults.402 In contrast, when restructuring episodes are expected to be shorter than the median 
duration, they are associated with an average cumulative GDP increase of 2.8 percent compared to the pre-
restructuring year's GDP, over the same timeframe. There are also significant social costs associated with delayed 
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debt restructuring, such as prolonged reduced social spending and its consequences for human development that 
result from reduced economic output and government revenue. 

Strengthening debt analytics 
 
Timely recognition of debt sustainability problems is a priority to support debt restructurings when they are 
needed. As part of its mandate to foster economic and financial stability, the IMF plays a central role in the 
prevention and resolution of sovereign debt crises. The IMF (i) conducts surveillance of its members’ policies for 
systemic stability, including through debt sustainability analyses (DSAs) prepared jointly with the World Bank for 
those countries using the LIC DSF, (ii) assists members in solving their balance of payments problems through IMF-
supported programs to restore the member’s medium-term external viability, and (iii) in particular, in cases of 
unsustainable debt and a request for an IMF-supported program, assists the member in designing a 
macroeconomic adjustment framework as well as setting the debt restructuring envelope that is necessary to put 
debt on a sustainable path while being consistent with the IMF-supported program’s parameters.403 The World 
Bank offers low-interest loans and grants to developing countries, customizing financing terms according to their 
debt vulnerabilities. It extends substantial positive net flows to countries facing debt distress, including during 
debt restructuring, and provide grants to the poorest among them. 
 
The IMF and the World Bank continue to strengthen the analytical tools to assess debt sustainability. In most 
low-income countries, debt sustainability assessments are carried out using the joint IMF-WB Debt Sustainability 
Framework for Low-Income Countries (LIC DSF). For all other countries the IMF uses the Sovereign Risk and Debt 
Sustainability Framework for market access countries (MAC SRDSF).404 The assessment framework for market 
access countries was revamped in 2021 and has since been rolled out. The new SRDSF signals sovereign stress 
more accurately and better assesses debt sustainability in market access countries than the previous version, 
which is a prerequisite for most international financial institutions’ lending. In October 2023, the IMF published 
the SRDSF template for public use. In late 2023, a review of the LIC DSF was launched to formally assess the 
effectiveness of the existing framework and reexamine its fundamental features. The review is expected to be a 
multiyear process. In the interim, a supplementary guidance will be prepared in 2024 to address some of the most 
pressing issues within the existing framework. There have also been efforts by other stakeholders to develop 
complementary tools and frameworks, each emphasizing different facets of debt sustainability.  
 
More efficient information sharing can help support effective sovereign debt restructurings. Difficulties such as 
asymmetric information, lack of common understanding and coordination amid creditor fragmentation can 
impede timely resolution of debt restructurings. Such delays further discourage countries that could benefit from 
debt restructuring from resorting to it in a timely manner. As part of efforts to support an effective process, 
including reducing information asymmetries, the IMF and the World Bank have published guidance to staff on 
information sharing in the context of sovereign debt restructurings. 

Evolution of contractual approaches 
 
In the late 1990s and early 2000s, the international community confronted the difficult prospect of sovereign 
defaults on bonds held by the private sector. Unlike debt defaults and restructurings during the 1980s debt crisis, 
which primarily involved the restructuring of syndicated loans held by foreign banks, sovereign bonds were widely 
held by hundreds, and sometimes thousands, of bondholders, making the “collective action problem” inherent in 
all restructurings decidedly more difficult. 
 
Although a supranational sovereign bankruptcy mechanism (i.e. the Sovereign Debt Restructuring Mechanism) 
was proposed in 2001 as a statutory means through which sovereign debt crises could be resolved405, this 
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proposal did not garner sufficient political support. Instead, a contractual—or “market‐based”—approach to 
sovereign debt restructuring was relied on.406 The market‐based approach included incorporating contractual 
provisions in sovereign bonds contracts to help facilitate negotiations between the debtor and its creditors in 
restructuring agreements. A notable example are collection action clauses (CACs), which facilitate orderly debt 
restructuring by relying on a qualified majority voting by creditors. The uptake of enhanced CACs continues to be 
high. Between June 2020 and December 2022, 92 per cent of new issuances of international sovereign bonds 
included enhanced CACs. As of December 2022, 70 per cent of the outstanding stock of bonds includes enhanced 
CACs. 
 
Over a dozen sovereign debt restructurings of private claims were completed between 20  ‐2020 relying on 
the contractual approach, but a number of issues remain and stand to complicate future restructurings. 
Compared with previous periods, restructurings in this period generally proceeded more smoothly, were largely 
preemptive, and had a shorter average duration and higher average creditor participation, mainly due to the use 
of CACs. However, sovereign debt restructurings in a few low‐income countries were protracted, incomplete, and 
non‐transparent. There have also been more serial restructurings, as a result of shallow haircuts.407 
 
New coordination challenges arose as the creditor base has become more varied and fragmented. The use of 
collateral and collateral‐like instruments has increased and complicated reaching agreement in recent 
restructurings. Secured creditors may have the ability to seize collateral, attach dedicated revenue streams (e.g., 
relating to oil, natural gas), or draw on amounts deposited in escrow accounts. This leverage puts a ceiling on the 
amount of debt relief that can realistically be negotiated and leads to particularly acute inter‐creditor equity 
concerns. In addition, informational asymmetries may complicate reaching a restructuring deal given lack of a 
clear understanding as to the restructuring perimeter and classification of claims. Creditors may be unwilling to 
agree to a deal without clarity on those issues given inter‐creditor equity concerns. 

Domestic law approaches 
 
Several jurisdictions have discussed or advanced efforts in domestic law to help resolve debt crises more 
effectively. There are several examples of initiatives introduced in the past decade that aim to restrict creditor 
actions in specific circumstances. In 2010, the United Kingdom passed the Debt Relief (Developing Countries) Act 
(“2010 Act”)408 , which limited the recoverable amounts for creditors of countries participating in the HIPC 
Initiative. At the time, it prevented an estimated loss of £145 million for these countries,409 which otherwise might 
have accrued due to holdout litigation. In 2015, Belgium implemented legislation that restricts the rights of 
creditors in relation to debtor countries by limiting their claim to the amount they initially paid to acquire the 
debt.410 This law specifically targets situations where creditors seek unjust benefits after purchasing claims on the 
debtor country at a discounted price on the secondary market. In 2016, France enacted a law that protects certain 
developing countries from having their assets seized by creditors who bought debt when the debtor countries 
were in, or near, default.411 The law offers protection for the first four years following a default or if two-thirds of 
holders of the debt have accepted a restructuring.  
 
More recently, there have been efforts to introduce relevant legislation in the United Kingdom and the United 
States, where most sovereign debt contracts are governed. In the United Kingdom, the International 
Development Committee of the Parliament issued a recommendation to introduce legislation compelling private 
creditor participation in international debt relief initiatives, though the bill was rejected.412  Three current active 
legislative bills in the New York State Assembly envisage establishing a sovereign bankruptcy procedure in New 
York413, limiting the recoverable amount for creditors in New York courts414, and voiding debt transfers acquired 
for the purpose of filing lawsuits415.  However, the bills were deferred to 2024 due to lack of consensus in the last 
legislative session of 2023.416 
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Domestic debt restructurings 
 
Rising debt vulnerabilities and the growing share of domestic debt have increased the risk of more domestic 
debt restructurings. Domestic-currency public debt has increased from 8 percent of GDP in 2000 to 20 percent of 
GDP in 2022 for LDCs and from 22 percent of GDP to 37 percent of GDP for other LICs, on a GDP-weighted 
averaging basis (see figure III.E.2 above). From 1990 to 2020, there were roughly 30 standalone domestic debt 
restructurings, compared to 27 external debt restructurings.417 With more than half of all LDCs and other LICs at 
high risk of debt distress, domestic restructurings may be needed more frequently to restore debt sustainability.  
 
Domestic debt restructurings avoid certain costs of external debt restructurings, but they also pose unique 
challenges. 418 Sovereigns have considerable flexibility in restructuring domestic debt, including through changes 
in domestic laws, as a result of which domestic restructurings typically take less time to conclude. Domestic debt 
restructurings can also potentially limit the external reputational costs and help retain external market access. At 
the same time, domestic debt is disproportionally held by domestic banks and pension funds – sovereign stress 
can thus easily spread to other parts of the economy, with potentially serious adverse effects on the economy. A 
restructuring of central bank holdings of public debt can adversely affect the central bank’s position to conduct 
monetary operations and regulatory functions. Domestic debt restructuring should be designed with the aim to 
achieve the necessary debt relief while minimizing risks to the domestic financial system and broader economy; a 
decision framework to identify options that minimize potential economic costs, including financial system 
disruptions, was presented by the IMF to this end in 2021.419  

The global architecture  
 
Recent responses of the creditor community to the debt challenges of developing countries have some parallels 
with the response of the late 1980s/90s, but differ in important respects, reflecting the difference in 
circumstances.420 While debt distress indicators in LICs have been steadily rising over the last decade, they remain 
substantially below their levels in the mid-1990s and do not yet indicate a systemic crisis of the type that would 
require a wholesale, coordinated Heavily Indebted Poor Countries-style initiative. As a result, the post-2019 efforts 
of the creditor community have first focused in rolling out the Debt Service Suspension Initiative (DSSI) to provide 
immediate cash-flow relief to eligible countries through extended rescheduling and reprofiling of debt. In a second 
stage, the G20 Common Framework (CF) was put in place to provide deeper relief for qualifying countries that 
request treatment on a case-by-case basis. While creditors have moved faster this time to consider deeper debt 
treatment, many challenges remain.421 
 
Several areas of improvement have been highlighted to strengthen the Common Framework to deliver more 
quickly.422 The IMF and the World Bank have highlighted the need for: (i) greater clarity on the steps and timelines 
of the CF process, enabling the early resumption of essential financing and support the implementation of a 
reform program; (ii) introduction of a debt service suspension for the duration of the negotiation, to alleviate 
liquidity constraints, avoid the accumulation of arrears and incentivize quicker resolutions; (iii) clarity on the 
parameters and processes to assess and enforce Comparability of Treatment; and (iv) expanding coordinated debt 
treatments to highly indebted non-CF eligible countries that would benefit from such a greater coordination, as 
they are recipients of large financing from both official and private sector creditors. These calls have been echoed 
by the Inter-agency Task Force on Financing for Development, and complemented with additional 
recommendations, including those by the Secretary-General in his policy brief on reform of the IFA, which  has 
proposed the development of a mechanism that could help overcome creditor coordination challenges with both 
credit enhancements (or other carrots) and sticks to ensure comparable treatment of private creditors (see Box 2 
above). 
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The Global Sovereign Debt Roundtable is aimed at promoting common understanding among key stakeholders. 
In February 2023, the GSDR was set up and co-chaired by the IMF, the World Bank, and the G20 Presidency. The 
GSDR focuses on processes and practices to foster common understanding on key bottlenecks and ways to address 
them. Participation in the GSDR is broad-based and includes official bilateral creditors, private creditors, and 
borrowing countries. Both traditional creditors such as the Paris Club and new official bilateral creditors have 
attended its policy meetings and workshops since the launch. On October 2023, a progress report was issued by 
the GSDR, welcoming the positive momentum in resolving individual debt restructuring cases and reaching 
common understanding on ways to address key impediments to debt restructuring. 
 
Enhanced international collaboration, and further improvement in the global debt restructuring architecture 
remains important and bolder reforms can be contemplated should the current liquidity squeeze morph into a 
more systemic crisis. A strengthened Common Framework can provide an efficient, rule-based framework for 
sovereign debt resolution that ensures debt restructurings being timely, orderly, effective, and fair. However, in 
its current format, it may not be well equipped to tackle widespread debt distress in a systemic crisis. The current 
architecture also has gaps in addressing the “development dimension” of the current debt crisis, with no 
systematic support available to countries whose high debt service burdens hamper SDG expenditure. To close 
these gaps, UNCTAD has put forward proposals toward a development-centered debt sovereign workout 
framework (see Box 3).   
 

Box 3.  

UNCTAD’s Proposal for a Global Debt Authority 
 
A development-centered debt sovereign workout framework would combine contractual and statutory 
approaches. This would include provisions noted above, such as automatic standstills for countries declaring 
distress, to prevent holdouts and encourage debtor countries to not delay initiating the restructuring process; 
enhanced debt sustainability analyses to reflect the need to achieve the SDGs and climate transition as well as to 
empower country negotiators with improved data on their potential for growth and fiscal consolidation, including 
by developing countries having their own models; improving innovative financial instruments such as debt-for-
climate swaps or debt-for-nature swaps that can enhance fiscal space of countries with sustainable debts; and the 
building of a broader institutional framework that fosters sovereign debt resilience in the face of pressing 
ecological, social and geopolitical challenges, e.g., through mechanisms such as the Loss and Damage Fund (LDF).   
 
Additional institutional changes include mechanisms to determine the perimeter of legitimate debt (relating to 
rules regarding unconstitutional debt resulting from corruption, opacity and secrecy, flawed authorization or 
reckless creditor practices); making capital controls and other regulations that affect capital flows key elements 
of the ordinary financial regulatory toolkit of developing countries; and the establishment of a borrower’s club. 
Since 1956, official creditors have coordinated their efforts through institutions such as the Paris Club while 
various private creditor groups also exist. This club would enable debtor countries to discuss technical issues and 
the use of novel debt instruments (such as green bonds). It would also facilitate mutual learning and allow 
countries with recent debt workout experience to advise those in distress. Such a club could lead to a more stable 
and resilient global debt architecture, benefiting both borrowers and creditors. 
 
The most ambitious institutional change is to create a global debt authority (GDA) to oversee sovereign debt 
workouts and implement the substantive changes listed above. While this endeavor seems largely aspirational in 
the current geopolitical space, progress could occur in at least two phases: in the first phase, the GDA would 
function as a coordinating and advisory institution operating under a non-binding charter adopted by a smaller 
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group of interested countries. It would consist of a limited team of staff affiliated with an existing international 
organization and rely on ad hoc committees of experts – which would identify existing sovereign debt-related 
issues and make recommendations for the GDA to provide guidance on soft law, domestic legislation, and 
contractual approaches. Through the work of these ad hoc committees, the GDA would establish its network with 
experts, international institutions, domestic lawmakers, and civil society groups, among others. Regarding 
sovereign debt workout data, GDA staff and ad hoc committees would develop and maintain databases of 
previous agreements, DSAs and effective communication strategies. By undertaking these actions, GDA would 
initiate its operations, build its network for further expansion, and develop the resources to play a pivotal role in 
sovereign debt workouts. In a second phase, the legal basis for the GDA as an autonomous entity, neither 
borrower nor creditor, would be established.  
 
Source: UNCTAD Trade and Development Report 2023 Chapter V. 
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III.F. Addressing systemic issues 

1. Key messages and recommendations 

There is universal recognition of the need to better align global financial and monetary systems with the 
Sustainable Development Goals (SDGs).  The need for reform of the international financial architecture and 
strengthening the coherence and consistency of institutions and platforms is now universally recognized, with 
Member States endorsing such calls for reform in various forums, not least the Financing for Development 
outcomes. Some have used the term “non-system” to describe the existing set of international financial and 
monetary frameworks and rules, institutions and markets that has evolved since 1945, often in an uncoordinated 
and ad hoc fashion, with different phases of economic globalization. The lack of coherence and coordination has 
often resulted in disjointed responses to economic, financial, and other crises. Its shortcomings have become 
more acute with non-economic risks, foremost climate change, increasingly impacting economic and financial 
stability. The Addis Agenda is the first financing for development outcome to recognize the need to enhance policy 
coherence across all three dimensions of sustainable development, and thus to take into account challenges such 
as climate change, pollution and the loss of biodiversity. 

 
The financial volatility that has characterized the current global financial system has undermined efforts to 
achieve the SDGs; efforts to set up the structures that can deliver the necessary financing and stability have 
fallen short so far. Since the end of the Bretton Woods exchange rate system in the 1970s, the global economy 
saw growth in the size of the financial sector, progressively deeper integration of global financial markets, rapid 
technological change that has allowed more interlinkages, increasingly complex financial instruments and 
intermediaries, and with that, growing systemic risks. The Bretton Woods system included mechanisms that 
sought to moderate the accumulation of financial and trade imbalances through exchange rate adjustment; since 
the 1980s, countries have at times developed large surpluses or deficits. The strength of regulatory frameworks 
for banks have oscillated over the decades, but a growing share of financial activity has moved to unregulated or 
lightly regulated markets and instruments which are more likely to generate volatility. The world has experienced 
recurrent financial crises, with increasing cross-border transmission of instability, generating strong impacts on 
developing countries and the poorest people who tend to be deeply affected by the associated economic 
disruptions.  

 
Global financial stability is especially sensitive to policies and developments in a few systemically important 
markets and instruments, with spillovers to developing countries. As noted in chapter II, monetary and financial 
policies in major developed countries have significant spillover effects on developing countries. This was borne 
out in the 2008 world financial and economic crisis, ripple effects from market instability at the onset of the COVID-
19 pandemic, and strong impacts from monetary policy decisions in developed countries, especially in 2022. In 
the current environment of relatively high interest rates, stretched asset valuations and greater economic 
uncertainty, the risks of abrupt movements and higher volatility of asset prices are elevated. Continued 
geopolitical tensions also raise the risk of further volatility in commodities prices. Overall, over the course of the 
last two decades systemic risks appear to be growing, partly driven by the increase in climate-related risks, such 
as an increase the severity and frequency of disasters. 

 
The global financial safety net, with the IMF at its centre, has come under enormous strain in recent years, 
revealing both gaps in the architecture and uneven coverage. As countries have moved to liberalize financial 
flows, capital flow volatility provides a channel to generate or amplify financial and non-financial shocks. The 
global financial safety net, a multi-layered arrangement for responding to crises, has been repeatedly tested, 
especially by the 2008 world financial and economic crisis and the 2020 COVID-19 pandemic. Those countries that 
were able to accumulate sufficient reserves, predominantly in US dollar assets, have used them to cushion 



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

175 
 

volatility, but this has opportunity costs in terms of foregone consumption and investment, which can be large in 
countries facing pressing investment needs to deliver on the SDGs. Meanwhile access to other layers of the safety 
net has been very uneven. Bilateral swap arrangements among developed countries have become the tool of 
choice for fighting the spread of financial crises, with only a small volume of resources available to most developing 
countries through multilateral and regional arrangements. Special Drawing Rights (SDRs) were successfully 
allocated twice in crisis situations in the last 20 years, but a larger role for the SDR in buffering external adjustment 
or providing a flexible source of finance capacity would require architecture reforms. Sustainable development 
cannot be achieved without a conducive international institutional environment built on solidarity and 
multilateralism, including a strong global financial safety net, with the IMF at its centre. The international 
community could consider how a Fourth International Conference on Financing for Development can help to 
address these challenges and support further strengthening of the global financial safety net. 

 
Recent bank failures show that financial sector stability remains a challenge despite the progress achieved after 
the 2008 crisis; at the same time regulators’ tasks are becoming more complex as they are increasingly called 
on to incorporate climate change and set related incentives for investors in their regulatory work. A range of 
national financial regulations and international standards were updated in the wake of the 2008 world financial 
and economic crisis, but implementation is uneven globally, and certain risks remain outside the regulatory 
perimeter or scope of regulation. There are also industry pressures to roll back the implementation of stricter 
banking standards. Meanwhile, some types of non-bank financial institutions are not subject to the same level of 
prudential requirements. New digital financial instruments, including cryptoassets, present new risks. In addition, 
financial regulatory norms are only gradually and not yet sufficiently addressing climate-related risks. Regulators, 
supervisors and financial institutions alike face challenges quantifying the forward-looking nature of climate-
related risks given the long time horizons and high uncertainties of their manifestation.  Market actors with short-
term horizons can underestimate the systemic risks of climate change in their business-related and risk 
management decisions. Addressing the externalities of financial sector credit allocation decisions requires public 
policy instruments to set appropriate incentives for stability and sustainability. A refocusing of financial sector 
policies on climate impact would facilitate progress in mobilizing private capital for climate and could take account 
of the specific challenges faced by developing countries. A fourth international conference on financing for 
development could bring together relevant stakeholders, including regulators, governments, international 
organizations, financial institutions and other private sector actors and civil society, to create financial markets 
that are accessible, stable and sustainable.  

 
While digitalization has reshaped finance and introduced new risks, it also provides opportunities to enhance 
the efficiency of outmoded financial infrastructure, such as the payment system. The rise of digital payments 
and recent experimentation with central bank digital currencies could further reshape the plumbing of all 
economic transactions. A fourth international conference on financing for development can explore how these 
changes impact sustainable development, support knowledge sharing and address questions of interoperability 
of payment systems to increase the speed and reduce the cost of cross-border transactions for developing 
countries. 

 
Despite repeated commitments to increase the voice and representation of developing countries in global 
economic governance, and some progress being made, significant reforms to institutional arrangements have 
proved hard to achieve since the Monterrey Consensus. The governance of international financial institutions 
reflects decisions taken almost 80 years ago at a United Nations conference with only 44 delegations present. 
Since then, colonialism has ended and newly independent nations emerged. The expansion of the membership of 
the international financial institutions significantly diluted the voting shares of some their original members. 
Nevertheless, global economic governance has not kept pace with ongoing changes, including the rise of the global 
South and other economic and geopolitical changes, and is not aligned with today’s global economy. All 
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international conferences on Financing for Development have included commitments to governance reform. 
Some improvements to increase the voice of developing countries were made between 2005 and 2015, but the 
pace and scale of change have left many countries dissatisfied. The Fourth International Conference on Financing 
for Development, taking place at a moment when there is widespread recognition of the need to strengthen the 
legitimacy of global governance arrangements, presents an opportunity to address these shortcomings.  

2. Global financial safety net 

2.1 Trends in capital flows and capital account management 
 
Push factors, beyond the control of recipient countries, such as global risk aversion and global interest rates, 
are among the main drivers of international capital flows. The increase in magnitude and volatility of capital 
flows can have adverse impacts on countries’ exchange rate and financial stability, as well as affect access to long-
term finance and sustainability of debt – e.g., when sudden stops impede the refinancing of foreign currency debt. 
In net terms for all developing countries, portfolio capital flows and other investment flows have seen numerous 
surges and reversals over the last two decades (see figure 1). In general terms, periods of very low interest rates 
in developed markets from 2008 through to 2022 tended to see investors in those markets search for yield in 
developing countries. In periods of instability or high interest rates, there is a flight to safety, with assets placed 
in developed markets. The annualized aggregate figures conceal some of the sudden surges, reversals and stops 
in short-term capital flows, which can manifest over periods of hours or days, and risk instigating financial crises. 
Capital flows also increased between developing countries, as they developed larger financial sectors.  
 
Figure III.F.1 
Net financial flows to developing countries, 2000-2022 
(Billions of US dollars) 

 
Source: International Financial Statistics, IMF. 
Note: Positive values reflect a financial inflow. 
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Policymakers in recipient countries should be able to draw on a full range of policy tools to effectively address 
how capital flow volatility impacts their domestic economy and financial systems. Tools to counter volatility of 
capital flows include monetary and fiscal policies; exchange rate policies, including foreign exchange intervention; 
macroprudential measures; and capital flow management (CFM) measures. Views on the appropriateness of these 
macroeconomic tools have varied over time. The IMF articles of agreement include clear recognition of the right 
to use capital controls, in keeping with the design of the Bretton Woods exchange rate system. In the latter half 
of the 1990s, the IMF considered, but did not adopt, a proposal to include promotion of capital account 
liberalization as a mandate of the IMF.423 In the wake of the 2008 world financial and economic crisis, the risks 
from large and volatile flows prompted the IMF board to conduct extensive discussions on the policy towards 
capital flow liberalization and management before coming to an institutional view in 2012 which recognizes that 
CFMs can be useful in certain circumstances but should not substitute for warranted macroeconomic 
adjustment.424 In the Addis Agenda, Member States agreed that when dealing with risks from large and volatile 
capital flows, necessary macroeconomic policy adjustment could be supported by macroprudential and, as 
appropriate, CFM measures. In its 2022 review of the institutional view, the IMF recognized a potential role for 
measures that combine elements of both CFM and macroprudential measures to reduce capital inflows volatility 
and to limit the build-up of financial vulnerabilities. As a result, the new IMF guidance sees a role for pre-emptive 
measures not only when capital inflows surge but also at other times to reduce systemic risks.425 Given the difficult 
trade-offs faced by policy makers in dealing with volatile capital flows, which under certain conditions warrant the 
use of multiple tools, the IMF’s Integrated Policy Framework can provide guidance on the policy mix.426 

2.2 The global financial safety net 
 
The global financial safety net (GFSN) is a set of institutions and mechanisms that aims to provide financial 
protection against crises and help mitigate their impact. It seeks to provide countries with insurance against 
crises, short-term liquidity finance when shocks hit, and incentives for sound macroeconomic policies, thus 
helping to avoid spillovers and alleviate moral hazard concerns. The stability of the world economy can be 
considered a global public good, as it can help protect vulnerable countries against shocks. The GFSN has four 
main layers of resources:  countries’ own international reserves; bilateral swap arrangements (BSAs) among 
central banks to exchange currencies; regional financing arrangements (RFAs), through which countries pool 
resources to increase financing in a crisis; and the IMF. Multilateral development banks and official bilateral 
creditors are usually not considered as part of the GFSN as they mainly provide long-term financing for 
development needs, but their financing can be provided counter-cyclically to help countries close financing gaps 
during crises. 
 
The GFSN has become more multi-layered over the last two decades. Since 2000, the total stock of international 
reserve holdings has increased more than 6 times, reaching USD 14 trillion at end-2022, while the size of external 
resources available through other GFSN layers grew nearly 16 times, to about $3.5 trillion (see figure 2). Already 
in the Monterrey Consensus, Member States had underlined the need to enhance the stabilizing role of regional 
and subregional reserve funds, swap arrangements and similar mechanisms. This was accomplished with the 
introduction of BSAs among reserve-currency issuer countries at the onset of the 2008 world financial and 
economic crisis, the activation of limited BSAs with other countries during global crisis episodes, and the large 
scaling-up of the lending capacity of the IMF and RFAs during the global financial and the European debt crises 
(e.g., Bank of England, 2016). The expansion of Chinese BSAs since 2009 was another notable development. 
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Figure III.F.2  
Global financial safety net size and composition, 1995–2022  
(a) Size of the GFSN and share of global GDP 
(US dollar trillions, percent of world gross product) 

 
(b) Shares of the GFSN 
(percenage) 

 
Source: International Monetary Fund, based on central banks; annual reports of regional financial arrangements; 
IMF. 
Notes: Bilateral swap lines includes permanent-unlimited swap lines (major advanced economy central banks) and 
limited-amount swap lines. The estimated amount of unlimited swaps is based on known past usage or, if undrawn, 
on average past maximum drawings of the remaining central bank members in the network. Regional financial 
arrangements based on explicit lending capacity/limit where available, committed resources, or estimated lending 
capacity based on country access limits and paid-in capital. IMF resources based on lending capacity, which 
includes quota and borrowing resources for countries in the Financial Transaction Plan (FTP) after deducting 
prudential balances. 
 
The GFSN coverage has remained uneven, however, with only the IMF providing near universal access to 
external financing. Bilateral swaps are mainly extended by major central banks to selected countries, while 
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regional arrangements provide liquidity only to their members. Developed countries are best served by the GFSN 
as they can rely on the unlimited BSA network among the reserve currency-issuer countries. Other systemic 
countries with strong global financial links also have access to BSAs during global crises, although with relatively 
low limits in some cases. Countries from strongly integrated regions are covered by RFAs, with the European Union 
providing the highest coverage, followed by the Eurasian Economic Union and the Chiang Mai Initiative 
Multilateralization, although the latter has never been activated. Most developing countries, however, rely only 
on their own reserves and IMF resources (see figure 2). 
 
Countries’ gross reserves are by far the largest component of the GFSN. Predictability of many GFSN resources 
(in particular, RFAs) remains inadequate, while other elements, e.g., some BSAs, provide only geographically-
limited and time-bound support, which may not cover all countries nor the full duration of shocks. Many countries 
would therefore need to use several elements of the safety net to fully cover their financing needs, which could 
raise coordination issues. These considerations incentivize countries to self-insure by accumulating foreign 
reserves, though reserve accumulation can be attributed to multiple motives. 427  The benefits of reserve 
accumulation in terms of avoided crises should be weighed against the costs, however.428 Regardless of the 
motive, accumulation of reserves carries quasi-fiscal costs and opportunity costs, which could be on the order of 
magnitude of 1 per cent of GDP if countries are using their reserves as self-insurance or lower if using them to 
actively manage capital flow volatility.429 However, large reserve accumulations also entail potential systemic 
costs and can create coordination problems that can generate financial fragility and cross-border transmission 
channels for instability, undermining the resilience of the international monetary system. 430  These include 
potential deflationary impacts if the major reserve issuing country no longer runs deficits, the risk of sudden loss 
of confidence in the sustainability of the debt of the major reserve issuing country, and possible excessive risk 
accumulation by financial intermediaries as large reserve accumulations push down yields on the sovereign bonds 
of the major reserve issuer.431 
 
The volume of foreign exchange reserves rose drastically in the last two decades. Central banks around the world 
have continued to accumulate reserves throughout the period, with an acceleration around the 2008 world 
financial and economic crisis and the Covid-19 pandemic (see figure 1). In total, global reserves increased from 
around $2 trillion in 2000 to $14 trillion in 2022. Over the same period, emerging markets added $5 trillion to their 
reserves, and low-income economies accumulated more than $4 trillion. 
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Figure III.F.3 
International reserves, 2000-2023 
(a) Value of reserves 
(US dollars) 

 
Source: International Financial Statistics, IMF. 
 
(b) Currency composition of reserves 
(Share of reserves) 

 
Source: COFER, IMF. 
 
Reserve coverage varies widely across countries. Advanced economies and large emerging markets hold most 
international reserves, with a high reserve coverage (see figure 3). Low-income countries, mostly in Africa, 
however, have limited reserve coverage, leaving them vulnerable to external shocks. 
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Bilateral and regional arrangements 
 
The global network of swap lines expanded drastically, but unevenly, with the 2008 world financial and 
economic crisis and the Covid-19 pandemic—from six swap lines opened among advanced economy central 
banks in the early 2000s to more than 180 lines by 2021. It appears that scaled-up and reactivated swap 
arrangements helped cushion the pandemic shock.432 In particular, the increased bilateral swap arrangements, 
primarily the US Fed swaps, provided prompt liquidity support, helping to stabilize the global financial markets 
and capital flows to emerging and developing economies. With some temporary pandemic-related lines expired, 
there are currently 160 swap lines in existence totaling $1.6 trillion.433 The Task Force mapped out the swap lines 
in its 2023 report, showing that very few developing countries have access to these facilities.434 
 

Regional financing arrangements have so far played a more limited role in the GFSN. Emerging and developing 
economies have access to five regional financing arrangements435, with a combined lending power of $360 billion 
in 2022, only a fraction of the bilateral currency swaps. Some of these facilities have explicit requirements for the 
existence of an IMF programme in order to access larger volumes of liquidity. The use of these arrangements has 
been marginal, in part because during the Covid-19 pandemic, demand for RFA financing was contained thanks to 
supportive macroeconomic policies in advanced economies and timely financing from other GFSN layers. EU RFAs 
were untapped as EU countries benefitted from ECB swap/repo lines and Fed swaps, the ECB quantitative easing, 
and ample EU support through other channels. Some of the larger RFAs, notably the Chiang Mai Initiative 
Multilateralization and the Contingent Reserve Arrangement of the New Development Bank, remain untested and 
untapped.436  

Multilateral mechanisms 
 
The IMF is designed to be at the center of the global financial safety net, and its lending volumes have grown 
significantly. Unlike other layers of the safety net with uneven coverage, the IMF has a near-universal 
membership. The IMF works to prevent and address country-specific, regional, and global crises through 
surveillance, lending, and capacity development. Its unique quota-based financing model allows it to pool a 
portion of its members’ reserves efficiently, at a very low cost, with transparent burden sharing. It also has played 
a catalytic role in unlocking additional resources and better financing conditions for countries seeking financial 
assistance. While IMF lending was low in the early years of the century, demand for IMF loans significantly 
increased in the wake of the 2008 world financial and economic crisis, both in volume and number of loans (see 
figure 4). Since then, it has approved an annual average of 17 new IMF-supported programs, half of which focusing 
on providing concessional financing to developing economies. In addition, through the rapid financing instrument 
and credit facility disbursed emergency assistance, the IMF has lent to 97 countries (including 70 low-income 
countries) since the pandemic, bringing total disbursements since 2020 alone to around $270 billion. The increase 
in lending and the large size of some programmes has led to an increase in the number of countries paying IMF 
surcharges, which apply only to high and prolonged borrowing of non-concessional resources and which are 
designed to discourage large and prolonged use of IMF resources. 
 
The IMF has several lending windows, which have evolved over the years to strengthen the GFSN in the face of 
more prevalent, protracted, and diverse external shocks. The IMF provides crisis response, emergency, 
concessional and precautionary lending instruments, with lending facility design evolving repeatedly in the last 
two decades as the institution sought to learn lessons from shocks and quickly provide liquidity to all countries. 
Following the 2008 world financial and economic crisis, the IMF strengthened its lending toolkit by reforming its 
non-concessional lending to enhance crisis-prevention tools. The Flexible Credit Line, Precautionary and Liquidity 
Line, and Rapid Financing Instrument were added as new lending instruments to the traditional Standby 
Arrangement and Extended Fund Facility, aiming to bolster confidence and reduce balance of payments pressures 
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during periods of heightened systemic risk. In April 2020, the IMF further expanded its non-concessional lending 
toolkit by establishing a new Short-Term Liquidity Line for countries with very strong policies and fundamentals. 
These precautionary instruments have been effective in providing insurance against external risks. 437  In 
September 2022, the IMF established a temporary Food Shock Window in its emergency financing instruments to 
support countries facing urgent balance-of-payment needs related to the global food crisis.438  
 
The recently concluded 16th General Review of Quotas will boost IMF permanent resources without changing 
its overall resource base. In December 2023, the IMF’s Board of Governors approved the 16th General Review of 
Quotas which will boost IMF members quotas by 50 per cent. Once implemented, this will bring the IMF’s total 
quotas, which are permanent resources, to SDR 715.7 billion ($960 billion). It will maintain the IMF’s current 
lending capacity unchanged through a combination of the approved quota increase and a reduction in resources 
borrowed bilaterally from Member States. To be implemented, Member countries holding 85 percent of IMF 
voting rights must now consent to their respective quota increases, which in many cases involves legislative 
approval. 
 
IMF concessional and development-oriented lending has been reformed and expanded. The IMF’s Poverty 
Reduction and Growth Trust (PRGT) provides concessional lending to lower income countries, many of which are 
affected by fragility and conflict. More recently, the new Catastrophe Containment and Relief Trust (CCRT) was 
established to help the poorest and most vulnerable countries hit by catastrophic natural disasters or by epidemics 
with potential international spillovers. Two new concessional facilities have been established—the Standby Credit 
Facility for short-term balance of payments needs and the Rapid Credit Facility to provide low-access financing for 
urgent balance of payments needs—while protracted balance of payments needs continued to be addressed 
through the Extended Credit Facility. Since the pandemic until January 2024, the IMF approved about $44.2 billion 
to 57 PRGT-eligible countries in PRGT and GRA financing. Overall, the IMF quintupled its interest-free lending to 
low-income countries through the PRGT compared to pre-pandemic annual levels. About $50 billion has been 
disbursed through emergency financing (Rapid Credit Facility/Rapid Financing Instrument and augmentations 
under existing arrangements) to 81 countries.  The Resilience and Sustainability Trust (RST), created in 2022 and 
funded in part by the SDRs of G20 countries, provides longer term lending through an associated facility for low-
income and vulnerable middle-income countries. This instrument focuses on helping countries to build resilience 
to external shocks and promote sustainable growth. It supports policy reforms that aim to reduce macroeconomic 
risks arising from longer-term structural challenges, including climate change and pandemic preparedness. About 
three-quarters of IMF member countries are eligible for RST support, including all small island developing 
States.439 
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Figure III.F.4 
IMF programme approvals, 2000-2023 
(Billions of SDRs, number of programs) 

 
Source: IMF. 
Note: Based on total approved amounts per arrangements. Concessional programs also include blended 
arrangements. The numbers of programs approved do not include emerging financing. Resilience and 
Sustainability Facility (RSF) is funded by resources in the RST. 
 

Implications on the international monetary system 
 
The end of the Bretton Woods exchange rate system in the 1970s heralded a more uncoordinated international 
monetary system, though the US dollar remains at its centre. Before the 1970s, all IMF members managed their 
exchange rates, but now countries are free to choose their exchange rate regimes – fixed exchange rates, a free-
floating currency, or a managed float.440 But as noted above, larger and more volatile cross-border capital flows 
have led countries to accumulate significant foreign exchange reserves to protect themselves from external 
shocks. Most of these reserves are kept in dollar denominated assets (see figure 3 panel b). There are multiple 
motivations for this, including that international trade, including important commodities, is frequently priced and 
settled in dollars, and US financial markets are the biggest and most liquid in the world.  However, there have 
been slow shifts away from the dollar for a mixture of practical, idiosyncratic and geopolitical reasons. Special 
drawing rights (SDRs), an international reserve asset created by the IMF in 1969 to supplement its member 
countries’ official reserves, have not taken on this role, even though they were created with “the objective of 
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SDR allocations have boosted the supply of global reserves at times of financial and economic system stress. 
SDR allocations make new SDRs available to countries without creating additional debt, allowing them to increase 
their international reserves or cover spending needs. Two allocations were implemented since 2000, first during 
the 2008 world financial and economic crisis (about $250 billion) and second during the Covid-19 pandemic in 
August 2021 (about $650 billion). They provided IMF members with a critical financing source, injecting much 
needed reserves and liquidity during a period of exceptionally high uncertainty, helping bridge some of the gaps 
in the global financial safety net. To date, a total of SDR 660.7 billion (equivalent to about $943 billion) have been 
allocated. The quota-based allocation of SDRs, in proportion to countries’ quota shares at the IMF, meant that 
developing countries received about one third of the allocation, which represented a large share of their 
international reserves (see figure 5). Countries in special situations, and to a lesser extent middle-income 
countries, are the main users of SDRs, for whom they alleviate external and fiscal financing constraints at times of 
urgent financing needs, while developed countries tend to hold them as part of central banks’ reserves (see figure 
6). A review found that the 2021 allocation of SDRs was beneficial for the global economy as it helped meet the 
long-term global need for reserves and supported confidence by reducing sovereign risk premia.442 
 
Figure III.F.5 
SDR allocation, by country group and region, 2000-2023  

(a) SDR allocations as a share of GDP 
(percentage of GDP) 

(b) SDR allocations as a share of total 
(percentage of SDRs allocated) 

  
Source: IMF. 
Note: Regional groupings based on M49. 2000 reflects existing SDR allocations at the end of the year, 2009 and 
2021 reflect the shares of new SDRs allocated that year. 
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in developed countries are unused, there have been calls for more rechanneling, including to multilateral 
development banks (see Chapter III.C). A larger role for the SDR in buffering external adjustment or providing a 
flexible source of finance to bolster IMF lending capacity would require revisions to the IMF Articles of Agreement, 
though the IMF executive board could on its own agree to triggers that automatically generate a recommendation 
for SDR issuance, or to standing arrangements to re-channel SDRs on issuance.444 
 
Figure III.F.6 
Holdings of SDRs as a share of total SDR allocation, 2000-2023  
(percentage)  

 
Source: IMF. 
Note: SDR holdings by country groups as a percentage of their group’s SDR allocation; Below 100 per cent indicates 
net use of SDR allocation, i.e., SDR holdings were exchanged for other currencies. Dashed vertical lines indicate 
2009 and 2021 general SDR allocations.  
 
 

3. Financial market regulation and supervision for sustainable development 

3.1 Banking regulation and supervision since 2000 
 
Banking regulation has been evolving in response to repeated instances of financial instability and increasing 
complexity of the financial system. The first international standards for banking regulation were agreed in 1988 
in the Basel Accord through the Basel Committee on Banking Supervision (BCBS) and have since become known 
as Basel I.445 The Monterrey Consensus did not explicitly reference the Basel Accord but did call for developing 
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basis. Reforms to the international framework were agreed first in 1996 with the market risk amendment, and 
then in 2004, with the Basel II agreement that introduced risk-sensitive approaches, including allowing banks to 
use complex proprietary risk weighting systems. While members of the BCBS were obligated to implement the 
reforms, other countries used them on a voluntary basis, with only selective implementation in developing 
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agreed to implement reforms to strengthen the regulatory and supervisory frameworks of financial markets, as 
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needed. In the wake of the financial crisis, a set of reforms that covered banks’ capital, leverage and liquidity, 
named Basel III, were issued between 2010 and 2019. All G20 countries became BCBS members and thus obligated 
to implement these rules. The Addis Agenda in 2015 included agreement to hasten completion of the reform 
agenda on financial market regulation, and further amendments to Basel III were completed in 2018. 
 
The Basel reforms have focussed on international standards for banking supervision and capital adequacy of 
banks, but have less coverage of other types of risks. A number of high-profile bank failures in the 1970s and 
1980s related to fraud, illiquidity and currency risk demonstrated the importance of banking supervision. 447 
International principles for supervision were first agreed in the early 1980s and consolidated in to the Basel Core 
Principles of Effective Banking Supervision in 1997.448 The original Basel I agreement standardized the capital 
adequacy rules for banks internationally for the first time, setting a baseline for how banks should address credit 
risk. However, the framework did not directly address operational risk, interest rate risk, securities investment 
risk, or liquidity risk. Basel II addressed criticisms of lack of risk sensitivity on credit risk, enabling both more and 
less complex approaches, and included operational risk for the first time. Focusing on common equity, Basel III 
sought to enhance the permanence and loss absorbency of banks’ capital, while also introducing additional ratios 
(such as the leverage ratio, liquidity coverage ratio, and net stable funding ratio) and extra capital buffers for 
systemically important banks. Globally, banks have been growing in total asset size, but have grown less than total 
financial assets, meaning that banks have played a progressively smaller role in global credit allocations (see figure 
7). 
 
While member jurisdictions continue to make progress in implementing the finalised Basel III reforms, risks are 
still present in the banking system. The BCBS evaluation of the impact and efficacy of Basel III reforms finds overall 
resilience of banking sector has increased following implementation.449 This greater resilience did not come at the 
expense of banks’ cost of capital. The report also finds no robust evidence that banks with lower initial capital and 
liquidity ratios had lower loan growth than peers. The Financial Stability Board (FSB) was created in the wake of 
2008 crisis to coordinate implementation of regulatory reforms across banking and other non-bank financial 
intermediaries. It is responsible for policy measures to address systemically important financial institutions, 
including the Key Attributes of Effective Resolution Regimes for Financial Institution. Work is still ongoing to close 
gaps in the operationalisation of resolution plans for banks, which is particularly important to prevent States from 
stepping in to bailout the largest banks.450 Overall, efforts to tackle the too-big-to-fail problem through increased 
regulation and supervision of the largest globally systemically-important banks have made progress, but domestic 
systemically-important banks are not evenly covered and information gaps persist.  
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Figure III.F.7 

Total global financial assets broken down by type of financial institution, 2002-2022  

(Trillions of dollars, percent of assets) 

 
Source: FSB NBFI monitoring report. 

 
Regulatory fatigue is another challenge, despite recent banking turmoil. In annual monitoring exercises, 
countries reiterate their expectations of implementing all aspects of the Basel framework in full, consistently, and 
as soon as possible, though implementation in many cases is being pushed to 2024 or later.451 Nonetheless, banks 
and other industry actors in some jurisdictions are also lobbying against the final implementation of the Basel III 
reforms, citing potential impacts on credit to households and business and potential loss of competitiveness. A 
string of bank failures and runs in March 2023, including one bank labelled as globally systemically important, 
resulted in authorities in two developed jurisdictions using public money to underwrite the banking system. The 
earlier iteration of the Basel III reforms, which were implemented before the 2023 bank failures, are thought to 
have helped shield the global banking sector and the real economy from a wider spread of financial instability; at 
the same time, these crises underlined the importance of effective regulatory implementation and supervision.452 
Effective supervision of banks requires political will to give supervisors the ability and resources to act.453  

3.2 Non-bank financial intermediation 
 
The global financial system has become increasingly reliant on market-based intermediation over the past 
decade. As bank lending declined in the wake of the 2008 crisis, non-bank financial intermediation (NBFI), also 
known as shadow banking, has grown to almost half of global financial assets (see figure 7) and has become more 
diverse. As a result, the importance of NBFI for the financing of the real economy has increased.454 The 2022 
decline in the size of the NBFI sector (5.5 per cent decrease compared to 2021) was the first notable decrease 
since 2009. It is largely attributed to the impact of higher interest rates leading to valuation losses in mark-to-
market asset portfolios, particularly in investment funds455; total financial assets held by banks, largely composed 

35

40

45

50

55

0

100

200

300

400

500

2
0

0
2

2
0

0
3

2
0

0
4

2
0

0
5

2
0

0
6

2
0

0
7

2
0

0
8

2
0

0
9

2
0

1
0

2
0

1
1

2
0

1
2

2
0

1
3

2
0

1
4

2
0

1
5

2
0

1
6

2
0

1
7

2
0

1
8

2
0

1
9

2
0

2
0

2
0

2
1

2
0

2
2

Public financial institutions Central banks

Banks NBFI sector

NBFI share of total financial assets (rhs) Banks share of total financial assets (rhs)



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

188 
 

of loans less sensitive to interest rate changes, increased 6.9 per cent over the same period. The recent changes 
are not expected to alter to long-term shift away from banks and towards non-bank financial intermediation.  
 
The 2008 world financial and economic crisis, though involving banks, also implicated many types of NBFI, 
particularly securitization and derivatives markets, yet implementation of NBFI reforms continues at a slow 
pace and is at an earlier stage than other reforms. In relation to securitisation, there has been incremental 
progress in implementing recommendations on incentive alignment approaches and the BCBS securitisation 
framework. Progress continues at a slow pace on global securities financing data collection and aggregations with 
limited coverage. Overall, implementation of over-the-counter derivatives reforms is well advanced (particularly 
in the largest markets) but progress has slowed in recent years. Implementation of reforms to mitigate spillovers 
between banks and NBFIs is still ongoing. Adoption of recommendations to reduce the run risk of money market 
funds (MMFs) is most advanced in 19 jurisdictions but this is unchanged since 2021, with at least 95 percent of 
MMF assets covered by regulations in line with global rules.456 However, the main risk to financial stability from 
certain parts of the NBFI sector is illiquidity, and that challenge awaits resolution. Intermediaries such as MMFs 
and open-ended funds can experience instability in moments of market stress due to liquidity and currency 
mismatches.457 Reducing excessive spikes in the demand for liquidity and better preparation for margin calls can 
enhance resilience. 
 
Non-bank financial institutions have also increasingly taken on the provision of credit to developing countries, 
accentuating pro-cyclicality. NBFIs have played an increasing role in funding developing country external debt 
(see Chapter III.E). Part of this financing came from investment funds, whose assets more than tripled in the 
decade after the financial crisis. While this development added to the diversity of funding sources, it created new 
challenges for developing countries. Empirical evidence suggests that investment funds – especially those that are 
either passively managed or follow benchmark indices – may be more susceptible to global financial conditions, 
accentuating the procyclicality in capital flows.458 Cross-border capital flows from different market actors respond 
differently push and pull factors,459 and portfolio debt flows seem to be more volatile.460 Investment funds face 
investor protection regulations related to fraud and operational risks, but do not face prudential regulations in 
their home jurisdictions aimed at reducing the volatility of capital flows. Developing countries themselves may 
want to take macroprudential and other regulatory measures to reduce corporate foreign currency risks and 
mismatches and deepen the local currency markets and the domestic investor base (see Chapter III.B).  
 
Regulatory frameworks need to adapt to new technologies and instruments by ensuring a “same activity, same 
risk, same rules” approach. In the last two decades there has been enormous financial innovation, with new types 
of instruments, new markets, and new actors that were often created outside the scope and perimeter of existing 
regulatory and supervisory frameworks. These are often enabled by new technological developments, and 
digitalization has opened a new frontier in financial technology (see Chapter III.G). While creating new 
opportunities for efficiency gains and financial inclusion, the large-scale adoption of these technologies also 
creates new risks, including for financial stability and integrity. One of the key proposals is that authorities should 
apply effective regulation, supervision and oversight in line with the principle of “same activity, same risk, same 
regulation”, with financial standards applied based on economic function and risks, rather than on legal form. 

3.3 Addressing climate change and environment in regulation 
 
The escalating climate crisis has led to growing interest in how financial market regulation and supervision can 
incorporate questions of environmental sustainability. Before the 2015 Paris Agreement on climate change, 
financial regulators and supervisors paid little attention to environmental issues. Yet accelerating climate change 
increasingly impacts financial systems, and stakeholders have accepted the need to assess, manage and mitigate 
the financial vulnerabilities, which are commonly referred to as “climate-related financial risks”.461 These are often 
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characterised as including physical risk (due to both acute and chronic climate-related disasters), transition risk 
(related to changes in government policies and regulations adopted to combat climate change, technological 
developments, and changes in consumer preferences and market sentiment), as well as liability risks associated 
with potential compensation claims from those negatively impacted by climate change. So far the focus of work 
of regulators on transitioning to a more sustainable financial system has been on transparency/disclosures, data, 
vulnerability analysis and developing regulatory approaches and supervisory practices.462 The BCBS issued an 
international standard defining 18 high-level principles for how regulators and supervisors should improve risk 
management and supervisory practices to address climate-related financial risks. 463  Many businesses are 
developing transition plans to set out their strategy for addressing climate-related financial risks, which can be an 
important source of information for financial regulators and supervisors.464 Some jurisdictions are planning to 
mandate the development of transition plans and the use of them by supervisory authorities. In addition, climate 
change-related scenario development is a practical tool to help authorities and private sector players assess both 
the macro-financial risks posed by climate change, and the opportunities of timely climate change mitigation.465 
 
Regulatory responses to climate change will not be effective in a vacuum but can contribute to overall climate-
related policies and action plans.  Fostering financial stability while enabling finance flows aligned with the 
objectives of the Paris Agreement and the Global Biodiversity Framework are key for a successful transition. The 
mandate of regulators and prudential supervisors is to promote the safety and soundness of financial institutions 
and the financial system. The actions of central banks, supervisors and financial institutions can complement and 
facilitate the implementation of climate policies. However, they are not a substitute for gaps in governments’ 
climate policies.466 For example, the application of different capital risk weightings to banks’ exposure to green 
and brown assets could create price incentives for banks to shift their exposures, yet cannot trigger reallocations 
at the required scale and could lead to unintended consequences for financial stability. Financial sector policies 
should be complementary to other tools such as carbon pricing, directed subsides, or other types of public policy 
(see Chapter III.A).467  
 
Regulatory efforts to improve sustainability disclosure can contribute to more effective pricing of climate risks 
and provide information needed for regulators and other market actors that have a mandate to ensure climate 
change mitigation. Efforts since 2015 to improve climate-related disclosures were coordinated out of the 
voluntary Task Force on Climate-related Financial Disclosures (TCFD), which has now disbanded, as follow-up 
efforts are being led by the International Sustainability Standards Board, alongside other efforts on sustainability 
disclosure (see Chapter III.B).468 Other market actors, including public institutions such as central banks, may want 
or need reliable and consistent information on both the financial impacts of climate change on financial 
institutions as well as the impact of the financial sector on the ability of countries to transition to sustainable 
economies. The BCBS is analysing how a mandatory disclosure framework for climate-related financial risks could 
enhance financial stability and issued a consultation document. 469  However, international standards on 
environmental disclosures on their own are unlikely to result in real impacts on how the financial sector 
contributes to climate change, as evidence shows a disconnect between environmental disclosures and lending 
activities.470  

4. Payments and market infrastructure 

Smoothly functioning payments systems have many positive externalities that can support financing for 
development, while digitalization may fundamentally alter the international monetary and financial systems. 
While the previous Financing for Development outcomes did not directly address payments and market 
infrastructure, recent developments have shown the importance of these systems to financial stability. Payment 
and settlement systems were largely left to private banks until the 1980s when an expert committee was formed 
on payment systems under the auspices of the Bank for International Settlements. More formal coordination was 
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launched in the 1990s, roughly concurrent with the development of international banking standards. However, in 
recent years, the slow speed and high cost of cross-border payments has become a major issue of concern to 
developing countries, affecting remittances, trade, and other transfers. New digital technologies have opened up 
the prospect of mediums of exchange and payment systems operating outside of the regulated financial sector, 
introducing new risks. Digital technologies also provide opportunities to improve the payment system which 
underpins global financial activity, but design considerations should be cognizant of the needs of developing 
countries and their place within the international monetary architecture.   

4.1 Correspondent banking & cross-border payments 
 
The decline of correspondent banking relationships has been a major concern of developing countries, 
particularly small island developing States (SIDS).  A "correspondent bank" provides local account and payment 
services for banks based abroad - collectively forming the correspondent banking network that facilitates cross-
border payments. Correspondent banks make their payments by sending SWIFT messages to one another that 
include instructions to debit or credit their accounts. While none of the financing for development outcomes 
reference correspondent banking relationships, Member States addressed the issue several times in the 
intergovernmental follow-up process, as the steep decline in relationships could leave some jurisdictions without 
any means to receive cross-border payments. Correspondents fell by almost 30 per cent over the last decade, with 
the decline very unevenly distributed: SIDS, South America and Southern Africa experiencing the steepest 
declines. 471  The perceived costs of implementing know-your-customer rules mandated by regulators, the 
development of alternative remittance channels, and the high costs of maintaining channels with low transaction 
volume all contributed to the decline. 
 
Figure III.F.8 
Correspondent banking relationships, 2011-2022 

(a) Active correspondent banking relationships 
(number of corridors, number of correspondents) 

 

(b) Changes in transfers and correspondents 
(index) 

 
Source: BIS, based on SWIFT BI Watch and National Bank of Belgium.  
Note: Three-month moving averages, based on SWIFT data. An active corridor is defined as a country pair 
that processed at least one transaction. The count of active correspondents measures, corridor by 
corridor, the number of banks that have sent or received messages. Volume refers to the number of 
messages. 

 
As a result, costs of sending cross-border payments remain above targets set by the G20. Partially as a response 
to the concern about correspondent banking relationships, Member States have sought to address inefficiencies 
in cross-border payments, including through improving the use of technological tools. The G20 target for retail 
payments, which are defined as payments of less than $100,000 sent by people or business, but which are not 
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remittances (see Chapter III.B), is that they cost less than 3 per cent of the payment amount. Globally, 
approximately one quarter of corridors have average costs greater than 3 percent, largely because of costs of 
payments initiated by individuals. For business-initiated payments, only 3 per cent (51 of 1,564) of payments 
corridors to other businesses and 6 per cent (108 of 1,715) of corridors to individuals have average costs greater 
than 3 per cent (see table 1).472  
 
Table III.F.1 
Global average cost of cross-border payment transactions, 2023 
(percentage of payment amount) 

  Recipient 

  Business Individual 

Se n
d

e
r 

Business 1.5% 1.7% 

Individual 2.0% 2.5% 

Source: FSB. 
 

4.2 Central bank digital currencies  
 
Central banks are experimenting with digital currencies, with a view to improving payment systems.  Central 
bank digital currency (CBDC) is digital money issued by central banks. A retail CBDC is intended for use by the 
general public and would operate alongside or in place of cash; a wholesale CBDC is used for transactions between 
financial institutions and would be used alongside or in place of reserve held in central bank accounts. As of 2022, 
the overwhelming majority of central banks (93 per cent) are engaged in some form of CBDC work. Progress on 
retail CBDC is more advanced than on wholesale CBDC: almost a quarter of central banks are piloting a retail CBDC. 
More than 80 per cent of central banks see potential value in having both a retail CBDC and a fast payment 
system.473 A few CBDCs have already launched. Reasons given by central banks for working on CBDCs include 
payments safety and efficiency, improving financial inclusion, better implementing monetary policy, and 
enhancing financial stability. 
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Figure III.F.9 
Status of CBDC work by central banks, 2018-2022 
(percentage of respondents) 

 
Source: BIS Paper No. 136. 
Note: Chart shows type of work in addition to research work. Based on responses from central banks in 86 
jurisdictions. 
 
CBDC issuance holds potential to enhance payments efficiency, but could introduce new risks, including macro-
risks such as currency substitution. There are many design decisions that need to be made with CBDCs, including 
the role of private banks, the openness of the architecture, limits on transactions and balances, the payment of 
interest on balances, and the costs of transactions. Payment service markets are often marked by oligopoly, and 
CBDCs with certain designs can reduce the rents earned.474 If cross-border interoperability is implemented, then 
CBDCs can help speed up and reduce the costs of cross-border payments. The decision to explore and potentially 
even launch CBDC should remain jurisdiction specific, depending on policy objectives and domestic circumstances 
such as the degree of digitalization, the structure of the financial system, legal and regulatory frameworks, and 
the central bank’s own capacity.475 There will be new operational risks for central banks to manage, for example 
the digital infrastructure for processing CBDC transactions will require significant upfront investment and ongoing 
maintenance. There are also financial stability risks related to potential bank disintermediation if the CBDC 
competes with bank deposits. The technical design of CBDCs will determine the balance of benefits and risks. 
Developing countries should also consider the implications of the potential increased ease of their residents 
holding CBDC issued by a reserve currency issuing central bank and transacting in foreign currencies, as this can 
reduce seigniorage, worsen the transmission of monetary policy, and help users evade financial regulations.476  
 

5. Global governance and policy coherence 

Global economic governance reform has been one of the central topics to international financial architecture 
reform since the beginning of the Financing for Development Process. The current arrangements for global 
economic governance have been in place and remained largely unchanged for almost 80 years. They have not 
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entirely kept pace with changes in the global economy, including the rise of the global South and other geopolitical 
shifts. Member States have repeatedly sought to address this issue in the United Nations, precisely because the 
UN operates on the principle of universal inclusion and sovereign equality. In the Monterrey Consensus, Member 
States adopted a commitment to broaden and strengthen the participation of developing countries and countries 
with economies in transition in international economic decision-making and norm-setting. This commitment has 
been repeated in many intergovernmental agreements over the last two decades, including in the Addis Agenda. 
Reforms to the governance arrangements, depending on their size, may change the power balance at international 
institutions, allowing different policies to be adopted on the issues addressed in the chapter and elsewhere in this 
report. 
 
Despite repeated commitments and some improvement between 2005 and 2015, developing countries 
representation has not significantly changed in many IFIs, regional development banks and standard setting 
bodies. Member States intensified the discussion of increased participation of developing countries in 
international economic decision-making after the Monterrey Consensus, and some progress was achieved across 
several institutions (see figure 10). Realignment of voting rights at the IMF was achieved based on agreements 
adopted in 2005 and 2010. Change at the World Bank Group was accomplished through a selective capital increase 
agreement in 2017.There was a major revision of voting rights at the Bank’s concessional arm, the International 
Development Association (IDA), in 2021, its first in over 50 years. The FSB increased the number of plenary seats 
allocated to developing countries. Yet, the largest developed countries continue to hold de facto veto powers in 
the decision-making bodies of the international financial institutions. After gains in the period after the financial 
crisis, several international standard setting bodies experienced stagnant or declining representation of 
developing countries on their principal decision-making organs in recent years (see figure 11). The recently 
concluded IMF Sixteenth General Review of Quotas was closed without any agreement to realign voting rights.  
 
Figure III.F.10 
Developing country share of voting rights, select institutions, 2000-2022 
(percentage) 
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Source: DESA/SDG indicators, UN/DESA WESP, UN/DESA World Population Prospects 
 
Complementary reforms to improve voice and participation have been adopted, but tangible change on other 
aspects of governance remain out of reach. Since 2000, both the World Bank and IMF477 have expanded the size 
of their boards of executive directors to create space for more developing country representatives. The follow-up 
process to the financing for development outcomes has also increased the economic and financial dialogues 
among the major UN organs, World Trade Organization, World Bank and IMF. The specialized standard setting 
bodies and the FSB have also improved and institutionalized their consultative structures to take input from 
regional bodies.478 As suggested in the Monterrey Consensus, the ad hoc groupings of countries, for example the 
G20, are conducting outreach to non-member countries and finding new ways to incorporate developing country 
views, such as making the African Union a new permanent member of the G20. The Addis Agenda also contained 
a commitment to open and transparent, gender-balanced and merit-based selection of IFI heads, and to enhanced 
diversity of staff; while there have now been two women leaders of the IMF, the IMF managing director has always 
hailed from Europe and the World Bank president has always been a citizen of a single country. 
 
Figure III.F.11 
Representation of developing countries in standard-setting bodies, 2010–2022  
(Percentage of voting rights or members)  

 
Source: UN/DESA. 
Note: The main international SSBs include the Basel Committee on Banking Supervision (BCBS) for standards on 
banking regulation; the Financial Action Task Force (FATF) for standards on combating money laundering, terrorist 
financing and other related threats to the integrity of the international financial system; the International 
Organization of Securities Commissions (IOSCO) for standards on securities regulation; the International 
Association of Insurance Supervisors (IAIS) for standards on insurance industry regulation and supervision; the 
International Accounting Standards Board (IASB) for accounting standards; the Basel Committee on Payments and 
Market Infrastructures (CPMI) for standards on payment, clearing, settlement systems and related arrangements; 
the International Association for Deposit Insurers (IADI) for deposit insurance standards; and the International 
Organisation of Pensions Supervisors (IOPS) for pension regulation. 
 
System-wide coordination and policy coherence remains a challenge in a complex geopolitical landscape, with 
increasing risks of fragmentation. All the Financing for Development outcomes have referenced the importance 
of enhancing the coherence and consistency of the international monetary, financial and trading systems in 
support of development. The Addis Agenda advanced this understanding to include “all three dimensions of 
sustainable development”. The follow-up process has enhanced coordination among international institutions, 
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not least in the joint work undertaken in this Inter-agency Task Force on Financing for Development and in 
participating in the annual ECOSOC Forum on Financing for Development Follow-up. However, other geopolitical 
pressures, including war and conflict, have complicated the work of international and intergovernmental bodies. 
There are significant risks of the world fracturing into multiple rival geopolitical blocks with lower levels of trust 
and cooperation. This may have direct costs in reduced growth and trade479, as well as indirect costs in reduced 
trust in multilateralism, weaker social contracts, and inability to address global challenges such as climate change. 
The Fourth International Conference on Financing for Development provides a venue to directly address these 
risks and continue to build policy coherence aimed at delivering on the ambitious and transformative 2030 Agenda 
for Sustainable Development. 
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III.G. Science, technology, innovation and capacity building 

1. Key messages and recommendations 

Technology holds great promise in advancing sustainable development and improving resilience. Advances in 
technological progress have expanded economic opportunities, enhancing productivity, creating new industries 
and business models, and contributing to poverty eradication. Science, technology and innovation (STI) have made 
significant contributions to safeguarding people's wellbeing, saving millions of live during the COVID-19 pandemic. 
Technologies are also keeping hope alive that the world can still address some of the most critical environmental 
threats that the planet is facing, such as climate change and biodiversity loss. The past two decades also saw the 
transformation of artificial intelligence (AI) from a niche field to a central pillar of technological advancement; 
generative AI could accelerate and amplify the positive development impacts of technologies. 
 
Although it offers significant opportunities, technological change can have unintended consequences for 
economic, social, environmental outcomes and human rights. Labour market transformation spurred by 
technological advances demands careful policy responses to avoid significant job losses and worsened economic 
inequality. Generative AI in particular could cause significant job loss – with disproportionate impact on the female 
labour force. Misuse of technologies can infringe on human rights, including privacy, as AI-driven business models 
that rely on access to massive personal data are often inadequate at data protection. AI could also erode public 
trust in institutions through accelerating the spread of mis- and disinformation and reinforcing biases. And the 
environmental footprint of some frontier technologies can be significant, increasing energy consumption and 
water usage and resulting in a surge in electronic waste.  
 
Benefits and costs associated with rapid technological change are unevenly distributed. Innovation and 
technology diffusion between and within countries have been uneven, leading to disparate opportunities for 
countries and communities to harness technological advancements, and with rapid technological change 
sometimes outpacing the ability of societies to adapt. Indeed, the global technological landscape remains 
characterized by high geographic concentration of innovation. The top 10 countries for patent applications – as a 
rough proxy of innovation activities – have consistently accounted for at least 87 per cent of all patents since 1980. 
Recent data suggests this trend will continue and possibly become even starker with frontier technologies. 
Concentration of innovation activities does not inherently hinder global development, provided there is an 
adequate and effective diffusion of technology and knowledge. However, technology diffusion within and across 
countries has slowed down in the last few decades. It is partly driven by increasing complexity of technologies and 
innovations that raises the level of required complementary investment in physical and human capital, 
infrastructure, and institutions, as well as complex intellectual property rights landscape that countries have to 
navigate. Geoeconomic fragmentation – as characterized by increase in trade barriers, strategic interventions by 
Governments, data localization and other measures – could also diminish international technology spillover. 
 
The growing recognition of science, technology and innovation (STI) in driving development trajectories and 
achieving the SDGs necessitates a rethink of the role of STI policy within national and global development 
frameworks. Mission-oriented, multistakeholder STI policies should be placed at the center of development 
frameworks. Such policies should aim to ensure effective coordination between technology and other sectors, 
between public and private actors, and across systemic levels (regional, national, and international) to direct 
technological change at addressing pressing development challenges.  
 
To ensure innovation and technology diffusion patterns that are consistent with sustainable development, 
countries need to invest in education and training, infrastructure, and institutions and to ensure appropriate 
level of market competition and protection of intellectual property rights. It is also important to acknowledge 
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that provision of technology access does not automatically lead to their widespread adoption, due to lack of 
financing, inadequate technological awareness and literacy, behaviour inertia, and culture and social norms.   A 
gender-transformative approach is needed to close the gender-digital divide, through addressing gender-related 
barriers to education and digital tools and ensuring safety, security, and privacy online.  
 
Financing plays a key role in advancing the development of innovation systems. Different types of financing are 
needed at different stages of technological progress, depending on maturity of the technology industry and 
financial market and the overall institutional environment of a country. Merit-based grants from government, 
seed funds, venture capital funds, crowdfunding, traditional banks, and stock markets could all play a role as firms 
move along the innovation cycle.    
 
International cooperation in STI has shown successes but the formulation of the international STI agenda has 
historically skewed towards the perspective of developed countries. A shift towards a more inclusive and 
participatory approach is needed. STI cooperation at the international level is also limited by an overall lack of 
sizeable and stable funding. The notable fluctuations in ODA for STI in multilateral organizations pose challenges 
for international cooperation in STI, particularly because STI initiatives typically require stability and long-term 
planning due to their extended operational timelines.  
 
The rapid expansion of the fintech industry has facilitated greater financial inclusion, but significant gaps remain 
in access to credit and financial services; and new risks have arisen. Policymakers need to create socioeconomic 
and institutional conditions, not least broader levels of equality, to ensure all members of society can benefit from 
advances of fintech. At the same time, they also need to carefully monitor and address the emergence of new, 
powerful actors in the financial sector. The entry of major tech firms in finance has significant implications for 
financial market stability, competition, consumer privacy and financial integrity. Given the complex trade-offs 
among different policy goals, financial sector regulators need to work with industry regulators, competition and 
data authorities to strike an optimal balance. 
 
The Fourth International Conference on Financing for Development provides an opportunity to address the 
enduring challenges countries have faced in generating, accessing, and applying technologies that advance 
sustainable development. It is an opportunity to identify and address domestic and international hurdles that 
limit countries' capacity for innovation and technology absorption, and that lead to entrenched asymmetries 
between countries and firms in the global technology landscape. The Conference could also identify principles to 
direct the design, execution, and evaluation of frontier technologies, including AI-based tools, within the fintech 
industry. 
 
The rest of the chapter will have two main sections. The first section highlights some of the development 
opportunities and challenges that technology brings. It will discuss the rapid evolution of the global technology 
frontier and the uneven innovation and technology diffusion between and within countries. The section will 
conclude with a discussion of policy areas where concerted efforts are needed to ensure overall positive and 
inclusive impacts of technology, as well as the UN system’s role in supporting capacity building in countries. The 
second section will narrow the scope to fintech. It will include an overview of the evolving landscape of fintech, 
following by a discussion of its impacts and policy implications in the areas of financial inclusion, market stability, 
competition, consumer privacy and financial integrity.  
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2. Transformational but uneven impacts of rapid technological change 

2.1. STI as key means of implementation and driver of progress on the SDGs: opportunities and challenges 
 
Technology has made important contributions to the pursuit of the Sustainable Development Goals, but 
unintended consequences of technological progress can also impede progress. Science, technology and 
innovation (STI) are contributing to improving people's lives, promoting prosperity, and protecting the planet. 
Technology has dramatically improved information flow, supporting people to make economic choices that 
improve productivity and reduce poverty. It has improved health outcomes and longevity, including saving millions 
of lives during the COVID-19 pandemic. And by supporting more real-time evaluation of risks and risk-absorbing 
capacity, technology also improves resilience of countries and communities, safeguarding economic, social, and 
environmental advances. At the same time, technological progress can have unintended consequences, and its 
benefits are unevenly distributed, exacerbating inequalities across multiple dimensions. 480  The pursuit of 
efficiency – enabled by structural changes and technological advances – often comes with significant social and 
environmental cost. The main challenge for policymakers thus is to mitigate these risks and to ensure that 
technology acts as a catalyst for positive transformation and the realization of SDGs, through a "mission-oriented" 
STI approach (see section 2.4 for more discussions). 
 
The evolution of the Financing for Development agenda reflects the growing recognition of the dramatic and 
potentially transformative impacts of technologies on development progress and on development finance 
itself. STI has always been considered a key means of implementation for sustainable development; in a major 
expansion of the Financing for Development outcomes, STI and capacity-building was added as a separate action 
area in the Addis Ababa Action Agenda in 2015. The Addis Agenda stresses the importance of public policies and 
finance to spur innovation and notes with concern the uneven innovative capacity, connectivity and access to 
technology that exists within and between countries.   

Implications for the pursuit of Sustainable Development Goals – people, planet, prosperity 
 
Technological progress is at the heart of economic growth, catalyzing new industries and business models, 
expanding economic opportunities, and enhancing productivity. Over the last quarter-century, the impacts of 
novel technologies, foremost digital technologies, on the economy and society have been profound and 
multifaceted, reshaping fundamental aspects of markets transactions and value creation. 481  Advances in 
technology have also supported progress across the SDGs. These contributions are too many to note in this report; 
some prominent examples are listed below.  
 
Technological advances have made dramatic contributions to safeguarding people's wellbeing, with advances 
in healthcare a prominent example. COVID-19 vaccines have saved over 14 millions of lives globally during the 
first year of their administration.482 Several of these vaccines deployed mRNA technology, which is now also being 
used to develop vaccines for dozens of other diseases. Going forward, integration of AI with other cutting-edge 
technologies could significantly improve the assessment and management of health risks, leading to the 
development of more effective healthcare strategies. AI also improves gene-editing tools and expands ability to 
modify biological systems, which pave the way to address some of the most difficult medical challenges that 
humanity has faced for years. Advancements in DNA sequencing technologies, coupled with the steadily declining 
costs of sequencing procedures, are unlocking new possibilities for genetic therapies targeted at diseases like HIV, 
beta thalassemia, cancer, and more.  
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New technologies are keeping hope alive that we can still address some of the most critical threats that our 
planet is facing on the environmental front. Climate change and energy scarcity have catalyzed the rapid 
development of innovative, cleaner energy technologies and significant improvements in energy storage. 
Renewable energy technologies help to bring power to economically disadvantaged and remote areas, thanks to 
scalable and cost-effective off-grid solutions. 483  Although the full potential of renewable energy remains 
untapped, its usage is growing as the technology improves and becomes more affordable (see figure III.G.1). Two 
decades ago, renewable energy was often dismissed as too expensive or inefficient. Today, due to technological 
advancements, the costs of solar and wind energy have plummeted (see figure III.G.2), making them competitive 
with traditional fossil fuels. For example, solar photovoltaic was 710 per cent more expensive than the cheapest 
fossil fuel-fired solution in 2010, but in 2022 it cost 29 per cent less than the cheapest fossil fuel-fired solution.484  
  
Figure III.G.1  
Share of electricity production from renewable sources, 2000-2022 

 
Source: Our World in Data (2023), based on Ember Yearly Electricity Data (2023), Ember European Electricity 
Review (2022), and Energy Institute Statistical Review of World Energy (2023). Note: Renewable energy sources 
in this chart include biomass, hydropower, solar, wind, geothermal and marine energy. The shaded grey area 
denotes the percentage of electricity produced through renewable globally. 
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Figure III.G.2  
Global weighted average cost of electricity from renewable power technologies, 2010 versus 2021  
 

 
Source: IRENA (2023). 
 
A key component that enhances the efficiency of renewable energy sources is advanced energy storage 
technology, which minimizes energy waste. With the variable nature of renewable energy production from 
sources like wind, solar, and tidal, the capacity to store substantial amounts of electricity and release it upon 
demand is essential. Concurrently, developments in battery technology, including increased energy density and 
faster recharging capabilities, are boosting the feasibility of electric vehicles (EVs) as a sustainable alternative to 
traditional internal combustion engine vehicles. During 2010-2022, global number of electric cars has risen by 
about 1000-fold, with China being a major force behind this dramatic increase (see figure III.G.3). Moreover, the 
invention of new battery types is broadening the affordability and accessibility of a diverse range of EVs. 
 
Figure III.G.3  
Global electric car stock, 2010-2022 

 
Source: UN DESA, based on IEA's Global EV Outlook 2023 data. 
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Climate-smart agricultural practices – including those making use of nuclear science and applications – have 
been used to improve agricultural productivity and food security in the face of climate change. 485  486 
Agroecology and precision farming have helped to enhance resilience and adoption to changing climate 
conditions.487 Also, innovative radiation technologies offer solutions to tackle plastic pollution, from isotopic 
tracing techniques for monitoring in the ocean to recycling plastic using radiation technology.488  
 
Digital technologies have also contributed to economic growth and poverty reduction. Digital technologies can 
reduce transactions and coordination costs, making market mechanisms more effective and increasing scale and 
scope of individual firms.489 The reduction in search costs in digital environments has greatly improved the scope 
and quality of searches and information diffusion.490 This facilitates a more efficient and informed decision-making 
process, as individuals and businesses can access a broader range of information and options with minimal 
effort.491 This has contributed to the fight against poverty, e.g., through access to mobile money, which decreases 
consumption poverty of households, with reductions greater among female-headed households. 492  Another 
example is the use of mobile applications and digital platforms that allow smallholder farmers to access timely 
information on weather forecasts, market prices, and agronomic practices, which empower them to make 
informed decisions and improve productivity, contributing to poverty eradication.493 Internet penetration also is 
associated with a reduction in the extreme poverty headcount.494  
 
The benefits of technological progress are unevenly distributed however, and new technologies also create new 
risks and challenges, across economic, social, and environmental dimensions. For example, automation enabled 
by advanced digital production technologies has contributed to inequality – both by increasing the capital share 
of national income, with capital income less evenly distributed than labour income across households, and by 
favouring higher-skilled workers. These workers have skills more complementary to new technologies, and can 
increase their relative productivity and wages, while automation increasingly displaces routine and repetitive 
tasks, thereby worsening wage inequality.495 496 The overall effect of automation on the labour market would 
depend on a range of factors, including labour scarcity and policy measures.497  
 
Automation also reduces the comparative advantage that many developing countries enjoy due to lower labour 
cost, necessitating new development strategies. More automated production processes that rely less on labour 
diminish the labour cost-based comparative advantage that many developing countries have exploited to 
integrate into global production networks and value chains. As labour costs become less relevant, this could lead 
to re-shoring of production to developed countries; recent empirical evidence suggests that the impact of 
automation on reshoring is indeed positive and significant.498 This puts the pursuit of development models based 
on export-oriented industrialization into question. Many developing countries are now facing the prospect of 
“premature deindustrialization”, which entails turning into service-based economies without going through an 
extended period of industrialization that is crucial for improving overall economic productivity.499  
 
Misuse of technologies can threaten human rights. Technologies like AI that rely on massive amount of data for 
training, while transformative, can infringe on human rights, including but not limited to privacy. Private 
information revealed to an AI chatbot could be stored and reused for model training without users’ knowledge.500 
In recent years, breaches and leaks have occurred in the databases of corporations that hold personal data of 
millions of customers, exposing them to risks of identity or financial frauds. Also, AI-based moderation tools allow 
social media platforms to quickly censor unfavorable opinions, curtailing freedom of expression.  
 
Without careful management, the environmental footprint of the frontier technologies can also be 
significant.501 Increased data consumption results in higher global electricity and water usage by data centers and 
distributed ledger technologies. Prevalence of electronic products, such as smartphones and small-scale, off-grid 
solar panels with short working life, also lead to a growing concern over the adverse environmental impacts of 
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critical mineral extraction and electronic waste.502 All these pose substantial environmental challenges, especially 
for developing countries.503  

Enhancing resilience 
 
Technologies can enhance resilience and help preserve hard-earned development gains. The recent period of 
cascading crises has underlined the importance of improving resilience against shocks. Economic, social, and 
environmental gains made over years can be quickly reversed in crisis times if countries are inadequately prepared 
to detect, absorb, and recover from these adverse shocks.  
 
Technologies can deliver more efficient, rapid, and reliable resilience evaluations and enable better decision-
making during and after the shocks.504 505 For example, data can enhance the planning, design, and maintenance 
of resilient infrastructure by supporting more accurate projections of population growth, urbanization, and 
climate change impacts.506 The Internet of Things helps to collect, communicate, and process real-time data, 
generating faster warnings and allowing more rapid emergency and policy responses. Mobile phone-based 
communication and alert system helps to enhance risk-informed communication, which improves the accuracy 
and timeliness of disaster risk information and has increased community participation in disaster risk reduction.507 
AI allows machines to learn and accumulate experience. This can help to automate the process of improving data 
collection and processing. For example, drones for remote automated collection of videos and photographs can 
use AI algorithms to instantaneously interpret the condition of infrastructure, enabling more accurate real-time 
assessment of hazardous conditions.508 Drones can also be used to deliver emergency supplies in the case of 
collapsed infrastructure or dangerous or remote locations.   
 
Box 1.  
Technology’s disruptive impact on institutions 
 
Technological change not only affects production processes, but also impacts and – in some cases – transforms 
institutions, including rules and regulations, culture, and social norms. It can alter the balance of power between 
different public and private actors, including government, civil society, and corporations. For example, the rise of 
social media has created a powerful channel for the public to voice their opinions in amplified ways that was 
inconceivable two decades ago. Public complaints communicated on social media platforms have shown to elicit 
greater policy responses than complaints made through private channels.509 Technologies – if properly employed 
– can improve public participation in the policy-making process and hold policymakers accountable.    
 
However, if misused, technology can undermine trust in institutions. It can destabilize political systems if it is 
used to undermine the quality and truthfulness of information that feeds into public debate. AI systems, if trained 
on data embedded with biases, can perpetuate societal prejudices and leading to data-driven discrimination. For 
example, discrimination in lending by FinTech lenders occurs through algorithmic scoring, with the lenders 
charging minority borrowers more for purchase and refinance mortgages.510 The rapid evolution of technologies 
also demands a more agile form of governance that can more quickly adapt to the changing social, economic and 
environmental conditions. A lack of commensurate reform to ensure the governance model is fit for purpose will 
erode public trust in institutions.   
 
Moreover, the growing dominance of major actors in technology sectors raises the risk of regulatory capture. 
Major firms could secure advantages over smaller rivals or new market entrants via political means, negatively 
affecting consumer welfare in the long run. Major social media firms also hold a central position in playing an 
intermediary role in public debates, including the interaction between the public and governments, with the 
potential of shaping political outcomes. This increased social and political influence of so-called Big Tech – 
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sometimes across national borders – demands a rethink of technology policy and governance to ensure 
accountability, fairness, and inclusiveness.  
 

2.2. Rapid evolution of the global technology frontier 
 
The global technology frontier has evolved rapidly in recent decades. There have been rapid technological 
advancements and increasing innovation complexity.511 This pace is set to increase due to frontier technologies 
that range from artificial intelligence to biotechnology.  
 
AI has transformed from a decades-old niche field of study to a cornerstone of technological advancement. In 
2000, two milestones of AI development were the creation of a robot that could recognize and simulate emotions 
with its face and a humanoid robot that could deliver trays to customers in a restaurant setting. At that time, no 
AI system could provide reliable handwriting, speech, or image recognition at a human level, and not to mention 
reading comprehension and language understanding. But in the 20-plus years since, AI has made significant 
strides, enabled by the exponential growth of data availability that is in turn made possible by the rapid rise in 
internet penetration. Algorithms have evolved from basic pattern recognition to complex neural networks capable 
of deep learning. As Figure III.G.4 shows, AI systems have made rapid progress in executing human tasks over the 
past two decades. They have now become steadily more capable in language and image recognition and 
outperforming humans in all these domains in a standardized test setting, even though they still perform worse 
than humans in some real-world cases. 
 
Figure III.G.4 
Evolution of language and image recognition capabilities of artificial intelligence systems since the turn of the 
century 

 
Source: Roser (2022). 
 
Since the AI chatbot ChatGPT was released to general public for testing in 2022, no AI technology has garnered 
more attention than generative AI – algorithms that can be used to create new content, including text, code, 
audio, image, and videos.512 The number of generative AI users have since soared and the upward trend is 
expected to continue going forward, as the recent evolution of customized AI agents and multimodal and hybrid 
AI models can further extend the reach of the technology. It is projected that the generative AI market will grow 
from $11.3 billion in 2023 to $76.8 billion by 2030.513 
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Generative AI has the potential in accelerating and amplifying the positive and negative impact of technology 
that was discussed in the previous section. For example, it can be used in drug discovery and molecular design, 
supporting initial design phases of the material discovery processes that help to quickly produce candidates for 
experimentations.514 It can generate educational content such as quizzes, exercises, and interactive simulations, 
which enhances the learning experience for students.515 Generative AI can also be used to enhance prediction and 
modelling of ecological changes and population dynamics, which enable researchers to create accurate, proactive 
strategies to protect endangered species. While the evidence remains tentative, generative AI could also serve as 
a general-purpose technology that enhances productivity of many sectors, the provision of public services and 
therefore the living standard of people. At the same time, its ability to engage in complex activities, such as coding, 
product design, creation of marketing content and strategies, or analysis of legal documents suggests that it could 
be highly disruptive in labour markets, affecting a wide set of work activities that have so far been considered 
“safe” from risks of automation – tasks that require expertise, social interaction, and creativity. In this view, AI 
may be considered more threatening to some higher-skill workers who have skill sets that can be more easily 
replaced by the technology. On the other hand, in countries where such skills are scarce, AI could serve as a 
complementary resource to support development while these countries build up their human capital.  
 
Labour market impacts of generative AI could vary widely across country income groups, due to different 
occupational structures. In low-income countries, Gmyrek, Berg and Bescond (2023) estimated that only 0.4 per 
cent of total employment is potentially exposed to automation effects of generative AI, whereas the estimate for 
high-income countries is 5.5 per cent. The effects are also differentiated across gender. For example, in high-
income countries, the share of female jobs that could be potentially automated by generative AI is 7.8 per cent, 
more than double the 2.9 per cent of male jobs, as female-dominant occupation groups such as clerical jobs are 
most exposed to the technology. Meanwhile, the share of jobs with high augmentation potential – meaning jobs 
that cannot be completely automated and could be complemented by generative AI – is also greater among 
female jobs than male jobs across all income groups. Similarly, Cazzaniga, and others (2024) found that higher-
income countries are more susceptible to job displacement effects caused by AI adoption, but are also better 
positioned to take advantage of its complementary effect on labour productivity. Within countries, they also 
reached similar conclusion that female workers are more exposed to the effect of AI but have more potential to 
be complemented by the technology.  
 
Historically, technological advancements, although initially disruptive to the labor market, have ultimately 
contributed to economic expansion and job creation in the long term. Whether generative AI would yield a 
similar outcome would depend on investment in human capital and adjustment of economic structure and 
business models that allow workers to take advantage of such technology in their work, rather than being replaced 
by it. The above estimates of generative AI’s employment effect also suggests that the direction of the gendered 
impact of the generative AI-induced labour market transition would hinge on how well the transition is being 
managed and whether the shift would lean more towards automation or augmentation.  
 
Generative AI, however, could also become a powerful vehicle of mis- and dis-information, further eroding trust 
in institutions and between people. Its affordability and accessibility lower the barrier of entry for disinformation 
campaigns. 516  Generative AI can be used to manipulate videos and messages of public figures, including 
government officials, to spread false information. Additionally, the easy access to generative AI tools can erode 
public trust in factual information, even when it is verifiable. As AI-generated content becomes more prevalent 
online, it could lead to increased skepticism among people, causing them to doubt the authenticity of any 
information, undermining the effectiveness of public debate that is central to good policymaking. 
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2.3. Persistent technological divide  
 
Rapid technological advancement often coincides with growing inequality as the benefits from innovation are 
not equitably distributed across different geographies and demographics. This historical trend has also played 
out with the rise of digital technologies over the last several decades. Developing countries, and especially the 45 
least developed ones, face a range of barriers both to creating new technologies, and to accessing such 
technologies: inadequate infrastructure, insufficient physical and human capital investment, lack of financing at 
the right terms, and missing or incomplete institutions. Development and use of frontier technologies in 
production is often concentrated in a few large companies, primarily from developed countries. This situation 
raises concerns about wealth concentration, and about market competition and potential abuses of market 
power, perpetuating inequalities over time.517  

High geographic concentration of innovation  
 
The persistently high geographic concentration of research and development (R&D) and related assets – 
observed over the last decades – has first-order implications for the global economy and the technology 
divide.518 The top 10 countries for patent applications have consistently contributed to at least 87 per cent of the 
worldwide total since 1980.519 The dominance of the leading countries continues in frontier technologies.520 For 
instance, 90 per cent of all patenting activity in the field of smart manufacturing is concentrated in ten countries.521 
The concentration is even higher in green technology creation, with industrial firms from 7 countries accounting 
for 90 per cent of all patenting activity (see figure III.G.5). With the exception of China, all these countries are high-
income, which indicates a significant skew towards wealthier nations in terms of innovation and technological 
development. Moreover, what is notable is the high concentration of innovation activities and slow technological 
diffusion within these leading countries themselves, which indicates an even greater extent of uneven distribution 
of innovation and technology access at the more granular firm level (more discussion on this in a later section).  
 
Figure III.G.5 
Green patenting of industrial firms, by country of owners, 2022 

 
Source: Adapted from Lavopa and Menéndez (2023). 
Note: Green patents are broadly defined here as technologies or applications that mitigate or adapt to climate 
change.  
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The geographic concentration of innovation, and related innovation disparities, are due to many factors, 
including capital (human, physical, and financial), institutions, path dependencies, and business and research 
incentives. One important factor is the presence of localized knowledge spillovers.522 Often it is a dense cluster of 
successful firms, qualified suppliers, and shared resource arrangements within a geographic area, particularly in 
cities with dense networks and diverse resources, that create an environment ripe for innovation.523  These 
entities, in close proximity, engage in frequent, often informal exchanges of ideas and knowledge, creating a 
vibrant, interactive ecosystem that catalyzes innovation. Indeed, empirical studies have shown that a greater pool 
of relevant technological knowledge in close geographic proximity of a firm significantly increases its chances of 
conducting innovation activities and the persistence of such activities.524  As these innovation clusters grow, they 
attract more resources and talent, often at the expense of other less established regions.525 This can lead to a self-
reinforcing cycle where already successful areas continue to grow, while others lag behind.  

Uneven access to, and usage of, technology between and within countries 
 
The concentration of innovation activities does not inherently hinder global development, provided there is an 
adequate and effective diffusion of technology and knowledge. However, technology diffusion has slowed down 
in the last few decades, both within and across nations, with major implications for productivity growth and 
broader sustainable development.526  
 
One possible driver of slow technology diffusion is the increasing complexity of technologies and innovations. 
It has raised the level of complementary investment in infrastructures, productive capital, skills and capabilities of 
the work force that is necessary for technological innovations and successful adoption of new technologies.527 The 
frontier technology readiness index – a measured to evaluate the capability of nations to effectively implement 
and benefit from cutting-edge technologies – have shown that there is a persistent capability gap between lower-
income countries and those at the capability frontier.528 While the capability of many upper-middle-income and 
some lower-middle-income countries have moved closer to the frontier during 2008-2021, the gap between the 
capability of low-income countries and the frontier remains as great as ever (see figure III.G.6).  
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Figure III.G.6 
Frontier technology readiness, 2008 versus 2021 

 
Source: UN DESA, based on UNCTAD’s Frontier Technology Readiness Index data.  
Note: Each dot represents a country. A country that stays below the 45-degree line means that its frontier 
technology readiness declined in 2021, compared to 2008. Conversely, a country that stays above the 45-degree 
line means readiness improved in 2021. 
 
There is also a noticeable slowdown in technology transfer between developed and developing countries.529 
While the international protection of intellectual property rights provides important flexibilities, it remains tight 
and complex, making it difficult for developing countries to access technologies that support sustainable 
development and to manage their own innovation systems.530 Even within countries, there is a persistent gap in 
technology adoption and use between “frontier firms” and the rest of the economy.531  Frontier firms lead 
technological adoption, leveraging cutting-edge technologies to enhance productivity and competitiveness. 
However, the rest of the economy, particularly small and medium-sized enterprises (SMEs), often struggle to keep 
pace with rapid technological changes. A similar pattern can be observed in diffusion of AI technologies. While 
global firm-level surveys have suggested a broad-based adoption of AI technologies in business operations across 
regions,532 national firm-level surveys show that the adoption of AI is predominately done by large firms.533 This 
suggests AI adoption is highly uneven within countries, including in developed ones.  
 
A specific barrier to widespread adoption of AI technology is that the current leading AI models are trained 
mainly on knowledge produced by, and relevant to, developed countries. It reflects the reliance of researchers 
on internet data for model training, which is predominately in English and a small group of other languages.534 As 
such, outputs of these models might be less useful for developing countries, which could further exacerbate the 
technology divide. This will have to be addressed by training AI models with data that is more relevant to specific 
regions or countries. Singapore’s Southeast Asian Languages in One Network (SEA-LION) model – a family of large 
language models that specifically trained for the Southeast Asia region – is an example of such initiatives.535  
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Innovation and technology diffusion amid geoeconomic fragmentation of the global technological landscape 
 
Geoeconomic fragmentation puts global integration, STI cooperation, and technology diffusion at risk (see 
Chapter II and Chapter III.D for more discussions on impacts of such fragmentation).536 Data on trade barriers, for 
example, shows signs of such fragmentation: after declining for most of the 20th century, trade restrictions have 
significantly increase in past few years.537 Technology and innovation, which have long been central to geopolitical 
competition, are particularly vulnerable to geoeconomic fragmentation. The quest for technological leadership 
has historically been a strategic imperative for nations, often involving efforts to prevent critical technologies from 
being acquired by strategic competitors.538  
 
Trade barriers to high-tech inputs and services, strategic intervention by governments, limited market access, 
data localization, and other measures could diminish international technology spillover and discourage R&D 
investment. This disruption can lead to a widening technology gap between nations, undermining the global 
technological progress that has been made over decades. And even for countries at the technological frontier, 
protecting critical technologies from foreign competitors is becoming increasingly complicated, as technological 
innovation is now characterized by a high degree of interdependence and multinational collaboration. In 
attempting to prevent others from accessing sensitive technological applications, these countries may 
inadvertently risk undermining their own technological capabilities. 

2.4. STI policy, international cooperation, and capacity building 

Evolution of STI policy approaches 
 
There is a wide diversity of STI policies across different countries. This diversity reflects the unique political, 
economic, and cultural contexts of each country, shaping their distinct strategies in advancing STI. Two broad 
overall approaches can be distinguished: narrower STI policy approaches focus on addressing market failures, such 
as information asymmetries and non-rivalry in the use of technology knowledge; a broader innovation system 
approach aims to address system failures that impede learning and innovation.539 These systemic failures include 
infrastructural (which include physical and science and technology infrastructure), institutional (which include 
“hard” institutions such as regulation and the legal system, and “soft” institutions such as social norms and values, 
entrepreneurial culture, etc.), network (which concerns the interaction between actors in the innovation system) 
and capabilities (which include competencies and resources).  
 
Beyond addressing market and systemic failures, there is a growing call for STI policy to place stronger emphasis 
on directing technological change to address development challenges. It also reflects the better understanding 
of technologies’ potential and the importance of STI policy directed at addressing grand social challenges in driving 
development progress. The SDGs can serve as a natural benchmark for this “mission-oriented” approach of STI 
policy; and there have detailed proposals for how countries can develop related STI policy roadmaps for achieving 
the SDGs.540  The evolution towards the mission-oriented approach also means that STI policy needs to be placed 
at the center of national and global development frameworks. It would allow policymakers to better address policy 
coordination problems, including between technological and sectoral systems, across government agencies and 
private institutions, and across systemic levels (regional, national, international). 

Supporting innovation and technology diffusion 
 
Concentrated innovation activities and weak technology underlines the need for policies that facilitate access 
to new technologies and support the capacity of economies, households, and businesses to adopt and harness 
these technologies effectively. There needs to be a concerted push for investments in education, training, and 
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reskilling programmes, infrastructure, and institutions that strengthen innovative and absorptive capacity, which 
include context-appropriate protection of intellectual property and competition policy.  
 
To ensure technological advances are geared towards addressing pressing development challenges, the 
innovation process should involve a diverse group of researchers and end users, and intermediaries that can 
translate needs and values between producers and users. Gender parity in research and STEM fields will need to 
be improved, given the significant underrepresentation of women in these fields (with only 1 in 3 researchers 
globally female; and just more than one fifth of all science, engineering and ICT jobs held by women). A notable 
example of international cooperation on this front is the Equity 2030 Alliance launched by UNFPA. The Alliance is 
a global effort to accelerate gender equity in science, technology, and financing solutions by 2030. It convenes 
entities across the globe and industries to take action on closing the gender equity gaps by 2030. The joint efforts 
enable entities to share and learn from the best practices, ensuring the inclusion of women in all their diversity 
throughout the innovation lifecycle of solutions. 
 
Minimizing unequalizing effects of technologies should more generally be a core objective of STI policy. In light 
of the potentially dramatic labour market impacts, STI policies should guide technological development to be 
labour-complementary rather than labour-replacing. To this end, countries can consider measures such as 
improving tax codes to equalize the marginal tax rates for hiring and training labour and for investing in equipment 
and software, strengthening workers’ voice, and directing funding for more labour-complementary R&D. 541 
Compensatory mechanisms are also important where adoption of new technologies produces both winners and 
losers. Social protection plays a key role here, as does education and training that equips workers with appropriate 
skills and supports them in transitioning to new jobs.  

Financing for innovation  
 
Financing plays a central role in supporting innovation and technological diffusion as well as guiding 
technological change. Different types of financing are needed to fund innovations, depending on the maturity of 
the technology and financial market and the overall institutional environment of a country.542 Basic research and 
science is mostly publicly funded; but even in the initial phases of product development, where failure risk is high, 
funding often comes from merit-based public grants; or else from equity investors. The latter usually involves 
participation from angel investors, seed funds, and venture capital funds and permits investors to oversee the 
business operations and exert considerable control to mitigate investment risks. In the past two decades, 
crowdfunding through digital platforms has also gained traction as a novel funding method for early-stage 
innovation. Only as innovative projects progress to more advanced stages of development, the role of traditional 
financial intermediaries like banks and capital markets becomes more prominent. 
 
To spur innovations that advance sustainable development and to ensure public access to such innovations, the 
public sector can and should play a key role in financing and incentivizing research. Public financing allows 
innovators to recover the research and development cost, without having to rely on selling their innovations in 
private market that could limit diffusion. This can be done through direct financing (for specific research activities), 
decentralizing direct financing (e.g. tax credit for research) or a prize financing system (i.e. government awards a 
prize for successful innovation). 543  Governments can also use these financial tools to promote socially and 
environmentally desirable technologies and to maximise public benefits.544  
 
Ensuring sufficient innovation and technology diffusion also requires appropriate market competition and 
protection of intellectual property rights. Competition authorities need to consider both ex ante measures that 
focus on developing the necessary environment for healthy market competition and ex post measures that target 
specific incidences of anticompetitive behaviours.545 These considerations must account for changes in how firms 
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compete in the new era of data economy and the implications for consumer welfare.546 Intellectual property (IP) 
systems on the other hand need to be tailored to a country’s stage of development and technological capabilities, 
as noted in previous edition of this report. Governments’ innovation and IP policies should take advantage of the 
flexibilities provided in the TRIPS Agreement to support technology diffusion. Countries can also consider other IP 
approaches that might serve them better to mitigate the trade-offs between incentivizing R&D investment and 
facilitating the spread of the innovations. These could include the knowledge commons approach that underpins 
the “open source” movement and a public finance-driven innovation approach.  
 
Access does not automatically translate into widespread adoption.547 Even when new technologies are markedly 
superior to existing options, they have not always been widely embraced. In this context, there is a growing 
recognition of the critical role of feedback loops between supply and demand in the innovation process and 
specifically how user feedback can effectively guide the allocation of resources and innovation capabilities to meet 
the needs of society or the market.548 Other factors hindering demand for welfare-enhancing technologies also 
need to be tackled, which include lack of financing, inadequate technological literacy and awareness of new 
technologies, behaviour inertia, and culture and social norms.549 Gender-transformative approaches must be at 
the centre of the efforts in increasing technology adoption and closing the technology divide: address gender-
related barriers to education and digital tools, meet women and girls where they are and embed digital skills into 
existing programmes; equip educators with inclusive, gender-responsive ICT integration skills; and ensure safety, 
security and privacy online.550 This includes narrowing the gender gap of internet access. In 2022, only 63 per cent 
of women were using the internet, compared to 69 per cent of men; and the gap was even greater in lower-
income countries, with 21 per cent of women were online, compared to 32 per cent of men.551  

International cooperation and capacity building 
 
The growing technological complexity, the fast pace of technological change, and its significant impact across 
countries call for a collaborative approach to STI. There has been a plethora of cross-border initiatives established 
in the past 20 years. At the regional level, some notable efforts include the ASEAN Plan of Action on Science, 
Technology and Innovation 2016-2025, the African Union’s STI Strategy for Africa 2024, and the Policy Partnership 
for Science, Technology and Innovation of the Asia-Pacific Economic Cooperation. There are also successful 
experiences of international collective research, which equitably incorporate the views and priorities of different 
partners. For example, the European Organization for Nuclear Research (CERN) and the Consultative Group on 
International Agricultural Research (CGIAR) offer useful references to the design and operation of inclusive and 
equitable collaboration mechanisms based on open science and co-creation. And the IAEA Nuclear Harmonization 
and Standardization Initiative is an example of a platform that facilitates regulatory collaboration among 
countries.   
 
Despite the success of these initiatives, the formulation of the international STI agenda and the evolution of 
the global innovation system have been historically skewed towards the perspective of developed countries.552 
A shift towards a more inclusive and participatory approach is therefore needed. It requires stakeholder 
engagement and practical support measures to create a collaborative setting for facilitating exchanges of 
knowledge among different actors and recognizing the needs of countries with less resources.  
 
International cooperation in STI remains limited by a generalized lack of sizable and stable funding. In terms of 
concessional financing for STI, the share of ODA in STI does not show any appreciable increase during the 2002-
2022 period (figure III.G.7). Looking at all official donors, while STI’s share in total ODA ascended during 2016-
2019, it has declined since and in 2022 reached the lowest point since 2003. ODA for STI is also very volatile.  
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International cooperation on scientific research also diverges between country groups. Whereas high-income 
countries have seen broad-based increase in STI international cooperation across different fields the past decade 
or so, many developing countries – with exceptions of some larger developing economies – have seen limited 
progress (see figure III.G.8). It partly reflects the limited STI capacity of many developing countries, which hinder 
their efforts to engage in cross-border collaboration.  
 
Figure III.G.7 
Share of official development assistance related to science, technology, and innovation, 2002-2022553 

 
Note: Shares computed using gross ODA disbursement at constant prices. 
Source: UN DESA, based on OECD Creditor Reporting System data retrieved from OECD.Stat. 
 
Figure III.G.8 
Share of scientific publications involving international collaboration, by country income group and field, 2007-
2021 

High-income countries Middle-income countries 

  

Source: UN DESA, based on data from OECD Data Explorer. 
Note: Data contains 41 high-income countries, and 19 middle-income countries. For each field, the value shown 
is the median value of the respective country income group. 
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International efforts to support innovation activities and speed up technology uptake need to be scaled up. A 
concerted effort is needed to ensure alignment of the international protection of intellectual property rights with 
the pursuit of sustainable development. The international IPR system should allow policy space for countries at 
different development stages to manage their IP system to support their industrial and STI strategies.554 There 
should also be greater efforts to support STI cooperation between developing countries, through South-South and 
triangular cooperation, taking advantage of their similar development and technological conditions that could 
make their experiences more replicable. Countries also need to collaborate on establishing internationally 
accepted principles on developing technology standards and on ensuring consistent interpretation and application 
of these principles, which is instrumental in supporting technology diffusion.555 Strong international cooperation 
on competition policy is needed to narrow the divergence between jurisdictions in terms of antitrust enforcement, 
which would reduce regulatory arbitrage and allow Governments to fully enforce their competition laws that 
provide a level-playing ground for smaller domestic firms against their bigger international competitors. 
International support for capacity building is essential and must give special attention to marginalized 
communities and vulnerable groups. Incorporating gender-responsive approaches into capacity building 
programmes ensure that women and girls have equal opportunities to participate and benefit from STI 
advancements. 

UN efforts to harness STI for sustainable development 
 
As the United Nations’ focal point for STI for sustainable development, the Commission on Science and 
Technology for Development (CSTD) discusses policy issues raised by rapid technological change and advances 
the understanding of science and technology policies. Recent discussions include data for development, global 
STI cooperation and green technology for sustainable development.556 The CSTD also serves as the focal point in 
the system-wide follow-up to the outcomes of the World Summit on the Information Society (WSIS), promoting 
the sharing of information and knowledge about the major trends, impacts, opportunities, and challenges of 
digital development.557 
 
The Technology Facilitation Mechanism (TFM), through the organization of the annual multi-stakeholder forum 
on STI for the SDGs (the STI Forum), has played a key role in facilitating discussions on STI cooperation in support 
of the SDGs.558  The TFM has also launched the global pilot program on STI for SDGs roadmaps to support 
developing countries to envision and plan actions, track progress, and foster a learning environment to harness 
STI to achieve the SDGs. The CSTD and TFM are among the most prominent United Nations platforms to engage 
with key stakeholders, facilitate exchange and cooperation in STI, and build consensus on a common vision that 
reflects the needs and aspirations of all countries. 
 
Apart from strategic planning, capacity building is an important area of international cooperation in STI. Within 
the UN system, the UN interagency task team on STI for the SDGs (IATT) under the TFM serves as a collaboration 
hub, with 47 UN entities and 150 staff members active in ten workstreams.559 This includes a workstream on 
capacity building, which designs and delivers training courses and workshops on STI Policy for SDGs, including a 
global repository of training materials, guidelines, and case studies for policy implementation, particularly for 
developing countries.560 It has delivered a series of nine training workshops on STI policy and instruments for the 
SDGs with about 1,200 STI officials from 74 countries, with 51 per cent of the participants being female. To build 
capacity in STI policymaking, UNCTAD offers customized training for developing countries561, complementing the 
national STI policy reviews conducted in 19 countries to identify the key strengths and weaknesses of their 
innovation systems, establish strategic priorities, and integrate STI policies into national development 
strategies.562 In 2023, UNIDO launched a methodology to assess readiness for industrial innovation in developing 
countries, which also serves as a capacity building tool for policymakers.563 
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The United Nations Technology Bank for Least Developed Countries champions technology transfers by aligning 
the technology demands of LDCs with appropriate solutions through three pillars of work.564 The first pillar is 
the country-specific Technology Needs Assessment (TNA) to map key development challenges facing LDCs and 
identify the technologies, innovative solutions, skills, and knowledge that LDCs need to address them. Second is 
the design of context-specific technology transfer projects and programmes guided by the TNAs, with the current 
focus being on agriculture and food systems; environment, climate change and resilience; health; and education 
and digital skills development. Third is the development of STI capacities in LDCs, including to ensure sustainability 
of the support provided by the Technology Bank. Other major programmes that support technology and 
knowledge transfer, in particular environmentally sound technologies, include the Global Environment Facility 
and the UN Climate Technology Centre and Network. To date, the Technology Bank has completed 12 TNAs, 
covering 5 countries in 2020, 6 in 2022, and 1 in 2023. It is expected that 5 more TNAs will be completed in 2024. 
To further enhance the Technology Bank’s capacity and effectiveness, Member States have called on international 
partners to provide voluntary financial and in-kind resources in the Doha Programme of Action for LDCs for the 
decade 2021-2030. 
 
Given the cross-border implications of AI development and use, global coordination is needed. In October 2023, 
the UN Secretary-General convened a multistakeholder High-level Advisory Board on AI – consisting of experts 
from government, private sector, and civil society – to undertake analysis and advance recommendations for the 
international governance of AI. The Board will seek to link and coordinate with existing initiatives, including that 
by the EU and the G7 Hiroshima AI Process.565 An objective of the Board is to identify effective forms of AI 
governance, informed by an examination of existing models of technology governance that have worked in the 
past. Recommendations from the Board – regarding international cooperation on AI governance, scientific 
consensus on risks and challenges, and key opportunities and enablers to leverage AI for achieving SDGs – will 
feed into the Global Digital Compact proposed for adoption by Heads of States at the Summit of the Future in 
September 2024. In December 2023, the Advisory Board released an interim report on governing AI for 
humanity.566  In its preliminary recommendations, the interim report proposed five guiding principles for AI 
governance: (1) AI should be governed inclusively, by and for the benefit of all; (2) AI must be governed in the 
public interest; (3) AI governance should be built in step with data governance and the promotion of data 
commons; (4) AI governance must be universal, networked and rooted in adaptive multi- stakeholder 
collaboration; and (5) AI governance should be anchored in the UN Charter, International Human Rights Law, and 
other agreed international commitments such as the SDGs.  

3. Technology and financing for development 

3.1. Fintech 

Evolution of fintech in the past 20 years 
 
The global financial landscape is undergoing a transformation, and a major drive behind this shift in the past 20 
years is the rapid growth of “Fintech” – technology that provides financial solutions based on a combination of 
modern financial services and emerging technologies. The proliferation of the internet and the advent of online 
banking in the early 2000s laid the foundation for the iterations of fintech that followed. Digitalization efforts 
within traditional financial institutions paved the way for more profound technological integration in the financial 
sector. Mobile money services provided by telecoms and fintech firms, and accessed through local agents and 
text-based phones, emerged as a more affordable and convenient way to access digital financial services (see 
figure III.G.9). For example, over 35 per cent of adults in Sub-Sahara use a mobile money account. 567  The 
popularization of internet-enabled smartphones since mid-2000s provided another impetus change. Mobile 
banking applications emerged, leveraging smartphone technology to facilitate on-the-go access to bank and 
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fintech accounts and improved financial management. The period also saw the rise of digital payment platforms 
that simplify online transactions, followed by a diversification of fintech services, with innovations including 
automated trading systems, peer-to-peer lending, and the early stages of blockchain and cryptocurrency 
technologies. 
 
The 2008 world financial and economic crisis had a catalytic effect on the expansion of the fintech sector.568 
Post-crisis regulatory reforms that focus on traditional financing institutions, a period of heightened public distrust 
of these institutions, pressure to reduce operational cost, and contraction of the interbank markets have allowed 
the emergence of new entrants to the financial sector.569 This marks the beginning of a fintech era that is defined 
by the explosion of the number of financial service providers and the application of rapidly developing technology 
at the retail and wholesale levels, which is reflected by the significant increase in global investment in fintech 
companies (see figure III.G.10), with the primary momentum coming from growth in the US. In 2023, an estimated 
26,000 fintech companies operated globally, up from around 12,000 in 2019. This growth is expected to continue: 
revenue of the fintech sector is projected to grow sixfold from $245 billion to $1.5 trillion in 2030, moving from 2 
per cent to 7 per cent of the $12.5 trillion in global financial services revenue.570 
 
Figure III.G.9 
Availability of mobile money services, 2001-2021 

 
Source: GSMA (2023). 
 
Figure III.G.10 
Global fintech investment, 2010-2022 

 
Source: Statista. 
Note: The values shown are investment into fintech companies worldwide. 
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Periods of significant innovation and technological advancement often give rise to economic bubbles; this has 
also played out in the fintech market.571 The meteoric rise and rapid fall of cryptocurrencies – as shown in figure 
III.G.11 – serves as a poignant illustration of this dynamic. Advocates for cryptocurrencies evoked new paradigm 
of monetary exchange that needs no trusted intermediaries. In the end, the crypto financial system failed to 
deliver full decentralization,572 and the rapid and speculative investment in these digital currencies has led to 
extremely high volatility, with spillover effect to the broader financial market.573  
 
Figure III.G.11 
Global cryptocurrency market capitalization, 28 April 2013- 7 January 2023 

 
Source: CoinMarketCap. 

Fintech and financial inclusion 
 
Advances in fintech have facilitated financial inclusion. Fintech providers have enhanced access and use of digital 
financial services for individuals and MSMEs, and improved affordability and personalization of financial products 
services that make them more relevant for diverse customer needs. Prominent examples include mobile payment 
service, such as M-PESA in Kenya, and online payments and messaging apps in developing countries such as China 
and India.574 During the COVID-19 pandemic, fintech companies played a notable role in enabling quick-yet-
contactless deployment of government support measures via digital financing, to MSMEs and individuals, 
especially those living in marginalized and poor communities. This included transfers of government emergency 
funds, digitizing social protection payments and pensions. Fintech can also support MSMEs with sending and 
receiving funds through peer-to-peer platforms and raising funds through crowdfunding platforms. Extensive data 
that fintech firms collect offers high-frequency visibility into firm performance and opportunities for embedded 
financial products that collateralize future sales of clients. This can help reduce collateral requirements and 
monitoring costs, and thus can provide firms and households with loans they might not otherwise be able to 
access.  
 
Complementary investments are needed to fully realize the potential of fintech and mitigate risks. Without 
improvement of the public’s access to technology, digital literacy skills, complementary digital infrastructure that 
enables the development and use of fintech, and commensurate regulatory frameworks that allow for innovation 
while managing risk where they emerge, be that from traditional or new providers, the inclusive potential of 
fintech cannot be fully realized. For example, the success of M-PESA in Kenya was predicated on a combination of 
factors, including high phone ownership, a large physical network of agents that allows easy exchange between 
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cash and mobile money, a nimble regulatory approach, an effective marketing campaign that focused on urban 
migrant workers, and bank branch closure of a significant scale around the time the mobile payment service was 
launched.575 These factors are not easy to replicate, which is reflected in the fact that mobile money services have 
not gained universal traction across developing countries.  
 
Also, the unbanked population using fintech solutions often faces risks similar to those they might face in the 
formal financial system, such as lack of financial and digital literacy skills to navigate a technology platform. 
They are also more susceptible to predatory lending practices and higher interest rates. Fintech also has not fully 
delivered its promise in closing the gender gap in access to financial services, as women’s use of the technology is 
hindered by equipment costs, inadequate literacy skills, and discriminatory social norms and laws that 
disadvantage women in many countries.576 Governments need to work with financial institutions – both new and 
established – to implement targeted policies, alongside fintech development, to improve women’s access to 
financial services and the internet, and to address the difference in attitudes, discrimination, and social norms and 
laws that marginalize women’s access in many countries.   

Implications of fintech for financial sector development – market stability, competition, consumer privacy, and 
financial integrity 
 
The entry of new actors, including Big Tech, into the financial services sector presents opportunities for 
improving financial inclusion, economic efficiency, and financial stability, but also poses intricate policy 
challenges. Without appropriate regulation, fintech could destabilize financial markets, infringe consumer privacy, 
and undermine financial integrity. Although traditional regulatory principles are applicable to these new actors 
for financial activities, their unique data-driven business model – which enjoys economies of scale, network effects, 
and the resultant “winner-takes-most” dynamics – means that their financial activities necessitate not only 
financial regulation but also competition policy and data privacy laws.577  
 
Fintech could contribute to financial stability by strengthening decentralization and diversification, deepening 
financial markets, and improving efficiency and transparency in the delivery of financial services. Preliminary 
evidence suggests that the use of fintech platforms for capital raising in advanced economies has played a role in 
improving financial stability, possibly through some of these aforementioned channels.578 Established financial 
institutions in countries with high regulatory quality and government effectiveness have benefitted from 
increased competition from fintech firms.579 Well-designed regulations can establish a level playing field – one in 
which new fintech firms can succeed and incumbent financial institutions are protected from unfair competitive 
behaviours.  
 
However, fintech can also incentivize riskier activities and exacerbate the cyclicality of financial markets, 
especially in a suboptimal regulatory environment. Reduced profit margins resulting from increased competition 
from fintech could create difficulties for established banks in building capital buffer necessary to absorb losses 
and maintain solvency.580 If regulations are inadequate, reduced profit might incentivize them to engage in riskier 
lending and investment activities, with implications for market stability. Lending activities facilitated by fintech 
platforms may also involve greater financial risk due to concentration and over-reliance on data-driven algorithms 
in risk evaluations and credit-related decisions, which could lead to herding behaviours.581 Moreover, fintech can 
amplify market volatility as it significantly increases the speed and ease of moving money in response to financial 
market performance. Artificial intelligence can expedite and reinforce the cyclical nature of financial conditions, 
through the automation of risk assessments and credit approvals that tend to fluctuate with economic cycles. To 
mitigate the risks posed by fintech firms to market stability, it is essential to consistently evaluate and update the 
licensing framework for financial service providers, taking into consideration emerging entities with innovative 
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business models.582 Moreover, there is a need to strengthen requirements for capital, liquidity, and operational 
risk management to adequately represent the diverse risks associated with various fintech business models. 
 
One of the primary concerns regarding fintech is the extensive collection and analysis of personal data, which 
is central to the success of the business model but could infringe consumer privacy. Fintech firms gather vast 
amounts of sensitive information, including spending habits, financial history, and geographic locations, which 
poses a risk of privacy breaches. Cyberattacks targeting fintech companies have become more sophisticated, 
raising the risk of personal data being stolen or misused. There is also the issue of consent and transparency. Often, 
users are not fully aware of how their data is being used or to what extent it is shared with third parties, leading 
to a lack of control over their own personal information. Moreover, the use of AI in fintech further complicates 
privacy issues. These technologies can make decisions based on user data that might discriminate against certain 
groups or invade personal privacy without explicit consent. For example, algorithms might make credit decisions 
based on factors that are not transparent to users. Concerns regarding data privacy and misuse of personal data 
could deter consumers from sharing their personal data with fintech firms, which would undermine their business 
models and competition in the financial sector. Legislative efforts to strengthen consumers’ control over their 
own personal data and increase transparency and accountability in data use have shown some success in 
mitigating the trade-off between consumer privacy protection and promotion of competition.583 Stronger data 
protection incentivizes consumers to share their personal data, which allows fintech firms to screen the loan 
applications more effectively and offer lower rates.  
 
Fintech has heightened the potential for fraud in financial markets. Advanced algorithms and machine learning 
capabilities, while designed for efficiency and better financial decision-making, can also be used to engineer 
sophisticated fraudulent schemes. High-frequency trading algorithms, for instance, can be manipulated to create 
false market trends, misleading investors and disrupting market stability. The rapid pace of transactions in fintech 
also means that fraudulent activities can proliferate quickly and cause significant harm to consumers and investors 
before they are detected. 
 
Furthermore, the digitalization and automation provided by fintech platforms have created conditions that 
could be conducive to illicit financial flows. The anonymity and speed offered by certain fintech services, 
especially those involving cryptocurrencies and blockchain technology, can be exploited for money laundering and 
the financing of illegal activities. These platforms can obscure the origins of illicit funds, making it challenging for 
regulatory bodies to trace and prevent these flows. The decentralized nature of some fintech applications further 
complicates regulatory oversight, allowing cross-border transactions to bypass traditional monitoring systems. To 
address fintech’s impact on financial integrity, regulators need to prioritize transparency in the fintech firms’ 
operations, transactions, and business models, as well as anti-money-laundry (AML) compliance, and adopting 
stringent measures to detect and prevent financial crimes. Fintech firms need to utilize technology-compatible 
AML solutions to comply with AML regulations and conduct robust due diligence and compliance checks through 
reliable sources, given conventional AML solutions utilized in the traditional financial sector are not sufficient in 
the current technology context.   
 
Overall, policy measures should aim at broader goals of consumer welfare, rather than a narrow focus on 
market competition or financial stability. In the case of fintech, understanding how common policy tools affect 
welfare outcomes is complex. For instance, standard financial regulations might conflict with the goals of 
competition policy and data privacy laws, and vice versa.584 The complex public policy trade-offs among financial 
stability and market integrity, efficiency and competition, and data privacy and consumer protection – 
summarized in Figure III.G.12 – call for cooperation between financial sector regulators, industry regulators, and 
authorities overseeing competition and consumer privacy protection. 
Figure III.G.12 
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Policy trade-offs between stability, efficiency, and privacy protection in the context of digital transformation 
in finance 

 
Source: Feyen, and others (2021). 
 
Box 2.  
Implications of STI for action areas of the Addis Ababa Action Agenda 
 
In addition to the profound implications for the financial sector and financial sector stability (action areas B and 
F), technological advances also contributed to progress and created new opportunities in other actions areas of 
the Addis Ababa Action Agenda, mainly through improving efficiency and transparency. 
 
Public finance: Digitalization improves tax collection and public service delivery. The increased use of digital 
payments enables better verification of taxpayers’ economic conditions and help formalize and tax undocumented 
economic activities. “Smart contracts” can automate transactions such as licensing, revenue collection and social 
transfers.585 An example is the blockchain-based digital identity card of Estonia, which allows its citizens to access 
public, financial, and social services and pay taxes.  
 
Digitalization also increases fiscal transparency and accountability. Online platforms for public financial data allow 
the public to track government spending and revenues. Distributed ledger technologies can be used to create 
immutable records of transactions, reducing the potential for corruption and mismanagement. Overall, the 
combination of higher-quality data, enhanced data management systems, and increased computer processing 
power contributes to better design of fiscal policies. 
 
International development cooperation: Digitalization can improve international development cooperation 
through timely and better targeted responses, reduced risk of fraud, and a better understanding of impacts, 
thereby contributing to better programme and project design and implementation. For example, big data and AI 
technologies can help identify, predict, and target poverty interventions when information from traditional 
sources, such as administrative data, is lacking. Also, through increasing transparency and accountability in 
development cooperation, technologies could help raising general public willingness to provide support. 
  
Trade: Technology impacts trade by enhancing efficiency and expanding market access. Advances in ICT 
streamline supply chain management and improve logistics. E-commerce platforms break geographical barriers, 
allowing SMEs to access global markets. Additionally, digital payment systems and fintech solutions facilitate 
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smoother, faster cross-border transactions, which support international trade. Digitally delivered services, an 
increasingly important component of trade, leverage ICT for cost efficiency, broader reach, and enhanced 
tradability (see Chapter III.D). 
  
Debt: Advanced data analytics tools allow for more accurate and timely analysis of economic and financial data, 
which help to predict market trends, assess credit risks, and evaluate the impact of various macroeconomic 
scenarios on debt sustainability. These could help to make informed decisions regarding debt issuance, 
restructuring and repayment. 
  
Also, digitalization can help developing countries to overcome some bond issuance bottlenecks regarding market 
infrastructures, including central clearing system, securities custodians, calculation agents, and rating agencies 586. 
With the use of distributed ledger technologies, digital platforms for bond issuance can simplify the process and 
reduce time and cost involved, by reducing the number of actors involved in the bond issuance process, 
automating issuance and distribution, reducing the need for human oversight, and improving efficiency in 
settlement. 587 588  
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IV. Data, monitoring and follow-up  

1. Key messages and recommendations 

Investments in data pay a dividend. Underinvestment in public data systems and statistical activities continues 
to undermine the pursuit of sustainable development. Despite the potential for substantial economic returns, 
Member States have not been able to capitalise on the power of data due to a lack of political prioritisation; 
fragmentation; inadequate and siloed investment; and shortfalls in capacity. Fully using data and unlocking the 
data dividend for the SDGs will require both political leadership and financial commitments. 
 
Excessive focus of income per capita and GDP levels obscures progress on all three dimensions of sustainable 
development. Efforts to move beyond GDP have gathered steam. The development of the SDG indicator 
framework, and many well-being and environmental indicators frameworks at national and international levels, 
show that there is a growing richness of data covering human progress and environmental sustainability. Member 
States can take the opportunity of summits in 2024 and 2025 to agree to advance a consolidated set of a limited 
number of indicators that go beyond GDP and can be used as measures of progress. Member States can also 
decide how they would like to incorporate vulnerability and other factors into allocation criteria for concessional 
finance. 
 
Financial data is essential in risk mitigation and policy making but lacks a single overarching framework that 
unites different parts of the international system. The SDG indicator framework has concentrated efforts and 
brought much coordination to the international statistical communities’ work, with international and regional 
organizations and national statistical offices working together to elaborate a complex but useful set of indicators. 
While the SDG indicators still have some data gaps and challenges, the world of financing data has much more 
heterogeneity and inconsistency. The Financing for Development outcomes never mandated work on an indicator 
framework, and different international institutions continue on different tracks in data development. The fourth 
international conference on Financing for Development is an opportunity for Member States to mandate the 
development of a financing indicator framework if they think that will assist efforts to finance sustainable 
development. 
 
Innovative sources of data can complement traditional data sources but access to data remains a challenge. 
Technological progress and the use of electronic devices have led to creation of an ever-increasing amount of 
digital data, including from social media, mobile phone records, point-of-sale terminals, global positioning system 
devices, and satellite imagery. There is an increasing use of administrative data sources and a growing trend in 
the collection and use of citizen-generated data for developing policy relevant information. These and other 
innovative data sources, if harnessed and utilized effectively, represent an opportunity to generate information 
in real-time, complementing official statistics that bring depth of detail and representation through validated 
surveys and censuses. While these innovative sources can provide rich evidence for economic and financial policy 
making, they also have potential applications in humanitarian work, peacekeeping, and human rights. At the 
fourth international conference on financing for development, Member States may want to consider 
strengthening data governance mechanisms which enable Member States to systematically engage with partners, 
such as the private sector, academia, and civil society to access relevant frontier sources of data while maintaining 
relevant privacy protections. 
 
Funding for data and statistical systems needs to focus on producing actionable insights that can help advance 
progress on the SDGs. A coordinated global financing architecture is emerging to help unlock the potential of data 
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for development and risk analysis at scale. Member States can agree on priorities and pooling resources through 
coordinated financing structures at the Fourth International Conference on Financing for Development. 

2. Data frameworks for sustainable development 

Data, including data on financing, are critical for assessing progress and correcting course to achieve agreed 
goals, but there remain shortcomings in data, including its coverage and quality. The Addis Ababa Action Agenda 
underlines the importance of data as well as investment in data and statistical systems. Digital technologies have 
ensured that the world is awash with data, but this data can only be useful if structured as information with clear 
context and applicability for decision makers and other users. Some types of data can be structured into official 
statistics which are consistent and comparable over time and also across countries. Despite the significant 
progress in improving data, information, and statistical systems, there remain many areas with information gaps. 
Throughout this report, this Task Force has presented many areas where data is lacking, and boxes 2-6 in this 
chapter crystalize a few of the most pertinent areas in the Financing for Development agenda where there are 
data and informational challenges. 

2.1 Beyond GDP 
 
While the measurement of GDP is useful for economic analysis, it is not a comprehensive measurement of 
progress that fully aligns with the 2030 Agenda for Sustainable Development. Gross domestic product (GDP) is 
the most widely used benchmark to measure a country’s economic progress and the value of its domestic 
production of goods and services. However, GDP has also been used in unintended ways. Importantly, it is not a 
good measure of sustainable development or welfare. An over-reliance on GDP can result in the pursuit of 
development with little concern for equality, resilience, and sustainability in all its dimensions. Discussion of the 
need for broader measures of progress beyond GDP goes back to the 1987 Report of the World Commission on 
Environment and Development, known as the Brundtland report.589 The topic received fresh attention in a 2009 
report on the measurement of economic performance prepared by a commission led by Joseph Stiglitz, Amartya 
Sen and Jean-Paul Fitoussi.590 It was further bolstered by the publication of a multidimensional poverty index in 
2010.591 Some countries have already moved ahead to explore frameworks that look beyond GDP (see Box 1). 
Subsequently, in the outcome of the Rio+20 United Nations Conference on Sustainable Development in 2012 and 
in the Addis Ababa Action Agenda, countries recognized the need for broader measures of progress to 
complement GDP in order to better inform policy decisions. The SDGs and their targets and indicators, universally 
adopted by Member States, are one response to this need. 
 
Despite its narrow focus, GDP continues to serve as a benchmark in important national and international policy 
decisions, in particular for development finance. GDP per capita impacts eligibility for official development 
assistance, decisions on debt relief and concessional financing, and the status of least developed country. As a 
result, key dimensions of sustainable development are not sufficiently considered in the functioning of the 
international financial architecture, with serious consequences for the sustainable development of all countries, 
in particular middle-income countries and small island developing States (SIDS). As the disconnect has grown 
between economic growth and perceptions of peaceful society, wellbeing and living conditions, people have lost 
trust in governments and institutions. The need for a framework to measure progress Beyond GDP became a 
political and policy imperative. 
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BOX IV.1 
The use of Beyond GDP measures in Bhutan 
 
Bhutan is globally recognized as a leader in moving beyond GDP through its gross national happiness (GNH) 
approach, which was introduced in 1979 and takes a holistic view of social development 592 . The measures 
underpinning GNH were developed over a 3-year period in a participatory and inclusive way, involving a wide 
range of groups from government to local communities.  
 
The current GNH index is made up of nine domains which are intended to reflect normative values embedded in 
the culture and traditions of Bhutan (see figure). Under these nine domains, there are 33 indicators, which aim to 
provide a complete picture of well-being, taking into account economic, environmental and social factors. The 
latest GNH report was published in 2023.593 
 
The GNH index forms the quantitative bedrock of national policy development, implementation and monitoring. 

It is linked to the Government’s 12th Five-Year Plan594 
through the incorporation of GNH indicators into its 
results-based approach framework. Each new policy 
proposal is assessed using a GNH Policy Screening 
Tool, which provides a framework for the systematic 
assessment of the potential consequences of the 
policy against the GNH index. Efforts are also 
underway to use the GNH index as a criterion for 
resource allocation. 
 
Bhutan's development initiatives emphasize 
advancing renewable energy options and 
safeguarding biodiversity because of the application 
of the GNH index. The preservation of culture and the 
environment also serves as significant motivations for 
Bhutan's strategy of "high value, low volume" tourism. 
Since 2015, the Sustainable Development Goals have 
also been integrated in the index and the 
accompanying policy development and monitoring 
process.  

 
Source: GNH 2022. 
 
There is now political momentum to develop Beyond GDP metrics. In the 2021 Our Common Agenda report, and 
as part of his vision for the future of global cooperation, the Secretary-General emphasized the need “to correct 
a glaring blind spot in how we measure economic prosperity and progress.”595 In May 2023 the Secretary General 
published a call to action in the form of a policy brief on the topic and suggested that Member States move to 
measure what they truly value. 596  It proposed the elaboration of a robust technical and scientific process, 
informed by sound and disaggregated data, resulting in a United Nations value dashboard of a limited number of 
key indicators that go beyond GDP, and a major capacity-building and resourcing initiative to enable Member 
States to use the new framework effectively. In September 2023, Member States responded with the SDG Summit 
political declaration confirming the political commitment “to explore measure of progress on sustainable 
development that complement or go beyond GDP to have a more inclusive approach to international 
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cooperation”, including in the consideration of informing access to development finance and technical 
cooperation.  Measures of progress to go Beyond GDP is one of the global governance topics being discussed in 
the context of the Summit of the Future, which will be held in September 2024. 
 
Measurement and consideration of vulnerability is important for countries that face complex development 
pathways. Countries facing a high risk of external shocks and stressors often lack economic and social resilience. 
Yet, there exists no universally accepted standard for quantifying structural vulnerability at the national level and 
across the multiple dimensions of sustainable development. Addressing this gap, a High-Level Panel of experts 
developed the Multidimensional Vulnerability Index (MVI) and submitted its final report to the President of the 
General Assembly in September 2023. 597  According to the MVI, small island developing States (SIDS), least 
developed countries (LDCs), and landlocked developing countries (LLDCs) emerge as the most vulnerable groups, 
on average, highlighting their structural vulnerability and lack of resilience. Furthermore, MVI scores were not 
correlated with income, implying that the MVI can be a useful complement to GDP. 
 
The MVI should be a living tool, with robust governance arrangements and common approach to its use across 
the international system. The MVI uses indicators of high quality, predominantly sourced from United Nations 
data. Still, the MVI was conceived as a living instrument, subject to regular updates to incorporate advancements 
in data quality and availability, vulnerability measurement methodologies, and understanding of the causes and 
consequences of vulnerability. In particular, external debt service data could be incorporated if missing data and 
data quality issues could be resolved (see box 6 and Chapter III.E). An intergovernmental process is now 
deliberating on the Panel’s report and the MVI, including its applicability, scope, custodianship, governance, and 
ways to further improve it. The Panel itself called for donors and international financial institutions to incorporate 
MVI into existing policies and practices, pursuing a common approach to the extent possible, for example on 
concessional finance allocation criteria (see Chapter III.C). 

2.2 Development indicator frameworks  
 
The Millenium Development Goals (MDGs) marked the first time that the UN System built quantitative targets 
into a political agreement on global norms. Building on the United Nations global conferences of the 1990s, the 
Millennium Declaration of 2000 included eight Millennium Development Goals, including 18 time-bound targets. 
Those targets formed the basis for the development of 48 quantitative indicators by an inter-governmental 
process agreed at the General Assembly in 2001. The MDGs established measurable objectives for priorities for 
developing countries. For 15 years, measurement against the MDG indicators gave the world information on 
development progress. 
 
The 2030 Agenda for Sustainable Development marked a step change in ambition, including on the efforts to 
quantify the progress towards sustainable development. The Sustainable Development Goals (SDGs) contained 
in the 2030 Agenda are a set of universal goals that meet the urgent environmental, political and economic 
challenges facing the world. In August 2015, Member States adopted the 2030 Agenda, including the 169 specific 
targets set out under the SDGs. While each country has the freedom to establish a national framework in achieving 
the SDGs, in July 2017, the General Assembly adopted a universal global indicator framework that had been 
developed by an Inter-Agency and Expert Group on Sustainable Development Goal Indicators (IAEG-SDGs). It had 
already been approved by the Statistical Commission in March 2017, as a voluntary and country led instrument 
that included an initial set of indicators to be refined annually. The indicator framework also is subject to 
comprehensive reviews every five years, the first being concluded in 2020 with 36 major changes of the indicator 
framework.598  
 
  



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

224 
 

Box IV.2 
Revenue statistics 
 
The availability – and quality – of cross-country data on government revenues (tax, non-tax, social contributions, 
and grants) has improved vastly over the past decade. Historically, the go-to source for such information was the 
IMF’s Government Finance Statistics (GFS) but many low- and middle-income countries did not provide the IMF 
with comprehensive data. Today, the situation is much improved; not only is the IMF coverage better, but efforts 
by other organisations complement the IMF work. The IMF’s World Revenue Longitudinal Dataset (WoRLD), 
launched in 2015, brings together data from the GFS with estimates from other databases. The OECD’s Revenue 
Statistics now incorporates vastly improved data for Africa, and the Asia Pacific regions. The UNU-WIDER 
Government Revenue Dataset (GRD)599 synthesises data from across the IMF and OECD datasets, as well as 
harnessing the rich revenue data contained in IMF Article IV assessments. These global databases have enabled 
analyses and research regarding the role of tax in development. There are also regional efforts, with data hosted 
by ECLAC, ATAF and ADB providing insights into revenue collection in Latin America, Africa and Asia respectively. 
Finally, data that accounts for revenue accruing from the activity of extractive industries has greatly improved, 
with disaggregated data reported by the Extractive Industries Transparency Initiative (EITI) as well as the OECD 
Revenue Statistics and the GRD. Despite these improvements, challenges remain in closing data gaps and 
improving the comparability of data.  
 
There are still many low- and middle-income countries where we do not have a full picture of revenue collection 
on an annual basis. Whilst for most countries available data will provide (at least) an annual estimate of total 
government revenue or tax, a fuller picture of revenue collection – for example disaggregated across different 
types of income – can sometimes remain missing. Furthermore, many countries only report revenue data 
collected by the central government, missing data on potentially significant amounts of revenue that are collected 
by local governments. Local government revenue data is available in the World Observatory on Subnational 
Government Finance and Investment 600 but its comparability with data on central government revenues is 
unexplored and coverage for many low-income countries is lacking. 
 
On the comparability of available data, most often, data reported to the GFS or OECD Revenue Statistics is, broadly, 
comparable, save for a few different classification choices. However, this is not always the case, and where data 
differs in magnitude across sources, users are left with a challenge to understand exactly which figure is ‘correct’ 
for a given country. A difference of half of a percentage point of GDP is significant in low-income countries, where 
tax-to-GDP ratios remain perilously low. A better understanding – and documentation - of why these differences 
emerge would be invaluable.  
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Figure IV.1 
SDG indicator data records, 2016-2023 
(number of records) 

 
Source: UN DESA. 

Figure IV.2 
SDG indicators by tier, 2016-2023 
(percentage) 

 
Source: UN DESA. 

 
The adoption of the Global SDG indicator framework led to strong efforts by the statistical community to 
develop internationally established methodologies or standards for all indicators and to produce data. The SDG 
indicator database had over 2.7 million records in time for the SDG Summit in September 2023 (see Figure 1). The 
percentage of Tier 1 indicators that have an established methodology and for which data are regularly produced 
increased from 36 per cent to over 70 per cent between 2016 and 2023 (see figure 2).601 Since 2020, all indicators 
have an internationally established methodology, meaning there are no longer Tier 3 indicators. For example, 
important improvements to the indicator tracking financial resources mobilized for developing countries from 
multiple sources, including an initial conceptual framework on South-South cooperation measurement, were 
adopted in 2022 (see Chapter III.C). Figure 3 shows the overall progress but also the gaps in data availability of the 
country level data. There are major gaps and lack of progress in key priority areas of gender (Goal 5, see below), 
climate change (Goal 13) and governance (Goal 16). The timeliness of data is often a challenge as well. Not all 
indicators have or require new data every year, but for 35 per cent of indicators there is no data for the 3 years 
preceding the current year, making data less useful to policymakers.  
 
The SDG indicator framework is complemented by additional data frameworks to delve deeper into specific 
topics. Member States have recognized the power of data to drive progress and since 2015, adopted additional 
indicator frameworks. Strong accountability is one of the cornerstones of the Sendai Framework for Disaster Risk 
Reduction, and a set of 38 indicators, recommended by an Open-ended Intergovernmental Expert Working Group, 
are used to track progress in implementing the seven targets of the Sendai Framework. The Kunming-Montreal 
Global Biodiversity Framework is accompanied by a detailed monitoring framework, adopted in December 2022, 
comprised of a set of agreed indicators for tracking progress towards the goals and targets of the Framework.602 
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Figure IV.3 
Member States that have data for SDG indicators, by goal, 2019-2023 
(percentage of countries) 

 
Source: UN DESA. 
Note: Data for at least two years since 2015, weighted average across indicators. Diamond shows December 2019, 
arrowhead shows December 2023. 

2.3. Financial data frameworks 
 
Global standards on financial data were first created in the 1990s and have been updated to address 
developments and gaps in coverage. A financial crisis in Mexico in 1994 underscored the role that information 
deficiencies could play in contributing to market turmoil and prompted an effort at the IMF to codify existing good 
practices in dissemination of economic and financial data. 603  In December 1997, the IMF Executive Board 
approved the general data dissemination standards (GDDS) as a general framework to guide countries in 
developing sound systems to support eventual dissemination of data to the public. In the wake of the Asian 
Financial Crisis, the special data dissemination standard (SDDS) launched coverage of foreign currency liquidity 
and external debt.604 
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Box IV.3 
Measuring government spending on essential services  
 
Tracking and reporting domestic pro-poor social spending is central to the achieving the Sustainable Development 
Goals (SDGs). Research suggests that spending on health, education and social protection in low- and middle-
income countries remains below the recommended minimum levels required to meet the Sustainable 
Development Goals (SDGs).605 SDG indicator 1.a.2 aims to track the proportion of total government spending on 
essential services (education, health and social protection). However, progress on improving consolidated, 
comparable, publicly available and up-to-date sector specific data is limited. 
 
The main sources of data for education, health and social protection expenditure differ. UNESCO compiles 
education expenditure data, with government spending as a percent of GDP reported for 166 countries within the 
past five years, although only 90 countries have data for 2022. UNESCO also has spending data in US dollars for 
90 countries between 2019 - 2021; here just 19 out of 90 have data for 2022 or later. The World Health 
Organisation compiles health expenditure data for 217 countries, with details on health expenditure as a percent 
of GDP and as a percent of government expenditure, as well as in US dollars. Within the past five years, 186 
countries have reported health expenditure data, but none have data for 2022 or later. For social protection, the 
World Bank ASPIRE database has social assistance expenditure as a percent of GDP for 51 countries up to 2019, 
but no more recent data. 606  The latest ILO World Social Protection Report has collected social protection 
expenditure data for 185 countries between 2020-22. 
 
However, recent SDG reporting is based on a sample of approximately 100 countries who report to the IMF’s 
government finance statistics (GFS) database.607 The manuals for compiling the government finance statistics take 
an institutional approach to expenditure categorization, while classification for different public purposes were 
described in a UN Statistical Commission-agreed standard in 2000 called the Classification of the Functions of 
Government (COFOG).608 The GFS includes COFOG breakdowns for only selected functions and a limited number 
of mostly advanced countries. Work remains to be done to integrate the data collected by UNESCO, WHO, World 
Bank, ILO and regional bodies and ensure consistency with the data provided to the IMF. There are also 
considerable time lags in the data production process, as agencies collect data only after allowing a considerable 
period for finalization of budgets and closing of accounts at the national level. 
 
The 2008 global financial crisis highlighted gaps in key financial sector data, leading to the launch of a Data Gaps 
Initiative (DGI) in 2009. While some signs of economic and financial instability could be seen in the official data in 
the run up to 2008, there were significant gaps in the data relevant for financial stability analysis. At the time, the 
economic and financial data did not fully capture risks in domestic financial sectors, the cross-border financial 
linkages, and the vulnerabilities and exposure of certain sectors of the economy to shocks. The G20 finance 
ministers and central bank governors endorsed 20 recommendations to address data gaps related to tail risks 
within the financial sector, leverage and maturity mismatches, linkages between individual financial institutions 
and cross-border capital flows, and distribution of income, consumption, and wealth. The first phase of the DGI 
successfully concluded in September 2015, however, there were gaps remaining in some areas. 
 
Amidst remaining data gaps, coupled with growing concerns that the digital revolution was introducing new 
risks to the financial system and sustainable equitable growth, the G20 launched a second phase of the DGI. 
The key objective of the DGI-2 was to implement the regular collection and dissemination of comparable, timely, 
and high-quality statistics for policy use. Similar to DGI-1, DGI-2 encompassed 20 new or revised 
recommendations, focusing on statistics that supported: (i) monitoring of risk in the financial sector; and (ii) 
analysis of vulnerabilities, interconnections and spillovers, both domestic and cross-border, and other emerging 
policy needs. 
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Box IV.4 
Data on public development banks 
 
Governments have long used public development banks (PDBs) as important financing tools to implement their 
national economic and social policies to foster economic growth and reduce poverty.  While they have been active 
in many sectors, they have been especially important to efforts to finance large infrastructure. PDBs have a large 
array of different mandates and governance structures in different contexts, including channelling blended 
finance and other forms of alternative finance alongside the private sector. Frequent mandates include supporting 
small and medium sized enterprises, supporting exports, financing housing, and agricultural sector financial 
support.609 
 
However, there have been limited efforts to produce comparable global data on the spread, size, and impact of 
national and subnational PDBs. The World Bank, in conjunction with the World Federation of Development 
Financial Institutions, conducted surveys in 2012 and 2017, which covered 90 and 64 development banks, 
respectively.610 Those surveys covered mandate, business model, governance, funding, size, profitability, and 
regulation, among other topics. While those surveys provided a rich and deep dataset for analysis on many of the 
largest national development banks, coverage was limited. A global research program was launched by the 
Finance in Common Sumit in 2020 to increase the data and knowledge on PDBs. The most recent dataset identified 
533 PDBs - distributed across every region, operating at local, national, regional, international, or multilateral 
levels (see Chapter III.A).611 The broad dataset provides a comprehensive mapping of PDBs worldwide, including 
information on the ownership structure, size of assets, and official mandate.  
 
Given the importance of PDBs as instruments to deliver on public goals, especially in helping to address market 
failures related to climate change mitigation and climate change adaptation, more comprehensive and regular 
cross-country information on the operations of PDBs could help countries better structure their institutions and 
ensure they are delivering on their goals. 
 
DGI-2 concluded in December 2021, however, despite the progress made during the initiative, some 
participating economies have not fully closed data gaps related to some DGI-2 recommendations. Challenges 
remained on securities financing transaction statistics, securities statistics, sectoral accounts, international 
investment position, international banking statistics, cross-border exposures of non-bank financial corporations, 
public sector debt statistics, and commercial property price indices. Participating economies and international 
organizations continue to work on closing these remaining DGI-2 data gaps.  
 
In 2022, in the face of the accelerating climate crisis, increasing economic polarization, and large-scale digital 
transformation, policymakers were facing a new wave of complex and multidimensional policy challenges that 
required new data on sustainable development challenges. A third phase of DGI was launched to address the 
data gaps in these areas, with the G20 endorsing 14 recommendations that cover four main priority policy areas: 
(1) climate change mitigation and adaptation; (2) creating more equitable distributions of income and wealth; (3) 
addressing the risks and leveraging the opportunities of financial innovation to ensure financial stability and 
improve financial inclusion; and (4) improved data access and data sharing. The initiative, launched by the G20 
finance ministers, aims to create timely official statistics that allows them to address current policy issues. The 
IMF, in close cooperation with the Financial Stability Board (FSB) and the Inter-Agency Group on Economic and 
Financial Statistics (IAG), and in consultation with countries, will coordinate the implementation of the 14 
recommendations. Similar to DGI-1 and DGI-2, the goal of DGI-3, is for the participating economies to catalyze the 
development of these statistics and equip all other countries with the tools and methodologies they need to 
navigate these crises. Compared with previous DGI phases, DGI-3 includes a range of new stakeholders, including 
environmental-economic statisticians, as well as the private sector holders of data. For most of the DGI-3 
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recommendations, there are existing agreed methodologies, but a need to increase attention to data 
development and production.  

2.4 Gender data 
 
Data and statistics are indispensable tools for devising evidence-based policies and programmes on gender 
equality and women’s empowerment, assessing their impact and promoting accountability.  
A dearth of sex-disaggregated data and insufficient multidimensional gender statistics pose major constraints for 
policymakers and gender equality advocates. Among countries with recent official statistics on monetary poverty, 
only 42 per cent have poverty data disaggregated by sex.612 Where data are disaggregated, large gender gaps are 
evident. Among countries producing multidimensional poverty indicators, only 20 per cent disaggregated these 
indicators by sex or sex of the head of household.613 While full disaggregation would not be possible given the 
nature of some SDG indicators, only 27 of all the SDG indicators have sex disaggregated data for more than 95 per 
cent of countries (see figure 4). 
 
Box IV.5 
Environmental, social, and governance data on private enterprise 
 
Measuring the private sector’s contribution to the SDGs and the Paris Agreement is essential to paint an 
exhaustive picture of progress. To do so, robust environmental, social, and governance (ESG) data (synonymous 
to non-financial, or sustainability data) needs to be produced by private entities. Fit-for-purpose ESG data is also 
necessary for investors to make informed decisions towards transition-aligned investments and to monitor their 
performance. Regulators and supervisors may also need this data. 
 
In contrast to centuries-old financial accounting, standards for the production of information on non-financial 
issues have emerged relatively recently and so far are mostly voluntary. The Global Reporting Initiative (GRI) was 
established in 1997. Although data availability has increased over time due to requests by asset owners — with 
98 per cent of S&P 500 companies now publicly disclosing sustainability data614 — coverage remains limited. Data 
gaps still exist for companies in developing countries, for non-listed entities, and for asset classes beyond listed 
equities and corporate bonds. Additionally, data quality is constrained across the board, with ongoing issues 
related to reliability, consistency, and comparability, exacerbating greenwashing concerns (see Chapter III.B). 
Moreover, disclosure of data alone is insufficient to steer capital towards sustainability, unless better data also 
impacts on decision making.615 
 
Efforts are underway to standardize voluntary reporting standards, exemplified by the establishment of the IFRS 
International Sustainability Standards Board (ISSB) (See Chapter III.B). Legislation is being enacted at regional and 
national levels to bolster the sustainable finance information ecosystem, addressing definitions (e.g., taxonomies), 
data availability (e.g., disclosure legislation), reliability (e.g., investment and consumer product labels), and 
comparability (e.g., regulating ESG ratings). Without global harmonization, private businesses will face 
fragmentation and higher reporting burdens. Furthermore, some existing standards do not employ a double 
materiality perspective, looking only at the impact of the environment on a business and not providing insight on 
the enterprise’s impact on the wider environment, including the SDGs and the Paris Agreement.  
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Figure IV.4 

Availability of sex-disaggregated data, by SDG indicator, 2015-2023 

(percentage of countries) 

Goal 1 Goal 2 Goal 3 Goal 4 Goal 5 Goal 6 Goal 7 Goal 8 Goal 9 Goal 10 Goal 11 Goal 12 Goal 13 Goal 14 Goal 15 Goal 16 Goal 17 

1.1.1 2.1.1 3.1.1 4.1.1 5.1.1 6.1.1 7.1.1 8.1.1 9.1.1 10.1.1 11.1.1 12.1.1 13.1.1 14.1.1 15.1.1 16.1.1 17.1.1 

1.2.1 2.1.2 3.1.2 4.1.2 5.2.1 6.2.1 7.1.2 8.2.1 9.1.2 10.2.1 11.2.1 12.2.1 13.1.2 14.2.1 15.1.2 16.1.2 17.1.2 

1.2.2 2.2.1 3.2.1 4.2.1 5.2.2 6.3.1 7.2.1 8.3.1 9.2.1 10.3.1 11.3.1 12.2.2 13.1.3 14.3.1 15.2.1 16.1.3 17.2.1 

1.3.1 2.2.2 3.2.2 4.2.2 5.3.1 6.3.2 7.3.1 8.4.1 9.2.2 10.4.1 11.3.2 12.3.1 13.2.1 14.4.1 15.3.1 16.1.4 17.3.1 

1.4.1 2.2.3 3.3.1 4.3.1 5.3.2 6.4.1 7.a.1 8.4.2 9.3.1 10.4.2 11.4.1 12.4.1 13.2.2 14.5.1 15.4.1 16.2.1 17.3.2 

1.4.2 2.3.1 3.3.2 4.4.1 5.4.1 6.4.2 7.b.1 8.5.1 9.3.2 10.5.1 11.5.1 12.4.2 13.3.1 14.6.1 15.4.2 16.2.2 17.4.1 

1.5.1 2.3.2 3.3.3 4.5.1 5.5.1 6.5.1  8.5.2 9.4.1 10.6.1 11.5.2 12.5.1 13.a.1 14.7.1 15.5.1 16.2.3 17.5.1 

1.5.2 2.4.1 3.3.4 4.6.1 5.5.2 6.5.2  8.6.1 9.5.1 10.7.1 11.5.3 12.6.1 13.b.1 14.a.1 15.6.1 16.3.1 17.6.1 

1.5.3 2.5.1 3.3.5 4.7.1 5.6.1 6.6.1  8.7.1 9.5.2 10.7.2 11.6.1 12.7.1  14.b.1 15.7.1 16.3.2 17.7.1 

1.5.4 2.5.2 3.4.1 4.a.1 5.6.2 6.a.1  8.8.1 9.a.1 10.7.3 11.6.2 12.8.1  14.c.1 15.8.1 16.3.3 17.8.1 

1.a.1 2.a.1 3.4.2 4.b.1 5.a.1 6.b.1  8.8.2 9.b.1 10.7.4 11.7.1 12.a.1   15.9.1 16.4.1 17.9.1 

1.a.2 2.a.2 3.5.1 4.c.1 5.a.2   8.9.1 9.c.1 10.a.1 11.7.2 12.b.1   15.a.1 16.4.2 17.10.1 

1.b.1 2.b.1 3.5.2  5.b.1   8.10.1  10.b.1 11.a.1 12.c.1   15.b.1 16.5.1 17.11.1 
 2.c.1 3.6.1  5.c.1   8.10.2  10.c.1 11.b.1    15.c.1 16.5.2 17.12.1 
  3.7.1     8.a.1   11.b.2     16.6.1 17.13.1 
  3.7.2     8.b.1        16.6.2 17.14.1 
  3.8.1             16.7.1 17.15.1 
  3.8.2             16.7.2 17.16.1 
  3.9.1             16.8.1 17.17.1 
  3.9.2             16.9.1 17.18.1 
  3.9.3             16.10.1 17.18.2 
  3.a.1             16.10.2 17.18.3 
  3.b.1             16.a.1 17.19.1 
  3.b.2             16.b.1 17.19.2 
  3.b.3    >95% coverage         

  3.c.1    >50% coverage         

  3.d.1    >5% coverage         

  3.d.2    No disaggregation         

Source: UN DESA. 

Note: Data for at least one year since 2015, coverage by the percent of countries. Some indicators would not be possible or relevant to disaggregate 

by sex. 

 



ADVANCE UNEDITED VERSION – 1 MARCH 2022  Not for citation or distribution 
 

231 
 

Greater efforts need to be made specifically on producing data and tracking progress on SDG 5 on gender 
equality. As of 2022, Member States have crossed the symbolic 50 per cent mark in terms of gender data 
availability on 82 gender-specific SDG indicators and sub-indicators616, with 51 per cent of SDG gender data now 
available (up from 26 per cent in 2016).617 A similar analysis on a subset of 50 gender-related indicators found that 
countries reported on average on 31 per cent of these indicators in at least one year from 2016 to 2020.618 Still, 
only 3 of the 18 indicators and sub-indicators on SDG 5619 have sufficient data to assess progress over time across 
all regions and in 5 out of the 18 indicators and sub-indicators, global data remain insufficient to assess current 
levels.620 Gender data gaps arise due to a combination of reasons and cannot be tackled by isolated, disjointed 
efforts. However, external funding for gender statistics has been stagnant since 2015.621 

2.5. Innovative sources of data 
 
The integration of innovative data sources has transformed official statistics over the past decade. The use of 
innovative data such as big data (usually sourced from the private sector622), geospatial data, citizen-generated 
data and data science promises more timely, more disaggregated and more relevant information, filling gaps in 
existing official statistics when new information needs arise, or existing statistics falls short of providing the 
required information. The use and integration of new data sources can be more cost-efficient than traditional data 
sources such as surveys. According to a comprehensive review by the Committee of Experts on Big Data and Data 
Science for Official Statistics approximately 80 per cent of national statistical offices have incorporated references 
to modernization, innovation, data science, and alternative data sources into their strategic visions. The survey 
highlights the shift towards collecting diverse data sources, including from the private sector, emphasizing 
collaboration between national statistical offices and public/private sector institutes to navigate challenges 
related to privacy, access, and integration.623 The drive towards the use of innovative data sources has led to the 
creation of new institutions, including the establishment of regional and global hubs for big data and data science. 
 
The vision for innovative data use is meeting real-world challenges related to data access and privacy. For 
example, the use of privately held data must have a proper legal basis as a prerequisite for statistical agencies to 
obtain such data. Individuals’ privacy rights must be protected and issues of data quality and appropriate use 
addressed. The survey results indicate that statistical agencies are addressing these challenges in a strategic way. 
Access to private-sector data, coupled with data privacy protection, emerged as a major focus in innovation 
strategies, leading to updates in statistical legislation by more than 80 per cent of offices. How official statistics 
are produced is changing, but not universally, as not all methods are applicable across countries (e.g., the use of 
scanner data for producing price statistics). A Collaborative on Citizen Data was established in April 2023 during 
the fourth United Nations World Data Forum. This Collaborative developed the draft Copenhagen Framework on 
Citizen Data that defines the possible types of citizen data and offers a common understanding of how to leverage 
the responsible production and curation of citizen data.624 One set of data adopted very widely is geospatial 
information, driven by the demands for the global monitoring of the SDGs. It is the data source for multiple global 
SDG indicators on land cover and land use such as the average share of the built-up area of cities that is open 
space for public use for all (SDG indicator 11.7.1).  
 
Innovative data sources can also generate information for policy makers and stakeholders outside the statistical 
system. Not all data for use by policymakers will be held in the statistical system, with notable real-time data and 
information efforts conducted by central banks and financial regulators (see above). Administrative data sources 
are particularly useful for disaggregation, including by sex and location, but there are challenges, including the 
need for effective collaboration among different parts of government, and to manage data quality concerns and 
respect confidentiality. Citizen-generated data also provides an alternative that can complement and enhance 
official data, supporting policies, programs, and projects to achieve the SDGs. It is a low-cost, real- or near-real-
time data source and is also typically more disaggregated. Collection and use of citizen-generated data can reveal 
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intersectional inequalities, make data and policy more inclusive, and can also help empower people, boosting 
ownership and the social contract.625  

3. National statistical systems and funding 

3.1 Trends in performance of statistical systems 
 
Cross-country comparison of statistical systems became possible early in the 2000s and has recently improved 
with the creation of statistical performance indicators. In 2004, the World Bank launched the Statistical Capacity 
Indicators (SCI), comprised of three dimensions (methodology, sources, and periodicity). The SCI drew on publicly 
available international databases and national statistical organization websites to populate the indicators and 
contributed to SDG monitoring (see figure 5).626 In 2021 the World Bank inaugurated the Statistical Performance 
Indicators (SPI) to build on and replace the SCI.627 It better reflects the changing global data landscape to focus on 
development outcomes. Incorporating an assessment of the maturity of national statistical systems, the average 
overall SPI score across countries increased by 12 points between 2016 and 2022 and reached a score of 70 
measured on a scale from 0 to 100, marking significant progress in short time (see figure 6). For countries where 
data is available under both indices, SPI performance far exceeds the improvements achieved in the period from 
2005 to 2015, as measured by the SCI, when much less progress was made.628  
 
Box IV.6  
Sovereign debt data 
 
Improving collection and access to sovereign debt data is crucial for addressing the debt challenges that many 
countries are facing. For borrowers, it helps to assess fiscal risks and make informed decisions to ensure debt 
remains sustainable, which could help to lower borrowing costs. For creditors, it supports risk assessments for 
their lending decisions and can help address debt distress when needed, for example more accurately estimating 
the scale of debt relief required to restore debt sustainability.    
 
Progress has been made in improving sovereign debt transparency and data in the past two decades. The World 
Bank’s International Debt Statistics – the most comprehensive external debt database – has increased its coverage 
significantly, which can be partly attributed to the World Bank’s new lending policy that promotes the disclosure 
of public debt data and the reconciliation undertaken with several key creditors. The G20 Operational Guidelines 
for Sustainable Financing promote information sharing between creditors and borrowers, and the IMF and World 
bank have developed a diagnostic tool to help their implementation. The OECD Debt Transparency Initiative has 
set up a data repository on private sector lending to low-income countries. UNCTAD and the Commonwealth 
Secretariat’s debt management and recording systems help improve countries’ ability to record, monitor, and 
report public debt information and to submit loan-level information to the World Bank’s Debtor Reporting System. 
The Institute of International Finance developed a template for carveouts from confidentiality clauses that allows 
submission of debt data to the OECD.629   
 
Despite the progress, debt data challenges persist and more needs to be done. A review of the domestic legal 
frameworks in 60 developing countries found that less than half require the preparation of key debt-related 
publications. Of IDA-eligible countries, 23 per cent do not disclose any debt data, though the number came down 
from 40 per cent three years ago. On the creditor reporting side, very few private banks have disclosed loan data 
under the aforementioned OECD Debt Transparency Initiative. G7 countries have started publishing information 
regarding every official sector loan to other countries on their own websites, but with varied levels of detail. 
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Figure IV.5  
Statistical performance over time, 2006-2022 
(index) 

 
Source: World Bank SPI. 
Note: Data for 145 countries with both SCI and SPI scores. The SPI extended series was constructed to show 
changes in statistical performance using data in the SPI that are available historically. 
 
Figure IV.6 
Global average scores for statistical performance, 2016-2022 
(index) 

 
Source: UNSD calculations based on World Bank SPI. 
Note: Data for all pillars and all years (2016-2022) are available for 167 Member States. 
 
Progress in statistical systems has been concentrated on expanding available data, but improvements to data 
sources remains a weak area. The SPI has 5 pillars covering data use, data services, data products, data sources, 
and data infrastructure, with 22 specific dimensions. Progress has been greatest on data services (pillar 2) and 
data products (pillar 3) between 2016 and 2022 (see figure 6). Moderate improvements were made on data 
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infrastructure (pillar 5). However, very limited progress was made on improving data sources (pillar 4) and on data 
use (pillar 1), though data use is already at a high level. Several countries achieved large improvements and 
increased their overall SPI score by at least 25 points between 2016 and 2022, driven by improvements in the 
individual pillars (see figure 7). While many countries improved their data services (pillar 1), there were also many 
countries where those services deteriorated. 
 

Figure IV.7 
Changes in country scores of statistical 
performance, 2016-2022 
(index) 

 
Source: WB data with UNSD calculations.  
Note: Data for all pillars and all years (2016-2022) 
are available for 167 Member States. 

Figure IV.8 
Statistical performance, by country income 
group, 2016-2022 
(index) 

 
Source: UNSD calculations on World Bank SPI.  
 

 
Statistical system performance is driven by the capacity of staff and funding provided. Higher income countries 
have systemically better performing statistical systems, though improvements in the SPI between 2016 and 2022 
were very similar across different income groups (see figure 8). It appears that improvements in the infrastructure 
for producing official statistics (pillar 5) is driving the overall progress of the SPI. This may be related to higher 
financing provided to data infrastructure development. As a result of the proliferation of data initiatives and 
monitoring frameworks, more attention is being paid to developing statistical systems. However, the challenge is 
to turn the increased attention, and funding, into more useful data that yields more actionable information that 
helps policymakers.   

3.2. Trends in funding for data and statistics  
 
Funding is a critical factor for many countries that want to improve their data and statistics, including financial 
data. There is no systematic tracking of national financing for data and statistics, not least because the efforts are 
often spread across national statistical offices, line ministries, central banks, and financial regulators. Over the last 
5 years the percentage of countries having a national statistical plan fully funded has been declining regardless of 
their income level. Lack of national funding for statistics is especially a challenge for low- and middle-income 
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countries. In 2021, not a single low-income country had a fully funded national statistical plan. National Statistical 
Offices consistently report shortages in financial resources as one of their major challenges in producing the 
statistical outputs needed for the monitoring of the SDGs. 
 
External financing can be relevant for many developing countries. In 2021, the most recent year for data, total 
disbursed external funding – including official development assistance, non-concessional official lending, and 
private sector assistance – for data and statistics rebounded and reached a new peak of $799 million, a 14 per 
cent increase over 2020 (see figure 9). In 2021 multilateral channels emerged as the predominant source of 
funding for the first time. In 2021, loans for data and statistics also reached their highest level ever, at $240 million, 
while the volume of grants declined for the third consecutive year.630 The World Bank has scaled up concessional 
lending to developing countries to strengthen statistical systems and help close core data gaps in 5 areas: (i) 
household surveys; (ii) enterprise surveys; (iii) agricultural data; (iv) price data; and (v) administrative data.  
 
International development and national statistics communities have created new partnerships to promote 
funding for data and statistics. Significant effort had gone into financing the production of data related to the 
MDG indicators, but as the MDG era came to a close external funding declined. In 2016, the United Nations, chief 
statisticians of national statistical agencies, and data experts from around the world launched the Cape Town 
Global Action Plan for Sustainable Development Data, which championed both a country-led investment blueprint 
as well as a call for better global coordination of development financing for data on SDG progress.631  Similar calls 
to action have emerged from recent UN Data Forums, including the Bern Data Compact for the Decade of Action 
on the Sustainable Development Goals 632  and the Hangzhou Declaration: Accelerating progress in the 
implementation of the Cape Town Global Action Plan for Sustainable Development Data633, both of which call for 
more and better investment in countries’ data systems, data capacity, and data capital.  
 
Figure IV.9 
External funding for data and statistics, by donor type, 2010-2021 
(millions of US dollars) 

 
Source: Paris21 PRESS dataset. 
Note: Disbursements in constant 2021 prices.  
 
Despite increasing international and domestic investments, large gaps remain. A 2022 investment case 
calculated that for every $1 invested, data has delivered an average economic return of $32 in developing 
countries.634  Historic investment levels for data and statistics are less than half of what is needed to deliver on 
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data for the SDGs. Investments in data from external sources have remained relatively static for several years635, 
suffering from fragmentation and duplication of effort.636 
 
Countries are now moving toward a more coordinated global financing architecture for data and statistics.  New 
commitments featuring stronger international cooperation to support data and statistics are materializing, though 
additional key action is needed in the immediate term to maximize opportunities across regions to achieve the 
SDGs.  Donors are pooling resources, which are leveraging significant additional funds from development banks, 
such as World Bank IDA or IBRD resources. This includes the launch of new, complementary funds to support 
countries’ data systems, data capital, and risk analytics in a more coordinated way: for example the World Bank’s 
Global Data Facility637 and the UN’s Complex Risk Analytics Fund (CRAF’d).638 The institutions launched a high-level 
effort designated “Data With Purpose”, and hope to jointly mobilize at least $500 million through the GDF and 
CRAF’d.639  These types of investments can unlock sustained investment of domestic resources for data and 
statistics. 
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