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l. Overview¢ Towards FfD 4: Financing for Development at a Crossroads

1. Introduction

Financing for development is at a crossroad$ie world is running out of time to meet the SDGs and prevent
catastrophic climate change. Only an urgent, lasgele and sustainable investment push can help us achieve
these agendas. Despite efforts to advance development financing across the actisroatbe financing for
developmentagendaover 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 morepedres world. The gap between our
development apirations 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 rapiglythe

last several years, the world has contended with persistent pandestaded uncertainties, ramped up

geopolitical divides and war, and increasingly restrictive financing condiiah®f 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.

Fnancing challengeare ore of the key reasos for slow progress and regression:

Financing challenges are at the heart of the current sustainable development clisimet 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 skees 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. Globall 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.

¢2RIFeQa GAIKG FAYI ybérihg/adinveEmem aridisy ayigering Wdgent Salihg@s NJ
of sustainable development investmentJighter global financial conditions in a world awash with debt
reduce fiscal space for many sovereigireatehigh costs of capital for private investors, asmhtribute

to a slugyish recovery of the global economy, with subpar growth and investment prospects.

A key to getting back on track lies in financinginancing challenges have played a key role in creating the
sustainable development crisis we face today. But financingatso play a role in turning our fortunes around.

TKS !''bQa FAYIFIYOAY3d FT2N RS@OSt2LIYSyld RA&aOdzaarzya OFy
f SFRSNE O2y@dSySR Ay a2y(iSNNBez aSEAO2:I (2 ndthkRRNBaa
g2NI R LJ NI A Odzf I NI BrhemgnteRey BchéeasLdhepraserded diyisiohicthrBaktbraugh. It
recognized the critical importance of mobilizing and effectively using financial resources and of enabling national
and international ecoomic 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 developmenieagla agreed in 201&embodied in the 2030 Agenda

and the Paris Agreement on climate chamgdaying 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 developmef#fD 4) to be held in Spain in mi@025,
provides a unigue opportunity tacommit to reforms of financing frameworks at all levels to close the gap
between aspiration and financingloday, the enabling environments to financing transformations are not in
place. At the same time, the recognition that the world is running outroéthas triggered a new commitment

to financing reform by national governments, the private sector, and the international community. As daunting
as the financing challenges atbere is at least a shared understanding that we must address them with
urgencyand ambitionMember 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 challen@jeshe 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
AYGSNYFGA2Yy LT FAYEFYOALE | NOKAGSOUGdzNB v¢

The Task Force highlights four overarching questions thatwarrar® Yo SNJ. { G F §SaQ FdGSy dA 2
How can FfD 4 help close large financing and investment gaps, at scale and with urgency, and enhance
effectiveness of spending®hat is the package of reforms that can help deliver the rapid scaling up of
public and private investments in the SDGs, buijdin the Secretafp SY SNI £ Q& { 5D { (A Ydz
containing actions across the action areas: on tax, private investment and blended finance, concessional
financing and development bank reform, and innovative financing instrumentshdmaan the
Conferencehelp governmentslo more on domesticresourcemobilizationand optimizing spending
through growth- andrevenueenhancingeforms, to better allocate scarce resources while prioritizing
the SDGs?

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

Nbzt S& F2NJ GNI RS Ay@SatayYSyid FyYyR FAYLFyOS GKIFG | NEX
international financial architecture reforms coul® Yy KI y OS 02 dzy i NA S&a Q pkea A f A Sy
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 u#t 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 lonrgtanding commitments on concessional financing, global

governance redrm, 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 behindPlowcan 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, t1#924 Financing for Sustainable Development Repirhs to supporta
productive and substantive preparatory process for the fourth international conference on financing for
development To this end, this overview chaptiarys 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 fhancing challenge today

The world is severely off track in achieving the SDGs by 288@he midpoint toward 2030, around half of the

140 SDG targets for which sufficient data is available deviate from the required path. This includes central
commitmentssuch 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 wohtey. | Wasdza Ay Sa &
dzadzl £t Q LI GKgl 83X gKSNBE a2t@ids donot hitd thafkediyXran histgrival iatfedk vy 2 f 2
the SDGs as a whole would remain out of reach even in 2050.

Progress is woefully insufficient on SDG 13, climate acti®d23 was the hottest year on record by a significant
margin. Rapid and deapductions 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’libst€ad, emissions from

fossil use are expected to have reached a record high in.2023

Financing gaps

Financing gaps are large and growigchieving the largscale transitions needed to avoid catastrophic climate
change will require investments at an unprecedented sciiere 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 4driltioally (see
Figure 1). Such gaps were already large before 2020, and they have widened significantly since, with the
ho/5Qa Df206lf hdzif221 SadAYFIiAy3d Iy AyONBrTeSovidy RSE
19 pandemic and subgiuent 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 aruhciy.to mobilize additional resources
domestically, least developed and lamcome 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 thadMF fou
the financing gap to achieve significant progress toward five SBdegation,health, WASHeglectricity, and

roadsg to amount to16.1 percentof[ 5/ & | YR GPREYR08F [ L/ Qa

As high as financing gap estimates are, they paleamparison to the costs of inactiorthis is best

understood for climateelated 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 {asisaegdsscenarios.

The cumulative additional economic and social costs incurred from climate change under a basursd
scenario through 2050 are estimated to be almfagt times larger than climate finance needed to limit
temperature increases to 1.5 demes Celsiu¥’ Every dollar invested in risk reduction and prevention can save
up to 15 dollars in postlisaster recovery efforts. These costs will only increase the longer investments in
climate action and resilience are delayed.
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Figure 1: Range astimates of annual SDG financing gaps in developing countries
In USD Billions

billion US

Gap before 2020 Gap since 2020

Source: Matzner and Steininger 2024
Finance divides

Developing countries are faced with significantly worse terms of access to both-tengyn and contingency

financing implying a finance dividésee 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 issubedow investment grade (see Chapter IIl.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 factorsearetrenchment of

capital flows to-these countries.

Higher sovereign borrowing costs are also mirrored in higher costs of capital for private invedtors.

example, costs of capital for comparable projects in the renewable energy sector have besatestio be
significantly (23 times) higher in'developing countries than in developed countries, with perceptions of macro
economic risks, rather than projespecific risks, driving risk premia (see also Chapter 111.B).

Many developing countries alsbave less access to contingency financing in times of need, constraining their
ability to respond to and recover from shockBew developing countries have access to central bank swap lines,
which have been the most effective instruments for crisis managd in the past 15 years, providing urgent

liquidity at almost no cost (see Chapter IlI.F). At the same i€ financing is limited in volume. While SDRs

were effectively allocated in crisis periods, the mechanism for allocating SDRs in proporodag é NA S&3Q L a
guota 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 aggressivaonetary 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, 20€8023
(percentage)

Nominal implicit interest rate on general government debts, 2000-2023

12%

10%

2023
2023
2023
2023

2000-2009
2010-2019
2020-2022
2000-2009
2010-2019
2020-2022
2000-2009
2010-2019
2020-2022
2000-2009
2010-2019
2020-2022

Developed countries LDCs SIDS Middle-income countries

25th percentile {325th-75th percentile 3 25th-75th percentile X Nominal implicit interest rate (median) ® GDP-weighted average

Source: DES#alculations, based on IMF WEO data
Weak enabling environments for sustainable development

The enabling environmentis lacking from a maeamnd microeconomic perspectivéolicy, regulatory and tax
frameworks while pursuing a wide range of policy olijees,also set incentives for private investors; currently,
these are often nosufficienty aligned withthe SDGs and climate action; public expenditure is also not fully
aligned.Rapid transformations require enabling environments so all actors dgnactions, 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 canpletely comport with the SDGs, including SDG 5 on gender equity.

3. How did we get here?

¢t2RIFI&Qa FAYlIYyOAy3d OKItftSyaSa INB GKS NBadzZ G 27F |
keeping paceRecent crises have revealed structural defiand 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 20g&t@s &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 developents have significantly reshaped global development prospects and
the development financing landscap& hese include the rise in systemic risks, above all climate and disaster
related risks; a seahange in global macroeconomic and mafimancial conditbns; 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

8
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affecting all financing areas; and growing risks of fragmentation in the global economy .Haemalso created
tremendous opportunitieor development and financing progress. But in their totality, they have put national
financing frameworks and the internatiohfinancial 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 theng we live in an age of uncertaintylogether, thes risks create a macro
SY@ANRYYSyY OKFG KFa OKFffSyaSRY FyR Ay Ylyeée OFaSa
FSDR).
The climate crisis is omnipresenit. not only weighs on sustainable development, particularly in
vulnerable counties such as LDCs and St 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 ma&conomic 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 $108
billion during the first decade of the century (see ChapffeBy 2030, the world is projected to face 560
medium to largesscale disasters per ye#rConflict and displacement persistn 2022, a record number
of 32.6 million disaster displacements were recordedpéf.centhigher than the annual average of the
past 10 year$®
The Covid pandemic further underscored the dramatic impacts that global-eonnomic systemic
risks can have on social and economic progréasaddition to the loss of life, economic losses from the
pandemic and subsequent global shobkse been staggeringly high, especially for vulnerable
countries, translating into much larger SDG financing gaps. Cumulative outputdasdeslated as the
sum of the annual difference between ppandemic projections of GDP and actual GRounted b
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 elevdtgtncial globalization has
contributed to capital flow volatility and.exposed developicountries more directly to shocks and to
spillover effects from monetary and financial policies in major developed countries (see Chapter IlI.F).
The 20089 world financial and economic crisis exemplifies the impacts that -troster spillovers of
financial instability can have on development prospe@mbal factors such as global interest rates, risk
aversion and uncertainty, have become more important relative to idiosyncratic host country factors in
determining crossorder capital flows?®

A morechallenging global economic environment

/ t2aAy3a FAYEYOAY3I 3IFLA KFra 0S02YS Y2NB OKIFffSy3aAay3
weak global economyThe global macroeconomic context, more favourable in the first decade of the new

milleny A dzY~2 Kl a 06S02YS fS3da oSyAdy 20SN) GKS fraid (62 R
development financing.

A sluggish world economy has led to subdued growth prospects in developed and developing coufsees
Chapter II). Average growth et have steadily declined over the last 25 years, and the 2020s are primed to
become another lost decade for development (see Chapter Il and Ryufée world economy had developed
dynamically in the first decade of the new millennium, on the back miirgrowth 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-£DVID

pandemic then sent the world economy into a free fall, triggering the most severe global economic crisis in the
past century.

Figure3

GDP growth rates
2000: 2008-09: 2011-12 2014 2020: 2022
Dot-com bubble Global financial European sovereign Oil price COVID-19 Warin

burst crisis . debtcrigis , collapse pandemic , Ukraine

i Avg.2011-19:
4.7% Avg. 2021-25:

4.1%
-

Avg. 2021-25:

-’ 1.8%

i Avg.2011-19:
i 1.9%

Avg. 2000-07:
2.3%

iy

Source: DESA

A prolongation of tight financing conditions severely dampens investment prospeGisbal interest rates are
at four-decade highs in inflatieadjusted terms (see Chapter I1). In a world awash with debt following a long
period of very low glbal interest rates; this translates into fassing 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 lllrEthel period after the global financial crisis,
developing countries accessed bond markets at high voluniesthe first time in the case of many LDCs and
other LICs. While this provided welcome access to new financing, theupuildcommercial debt haleft many
countries more vulnerable to changing global financing conditions The dramatic fall in net debt inflows from
2020/21 (bond issuances have mositly seized in LDCs and otheriduowermiddle income countries) means
many developing countries @rfacing an external financing squeeze, with multilateral lending a critical lifeline
(see Figurd).

10
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Figure4
Net debt transfers to developing countries
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Tight financing caditions impact private investmentRising interest rates have exacerbated weak investment
trends, including contributing to a slump in blended finance deals(see Chapter I11.C.). Higher costs of capital are
particularly harmful for investments in the ergr transition, with transitions by definition more sensitive to the
interest rate environment than the status quo, and capitdensive renewable energy production more

sensitive to higher interest rates. Some estimates suggest that a doubling of thef cagtital 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 cetit.

Persistent inequalities

Inequality has become a central congepf policy debates over the last 25 yealsequality has risen to the
top of political agendas, following rising concerns by populations across the'$vand due to its corrosive
effects on trust in_public institutions-and on the social contrddthe 2030 Agenda embodies this prioritization,
gAUK {B5D wmn yR WYt S| O Scutying princips. TiieSekrbaddr Rends are mirrotedizd ONP &
commitments to address gender inequality. Since the 1995 Beijing Declaration and Platform for Action,
normative frameworks; including the 2030 Agendahave 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 financingdender equality continues to be a significant barrier to the
full implementation of these commitments.

Despite growing attention and corresponding policy commitments, inequalities remain very higaqualities

are elevated across many dimensianisetween 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 middigcome countries, with more benign trends in the rest of therld. Data

FNRY wmmn O2dzy iNARSa akKz2g¢g (GKFG y2yS 2F GKS O2dzy G NA Sa
gender parity?® Even in areas with demonstrable progress, there continue to be challenges and, in some cases,
reversals. For example, improveducation 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

11
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and financial stability, or throdgits 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 perpetuatequalities 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 ustiabyeirig) policy
choice?

Rapid technological change and digitalization

b2@St GSOKy2f23A8aQ AYLI Ola 2y S02y2YASa IyR az20AS8i
years.Technological advances have been an important driver of progreise SDGs, and they are also the main
reason that a narrow path remains to keep global temperature increases below 1.5 degrees (see Chapter I1.G.). At
the same time, the benefits of rapid technological change havenot been distributed evenly, neitbeg aor

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 Ageséa 2020 FSDR). Digitthnologies have

been a driver of financial inclusi@mnd improved public governance, butthey have also created new risks for
financial stability and integrity. They have profoundly impacted the tax landscape and resource mobilization througt
their trandormative effect on production processes and tax administration. And they have reshaped the
AYGSNYFGA2y Lt RAGAAAZ2Y. 2F 1 02dNE 6AGK RAIAGEEAT I GA
0F N FT2NJ RSOSt 2 LI y FrastD2tams/ iogishicS andbecorih & tivity yaR wiell 8 ¢dudational and skills
requirements are rising, making it more difficult for firms in.-many countries to condete.

Rising geopolitical tensions

In a moment when global challenges abound and global petion is more important than ever, growing
A3S2LREAGAOLIE (Syarazya NARA| dzyRSNX¥YAYAYy3I (GKS AYyOiISNYL
Geopolitical tensions, violence, conflict and war have contributed to the challenging globalemadmmnment,
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 policieSome countries are reducing external dependencies in sectors that are deemed
strategically important, such as semiconductors, other Hagh sectors and energy. Trade restrictions imposed
for geopolitical and national security purposes have surged €628. Some estimates suggest that severe
fragmentation of the global trading system could cost up to 7 per cent of globaFGifrent arrangements in

the international financial architecture and in international tax cooperation have also not kept pce w

changes in the global economy. There is, however, widespread recognition of the need for reform, to avoid
further geaeconomic fragmentation and an erosion of multilateralism and a rbosesed order, which would

affect vulnerable and least powerful cowies 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 comere haltingly, and in some cases was reversed, in an increasingly
challenging global environmenDeceleration is an oftepeated trend, in revenue mobilization, private sector
dynamics, trade and crog®rder investment flows. Commitments have becomedsa 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

12



ADVANCE UNEDITED VERSIOMARCH 202 Not for citation or distribution

regressionand 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.

3.2.1Public finance and investment
(Action areas AC, E)

With demands on public financing increasingany countries today find themselves with large public

financing gaps amidst tight fiscal constraint6he mobilization and effective use of public finanajrapmestic

resources, international concessial and norconcessional financing and public deldtas 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 suppgftRt. STF2 NI a4 (2 YIFAYyadNBlIY
R2Y2NRQ 0dzZRISG yR Fft20FiA2y RSOAaA2yazr Y2NB ySSRa
the SDGs and enhance its effectiveness.

Figure 5
Median tax revenue, by countrgroups 20002020
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Domestic revenue

Many developingcountries were able to significantly increase tax revenues in the decade before the global
financial crisis. Since then, the record has been more mixede the back of a dynamic global economy,two

thirds of countries were able to improve t&a-GDP ratis 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 revenueigfained over

time; this suggests that expectations for rapid and sustained revenue increases in a large number of countries
may be too optimistic. Median tato-GDP ratios in developed countries were over 22 per cent before the
pandemic, but amounted taipt 12 per cent in LDCs (see Figure 5). The average finance minister in a developed
country mobilizes more than USD,Q@0 in revenue per every inhabitant to provide public services; in the
average LDC, that sum is just above USD 100.

Globalization andligitalization 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 sémmer 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 pressoweto |
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 crives has not kept pace with rising demands:

Bilateral (DA 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) reachiAgnaa laiyh 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 guisise world has put pressure on
concessional financing, thicountry 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 lendingLending by multilateral development banks (MDBs geown significantlyAnnual

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 ar@ia unique position to accelerate investments in sustainable development, but

the sizeofthepaid y OF LIAGFf ol asSa 2F a5.a KIFI@S y2G4 AyONBI
expansion, nor with growing investment needs. Scaling up MDB resources hasebadé@y priority for

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

their financial capacitta 5. & N’ Ff a2 | (1S@& a2dz2NOS 2F 02y 0Saaa
International Development Associati¢lDA) the primary source of concessional finance for lewer

income countries, and the upcoming*2teplenishment, under negotiation during 2024, will need to be

the largest ever to help meet SDG financing needs.

South-South cooperationSSC has evolvaedbstantially 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 Sotl#d development banks.

Climate and biodiversity financeéivhile climate finance has grown over time, &2 YYA G YSy i 2 F
oAt tEAZ2Y OfAYLF OGS FAyYIlwaa§reddBydduhtyey ad3OPH5&andicanfirmedl at (i K |- {
COP21 (Pari®y 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 Zdik3ate finance mobilized by
MDBs, bilateral development agencies and global climate funds plaglgteatole but remain small
relative to the total financing requirementandwill requiremore public andprivate capital mobilization
for climate actios. With a proliferation of funds (81 active climate funds as of 2022, of which 62
multilateral), theclimate 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 LRICIRS.

Debt financing

After declining in the 2000s, debt levels increased rapidly in the last'decade as a result offideiniced
infrastructure drives, and have been a central concern since 202@he early years of the millennium, many
developing cantries benefited from strong growth, and LDCs and other LICs benefited from major debt relief
initiatives, cultivating a significant easing of debt burdens. Qver the past 10 to 15 years, many countries
embarked on ambitious, externalfinanced infrastruture drives, which led to rapid increases in public and
external debt. The rapid buHdp of debt was in part enabled by new creditors: in a period of exceptionally loose
global monetary conditions, many poor countries issued international bonds forrgteirfine; norrParis 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
externd financing.

Rising debt levels, changing creditor composition, and tighter financing conditions have culminated in greater
debt service burdens and liquidity and solvency risksventyfive 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 onrinterest payments than on.education or health. Debt burdens crowd out SDG
financing, andhey threaten debt criser more than halbf all LDCs and other LICs assessed at either high risk
or already in debt distress.

Aligning public expenditure with the SDGs

Hforts to align expenditure more fully with the SDGs and use public resources nefiieiently have seen

mixed progressFa example, mangountries have attempted to align their budgeting practices with gender
equality and other SDGs. But whilengler responsive budgetirgasbeen increasingly implemented globally,

only one infour countries has a comprehensive system tcktkaidget allocations for gender equality.

Significant progress has also been made on delivering the human right to social security; most countries today
havesacial protection schemes in place. But large gaps remaig., social protection schemes dypically

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
2022when energy pries 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 revitalizédternational 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 todyedtign 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 thdredmalamited
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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.

la y20SR Ay GKS ' RRAA& ! 3SYRIZI WLINARQGIGS odzaAySaa | O
productivity, inclusive economic growthBn 2206 ONBIF A2y dQ ¢2 RSt AGSNI 2y (K
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 investamgintrade 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, abarriers to trade, investment and technology diffusion grow.

Figure 6
FDI and trade trends, 1992019
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Investment, trade and technology trends

Investment growth has slowed and is expected to remain subdu€dowth 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 levelsross 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 globalesahains (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 sied significantly.World merchandise trade nearly quadrupled in nominal terms

over the period 2002022. Yet, the pace of trade expansion has been highly uneven. A decade of rapid export
growth, driven particularly by developing countries in Asia and th#ilateral 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 marginalizégbth trade and investment expansions have been driven by
fastgrowing developing countries, but have largely bypassed the poorest countries. LDCs corttiaile to
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 slowedvda. 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 acro&sthe SD
Meanwhile, the production of new technologies remains highly ‘concentrq@drend that could become

starker still with highly complex frontier technologies like Al.systems, and technelogy diffusion has slowed down,
due to rising complexity and markpbwer of key actors. Combined with the skal@wn in technology diffusion,

driven by increasing complexity of technologies, this céedd to further divergence.

The search for new development pathways

These significant structural changes pose new ¢h&ly 3Sa F2NJ O2dzy i NA S&aQ LINRRdzO0 A
economy, necessitating a search for new growth and development strategieisate sector development has
traditionally been associated with industrialization and diversification. A thriving nmatwrfng sector has often

been at the heart of such transformations. But in the context of digitalization and-agkeproduction models,

less trade dynamism, and geographical concentration of manufacturing in several large developing countries,
manufadi dzZNA y3 Kl & 6S02YS fSaa STFSOUAGS a I WRS@St 2 LY
based on attracting FDI and exports of manufactured goods are increasingly difficult to pursue. Increased
fragmentation could further undermine prospectssing geopolitical tensions have spurred efforts torid

supply chains, including through-salled friendshoring and neashoring, and strategic measures to limit

technology spillovers.

New growth strategies must be sustainable and inclusive, and@oframeworks adjusted accordinglyi.here

are no readymade recipes for new private sector development pathways. But they will likely have to also look
beyond 'manufacturing, to labotabsorbing services, for decent job creation. And they will need tosfocu
ddzadlrAylrofS GNIXyaiAldAz2yazr gA0K LRtAOE FTNIYSE2N]la IR
environments for private investment must be aligned with the SDGs: the sequencing and prioritization of public
AY@SaliyYSyGaT QalydSyH AEs WHINBKAK FAaAOFE | yR (I E LRt
reflect appropriate labour, environmental and health standards; and aligning investment and trade facilitation
policies with sustainability. Similarly, selective policieshsas industrial policies, which had already been

resurgent since the 2008 crisis, must be sustainable and inclusive (see 2023 FSDR). Identifyingwpedtry

strategies suitable to specific country contexts and aligning financing policies with thelme wikey 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 lotigrm financing continues to be a challenge, particularly in developing
O2dzy i NA Sa & -leryh@edtiie? Ao Gfterdstarid Milihe way of sustainable finance reaching scale,

even while interest in sustainable financing and sustainable investing tr@aged dramatically. Extending
AYy@Saili2NBRQ (GAYS K2NRT 2ya A& (Kdza AeMisGsthabla 3S (2 Fd ¢
development, so financial sector stability and sustainability can be mutually reinforcing.

Figure 7

Net financial flowsto developing countries, 200Q022
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Access to (longerm) finance

Over the past two decades, innovations in public policies and digital finance have driven significant progress

in financial inclusion for businesses and individuals aliEgmhancing access to finance for all individuals,

including women, has been a succefwy: 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, especialgnfenvin 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, whiakie grown steadily over the past two
decades, bustill 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 underdevelopednany developing countries.

Despite efforts to promote lorgerm finance in domestic markets and entrease in domestic lending to the

private sector over the past 20 years, financial market liquidity remains shallow in many developing countries,

and longterm credit continues to be scarce. This reflects market inefficiencies and institutional-gégish call
forsteppeddzLd STF2NI a4 (2 RSGOSt 2L R2YS&aGAO FAYEFYOALFE YI NJS
comparatively high costs of capital for project financing in many developing countries are driven by
macroeconomic risk perceptisrmore than by project risk.

Public development banks could play a major role in closing kbeign financing gapsPDBs usually provide

longer term funding than commercial banks, thus lengthening time horizons; plus, their development focus
makes the finacial 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 beaepceived high risks and long payback periods,-g@lerned PDBs can

be important financing tools to implement economic and sacial policies, especially to directly finance large
infrastructure, and more recently, to address climate change and investmensilience. PDBs and other
development finance institutions can also leverage private investment and foster capital market development,
e.g., through publiprivate risk sharing and other blended finance instruments.

Financial sector stability and suainability

Financial volatility has contributed to the dearth of lontgrm financing. Followinghe end of the Bretton
Woods exchange rate system in the 1970s, the global economy saw financial sector growth, deeper global
integration, increasing complayiin 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 matefmancial stability, debt sustainability and
access to longerm finance in developing countries. This was borne out during crises inZiliBand at the
onset of the pandemic, which carried ripple effects from market instability. Indeed, developingries 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 manyases 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 sustainablfinance has grown steadily since the 1990s, with a net acceleration from 2015.
Despite some fluctuations following the COMI®pandemic, sustainable fund flows have also largely remained
resilient. Global sustainable investing assets amounted to $8li8rt 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 fitkaheatris
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 infrastreture 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.

Succssful transitions require financial stability and sustainabilityhere 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 aligrent of financial flows with national and international sustainability goHis.

drive for sustainable finance is bypassing those who need it the,matsi less than Jer centof sustainable
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investments in.DCs and other LIEAs long as costs of cagitcontinue to favor traditional investments and do
not systematically reflect lonterm climate risks, investor interest will not drive sustainable financing at the
scale needed, nor will it prevent investments in brown assets. For transformations teesljsustainable
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
(Crosscutting)

The financing for development outcomes emakize the central role of policy, institutions and governance for
the mobilization and effective use of financinghese 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
macra and financing context have put existing arrangements under strain.

Progress at tle 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 econemic plannifige need for

transformative change for the SDGs and climate action has fueleda 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 plangr example, found.that less than 30 per cent explained how they would be
financed?® 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 étions. The concept.of INFFs was first introduced in the Addis

' 3SYRIFYX Ay 6KAOK aSYOSNI {ulFdSa y2G0SR GKIGd aO02KSaAg@ds
supported by integrated national financing frameworks (INFFs), will be at the healzNfoS ¥ F 2 NIl & @ ¢

Integrated financing reforms are now underway in many countrigge Box 1 for countrevel examples).

Among the main lessons from these pioneering countries is that INFFs need strong political backing and broad
based country ownership. Whe such ownership is.in place, INFFs hold great potential for the international
community to-align its efforts with these counthyd approaches.

Box 1
Financing policy reforms in the context of INFFs

Mongolia is advancing reforms through its integratetional 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 fremeso
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 companieb & billion market capitalisation.

In the Maldives, the gendeesponsive climate financing stratéfis advancing 16 financing policy objectives

pivotal to the transition from a fossiliel based economy to a low carbon development path. A Sustainable
CAYlYyOS 1dzo &aSi dzJ 68 GKS aAyAadNR 2F CAyYylyOS 022NR
national development plan and its NDC. In Nigeria, the financing strateayy catalysed federal innovations in

areas such as investment promotion ataat in the artisanal and smadtale 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 SD@ligned expenditure alongside a $1 billion reduction imifat expenditure; in Sierra Leone,
pilots to digitalise local tax administration have yielded over $300 million in additional revenue; and in Cabo
Verde, the BItX 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 refdira.fallout
from the pandemt 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 Financirigdvelopment outcomes and throughout
ongoing discussions on the international system:

Oninternational tax cooperation:bilateral relationships and agreements were long the dominant form

of international tax cooperation, but this has changed in regaars; 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 sufficientladdresses tax avoidance and evagj@and has full support from all

Member States. There also remain concerns about the inclusiveness and effectiveness of existing
international tax cooperation mechanisms.

Oninvestment and trade the complex set of ésting 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 omissDf investoiState dispute

settlement mechanisms.

Ondevelopment cooperationreforms 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 maore frequent and severe hazards have increased the wigency
incorporating vulnerabilities into access to concessional finance across proyiieyslimensions of
sustainable development (or lack thereof) are currently not sufficiently considered in the international
financial architecture. Efforts to move bayd GDP have gathered steamngcluding measures of
vulnerability,and could help further complement incormmsed criteria in the allocation of concessional
finance.

Ondebt, the restructuring of sovereign debt hiagyhlighted deficienciem the rulesbase 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 challengesmain, and further improvements are critical $peed up the
resolution of ongoing restructuringBnd more effective tools in case of a widespread systemic debt
crisis, and to better address the development dimension of current debt challenges.

Onsystemic issuesthe 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 relyhe unlimited bilateral swap network among the
reserve currencyssuer 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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Onglobal governancedespiterepeated 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 fikkskatis

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 reform®iscigsions and institutional reform processes have the potential to close
some gaps in the international architecture, align it better with the needs of the twhrsycentury, and scale

up financing for the SDGs and climate action. However, if they prangadcemeal 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 figanci
for development process at the United Nations provides an opportunity to bring these different strands
together.

4. Conclusion

This report of the Interagency Task Force on Financing for Development puts forward key questions and
challenges that Member Stas 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 belirbated contributions (see Boxes belowhe

subsequent chapters of thid"@eport of the Interagency Task Forday out the global macroeconomic context
(Chapter I)and reviewprogress and challengegross theseven action areas of the Addis Agendad on data
(Chapters Ill.A to IIl.G and \f) response to the mandate received at the 2023 ECOSOC FfD Foasseds

oprogress made in the implementation of the Monterrey Consensus of the International Conference on Financing
for Development, the D@ 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 onsalliés related to a potential fourth international
conference on financing for developmé&tthe chapters expand the time horizon of analykieking backo

2000, andput forward recommendationsn questions and challenges that Member States could asdire FfD

4,

Boxes 27 (to be added in the final repoit

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
development.

The Task Force is made up.of more than 60 UnNatons 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 developmmesss 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 Prograiakeea central role,
jointly with the Financing for Sustaibie 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.
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Il.  The global economic context and its implications forasnsble development

1. Introduction

At the midpoint for achieving the 2030 Agenda for Sustainable Development, the world econimmacking
dynamism andgrapping with an array of risks and challengeAfter a period of rapid economic expansiearly

in the millennium, the global econom@®a Y 2 Y Bag Wwaimtkince creating achallengingenvironment for
financing developmenGlobalinvestment, trade and productivity growthll decelerated, amidst series of major
crisesand economic and neaconomic shocksspanning from:the2007/2008 food price crisis and tH008
financialandeconomiccrisis to the recent COVAD® pandemi@ndescalating geopolitical conflictslardearned
development gains have been reversed, particularly in poor\arderable countries, which have yet to fully
recover from the pandemic shock; these countries are also most affecteddninereasing climatehallenges
thate S2 LI NRAT S LIS2 L) SQa ftA@BS&asy KSEfGKI FyY.R LINRRdAzOGA BA

In this highly challenging environment, the global economic outlook remains fragile, with growth prospects
subdued.The world economy avoided the wofrsase scenario of a recession in 2023, with growth estimated at
2.7 per cent. Butlgbal growth, on a rarket exchange rate basis, is projected to slow to 2.4 per cent in,2024
before experiercinga moderate improvement to 2.7 per cent in 2Q2a&nd isexpected to remain weak in the
medium term, amidst subdued investmeandhigh levels of debDownside 18ks 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 fragmentatiom the other handfaster disinflaion could

ease financing conditions lesscontractionarythan-expected fiscal stance across countries, as wedtranger
economic performance of major economies provide additional upside risks to the forecasts.

The global shift in monetary policy sie2022¢ from ultra-loose to restrictive stanceg has exacerbated public

finance pressures and is weighing on investment prospecd®obally synchronized monetary tightening to
address surging inflationary pressure in 2022 has resultesidre restrictiveglobal financial conditions and

pushed up borrowing costs. Whitgobalinflation declined in 2023;eal policy interest rates are expected to

remain elevated for some timelue to concerns over a resurgence of inflationary pressuresnsighis backdrop,

many developing countries are expected to face constrained access to international financial markets and
elevated borrowing costswhichng A f f f A1 St & fAYAG ORtdeySDEIbSS Wngt€rin LI OA
productivity, and combiclimate change.

To boost investment and improve mediusterm growth and sustainable development prospectsational

actions andinternational cooperation must be stepped ugcomprehensive national policy packages that foster
macroeconomic stability and rpmote structural transformations have shown to be effective at driving
investment?® At the same timegreater global cooperation is more importatitan ever across the action areas

of the Addis Agendap reduce debt distress and provide relief whereeded, facilitate trade integration and
technology transfer, alleviate food insecurity, scale up climate finance and stimulate investment in the SDGs.
Without a concerted effortthe world faces a protractegderiod of weak investment, slow growth, and higebt

service burdens, which would put the SDGs out of reach.

1The growth figures are based on the United Nations World Economic Situation and Prospects 2024. Other Task Force members also
projected a slowdown of global growthon a market exchange bagjsn 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 Economicl&nospgct
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 bgverallarge crisesalongsidemajor shifts in the geopolitical and
economic landscapdn 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 countizigly, n
China and India. The rise in global demand during this periocetleeltommodity boom. Global trade activities
were also buoyed by the proliferation of global value chaasswell as key milestones in trade liberalization,
Ay Of dzRA y 3 ibrktd tid \@aild TraGeOBgardization in 208% well.asthe earlier formation of the
European Union in 1995. Against this backdrop, global foreign direct inves(FBihflows grew rapidy. Ths

strong performance came to a hatt 2008. Developed econonsiavere 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 @conomicstagnation.Developing economies initially demonstratedsience

but the crisis reverberated across the world and affected global financial markets and Tiaeitecade following

it was eventuallgharacterized by a noticeable slowdown in‘growth across developed and developing economies.
In 2020, he COVIEL9 pandemicthen sent the world economy into a free fall, triggering the most severe global
economic crisis in the past century (figutd).

Figure 1l.1
Global growth, 19958025
Percentage
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Source:UN/DESAbased on estimates and forecasts produced with thié DESAVorld 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, pakt Odzf | NI @ F2NJ 42YS 27F ThkSOvie pahdérticiexpbd2® NB A |
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 livegaiy due to the virus®! 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 taigppbhalchainsRecovery

from the crisis was uneven and masabduedin developing countriesdue to slowewaccination progresand

more limited macro-policy supportin countries with very limited fiscal and monetary policy spallge war in
Ukraine in edy 2022 thenexacerbated rising prices and led togdobal costof-living crisis. Acute supply
disruptions drove food and energy prices to record levdisproportionatelyimpacting the most vulnerable
populations. As global inflation surged to a tedecade 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 manyexngieg bouts of sizeable capital
outflows and currency depreciations. For many developing countries, the sharp tightening of global financial
conditions has intensifiedebt vulnerabilities andalance of payment pressures.

Against this backdrop of lingiéng risks and uncertainties, global growth is expected to weaken further in 2024
before picking up modestly in 2025 he United Nations World Economic Situation and Prospects20ptts

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-pemdemic average growth rate of 3.1 per cent.

A protracted periodf lowgrowth wouldmake a full recovery of pandemic losses ever more elugiveulnerable
countries Indeed, in 2023, the cumulative output los$esm recent criseg calculated as the sum of the annual
difference between pregpandemic projections of BP and actual GDPamounted to about 40 per cent of the
2019 GDP in themall islanddeveloping States (SIDS) and about-30 per cent in the least developed countries
(LDCs) (figure.2).

Figure 1.2

Cumulative output losses relative to prpandemic projetions; 20262023
(a) Country groupings (b) Developing regions
(Percentage of 2019 GDP) (Percentage of 2019 GDP)
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Source UN DESA, based on estimates produced witHdNeDESXorld Economic Forecasting Model.
Notes e = estimatesCumulative output losses are calculated as the sum of the annual difference between
actual GDP levels and ppandemic GDP projections.
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While immediate risks to the global outlook appear more balancedwhside risks remairand prospects are
subpar in themedium term. Gobal inflation is projected to moderate furthetFiscal stances that are less
contractionary than expected across countries, as welaater growth in China and sustained growth in the
United States would also lift growth prospects. Oe thither hand, there are several major downside risks that
threaten shortand mediumterm prospects. Firstenergy and food prices could surge again due to escalating
conflicts and the increasing likelihood of climate shobkajor central banksouldkeepA y 1 SNBE a G NI G Sa
f 2y 3SNE | & Ay Fhiswould@eigh dhFagoledate N angftder increase debt sustainability
risks.Second global merchandise trade and global industrial production remain exceptionally weak amid cyclical
andstructural 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 ah fragmentation.A more fragmented global economy poses risk to production
efficiency and spillovers of technology and knowledge, wigidbgether with subdued investment would
dampen mediurterm growth prospects.The International Monetary Fund. estimatethat geoeconomic
fragmentationcould cause a permanent world gross product loss of 7 per tteotigh disruptions in trade
alone32Third, and relatedly, digitalization and related frontier technologies such as artificial intelligence have the
potential to stimulate global growth, butigitalization. gaps persist between developed and the developing
countries due to lack of required infrastructure, technology equipment, and human resources and expgertise.

{ dzOK RAIAGI § RA @A RS odbke tbénefits 8f ReStDalogidsIamd LiskSu@ibier dxa0ebb@tingt i
economic and social divideBourth,the everincreasing adverse impacté climate change pose a major risk to
global development, especially for vulnerable countries saseh DCs and SIDfich 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 201fhe number of people living in extreme poverty ($2.15 per day or less) globally
declined from 1.8 billion to 701 milliottHowever, 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 Ukraindeugtbbal energy and food

price shock.then reversed gains, wih additional 75 million to 95 million people being pushed into extreme
poverty in’2022 relative to pgpandemic baseline forecastsWhile global poverty declined marginally in 2323,
progress has been highly uneven. Average poverty rates in lovigdle-income, uppemiddle-income, and high

income countries moved closer to ppandemic levels. By contrast, poverty rates were still well above pre
pandemic levels in losincome countries, paicularly those in Africa and the Middle Ed5These trends are
mirrored in per capita GDP growth rates ($igpirell.3): a significant deceleration across regions after 2008, and
lagging performance in Africa in particular, which saw average GDP gitx iterease by less than 1 per cent
annually over the last 15 years. Overtile World Bank projects thdty the end of 2024, people in about one out

of every four developing countries and about 40 per cent of-ilagome countries will still be poorehan they

were in 20198 Without significantly faster economic growth and targeted measures for supporting livelihoods
enhancing social protecticemd addressing inequalitpoverty eradication will remain elusive in many lowome
countries.
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Figure 11.3
Average annual GDP per capita growtby region select years during 2002025
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Elevated food prices have been a sigoént driver of food insecurity in developing countrie$n 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 theepbbpuseholds, which spend a
larger share of their income on food.

The overlapping crises have exacerbated inequalitibstween and within countries. Across countries,
D2 @SNY YSy i oQrovide fideaDsugpért and roll out COVIB vaccineswas very unevenWithin

countries, there are significant disparitigsy’. K2 dza SK2f Ra Q
during recent crise€ducation losses for disadvantaged students could have lasting effect on theirdatairgs
and reduce intergenerational mobility.

3. Deterioration in public finances

FoAf AlGE

G2

aKASER

Public finances have deteriorated over the past deca&nce the year 2000, fiscal deficits have expanded in both
advancececonomies as well asnerging markets and dewging economies (figuri.4a), particularly during the
2008 world financial and economic crisis and the C&@lpandemic as many countries increased public
expenditures to cushion their economies from adverse effects of crises and stimulate growtlis@étihevenues

as a share of GDP stagnatmgeven fallingn several regionsince 201(figure 1.4b), countries have relied on
borrowing to finance their growing spending needs. Ulbase global financial conditions in the aftermath of the
2008 wotd financial and economic crisis allow@@nylow-incomeand lowermiddle-incomecountries to access
international financial markets, many for the first timapeit at higher interest ratesand causeda significant
expansion of global public debt (seeapter IlI.E.).
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Figurell.4
Trends of public finances
(a) Fiscal deficits, by country group, 20Q2023 (b) General government revenue, by regipn
(Percentage of GDP) select years during 2062023
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Figurell.5
External debtstocks, by region2000 versus 2022
(Billions of United States dollars)
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Source UN DESA, based on data from the World Bank International Debt Statistics, available at
https://databank.worldbank.org/source/internationalebt-statistics#(accessed.on 31 December 2023).
Note: Regional groups follow the source.

5S@St 2LAyYy3a ORalieygéshife Sanpouridedl dyihigidinterest rates and debt service burdevisile
global inflation eased significantly in 2028ajor developed country central banks have signalled their intension
to keep interest rates higher for longeeal policy interest rate may remain elevated for some tilgrolonged
period of tighter credit conditions will keep borrowing costs for depé@lg countries at a high level, exacerbating
debt sustainability risks; and adding to debt service burdensfigeeell.5,figurell.6, and chapter Il1.E.). High and
growing debtservice burdens could further constrain fiscal space at a time when demglopuntries need to
mobilize financial resources to stimulate. investment and growth, address cliste@agerelated risks, and
accelerate progress towards the SDGs.
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Figurell.6
Government interest expenditures in developing countries, 202023
(Numler of countries) (Percentage)
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Source UN DESA, based on data from the IMF World Economic Outlook database, October 2023.

Notes LHS = lefhand scale; RHS = rigiand 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 thedhiction 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 {&yure |

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 (©E),provide liquidity, restore confidence, and
stimulate the economyThe outbreak of the COVHD9 forced it to cut rates again to near zero and conduct
jdzlt YGAGEFGAGS SEaiayaoe ¢KS aAal S 2F GKS CSRSNIf wSasSN
with $890.7 billion in January 2008 (figut&’b). Europe expéenced 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 deflationPolicy rates in developing countriesvhile at higher levelg largelytracked those of

the central banks in major economiégyure 11.8)

¢KS LINRPf2y3ISR LISNA2R 2F aSlae Y2ySeé¢ OFYS (2 Iy SYyR
inflation in 2021. Major developed country central banks began to raiserest rates in 2021 and 2022.

Although inflation slowed considerably in 2023, major central banks have signalled their intention to keep interest
NI} GSa aKAIKSNI F2NI f2y3ISNESP® LY FRRAGAZY (2 redsélllbg KA1 S
off assets on their balance she&tpursuing a process known as quantitative tightening €Xd)reduce liquidity

in the financial market.
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Figurell.7

Monetary policies in selected major developed countries
(a) Policy rates, 2002023 6600 !'aasSia 2F OSy il NI €028 |
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based on based on data from tiederal 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 dllars by using the exchange rates on 31 August 2023.

Monetary policies in major developed countries have significant spillover effects on developing countriiis
synchronized tightening since 2022 constraig policy space for developing country cemrbanks.Lowinterest
ratesandultra-loose monetary policieafter 2008prompted large capital flows to developing countries, loingr
sovereign spreadduring this periodfigurell.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 resigtimginterest rate spreads
and currency weakness have exdraed debt sustainability risks for many developing countries in ZI23

and are limiting monetary policy spaddigher interest rates in developed countries will continue to increase the
debt-servicing burden of developing countries, particularly ghasth high levels of dollaor euro-denominated
public debt.Andmanydeveloping countrycentral banks may be restricted in lowering interest rates to support
growth even wheninflation pressures easeys that couldlead to capital outflows, currency depreciations,
increased risk premia, arfdrther heightened debt sustainability risks
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Figurell.8
Policy rates in developing economies (median), 268023
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Source UN DESA, based on CEIC data (aatess2 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.

Figurell.9
Capital flows todeveloping countries; Q1 200Q2 2023
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available ahttps://data.imf.org/?sk=7a51304642640c083dd-cad473calfd5Zaccessed on 2 January 202

Note: 33 developing countries are covered based on available data.

5. Weak investment prospects

Investmentgrowth ¢ a key driver of longterm productivity ¢ has slowed over the past two decades, particularly
in developingcountries As figurell.10 shows, growth of gross fixed capital formation in the world accelerated
during the first half of the 2000s but declinduetreafter, in both developed and developing countries. Amidst the
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series of crises and shocks described above, economic uncertaintesased 6 KA OK RA & O2 dzNJ 3 ¢
investment activitiesGlobal investment growth is projected to grow by only 2 pertdéer2024, only a marginal
improvement from the 1.9 per cent estimated for 2023, and significantly below its20ID average growth

rate of 4 per cent

FHgurell.10

Growth of gross fixed capital formation in the world, developed and developing econ@an0002023
(Percentage)
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Source UN DESA, based on estimates and forecasts produced withNH2ESXVorld Economic Forecasting
Model.
Notes Growth rates for 2023 are partially estimated.

The ultraloose monetary environment in the aftermath of th2008 world financial and economic crisis did not
successfully boost investment growttin 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, excessvess@f depository institutions held in the
Federal Reserve surged from $1.6 billion in January 2008 to $2.7 trillion in August?201developing
economies, deceleration of investment growth in the decade leading up to the €®\fiBndemic reflects the
significant drop in commodity prices during 262416 and the associated deterioration of terms of trade, weak
growth in advanced economies and high corporate levefadoreover, while loose global financial conditions

in the decade after the 2008 worlfinancial and economic crisis encouraged capital inflothese flows
predominantly came throughortfolio channelswith no cleareffect oninvestment and growtt?

Productivity growth ¢ largely driven by productive investmentg declined considerablyin the developing
countries in the past two decadesAnnual total factor productivity (TFP) growth, a key measure of economic
efficiency and productivity, fell from 1.6 per cent during the period 22007 to 0.2 per cent during the period
2011-2019 in thedeveloping economies. In st#aharan Africa, annual TFP growth declined by an even larger
margin, falling from 2.1 per cent during the period 22007 t0-0.2 per cent during the period 2042019.A
multitude of factorsincludingconstrained investmeninadequateresearch and development activitidanited
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technology spilloversweak institutions and deceleratedinternational tradegrowth, havecontribute to the
decline inTFP growth

Investment is expected to remain subdued globallyn 2023, residatial 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 dower témt

in comparison with the same period in 2022. In contrast, investment in intellectual property remained robust (see
figure I1.11). Prospects in most developing countries are also welale to softer external demand, volatile
commodity prices, high oowing costs, and fiscal consolidation pressures. High levels ofaheiot subdued

growth continue toconstrain fiscal space, making it harder for Governments to borrow and inUestlicts

hamper investment in parts of Africa and Western Asia. By cehtraeestment in South Asia, particularly in India,
remains strong. India is benefiting from growing interest from.multinationals, which see the countny as a

FEGSNYFGADS YIEydzAE OGdNAYI 61@S AY ((KS Odrnystraedied® 2 T RS

Figure .11
Annual investment growth in selected developed economies, by asset N2 62023H1
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6. Labour markets

Recent criseshave adversely affected global labour marksgt with recovery uneven across regiongfter
reaching a peak of 6.5 per cent in 20®ing the world financial and economic crjgtee global unemployment
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rate moderated falling t05.6 per cent in 2019. In the wake of the CO¥fDpandemic, the unemployment rate
increased to 6.6 per cent 8020, with the number of people unemployed incrgggsfrom 194 million to 227

million in just one yeaf® Young workers and workers with basic education were among the most affékited.
postpandemic 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 caadilyebetween 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 eonomic 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 marketsBetween 2000 and 2023, the worldtal population increased from 6.1 billion to 8
billion.*” While many regions, including Europe, North America and East Asia, face ageing populations, a rapidly
growing youth and workingge population challenges policymakers to generate enough produgiive,
particularly in South Asia and s@aharan AfriceHistorically, countries shifted from leproductivity agriculture

to higherproductivity activities in industrial or services sectors during the process of structural transformation.
More recently in many lowincome 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 wéilsees also
Chapter II1.B andl.G). Labour productivity growthas been on a downward trend across country income groups
(figure 1.12), which can be partly attributed to weaker investment agdor many developing countrieg
diminishing productivity gains from allocations of labour towards more productive se€toraddition 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, limite&l access to social protection, and little or no.income security.

Figure 1.12
Labour productivity growth; bycountryincome group, 2002022
(Percentage)
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Source UN DESA, based on data from ILO STAT, available at
https://www.ilo.org/shinyapps/bulkexplorer40/?lang=en&id=SDG_A821 NOC (&tcéssed on 30 December
2023).

Note: A liner trend lined added on each panel.

Rapid technological change could bring further disruptions, while also creating new job opportunities (see also
chapter 111.G) When firms adopt new methods of production, workers with iskilled jobs engaged in routine
tasks are @ien 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 (Al), which may accelerate the
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substitution of some lowerand mediumskilled jdos but complement and augment the work of higkilled
professions®! L Q& a@YYSUNRO SF¥FFSOGa ONraa (GKS alAaftft aLIS
market. Women could bearticularly adversely affected since they amwerrepresented in occupations with

higher risks of automatign although femalelominated occupationsalso have more potential to be
complemented by technologit.The net effect of Al on labour market inequalitifl depend on the management

of this transiion and whether the shift leassmore 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 thenost vulnerable countries and communitiegxtreme weather events
have occurredmore frequerily over the past few decades, while their economic and social impact has become
increasingly more pronouncedhe number of disastersicreased from an annual aage of around310from

2000 to 20267 to over 340between 2020 and 2023he year 2023 saw a surge in extreme weather events and
the hottest summer since global records were first kept in 188Dhese extreme weather events take a significant
humanandeconomidoll: during the period 2002023, about 2.6 per cent of the world population lost their lives,
wereinjured, or became homeless due to climate disasters, including 3.2 per cent of the populationinctowe
countries, compared with 0.5 per ceint highincome countries (figurd.lL3a).An additional 68 to 135 million
people could be pushed into poverty by 2030 because of climate cifa@ebalannual economic damageom
disastersstood at over $173 billiobetween2020 and 2023, up from amnual average of $108 billion during the
first decade of the century (figuré13b).

Small island developing States (SIDS) have been particularly vulner&nten 2010to 2019, SIDS lost%®!.3
billion due to weather, climateand waterrelated hazards compared tothe total SIDSGDPof $874 billion in
2019% Aimate vulnerability isalsolinked with higher borrowing cost. angiwhen countriesare hit by extreme
weather eventsg weaker recovery (see Chapter lll.B)isruption to economic activities andselihoods and
RFEYF3Sa (42 AYFNFraddNdzOGdz2NBa | FFSOG O2dzyiNASaQ |

OAf A
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While climate chage impacts are increasingly macrelevant, global macreeconomic conditions in turn affect
O2dzy i NAS&aQ | 0AfAGASA G2 AY D Many cohnfrieshava iMcreased investindndin (i A 2
renewable energy to reduce carbon emissioheweer, these actions are not yet sufficient. In 2023, global
investment in renewable power generation reached $658 billion, almost doublirgstmentof $331 billion in

2015. Developed countries and China accounted for 90 per cent of this increase. Chenavasoresponsible for

41 per cent of global investmentin renewable energy in 2028\ the rest of the developing countries accoing

for only 16 per cent. Increased investment in renewables does not however indicate a reduction of investment in
fossil fuelsinvestment in fossil fuels rebounded in recent years, surpassingamdemic levels in 2022 and 2023.
Global coal production hasirged due to its much lower capital intensity compared to oil and¥digh interest

rates and increased capital costs discourage investments in green transitions, as they make financirgeeapital
renewable energy projects costlier, thereby dimhiigy their appeal relative to more affordable, nosnewable
alternatives. This can slow down the shift towards sustainable energy solutions.
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Figure 1.13

Economic and social costs of natural disasters in the world and@duyntry income groups 20032023
(a) Annual average share of people affected by natural disasters
(Percentage)
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8. Conclusion
¢KS 3If20Ff SO2y2Yeé Kla 06S0O02YS LINBPINBaaAirgSte fSaa
development over the lat 25 yearsThe financing for development outcomes recognized the critical role that an
enabling international economic environment plays in achieving development outcomessulisequent
chapters of this report wikhow how the major crises in 2008/08dsince 202@ and the broader deceleration
in global growth and investmerg have significantly impeded the mobilization of public and private resources.
This is mirrored in less dynamic trade and cHossler investment trends, contributing to a lessriign 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 lasgmle 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 financessdial 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 longearm growth and resilieng 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 financialcrebkithat
together could help steethe postCOVIBL9 economy. towards a path of sustained, sustainable, and inclusive
growth.
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[lI.LA. Domestic publiaesources

1. Key messages and recommendations

Domestic public resources andthe mobilization of additional tax revenue in particulay have become a
LINEANBaaAg@gSte Y2NB OSyidNIf |aLlSOod 2F aSyYoBomesfcil 6 SaQ
public finance is essential for financing the Sustainable Development (Bi@Gs)increasing equity and helping

to manage macroeconomic stability. Robasd resilienffiscal systems, including both tax and expenditure, can
contribute to poverty alleviatiorand reduced inequalities while supporting economic growth, industrial
transformation and environmental sustainability. The Monterrey Consensus and Doha Declaration grouped
023SGKSNI R2YSAGAO0 LMzt A0 YR LINA @I (st findicidl 2edoNCeS for  dzy R S
RSOSt2LIYSy(éxr gAGK AYUSNYyFdA2ylLEt GFIE O22LI NI GAZ2Y 2V
contrast, dedicates its first action area exclusively to domestic public finance. It endorses aoivhole

government appoach that includes increasing the quantity of resources, enhancing the quality of expenditures

and ensuring that both are done fairly and sustainably. It presents extensive commitmerdsimodssion of
international tax cooperation and measures to caflicit financial flows. It reflects the growing

understanding among Member States about the importance of buildingteeallcapacity of theSate using

domestic resources, and the positive implications this has for bolstering trust in governmengtsening the

social contract and delivering public goods and services critical forpoverty eradication and economic
transformation.

There has been a notableut unevenincrease irtax revenue in developing countries since 2000, with most of
the gains concentrated in the decade before the 2008world financial and economic cAsisyriad of dses

over the last 2 decadeasincludingeconomic crisepandemics, geopolitical conflicts, and disastehad a

major effect on the mobilisation-of domastresources for developmenaftersignificant increases in taxation in
developing countrietn the decade befor009, the record has been mixed, with the COX@Dpandemic

halting momentungainedby the renewed attention on improving tax systeinghe AddisAgendaThe

setbacks from exogenous shocks are expecteaddmrease as crises become more frequant intense as the
changing climate effects social, economic-and environment stability

Despite progress, large unmet tax potential remainsdaveloping countriesand there is a pressing need to
reform fiscal systems to tap that potential and generate resources on the scale required for achieving the
SDGsExpanding tax capacities to raise revenue for funding public goods and sesvprgsarly a domestic
challenge analill require the political wilto both overcome entrenched interests that benefit from current
systems and tincrease investment in tax capacifyhere are many examples of countries that have invested in
tax reforms, demonsating the possibilities of countries realizing unmet potentsa. far however,political will
has been found wantingpn many countriesincludingdeveloping countries not investing enough in &ystem
reform and administratiortapacity, and donors not eeting pledges on the volumes of assistance tiveuld
provide forsupportingrevenue mobilizationThe Fourth International Conference on Financing for
Development should consider how to turn commitments for domestic tax reforms into actions, to make tax
systems mordair, transparem, efficiert and effective

Building tax capacity the policy, institutions, and technical capabilities to collect tax reverues
indispensableand urgently neededor strengthening the ability of government to deliver sustaibée
development.To respond t&SDG investment needs apdternal challenges, countries need to build stramgl
resilientfiscal systems, including diversification of revenue sources and measures to combat illicit financial
flows. Countries with weak fistpolicies and institutions, low buffergigh levels of informalitand lowtax
capabilities wilcontinue tofind it difficult to support the investment needed to deliver on the SDGs. When
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taxpayers contribute to society, and governmeatsnbat corruption angbrovide valuable public goods and
services in return, a virtuous circle can be sustained: investmeakinapacity supports increased spending on
public goods and improved services, which contributes to voluntary compliance by taxpdgersligital
technologies have helped tax authorities step up their efforts to better govern revenue sysimwvsnt sone
types of tax evasigrand improve relationships with taxpayers, with the lessons learned from early adopters
available to help others rapidly improve their systemg.building trust through effective governance of revenue
and expenditure systems, govenents 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 omternational taxation in the financing agendaGlobalizattn and longterm 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 administratitax systemsnostlyrely on combinations of
taxation onlabour, capital and consumptio@ver the last 20 yearsggteloping countries have been squeezed
between their relatively less formalized economies and thus smaller tax bases, declining tariff revenue due to
trade liberalization, and competitive pressurelower corporate taxes to attract private investmeiia
mobilizesufficient revenue, many countries turned to consumption taxelsich can beegressivesome
countries managed the equity implications better than othé&fobalizatiorand financial libealizationalso
increased the pressure on countries to decrease corporate or wealth taxation ovebyimmaking ieasier for
businesses and individuals to shift profits and assets to other jurisdicocisallenge which is particularly acute
for poorercountries Theefforts to constrain-harmful tax competition armmbat tax evasion and avoidance
have prompted much of the attention paid to advancing international tax cooperation.

Since 2015, attention has shifted dramatically towards multilateral te@operation instruments, transforming
the international tax cooperation landscapand enabling progress.on combatting tax avoidance and evasion
but also risking leaving a subset of countries further behimdiscussions to update international tax nornreda
promote international tax cooperation are an essential’complemernh®mprimarilydomestic efforts to boost
tax capacity. When the Addis Agenda was agreed, few multilateral tax agreements existed; bilateral
relationships and agreements were the domibh&rm of international cooperation. Since 20kxchange of
information on request for tax purposes has blossonssyeral multilateral legal agreements have been
concluded andimportant tax transparency instrumentsave beerimplemented through the Gladd Forum on
Transparency and Exchange of Information for Tax Purposes. The automatic exchange of inf¢Afaigmm
financial accountswhich began in 201andof the countryby-country reports(CBCRgf multinational
enterpriseS(MNESs), which began 2018 has provided an abundance of information for those tax
administrations that receivéhem, but most developing countries lack access to and the ability to use the
information. Work to address the challenges from globalization and digitalizatiobdeasongoing for more
than a decade at multiple venueA pioneering effort to introduce a global minimum corporate tax is being
implemented,but other workhas yet to yielgolicy resultghat sufficiently address tax avoidance and evasion
and thathave thefull support from all Member States. There remain concerns about the inclusiveness and
effectiveness of existing international tax cooperation mechanjsntduding the suitability ofew global norms
for developing countries with lower capacity tax administratiofise Fourth International Conference on
CAYlFYOAY3 FT2NI5S@St2LISyd Aa Iy 2LIRNIdzyAde F2N GKS
confirmthe future directon 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, challenffem the political
economy of policiegparticularly fossil fuel subsidy refornthought to hurt the poor and middle class, aral

lack of political will to change expenditure systems where powerful domestic interests may be benefiting
from the current sysem. Snce 2000 there has been an increasing focus on carbon prieifogms tofossil fuel
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subsidiesand incentives for green energy/industry. However, the commitment in the Addis Agenda to phase

out harmful fossil fuel subsidies remains largely unfatfil with implicit and explicit subsidies growing over

GAYS® {AYAfINI&Z AYyONBlFIASR aLISyRAy3I 2y 3ISYRSNI S| dz ¢
protection floors, habeen routinely supported rhetorically, but implementation in practi@eslagged behind.

The international community could consider howaurth InternationalConference orFinancing for

Development can add further momentuto aligning expenditure with the SD@sd support fiscal policies to

reduce inequalities.

National develgpment banks are increasingly seen as a critical part of the global financial system and an
AYLRNIEFYG (22t FT2N SyadzZNAy3 FAYLE Y OA Y Tocfdhatibn@iddzy i NA S &
networking among public development banks has grown enosthosince the agreement on the Addis Agenda,

which highlighted the role of national development barikse international community could consider how a

new international agreement could build on progress in cooperation and coordination of the entire syfstem

public development banks to increase their impact.

2. Domestic resource mobilization

2.1.Revenue trends

Taxto-GDP ratios are directly related to development levels, as countries with larger economic output and
stronger institutions, with few exceptionshave been able to mobilize more tax revenu€he Addis Agenda
recognizeshat domestic resources are first and foremost generated by economic growtherapitical

evidence shows thahe tax base naturally expands as economies giath the Doha Declaran 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 institutbns, 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.

There has been-anotableut unevenincrease intax revenue in developing countries since 2000, with

particularly significant increases in the first decade before the 20@&d financialand economiccrisis.

Median tax revenues increased steadily in most categories of countries and regions until setbacks from the 2008
crisis and the onset of the COVIB pandemic.in 2020 (see figure 1). Analyses of-teng trends in revenue
mobilization have shown that twithirds of countries experienced improvements of taxGDP ratios in the first
decade of the centur$? Many of the episodes of rapid increases in tax revenue mobilization were in countries

that simultaneouly embarked on revenue administration and taxipglreforms in parallef?
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Figurelll.A.1
Median tax revenue, by countrgroups 20002020
(Percentage of GDP)
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However, revenue gains have been volatile, with both yearyear volatility and mediumterm increases and
declines.In some cases, there are macroeconomic factors that create volasilish aginancial crissand the
COVIEL9 pardemic , thoughthe pandemidid also motivate an acceleration in digitalization of revenue
administrations which could spur lofign improvements in revenue mobilizatiéhFor countries heavily
dependent on commoditieselated revenue, commodity cycles\reacontributed 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 administfatmly a fraction of
countriessawrapid revenue gains thatere sustained over time; more frequently countriedth moderate
revenue gains were able to sustain reforms and further increase revenue in subsequent pefioidssuggests
that expectations for rapid and sustained revenue increases in a large number of countries may-be over
optimistic. There is also evidence that higlrel political commitment and buiy from all stakeholders plays a
role in sustaining effog to increase revenu@.

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 enhanme/enue mobilization.Each country has a unique tax mix
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depending on its economipolitical,and social structures as well as the historical development of its state and
institutions. Yet global competition and the international environment can also ddw@non 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 systemsnuch 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 IIl.LA.2
Composition of revenuesystems, by country group, 2062019

(percentage of GDP)
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Note: GDPweighted averages of revenue shares for countries with data available in the specific year.

Revenue increaserequire strengthening thedesignand administrationof core taxes value added taxes

(VAT) and excises and personal and corporate income tagesith a focus on tax base broadenirend

combatting tax avoidance and evasiofore taxesnake up the bulk of tax systems in all categeié¢ countries
(seefigure 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 wdening, which often has diffuse gains over all taxpayers but concentrated costs for those brought into
the tax net orthoselosing the benefit of tax expenditures. Most countries also have scopenfting

preferentialtax rateson capital income and betteuse 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 addresséithxes on consumption spurred revenue

growth in devebping countries in the last decades. A wadkigned 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 poorh@K 2€f RaQ Ay 02YS GKI G Aa aLlSyi
alleviate regressivity, VAT exemptions and reduced rates on essentials are frequently used, but these measures
canbenefithighA y 02 YS K2 dzaSK2f Ra Y2NB o LyadSI &é&linihk Sntextof Qa N
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 {owome households. Tax policymakers and administrators can
adjust VATdesign and implementation in response to changing circumstances, for example ensuring equitable
taxation on digital goods and services, including those delivered-barser, to level the playing field with

other businessedn addition, gveral developig countries are collecting significaadditionalrevenues through

digital servicetaxes®

Thecorporate income tax () is an important source of revenue in laamcome countries, accounting for a

larger share of revenue than in developed countries, where corporate tax rates have been consistently
declining for many decadesStatutory CIT rates have been decreasing on ayeetver the last two decades,
although considerable variation. among jurisdictions remains (see fR)¥Perhe global average combined

(central and sukzentral government) statutory tax.rate was 21.1 per cent in 2023, compared to 28.2 per cent in
2000. Ofthe 1441 jurisdictions covered in the 2023 data, 27 had corporate tax rates equal to or above 30 per cent
in 2023. Atthe same timglobalization and aggressive structuringcofssborder transactiondiave resulted in

large portions of the corporate incoe tax base being shifted to lewnd notax jurisdictions. Nonetheles€|IT
revenues increased from 2000 to 20@0 averageboth as a share of total tax revenues and as a percentage of
GDP In some countriesthisreflects the rising profit share in natial income while in others it reflects the

increase in the corporate tax bag@eveloping countries are much more reliant@frevenue, with averag€IT
revenueas a share of total revenue between 15 per cent and 20 per cent across Latin AmerieaaAftidsia
Pacific regions, while the average revenue share for OECD countries was less than 10%er cent.
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Figure 111.LA.3
Average statutory corporate tax rates, by region, 202023
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Taxing wealth and real property could generate additional revenue and be redistributRmperty taxes are
widespread in developed.countries and are a small but increasing source of revatawioping 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 cadastr 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 strengtherbnational fiscal capacitiesd their provision of infrastructure

and servicess well as improve their coordination with central fiscal authoriti€ghere is also growing

discussion of net wealth taxes, which can be feasihile sufficient politicawill and wheretax administrations
havesufficient capacity and access to information. Countries may wistatd with strengthered policy and
administration on capital income taxation, including taxing it at the same rate as income from labour, itoorder
reduceboth inequalitiesand opportunities for tax avoidancé.

Commaodity exporting developing countries exhibit strong dependence on revenue related to natural resource
extraction; transparency and accountability has increased over the decades butiresia challengeOn

average, crossountry analysis shows that natural resource revenue exhibits an alrfostlltrade off with

the development of other tax revenue and that countries with high resource revenue invest little in tax
institutions and taxcapacity®® Aside from the environmental riskihe sector presents concentrated risks for
corruption, profit shifting, and illicit financial flows/hich can be countered with effective public polici€ke

Doha Declaration introduced a reference to thargctive 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 improwegliance’® There

remains space for improving the design of natural resource fiscal regimes, by using profit and rent taxes
together with royalties in a progressive wéy.
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Trade taxes had been an important but declining revenue source in developingies, 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, thy remain important in countries in special situations (see fi@anels ¢ and d). The shift in
revenue from trade taxes to domestic taxes such as VAT has slowed over the past two deAatiessame

time there has been an increase in the use of detiteexcise taxes in developing countries, for example on

fossil fuels tobaccoalcohol, sugasweetened beveragé$ orplastic bagsThe Addis Agenda includes a specific
recognition of the role of tobacco taxes, and now 41 countries have excise andtaxies on tobacco that are

more thanthe WHO recommended level of 75 per cent of the retail price (see figiEThere 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 bedmd)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 howde excise and other taxes to set incentives that
change behaviours.

Figure lllLA.4
Countries with recommended levels of tobacco taxation, 200822

(billions of people, number of countries)

8
! 160
o6 3
g E
*é‘ 5 1208
S o
54 5
T 3 80 8
3 e
& 41 41 5
38
a2 0y 28 31 33 32 40 pd
1 a—
w ® W ® W® & o B
0 0
2008 2010 2012 2014 2016 2018 2020 2022
Population (billions) === Number of countries (rhs)
Source WHO.

Note: Countries with totaltaxo®@A I NB G GSa x tp2 2F (GKS NBIOFAf LINAROSO®

2.3. Tax administration: Digitalization, enforcement and cooperative compliance

Modern revenue administrations maximizeevenue mobilization andsoluntary compliance with an
integrated, holistic approach combining prentive, detective, and corrective action§trengthening the
institutions tasked with collecting revenue is vital for building tax capacity. Tax administrations are a key
governmental contact point, and thishapethe citizenState relationship. The pegptions 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
servicealongside risk of audit and enforcemefiDigitalization can ease compliance for taxpayers and deliver
high quality service. Use of thighrty data can both improve ease of compliance as well as strengthen risk
managementand capacities in this regardl\be essential to effective implementation of international tax
transparency mechanismshese approaches require capacities and resoutcexcess and productilieuse
data.Using data toargetenforcement to higkrisk cases, so called compliance rigknagement, can also
bolster perceptions of fairness. In addition, there should be close cooperatidrexchange of information
between tax and customs administrations, regardless of whether they are fully separate institutarespart

of integratedrevenue administrationdncreased 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 performaftteacting
andretaining 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 remue administration will undermine perceptions of fairness and
produce opportunities for corruption. Assessing progress in tax administration performance is challenging as
there islimited longterm comparative data on invastent in tax administratiorandits effectivenessHowever,
since 2086 the International Survey on Revenue Administration (ISORA) has collected annual data on tax
administration operations and other characteristivgth more than 150 tax administrations now patrticipatitig
Comparisonsacross couniesremaindifficult 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 gapESORA datahows that developing countries have lower levels of electronic filing

of tax returns, prefilling of taxreturns and odine payments, but gaps with developed countries are clo&eg

figure 5) Research shows consistently that greater digital adoption in tax administration is associated with larger
tax revenue collection, and especially that strategies thandate use of digital filing can increase revenue by

up to 5 percent of GDP.Large gains are much-more likely when complementary factors for digital

administration are present, for example reliable internet connections, experienced tax adminisstfdand
sufficient ICT expenditure by the tax authority.

Electronic invoices are an example of a digital tax administration tool that enhatesenue mobilization.&
invoices offer a more efficient alternative to traditional paper invoices, improaaugiracy speeding up
business angrovidingreaktime access to invoicing data to tax authoriti#geyenhance the efficiency of tax
administration by ensuring that tax amounts are calculated and remitted correctly, and it facilitates tax
compliance by gnerating reliable data for audit8Vhile there are multiple distinct models for the governance
and operation of d@nvoicing systems, examples of developing country tax authorities implementing them in
partnership with the private sector show that they daandle millions of transactionsimplifytax reporting and
compliance and reduce fraud.
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Figure 1ll.LA.5
Tax administrations offering electronic filing and piffidling of PIT returnspy country groups2016-2020
(percentage of ISORA respondents)
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Souce: IMF, Building Tax Capacity in Developing Countries.
Note: country classification according to IMF categories of advanced economies (AEs), emerging market
economies (EMESs), and lamcome developing countries (LIDCS).

Tax policy units have had a posit impact on fiscal management and tax transparen8pecialized 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 countriédVorking withrevenue 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 praéesses

2.4.Building integrated medium strategies with public backing

Tax system reform to increase tax revenues requires a medienm, country-led, whole-of-government
approach.Taxation can serve as both a revenue callection tool and a pofityyment to encourage sustainable
growth, influence behaviour, enhance wkking, and improve governancehis Task Force has emphasized the
importance of mediurrterm fiscal frameworks to help with planning and demonstrating political commitment
to taxreform. A MediumTerm Revenue Strategy (MTRS) is one approach that can help address interlinkages.
Taxsystemreforms take time to design, implement, and administer effectively, requiring a relatively longer
timeframe to yield significant revenue increas@ésis 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 coignce, build political support for reform, and

reinforce stronger social contract®eform strategies need to bring together various government agencies
involved in tax policy design and implementation, taxpayers and civil society engaging with thetdax, snd,

if relevant, external development partners supporting refoffi$axation 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
legitimate8! Socid 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 thaedhnical.
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3. International tax cooperation

At the beginning of the century, bilateral relationships and agreements were domindnit multilateral tax
agreementshave now moved to the forefrontinternational efforts on tax cooperation date back to the Leagu

of Nations period in the 19268940s and continued after World War Two first in the United Nations and then in
the OECI¥ These efforts focussed on allocation of taxing rights and provision of double tax relief implemented
through bilateral agreementsMore recently international tax cooperation mowkbeyond double taxation

relief to increasingly look at setting tax norms to limit tax avoidaaue evasionincluding byexchangng

information between tax authorities. International tax cooperation césodelp 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 coopestadiaid

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 ohe United Nations Committee of Experts on International Cooperation in Tax Matters
(UN Tax Committeepince 209, and especially since the/Addis Agenda agreement in B@dre has been an
acceleration ofand participation irinternationalcooperation on tax matters, with particular focus on tax
transparency, international norms on corporate taxation and capacity buildieg figure 6)in December 2023,

the General Assembly established an ad hoc committee, engaging.all Member Statesltpdkaft terms of
reference for a United Nations framework convention on international tax cooperation

Figure 1l1l.A.6
Participation in international tax cooperation instrumentand forums, 2002023
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3.1 Tax transparency trends

International tax cooperation has advanced furthest on transparency and information exchange, motivated by

a desire to combat tax evasiorsine 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 Foruif)e UN Tax Committee agreed®09 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 informati8iThis was adopted by an Economic and Social Council resolution

in 2017 which added endorsement for automatic exchange of informa&fi@rengthened cooperatiometween
jurisdictions has had a significant impact on domestic revenue mobilis&ier. 26,60Milateralrequests for
information were sent in 2022 teupport ongoing tax investigations, up from below 10,000 in 2868 figure

7). More thane 126 billion of addition revenues (tax, interests, penalties) have been identifredgh both
voluntarycompliances Yy R (I E Ay @Said A3l G ABlighdypdevelsping counyid8f dzZRS& 2 SN

Figure IIl.LA.7

Exchange of informationequests made by Global Forum memberisdictions, 20092022
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AEOlon financial accounts and th€EBCRef MNEshave providednew information for those tax

administrations that receiveahem. The 2014 adoption of the Standard of Automatic Exchange of Financial
Account Information andits implementation reprege significant step in tackling tax evasion. Out the 123
members of the Global Foruthat by December 2028ommitted to implement this Standard by a specific date,

108 jurisdictions have already exchanged information. Information on over 123 milliorci@haccounts was
SEOKFY3ISR +dzi2YlFGAQOItt& Ay HnnHHBeeOdud 8Tk Glabal GdRuinl £ | 4 &
O2yRdzOG & LISSNI NB@GASga (G2 lFaasSaa GKS | RSldad Oe 2F Ada
of those framework. The vast majority of Global Forum jurisdictionsg@ricen) are assessed to have legal
frameworks for implementing the AEOI Standard that satisfy the requirements. A significant majority of Global
C2NUzY 2dz2NAARAOUGAZ2Yy A Ochy LIENI OB idA KK oSy &Sy Ml i SR §
the AEOI Standard in practice.
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Figure 111.A.8
Automatic exchange of financial account information, 202822
(a) Global exchange (b) Developing countriegxchange
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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 countriesponding to the survey due to the COMI® pandemic.

Classification according to Global Forum definitions of developing country.

There remain significant challenges in developing countries accessing and using information for tax
enforcement.Developingcountries have much lower levels of access to information on tax matters. To begin
with onlysomeof them are members of the Global Forum or the Inclusive Framework, \ubgtithe

multilateral systems fqrrespectivelyAEODn financial accounts and autatic exchange c€BCRsf MNEs A
lower number ofLDCshave signed the agreements, with o@y.DCs signed do each ofthe common reporting
standard which allows AEOI and to the instrument for CBCR (seeSigiarthermore, countries must meet
legal, administrative and technical infrastructusgiuirementsbefore commencing exchangeSountriegnust
then bilaterally math with expressions of interest to share information from other countasied are expected
G2 SEOKLI y3S Ay hterdsddapprbdiafe plg NIl yeQnk28, 10% Implementing jurisdictions
sent financial account information to 84 recipient gdictions creating over 8,738«changeelationships (with
each direction of information flow counted separately). Howewex|. DCs areurrentlyreceiving information
Only five African countries wergending and receivingformation as of November 2028¢counting for fewer
than 400 of the relationships®” Seven African countries (including three LDCs) committed to implementation by
2026 For developing countries that are members of the Global Forumhhéenges to receiving information
include insuficient capacities, lack of the appropriate legal framework, ancctihrdidentialityand data
safeguard$®

Figure 1./
Participation ofcountriesin special situations in international tax instrumentsnd forums 2023
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To improve the incentives for taxpayers and bolster trust in tax systems, more countries are moving towards
public transparencyfor tax-related information. Information allows authorities to better enforce the laamdit
needs to be more widely availableublic transparency can also boost trust more broadly and contribute to
strengthening the social contract. A growing numberairtriesacrossregions are creating systems to publish
their beneficial ownership registries for public accésee below)Public transparency of CBCRslso on the

table in some locationsSome countries and regions have already moved towards publicaf a limited form

of CBCRThisfollowsthe experience of more than 30 countries that required extractive industry MNEs
(including both logging and mining industries) to publish additional corporate information in cduatguntry
format. Some companies are also voluntarily publishing coubyrgountry data.Better accesso information
canalsoempower journalists to report ofiscal systemsallowing for more effective accountability.

3.2 International norms on corporate taxation

The fundamental principles of taxation dfINEswere developed a century ago and have not yet been
sufficiently updated tofully combat tax base erosion and profit shifting (BEPSgspite the efforts of

52



ADVANCE UNEDITED VERS&SIOMARCH 2022 Not for citation or distribution

governments to tax revenue where economic activitgwrs 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 structureste$ MiNd the lack

of systematic global reporting. The best evidence comes from the anonymised and aggregated statistics based
on the CBCR=n innovation that arose in 2016. The CBCR data is limited by aggregation levels, lack of reporting
by some countriesand 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 jurisdictforfise data show continuing
differences in the distribution of employees, tanglassets, and profits, with profits and relatpdrty revenue

much higher in investment hubs which have a low share of employees and &ssets.

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-lomno-

tax locations.Prior to the financial crisi©ECD countries agreed on international tax norms through processes
that wereclosedto nonrOECD counies. With the elevation of the G20 as an importéant decisionmaking

forum in 2009, political sign off shifted to all G20 countries alongside OECD members, while the OECD
Secretariat continuedupport thetechnical norm settingwork. This grouping proeéd an important set of
agreements to combat corporate tax avoidance and evasion in 2015, tbellsd BEPS Action Plan, alongside a
new intergovernmental forum to monitor implementation of these actions, the OB@Bed Inclusive

Framework on BEPS. O&th5 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 @BCRand Action 4 on mutual agreement procedures. As of end
December 2023 the number &BCRxchange relationships globally has grawr3,876-- of which 1,976

involve a middldncome countryHowever, 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 FranGelyd2R
developing countries have implemented the requirements to receive the repaita multiplicity of

requirements, including onlegislation and ¢iolentiality, cited by countries as preventing progrés@nly5

African countries are receiving such repatsd only 5%xchange relationshigavolve 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 addressesllocation oftaxing rights,tax avoidance and evasion and that has full
supportfrom all Member StatesWork to address digitalization and globalization is ongoing at the United

Nations Committee of Experts on International. Cooperation in Tax Matters, and in the CIBAdbeBsive

Framework Two Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy. The
UN Tax Committee is developing a fasck instrument (FTI) for speedier adoption of key UN Model Tax

Convention provisions regardy taxing the digitalized and globalized econoiftyese provisions includerticle

12Bof the UN Model, agreed in.2021, which when added to bilateral treaties wiekkrvewithin the treaty
relationshipthe right ofsourcecountries to taxncome fromautomated digital servicedelivered by companies

based in the treaty partneit the Inclusive Framework,ork continues on Pillar One, which aims to allow

market jurisdictions to tax some of the profits of the largest and most profitable MNEs withouéeneke to the
SEAAGAY3T I N¥Qa fSy3adK &aidl yRINR Fah Mipdrtaniicoliteptdalichayige inLINR T
international tax norms However, 6r the majority of profits and moS¥INEs the rules for profit attribution and
allocationof taxing rights would not chang@Countries agreeing to implement Pillar One will also need to

remove any digital services taxes as definea ultilateral Convention (MLClhe draft text othe MLC to

implement partof PillarOnewas published i©dober 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 Americ& Rules tostandardizel KS | LILIX A O GA 2y 2pkinédns specideasas f Sy 3 i
marketing and distribution activitieso-called Amount Byverereleased in February 2024

The proposed global minimum ta§GMT)aims toensure minimum levels of corporate taxation and limit
international tax competition, includingby modifying some of the premise$or taxing rightson corporate
income it is an opportunity for developing countries to rdesign their investment tax incentiveS he rules for
implementing aGMT of 15 per censo calledjlobal anti-baseerosionrules, under Pillar Two of the Inclusive
Framework are complete and being implemengesdpart of a common approackore than 30 jurisdictions
haveimplemenedthe GMTas ofthe start 0f2024 and more havannouncedplans to implement by 225.
Jurisdictionswhere profits are declared under current tax norrhave the option of collecting taon lowtaxed
profits first, including through Qualified Domestic Minimum Tdp Taxes (QDMTT®efore other jurisdictions
get a chance to tax any prdiithat are taxed less than the minimutrowtaxed profits are present in all country
groups, but the highest share (41 per cent) are declared in investment®hlibe GMT is designed teeducie
the incentive forthe largestMNES to engage in profit shifiy. Byalsoputting a floor under some tax
competition, the GMT provides an opportunity for developing countries tevauate their tax incentives
particularly tax holidaysand eliminate those that are ineffective and not aligned with sustainable dpuednt.
The Platform for the Collaboration on Tax plans to updat®itkit on tax incentive® in light of international
tax developments.

Subjectto-tax rules also allow countries to_protect their tax bask March 2023, th&JN TaxCommittee
approved the addition of a subjetv-tax rule(STTRip.the UN ModelTreaty, whichcanbe incorporated into
bilateral tax treaties. This provision applies to any payments, whether between related or unrelated parties,
when such payments are sugj to tax below an agreedpon rate At the OEC[the Pillar Two ST Mruld

allow source countries to tax more limited set of outbounthtra-group payments; includinginterest, royalties
and all payments for serviceswhen theyare taxed belowhe speified rate ofd percentin the destination
country. A multilateral convention to facilitate implementation of tRélar TwaSTTRvasopened for signature

in October2023%; Inclusive Framework members with low taxes on the covered payments have cothtnitte
incorporate it intotheir treaties with developing countries, if requested

3.3 Capacity building for domestic revenue mobilisation

The Addis’/Agendeecognized the need to increase capacity building and prompégfibrts to strengthen and

better meadire the funding for domestic resources mobilizatiowhile intergovernmental organizations such

as the United Nations, IMF, the World Bank Group and the OECD have long held &math@apacityprograms

to build tax capacitygnd support tax reformsdonor funding for this suppornd for bilateral programmesas

not systematically tracked prior to 2018ew efforts, such as the joint OECD/UNDP Tax Inspectors Without
Borders initiative and the Addis Tax Initiative, were launched at the financing ¥efagement conference in

Addis Ababaln 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 assig@bDeefor

domestic resource molization. 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 111.A.10
Official development assistancdisbursementgor domestic revenue mobilisation, 2013022
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Donor-funded capacity building related to domestic public revenue mobilization has increased dramatically
since 2015, but has levelled off in the last feygars just.as new international tax norms will require increased
administrative capacity The measuredapacity building related to domestic public revenue mobilization has
increased sincéhe $200 million reported 2015, but has fallen short of volumtacommitments to double by

202097 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 totalODA to developing countries (see figli®.

International organizations have significantly increased capacity building, with stronger coordination and an
increase in regional workThe data orODAdisbursements in this area show a marked increase th goants

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 bilding. Already in 2014, the Global Forum on Transparency and Exchange of Information for
Tax Purposes had launched an Africa Initiaewel this modeivas subsequentlyeproduced imther regions.

The Platform for Collaboration on Taras launchedn 2016. The United Nations system has also expanded its
capacity building workboth in international tax cooperation and in enhancdwgnestic resource mobilizatian

ways thatpromote sustainable developmenfdditionally, regional tax organizations havepgied up their

efforts by forminga global platforncalledthe Network of Tax Organisations (NT®May 2018comprisingl0
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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. lllicit financial flows

The study of illicit financial flowglFFshascombined and built on earlier work on capital flight, corruption,

and the proceeds of crimelThe Monterrey Consensus referenced the need to reduce capital flight and to fight
corruption. While the Doha Declaratidny i N2 RdzOSR (KS 2@M¥ ZaAfif LR DA RBRI y(
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 lllicit Financial Flowsdom Afr

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 eveally eliminate IFFs.

Combating IFFs is a key strategy to combat organised crime, support domestic resource mobilization and
provide resources for sustainable developmemddressing corruption caasosupport increased voluntary tax
compliance®™ Member States have recognizedmbatting IFFas a key development challengad the need for
a whole of government approacd® Emphasis should be placed on information exchange and national
cooperation mechanisms among tax authorities, amtiruption bodies,ihancial intelligence units, law
enforcement, and other relevant national institutions.

4.1 Beneficial avnership transparency

The availability of beneficial ownership information on legal persons and arrangemeatsl on financial
accounts helps to fightagainst tax evasion and other financial and serious crimes, such as corruption, money
laundering and terrorist financingAlthough the original purpose of beneficial ownership laws and regulations
was to fightmoney launderin@nd financial crime, the beficial ownership transparency agenda has
significantly expanded in the past few yearsntributing tomultiple policy goals, including fighting corruption
and financial crimes, public accountability, promoting business integrity, improving investment elisrade
protecting national securityJnderstanding whois the natural person who owns and contegjal entities and
arrangements (beneficial owner) can prevent the misuse of corporate structeireancial Action Task Force
(FATF) recommendations require the availabilityediible, accurate and up to date beneficial ownership
information*®The Gloll 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 governmés and the wider publi¢ but effective implementation is

a challenge FATF strengtheneits recommendations related to beneficial ownership transpareimc2022and
released a new suite of guidanae 2023!°* While countries have generally amended theigdéframework 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 informatidts. tenth session held

in Decembe2023, the Conferencef State Parties to the UN Convention Against Corruption (UNCAC) considered
a report on good practices for beneficial ownership informatféandadopted a resolution on enhancing the use

of beneficial ownership information to strength 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 verificaidn.
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4.2 Asset recovery and retn

International commitments for asset recovery and return were first made with the ratification of the UN
Convention on Transnational Organized CritidNTOCaNnd UNCAGN the early 2000sThe UNTOC was the

first universal legal instrument to setfi@mework for financial asset retuffwhen 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
GIADBS LINAR2NRGE O2yAARSNI (A 2y rimeor pidpeitylmitiiehref@stitgiState O2 y T A
t | N3 & 2003, the UNCAC Chapteintfoduced the obligation to return the proceeds of corruptjon

requiring countries that ratify the convention to adopt laws to enable assetreturn and to return confiscated
property that has been seized as result of requests made in accordancéh@itionvention®® 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. Afegreement 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 assecovery and return is.increasing, with
growing use and central importance of neconvictionbased asset recoveryllhe Stolen Asset Recovery
Initiative (StARgontributed toan analysis of international returns of proceeds of corruption that took place
between 2010 and 202&ee figure 11)The surveyased data, which are not comprehensive, show that $4.3
billion in corruption proceeds have been returned to countries since 2010 with volumes of rbighes after
2017.1%7 Convictionbased criminal forfeiire 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
convictionbased confiscation (30 per cent) and settlements (22 per ¢&tfhereis 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 oveéftime.

Figure IIl.AL1
Value of global assets returr2010-2023
(Millions of US dollars)
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Note: Based on survey responses from 98 Member States.

However, the asset return process remains tirgensuming, resourcéntensive, and is still too frequently
blocked. Statesidentified two major barriers to successful international asset recovery uiéCAC(1)
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perceived norresponsive or overly broad musl legal assistance refusals by the country of asset location and
difficulties in identifyingand (2) verifying beneficial ownership of suspected corruption proceeds. Responses
further emphasized the growing use and central importance ofcmmvictionbasedasset forfeiturein cross

border asset recovery cases involving corruption proceldaddition, October 2023 revisions to the FATF
Recommendationbolster the powers and ability of law enforcement and other authorities to identify and trace
crimind propertyfor the purposes of asset recovef UNODC, including through its Global Operational
Network of AntiCorruption Law Enforcement Authorities (GlobE Network) and its joint StAR Initiative with the
World Bank, continues to support countries witretr asset recovery efforts.

There remains no international provision for asset recovery and returnfor fgmruption related IFFsThe

UNCAC is the only universal instrument thretndatesasset recovery and return, but it its provisions are limited

to the proceeds of corruptionfhe 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 provisioRATF standards now include tax crimes as a predicate offence to money
launderingproviding another avenue fanternational cooperatioron asset recoveryn 2020, African Union
countries adopted the Common African Position on Asset Recovery which exprelesé®do go beyond the
proceeds of corruption to also address tracing and repatriation of other types of IFFs, including abusive transfer
pricing, trade misnvoicing, and tax evasidit Member States could examine developing a more holistic

approach toasset recovery, building on the provisions in UNCAC, but encompassing all sources and channels of
IFFs. Such a holistic framework could create an effective, more effiarghimore impactful asset recovery
infrastructure!*?

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 resourcels cecustodians of SDG Indicator

16.4.1 on IFFs, the United Natio@ffice 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 Hinidncial Flows® endorsed by the UN

Statistical Commission in March 2022.

Agreement on the statistical definition of IFFs has resulted in the first official estimates of IFFs being published
in the SD@ndicatorsdatabase in.early 2023The first estimates reported by nine different countries reveal that
IFFs related to criminalctivities are substantial, with estimates comparable to the value of exports of licit
markets in some countrie’$® Several countries also prepared preliminary unofficial estimates of IFFs from trade
mis-invoicing, by analysing asymmetries in customs répg between countries or abnormal prices in

transactionf S@St. Odza ii2 Ya Rmefhbdblogidzi guigeined® Bildtiedtiry i@ 42 countries,
supportedby the custodian agencies with UN Regional Commisgigthi€ontinue, with a new global pregt

focused on nine countriesntil 2026’

Based on lessons learned in pilot testing countries, international organizations are continuing to improve
methods to measure IFEbut a the current pace, only a handful of countriesill have made estimates before
2030 New IFF estimateare enablingcountriesto develop tailored policies to curb these flows more effectively.
UNCTADhas refined methodological guidelines for measurement and is condupimgeering work on the
aggregéion of estimates from multiple IFF types into one numbBétJNODC has developeddraft Statistical
Framework to Measure Corruptiea makeprogresson these measurement challengdswas presented to the
54th United Nations Statistical Commission andieeied through twoglobal consultations!'® While most
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countries have the necessary data, they need support to organize thedgtarcy work, develop skills, apply the
guidance, enhance information systems and create the necessary tools.

5. SDGrelated expendture & 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 SDBgpenditure policys a key mechanism

for investing in SDG achievement, including redistribution and risk reduti&ffective public financial
management (PFM) system allow countries to implement those policies effici€h#yMonterrey Consensus

calls for efficient, transparent and acautable 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 transparendfdfland the quality of expeditures. 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 protestibnational financeand fossil

fuel subsidies.

5.1 Public financial management

Increasing the effectiveness #®fFMcan allow the state to more efficiently deliver public goods and services

and reduce the losses to corruptioCountries 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 managemelnis may require more effective fiscal
coordination with subnational entitiethat 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 adaptaimhdisaster risk reductidft, in ways

that are comparable across countries (See Chapter IVBOxB)S N5 ' NB A Yy RA OPRMaystems ( K I
are improving over timef-or 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 saitesfirst assessmentsvhich can often be

attributed to external shocks, politicaconomy factors, or changes in governance.

PFM reformsare often technocratic changes biave had greater impacivhere there is a genuinely new

political settlement that underpins sustainable reform¥Vell-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 service$?? However, even seemingly sihreforms that seek to prevent leakage and introduce better
accounting can create entrenched opposition from vested interests that are opposed to refdiveny

reforms over the last two decades have proceeded technically, with new systems implemiemted)itical

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 comrsation. Improving the transparency of budget processes and instituting participatory
budgeting can contribute to public ownership of PFM reforms.

5.2 Genderresponsivebudgeting
Strengthening the alignment of domestic expenditure with gender equality goals is imperative, and

effectiveness can benhancedby gender responsive budgeting (GRBRB is a public policy tool that analyses
central and local administrative budgets to assgendefinancinggaps, identify actions to close them and
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introduction of GRB can help focus political attention on matching the delivery of pabbtiarces for gender
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can enable greater expenditure on alleviating unpaid care burdens which fall disproportionately on women.
Globally, however, onlgne in four countries currently has a comprehensBiRBsystem (see figuré2). Where

these systems do exist, they support efforts to cost, allocate and spend resources to effectively implement

national genderesponsivdaws and policiesncluding those with indirect impacts on gender equality

Figurelll.A.12

Existence and comphensiveness of gnderresponsive budgetingystems 20132021

(number of countries)

PreSDGs survey on
whether a GRB
system was in place

SDGs=ramethodology
for asssessment of GRB
system effectiveness

Full meets
YeS 11 y

Doesnot
meet

2013 2015 2018 2021

SourceBased 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 thaeporteddata in 2015 and at least one datapoint in 2018 or 2021. 2013 and 2015
data based on GPEDC survey wilr binary Yes/Noguestions 2018 and 2021 data based on a revised
methodology comprising 13 questions allowingrfonore granularanalysis of systemsgs approved by the
Statistical Commission for. SDG indicator 5.6He SDG indicator methodology focuses on linkages between
legislative/policy commitments and budget resources.

Number of countries

33

19

Over time, GRBias been introduced in me countries globally and trackingystems have become
increasinglycomprehensiveand effective but gaps remainAnalysis of GRB practices indicates the importance
of strengthening gender integration in public finance management systems, while also emthaaosparency

and accountability (see figuri2). 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 peopfé GRB should encompass all spendimaudingon public

services, infrastructure and social protectiomglude analysis dbaxation and other revenue raising measures
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anda review of spending outcomé®.GRBmplementation carimprove with legislative requirements and/or
mandates, combined with clear guidelines. Furttstrong linkages between policy design and budget decisions
are important, coupled with robust gender analysis at each stage of the buddet yaviding 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 coreponding impacts of these odifferent 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 ¢éeaheaextent to which public
investments address the needs and priorities of women living in pov&#gctive engagement ofidl society
organisations, parliaments and audit institutiocenstrengthenthe evaluation of impacts and the

accountability lop.

5.3 Fiscal responses to climate change

Fiscal systems and regulatory policies matter for climate action: they can either encourage and subsidize
emissions of changinducing pollutants or incentivize climate change mitigation and adaptatidhember

States committed in the Addis Agenda to rationalize inefficient fdasil subsidies that encourage wasteful
consumption. The Addis Agenda also explicitly encouraged the exploration of carbon pricing as a form of
innovative financing for development. Indegelimate 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 decarbonizatiand climate adaptatiod?” Yet, fiscal sgems remain rife with

measures that actually encourage inefficient or unsustainable investment, particularly in fossil fuels and
associated infrastructurédgricultural subsidies that induce climate change are linked to both fuel and fertilizer
use and lad use change¥® 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 transfoation through carbon pricing alorié® Climate change action may
need a combination of instruments (including taxeser feescarbon markets, regulations and subsidies) to be
politically feasible, administratively practical-and effective.

Global fuel pices do not reflect the full economic and environmental costs of their use, including both climate
change and local pollution impactdoth implicit and explicit subsidies have risen over timé&ossil fuel
subsidyestimates, which look at both implicitdaexplicit subsidies, provide summary information that points to
the substantial and pervasive undpricing of fossil fuel$*° Estimated global fossil fuel subsidies were $7 trillion
in 2022, with $13 trillion of those explicit subsidigsee figure 13)Both implicit and explicisubsidies have

grown over time, with noticeable increases in 2022 at the time of significant energy price volailéptial
revenues from subsidy reform are lower tharetbubsidies themselvegven 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 polluticatite but also to reduce
dependence on insecure sources of energy.
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Figurelll.A.13
Global fossil fuel subsidies, 204230
(Billions of US dollars)

9,000

8,000

7,000 —
6,000 —
5,000 —
4,000
3,000
2,000
1,000

0 ----lnlIIIIIII

20152016201720182012902@R02120220232024025202620272028022030

Historical Projected

Bl Producer subsidies m Explicit subsidies, excluding produced Implicit subsidies

Source: IMF staff calculations

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

Carbon pricing can be used to incorporate social costs into economic decision making and help address
climatechange/ I N® 2y  LINAOAYy3IQa LINAYINER 3I21f ftASa Ay GKS AY
in Principlel6 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 pricirgan help raise reveras. 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 sy3i8e)saiel carbon

taxes, which impose a cost expressed as a monetary unit per ton of carbon dioxide equivalent I(CiD2e).

means of placing a price on carbon emissions include fuel and energy taxes. By changing the relative price of the
carbonemitting and necarbon technologies, green subsidies and tax incentives can achieve similar results, but
potentially at high fiscal cosRarely is a single carbon price applied across an ecortamgodes often give

preferential treatment for fossil fuel consumipnh*2andmany 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*3 Carbon pricing policiesanbe accompanied bgompensating asstance for lowincome

householddo address distributional concerns.
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Figurelll.A.14
Carbon pricing and associated revenue, 262023

(a) Share of global GHG emissions covered by (b) Evolution of global revenues from carbon taxes
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Carbon pricing has been shown to be an effective fiscal tomdising revenue in ways that arkess
distortionary than other policies with global coverage of direct carbon pricing policiesntinuing to expand.
Almost a quarter of glob@reenhousegas emissions are currently subject to a carbon tax or ETS, with 73
instruments currently in operatn (see figure 4). In the past year, only a few instances occurred where
governments relaxedirect carbon pricing in response to the energy crigisere has been significant increase
in revenues from carbon taxes and Elggswing nearly fivefold inthe past decade, as policies have evolved
and diversified to reflect increased ambition, reaching a record high of a®i@$t billion in 20229eefigure 14
panel).34¢ KSaS NBBSydzSa Oly KSfLI FAYLFIYyOS RSOFNDB2YAT I GAZ2
resilient and sustainabldevelopment andfinancea just transition. While the uptake airectcarbon pricing is
on the rise in developing countries, existingtruments are predominantly in developed countri@slditional
revenues from carbon pricing could be on the order of several percentage points dfGIaifbon taxes are
alsostraightforward administratively as an extension of fuel taXés.

54 Social potection financing

Enormous progress has been made on delivering the human right to social security, but it is still not a reality
F2N) Y240 27F (K SThée@Wbpgneni of $d8idl jirtettidnisysigrs over the past century has
been remarkabldseefigure 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 frameworlere essential for a rightbased approacko social protectionthey

do not on their owrensure effective coverage of the population nor the adequacy of benklitwever, large

gaps remain, especially in Africa and Asia. Only 46.9 per cent of the globadtpmpid effectively covered by at
least one social protection benefit (excluding healthcare and sickness bef&fAs)countries develop their
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systems to deliver on the mandate in the Addis Agenda for universal social protection, they need to ctwesider t
adequacy, efficiency and sustainability of their policies.

Figurelll.A.15
Coverage ofocial protection systemanchored in national legislatiopby policy area20002020
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Source: ILO World Social Protection Report.

Highersocial protection expenditure is'associated with lower income inequalifihe largest reductions in

income inequality are observed for contributory pensions, which in many countries capture the largest share of
social protection expenditure. ILO evidentwmws that in 17 out of 35 countries with available data, such

pensions reducéncome inequality, as measured the Gini coefficientby 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 snefitb&

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 &ocial protection system also helps maintain public confidence in the effectiveness of the
programme and trust in the State as a whole.

Solidand sustainabldinancing frameworks are essential for social protection systems to function effectively
and havepositive impacts.Financing social protection generally comes from the budbes tax revenues and
social contributions are the basis of financing. Universal social protection systems also have some unique
features, notably that necessary expendituresd 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 resdsvifareate countercyclical
financing which isa popular choice for commaodity 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 ceninse the onset of the COVHD9 pandemic.The financing gap for
extending a social protection floor to afas estimated tde $1.2 trillion per year or 3.8 per cent of wofDFin

2020. This is the average additional investment required to achieve ualverserage 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 Jowdale-income and lowincome countries
reaching 5.Jer centof GDP and 15.8er centof GDRPrespectively:*

Options to increase fiscal space for social protection exist, even in-logome countries.Countries have to
manage budget constraints, but increasing the size of universal transfer be feasible and redistributive if
financed by reforms to make the tax system more efficient and progre$8iVee primary avenue to expand the

fiscal space is to gradually increase domestic resources for social protection in line with the ecambfiscad
capacity of each countrfCountries can reprioritize expenditure, for example away from fossil fuel subsidies (see
above).Anotherkey channel to increase domestic resourcesis to extend social insurance coverage. Social security
contributions asa source of financing for social protection Haeen subject to some debateyut evidencehas

shown that there are no significant employment or formalization gains in reducing contribution'tates.

5.5 National development banks

Public development bankéPDBs) are numerous and financially powerfuiith mandates that enable them to
finance SDG investmenia ways that are different from private banksthe June 2023 commitment 086
multilateral, regional and national public development banks to work as a system and cooperate to align their
activities with thesustainable developmens$ a milestone in strengthening the potential contributions of

national development bank¥? 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 institution&*® They combine three attributegi) they are owned, controlled or

supported by governments; (ii) they execute a public, developrogiented mandate, addressing market
inconsistencies; (iii) they enjoy an independent legal status and financial auto@peyational independence

in investment and credit decisions can help-insulate the PDBs from political corruptionTitekesccumulated

assets of PDBs were around $23 trillion in 2@k figure 16)This includes 10 mega banks that hold 70 per

cent of the total. This is roughly the egalent of the assets of the entire US banking sectbe formation of

new national PDBs has followed trends in geopolitics and macroeconomics, with surges of bank creation in the
1990s and after 2008 However, the lack of consistent data on PDBs méldifficult to assess trends in

lending, assets managed, and the impact of financing (see Chafpter |

National development bankgNDBs)re crucial for mobilizing the required financing, including from private
a2dz2NOSasx G2 NBIOK \Vichomhtal Nijestise@Golenmants haSe ldny IRNDBy as
important financing tools to implement their national economic and social policies, especially to directly finance
large infrastructureprojects, to foster economic growth and reduce poverty, anorenrecently, to address
climate change. Today, maMpBs 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 blendifinance and other forms of alternative finang. They can overcome market
failures and other barriers to investment in sustainable development, particularly for prégectsmbatclimate
change, reduce disaster risknd pursueother environmentabbjectives This is due to their greater appetite
and ability to bear perceived high risks and long payback petédssurvey of the largefiDBsshows that
more than 80 percent have adopted green goals. The majority have excluded financing of unsusgaojabte
and are leading players in public climate finance, but the share of green assets in their pomioizons low,
with average levelat just 14 per cent4®
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Figurelll.A.16
Distribution of national and subnational development finandastitutions, 20002023
(number of institutions, percentage
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National development banks can also shape markets and raise the standards for all inveBbBs usually
provide longer term funding than commercial banks, thus lengthening investor time horizons, and making the
financial durations of all lending betteligned with social and environmental sustainability. In most countries,
national development banks play a role in financing snaalll mediumsized enterprises, thus influencing the
credit worthiness of parts of the private sect@ee figure 16 cBy providing early fundingo renewablesthey

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 cecytkeal resposes

during crigs, addressing the drying up of private financamgl tax revenué*’ For example, these institutions
played a pivotal role in channelling resources to counter the economic upheaval caused by thel@OVID
pandemic, through a countesyclicalincrease in their operations.
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[11.B. Domestic and international private business and finance

1. Key messageand recommendations

Private business and finance &n important driver of sustainable growth and developmenfs noted in the

l RRA& ! ASYRIFIY WLINAQGIGS odaAySaa OGAGAGEY Ay@dSadysS,
SO2y2YA0O INBSIOGK IyR 220 ONBI (inks gctviiy atdaInveRiBent(dts tadeighy” (i K
and domestic), need to be dynamic, inclusive,-idkrmed and sustainable. However, private sector dynamism
slowed after the 2008/09 crisis, in parallel to the broader macroeconomic growthddevm, which alsded 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 slowdown in dobal growth, foreign direct investment (FDI) flows have decelerated,
revealing disparities in both geographical and sectoral distributidmvestment trends have been highly uneven
since Member States convened in Monterrey in 20B2lowing rapid acceleation in the 1990s and 2000s, the

past 15 years have seen a slowdown in foreign investment, driven largely byfreiiftsapital intensive activities
towards digital business models, astight forms of production and a servicification of economies. €Hesnds

Ay GdzNYy FNB YF{Ay3d WiINIRAGAZ2YIE£Q Y2RSfa 2F RSOSft 2L
difficult to pursue.At the same time, the investment gap is continuing to gamsoss all SDG sectorsflecting

both underinvestment ancdditional needs, particularly in energy and infrastructiéhile investment in these
sectors has grown rapidly since 2015, growth has been highly uneven, with much of it concentrated in developed
countries and Chinas well as some large developing caigg Least developed countrieBave only seen
marginal investment growth over the past two decadesd will require dedicated assistancehe Fourth
Conference on Financing for Development provides an opportunity to agree on ambitious measures to support
LDCs and other developing countries to mobilize {wmm financing and investment for the SDG#is could
include efforts totackle high'costs of capital and risk premia, which are thwarting efforts in many developing
countries to finance projects across SDG sectasswell as an Investment Support Center for the LDCs as
mandated in the Doha Programme of Action

Significant structwal changes in the global economy are reshaping private investment and developing
O2dzy i NASaQ LoAfAGe (2 AYyGdS3INIGS LINRPRAZOGAGSE & Ay (K¢
development strategiesChanges have included the geographicalaentration 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, whictatidoaally

0SSy | WRS@GSt2LISyid Saoltliz2NRE ¢AGK &2 YHNondiBless 2y &
some economies have leapfrogged certain stages, developing inlinear ways, influenced by factors like
digitization, global econorishifts, and domestic policy and institutional frameworks.

Today, smaller firms and modern service providers can play a more central role in connecting firms with
AYOSNYFGA2YFE &dzllLX @ OKIFAYyaAa FyR dHavieded telyirg onendegsiaNA S a O
basis for economic growtban prove chéenging for those developing countries (including LDCs) where energy
supply, ICT infrastructure, and human capital remain limi®ervicesalso tend to create fewer jobg\s new

growth and development strategiessuitable for an age of climate changepid technological change, and a
changing global econongyare being developedhere has been renewed interest in sustainable industrial policies

to support sustainable and inclusive transformations. The fourth international conference on financing for
developmentcan helpenable the alignment of financing frameworks and acti(a=oss all action areas the

Addis Ababa Action Agendat national and international levgl® facilitate such transformations.
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Transformation strategies can build on and ntumplement growing interest and efforts by the private sector

to integrate sustainability considerationsWhile significant progress has been noted in corporate sustainability

over the past thirty years, risks of misalignment with sustainability goatsgpeOn 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,-teortoriented decision
YIE1TAYy3s LI NIHAOdzZ NI & S@ARSYyd Ay Y2YSyidia 2F ONRAAAZ
3 YSE QAL LREAOE FNIYSE2N)lad ¢KAA AYyOfdzRSE AKAFOAY:
when risks are realized, to prewnting 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 taffordable financeand financal incentives misaligned with sustainabilaye often
among the most binding constraints feustainableprivate sector‘development/Vhile mportant progresswas
madetowards financial inclusigrwith more than half a billion people gaining access tarfaial services between
2017 and 2021 alone, availability ohirterm financing continues to be a challenge for SMEs and individuals,
particularly in developing countrie§hortterm incentives and decision making also often stand in the way of
more sustinability ¢ with longerterm investorsmore ‘inclined to incorporate sustainability risks into their
decision making, and to seekmpanies that prioritize lonterm business fundamentals over shéerm targets.
ExtendingA Y @S & (i 2 NA Q idithuy iSperiteNth bl@n/their objectives wittongterm sustainable
developmentirends; stability, sustainability and greater access are mutually reinforcing.

After the rapid emergence of sustainable finance over the past 25 years, the current momdatof chance

to accelerate progressinvestor 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, dmpite yearon-year fluctuations following the COVII® pandemic. But sustainable fund assets

still make up a small percentage of total global assets under management testayated at less than five
percent of the global fund market in 202Burthermore,impact investing, designed to contribute to resbrld
azfdzianzya AY fAYyS gAGK GKS {5Dax NBLINBaSyda 2yte |
information infrastructure, that have. given rise to greenwashing concerns, arga@onded by an enabling
environment that still.incentivizes traditional investment strategiesowdng political polarizatiownf the fieldhas

also led to backlash in some countrigsyainst this challenging backdrape field has commenced journey
towards maturation markedby the refinement andconsolidation of voluntary standards and the enactment of
legislationat the national and regional levelBhe upcoming fourth international conference offers an opportunity

to continue collaborating towards (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 ald@umateriality vision; (iii) frameworks and
carefully-crafted incentives for impact investing at scale to align capital markets with real world infppac;
broader set oimacroeconomic policies that create enabling conditions for sustainable transioms.

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, includig efforts to strengthen the business environment and private sector development in a
changing global economizastly, 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 a 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 poiint.the context of
massive changes in the global division of ladwod rapid technological change, including the shift towards digital
business models and asdaht forms of production, increased geopolitical fragmentation and accelerating
climate change, FDI trends have shifted over the past decades, evinlt@rgs of volume, direction and sectoral
breakdown. A number of crises, including the 2008/09 financial crisis:and the QQ¥WHhdemic, have proved

to be inflection points, accelerating trends driven by structural rather than transitory factors. Amidst mbangi
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
Al OAf AlR Ddels bf édddomia deveBpiiertt lEased 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 expansiona trend that has since elwed 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 explglsibal drade (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 decelerahg trade growth and a stagnation in global value chains (GVCs). The shift towards digital
0dzZaAySaa Y2RIAKIQY R2WKNHEASRF LINRPRdzOGA2Yy T | NRAAS Ay LN
COVIBEL9 pandemic have contributed to this sloawin. Most recently2023 global FDI marginally increased to

1.37 trillion US, following a decline in 2022.

Figure 1Trends in FDI, trade, GDP and GVC

Figure IV.2. FDI, trade, GDP anq GVC trends, 1990-2019
1990s 2000s 2010s
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The growth and integration of developing countries into the global economy was gamdriver 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 edpsed 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 Ghias major recipient of inward FDI, LDCs continue to trail be@Gwvet.

the past yearsLDCs only saw 0.5 percentage points higher FDI inflows than over a comparable tinbefraeen

2002 to 2004. Developing countries have also increased their shatgwé@ 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 the2@ids.

Figure 2a and 2b
Share of global inward and outward FDI
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In addition to changes in volume and direction, FDI flows have also seen a transformation in compodgizin

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 cros$order investment in physical assets, as international investment has been increasingly
RANBOGSR G2¢ NRa Y 2N KAy ' Y/2TRS0af S2 7 yIRNRYR daGiiSiiz y @ ! 002
manufacturing has dropped by up to a quarter, making itdearfor countries to pursue expoehbased
development models contingent upon inward greenfield FDI for capital formation. In addition, as Figure 3
suggests, the share of developing countries in global greenfield investogerdluehas declined below its hayr

run average of around 56 per cent and below the respective share of developed countries.
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Figure 3
5SSt 2LIAYy3 O2dzyiNASaQ YyR [5/aQ akKINB 2F 3JIft20Ff 3INB
3-year movingaverage

Share of Global Greenfield FDI

65% 7%
3
2 6%
£ 60% = ’
% 55% 4% &
c (@)
2 50% 3%
° 2%
>
45%
a " 1%
40% 0%

2005 2007 2009 2011 2013 2015 2017 2019 2021

== Developing Countries LDCs

Source: Data from UNCTAD

2.2.Investments trends in sustairde 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 incased from $2.5 trillion in 2015 to more than $4 trillion per year toddye to both
underinvestment and additional neet#$(see also Chapter 1). Investment needs continue to be particuadg

in the area of energy and infrastructure (see Figure 4)il&\hternational 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 ne
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 gromore 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
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Figure 5
Renewable energy: globabtal installed capacity and investment needs
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Achieving energy transitions for sustainable development requires significantly scalednvestment in a
number of sectors, but high costs of capital in developing countries remain a sigifiobstacle A number of

factors have hamperesufficientinvestment 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 industraggo 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 masgconomic 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@réhan projectspecific/micro risks (seable

1). Such high cost of capital is a significant impediment to investment in both renewable infrastructures and other
necessary longerm investments in the SDGOverall, the high cost of capital, particularh countries in debt
distress or with high risk ratings, is a strong disincentive for investors to shift towards renewable energjfassets.
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Table 1

Comparative Project risks and weighted cost of capital for developed and selected developimgtries
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

Asinvestment into manufacturing capacity is stagnating and investment trends are aligning with aléglet and

digital business models, new investment strategies and developmentpathways need to be folihis could

include investment promotion and facilitagy 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 LRish will require significant support . It also
highlights the role of international development cooperation (see chapter [II.C) and of MDBs in facilitating and
Ay@SaidAy3a Ay (GKAa aKAFO G261 NRa ySs RS OSAriatkelgesgri LI
Investment Lab).

Box IIl.B.1
Private Sector Investment Lab (PSIL)

The Private Sector Investment Lab is a group of 15 CEOs of leading global institutidtravevhgreed to provide

their insights, expertise and experience to help Werld 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 focuseésélare: 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 mobilizirsteegrly

capital for high impact projectst KS T AY A& (G2 Gdz2NYy GKS [l 06Q&a ARSFa A
instruments of intervention and delivery mechanisms, some of which will be tested through pilot projects and will
continue to work towards deueping 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, sewtions being developed pursuant to Lab
recommendations.

Source: World Bank

3. Aligning business with sustainable development

3.1.Privatesector development in a changing global economy

Private sector development is at the heart of sustainable growth adelrelopment; yet private sector dynamism

slowed after the 2008/09 crisis, in parallel to the broader macroeconomic growth skimwn and the slow

down in FDI discussed above.d y2GSR Ay GKS ! RRA& ! 3SYyRIX WLINRGIFGS
FNBE YI22NJ RNAGSNA 2F LINPRdAzOGAQ@GAGEST AyOf dzaA@S SO2y2Y
per cent to GDP and 90 per cent to job creation in developing counttiss private sector development that

creates technological andganizational capabilities at scale, the resource base for revenue mobilization, and the
vast majority of decent job&n most countries Yet, private sector dynamism slowed after the 2008 global
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economic and financial crisiBrivate investment grew at vgrhigh rates during the first decade of this century,
particularly in developing regions such as Africa and East Asia and .Pdeifig economies witnessed a
contraction in private investment in 2009 and only a modest subsequent recavighygrowth ratessubstantially
below pre2008 levels. High income countries were the exception to this trend, with private investment growing
at a faster rate after th@008 global economic and financial cr{gigyure 6) The recent Covid9 crisis has further
slowedg if not reversed; gains from private sector development in many developing countries and LDCs.

Figure6
Private investment growth slowed in most regions during the 2010s
(Percent change)
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Source: IMF Investment and Capital Stock Dataset.
Note: Datarefers 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 standarfiech structural
transformations involve the reallocation of capital and human resources fromttigh-productivity activities
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and sectors through economic diveisition 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 unigue properties: technological advances often originateeisector, 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 kskilled workers found employment in manufacturing; atedgroducts

are tradeable, and hence growth not limited by the small size of domestic markets in many developing
countries!>?Overall, more diversified economies tend to have higher per capita incomes and bettetetang

growth prospects, are less volatiand do better on poverty reductiofi® Snce 2000, less diversified economies

¢ usually commodity exporting developing countriggended to experience higher volatility and were less likely

to experience stable growth rates (see chapter 111.D).

ManufactdzNA y3 Kl & 0S02YS f Saa ST7T T 3\0hekudéht phca of progke$s She &dri@ LIY S
will not achieve SDG 9 and its industejated targets. Developing countries face significant challenges, notably
African LDCs, which have seen mantieng valueadded mostly stagnate as a share of GDP over the last 20
years (seeFigur® @ ¢ KA & LIKSYy2YSy2y Kl a oAS/SRUzERISNGAG NAAGT SR Al 28y GILIN
and per capita income rises, the share of labour employed in manufagtteirds 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 moderneservi
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, i§ iusually 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 shot¥sSeveral factas are responsible:

1  Thegeographic concentratiomf 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 fagluging 28.7 per cent of global
manufacturing output in 201,upfrom only 8 per cent of the global total in 2004

1  Productivityenhancingechnological changeprimarily in advanced economies. While the emergence and
diffusion of advanced digital produoh technologies is creating new opportunities for developing countries,
iKS& KFE@S faz2z aNIXAaSR GKS ol NE F2N) 6KS&aS alrysS C
may limit employment creation opportunitiegarticularly considering the lack affordability of some
advanced technologiedNew technologies facilitate smaitale 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 thir knowledge of local needs. New business models based on the collaborative
economy allow. small firms to take advantage of undslized resources reaching scale, become more
competitive, and improve the efficiency of environmental resource use. New conwation technologies
can also help firms participate in global trade. Companies can reach markets beyond their geographical
location with an online presence. Y#igre is a need to better understand and manage the risks associated
with rapidtechnologi@alchange 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 witkv-cost labourt>®

1 Therise in global value chains (GVCea}ich 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) motban tripled, with Asia and Europe accounting for 40 and 34 per cent of GVC
trade, respectivelyeven when their expansion slowed more receriige Chapter II.D). Elsewhere, firms
have found it more challenging to integrate into GVCs. Lead firms haverseng marlups 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 cagit&nsive technologies, similar to their peers in
advanced mants. At the same time, markups for producers in developing countries are declining and gains
FNRY Dx/ LINIGAOALI GAZ2Y OFy oS ft2ad AF I O2dzy i NI
activities®® Countries can industrialize through GVCs thaokke possibility of specializing in certain tasks.
However, investing in the wrong combination of skills and production patterns could limit the opportunity
to upgrade, innovateand break into more sophisticated value chamsffectively trapping firmsin
stagnating segments and low valteRRSR | OGABAGASEA |yR aK2ff2¢Ay3
sector®®’ It is also crucial to identify and address vulnerabilities in global value chains, especially more
sophisticated ones, as this increases thégptial for risk exposure. king production decisions based on

risk assessment caalso facilitate moving away from a cosbased competition safeguard against
disruptionsand promote more sustainable and resilient industries.

Figure7
Manufacturing hasnot grown homogeneously across developing countries and LDCs
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Today, modern services can play a more central role in connecting firms with international supply chains and
022a0Ay 3 O2dz/ i NR Sa Q Tdysfherdzihidiyital ltethnalodiés yindematiohil supply 2haids rely

on four services sectors financial services, information and communication technologies (ICT), transport and
logistics, and business and professional servicés their functioning. fiese 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
regions with higkguality connected services, 44 per cent of all companies are engaged in export, compared with
19 per cent of firms where such services are wedkerhe services sector can allow firms to tap into value chains

for manufacturing prodats 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 bacloffice processing (e.g., customer care ottaddandling)!®® 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 helpincpiingiries and firms become
competitive in higkproductivity manufacturingelated services (see secti@® and chapter 111.B of FSDR 2023).
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Private sector development, decent jobs and gender equality

Private firms account for the vast majority oémployment 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 atbonthevbroader
deceleration of growth, tradeand 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 economig, 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 iy 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 wtsfes.
manufacturingbased and laboummtensive transformations become more challenging (see above), cltdsing

VVVVV

& RS O S y'tiga@igenérging as a major challenge (see Figure 8).

Figure 8
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Thequality 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
socioeconomic. developmentThisincludes negative effects of informality on lalyoproductivity and human

capital accumulation. Fiftgightper cent of jobs globally, or around 2 billion people, remain in the informal sector,
mostly but not exclusively in developing countridsound 90per cent of total employment in LDCs and {ow
income countries can be considered informal, compared to 67 per cent in ritmiene countries and 18 per

cent in advanced economié® A great majority of workers in the informal economy and their familiesdb

have access to adequate healthcare and income security, and as a result are particularly vulnerable to economic
shocks!®® Most workers in the informal economy are not affiliated with contributory schemes, nor are they
NEF OKSR 0@ yI NN®RgfysS ia<NB I BS R KB FNBE y2G 02y aAiRSNBR
countries have introduced forms of mandatory coverage, while others have opened social insurance to informal
economy workers and micrentrepreneurs with mixed result§?
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Figue 9
Informality remains prevalent and affects the ability to provide public services, 2@0018
Panel A. Informal activity (% of GDP) and-g Panel B. Government revenues and expenditure
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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, countridtany jobs created by
young, smallor informal firms are.in low productivity sectars, with-unequal employment opportunities, lower
wages and limited access to'social protectidn.2019, more than 630 million workers worldwide (19 per cent of

all those employed) did not earn enough to lift therhass and their families out of povert§ Moreover, andn

the event of shocks and crises, economies relying on smaller firms tend to take a biggeMit,casSmall and
Medium EnterprisesMSME$ tend to have fewer assets and limited cash reservesughiobn 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, familyased and lack economies of scglgobs here also tend to be highly
insecure'®®Inthe case of the crisis following Covil, MSMEs were severely impacted, particularly in developing
countries, facing higher risk of permanent closure. In August 2020, 22 per cent of MSMESs surveyed reported that
they risked shutting down permanently withthree 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 innovaftoese companies can usually afford
higher levels of R&D. expenditure, have more experience and can more easily form partnerships or prompt
government interventiort®’

Gender inequality remains pervasive and persistent in the labour markeender inequaty in employment

I 00S&da KlIa NBYFAYSR | YF22N) OKItftSy3aSz IyR KlFa yz2i
participation rate stands at 47 per cent, compared to 73 per cent for men. The gender gap remains a major concern
across all regionsanging from 11 percentage points in Europe to 30 percentage points in®Akigroved
educational attainment among women has done little to shift deeply entrenched occupational segregation in both
developed and developing countries. As a result, the dlgeader pay gap persists with women earning 51 cents

to every dollar earned by me¥s® 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 timens 2Q#8'7° The

smallest jobs gaps are found in higitome 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 losincome and lowemiddle-income groups, respectively: 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 ewen glass ceilings. Women are
generally found in the lower valugdded segmentsand it is hard to find women owners and manag@iseshare

of women in informal employment exceeds that of men in 56 per cent of countries, especially enldower
middle-incomecountries’?

Figure 10
Unemployment and jobs gap rate by gender, 262622
(Percentage rate)

20%
15%
10%
[— I __’_..---—.._.______
5%
0%
2005 2007 2009 2011 2013 2015 2017 2019 2021
Jobs gap - Women Jobs gap - Men
Unemployment rate - Women — — Unemployment rate - Men

Note: The jobs gap rate measures the share of persons who would. like to work but do not have a job.
SourceGomisS G | f & abS¢ 51 GF {{KAyS [A3IK{E 2y DSYRSNJI DI L3

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 longterm benefits, but risks of misalignment or backtracking underscore the need to
NEBRSFAYS (KS 4 NMHzEffris toanf to fill keBnairiint WaPs (9., see aforementioned gender
disparities), companies are routinely integratisigstainalility issues in their decisiemaking 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 gkart incentives andrhe absence of an
enabling environment for lonterm decisioamaking. To fully align business models with sustainable
development will require redefining the rules of the game, including through legislation or regulations, coupled
with incentivizing finanal markets to be a catalyst for change (see secti@.

A longstanding relationship between business and society

Modern interpretations of corporate responsibilities to society evolved with globalization and the
internationalization of sustainable developmenihe first notions of business contribution to society have been
traced back to as early as Ancient Mesopoi@mand Ancient Rom¥&2Modern interpretations of what has been
termed Corporate Social Responsibility (CSR) arose in the 1950key broadened with the rise of an
international approach to sustainable development; in 1999, the concept of Triple Bottoenpkovided a
adzadFAylroAftAGeE FNIYSE2N] GKFG FTAYa G2 oFfllyOoS | O2
same yearlUN SecretaryGeneralKofi Annan proposed what became the UN Global Compact in Davos. Twenty
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years later the Business Routable 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 acknowledge 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 opamatirisks. In response, companies
adopted voluntary internal sustainability policies to ensure uniform management across territories (e.g.,
transparent supply chains to avoid human rights risk&reover, theemergence 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, COXtH) contributed to reshaping of perceptions of the role of business in
a20ASde FyR O2YyRwEyada o2 #W2KI0A Y I Hd6 1 SK2t RSN SELISO
cost/benefit analyses on the integration custainabilityissues. These include investors' pursuit of more
sustainable investment options and the update of their policy framewores ¢ectiord.20 = O2 y a dzY SNE& Q
preferences for ethical products, a modern workforce leaning towards purddsen employers, and

L2t A0eYI1SNEQ KSAIKGSY SR NRBeydHtidndt théliBterriBtbriadeiel & fifst, &gl N1.J2 N
more recently also at the national levehas focused on both corporate operations and. supply chains, with
LINEYAYSyilG SEFYLX Sa 2y GKS £ 0G8NI AyOf dzZRAy3a GKS ' { 5
UK Modern Slavery Act in 2015 (whicHiies a transparency in supply chains clause) France's Duty of Vigilance
law adopted in 2017, Germany's new Supply Chain Due Diligence Act in 20&igramdcentlya proposaht the

EU levefor aCorporate Sustainability Due Diligence (CIDiettive (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 requiremeiEOs

are broadening their roles, with 91 per cent acknowledging a duty to protect local communities and 70 per cent
recognizing the need to address patdoncerns’®/ 2 YLJ YA S& Q & dza G+ A yboth komXi)iheir A Y LI
products, services and activities, and (ii) their operational practices. Initially, business' approach to sustainability
was primarily centered around the latter, via the ristiented 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 "regeneraiim@any,” 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, addpita common language

for communicating alignment to shareholders and stakeholders. Bottginitiatives also emerged to help
companies align with international agreements (see for example the Science Based Tratigeitge helping
companies align with the goals of the Paris Agreemas)well as teespond toincreasing ESG demands from
investors (see sectiof2).

Remaining barriers

Despite rising commitments, SD&igned companies remain in the minorityn 2020,62 pea cent of MSCI SDG
Alignment dataset companies (over 8,500 companies) displayed neutral or misalignment across the SDGs for their
products, servicgsand activities!’®. S@ 2y R o0dzaAySaa VY2RStaQ YAalfAdayyvYSy
deficient from a satainability perspectiveMirroring 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 hilglvel positions within companies remains low in many
markets Women wereonly holding23% of the board seats of the top listed companies on 22 major G20 stock
exchangesin2022’5 A 4 Of 24 dz2NB Aa | y20KSNJ Sttt Ay3a Skhisustaihable 2 F O
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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 201 quality of data remains weak and greenwashing risks abound (see section
4.2).

Reversals and girt-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 @E0©also
indicated that this area is most likely to face néamm budge cuts.179 While sustainability investments or
programs enable companies to mitigate letr@gm risks,crisesshorten time horizons and reveal an enduring
misalignment between longerm nonHinancial considerations and prevailing incentives in markets, ekated

by the mispricing of externalities. Thigerticularly evident today, due to the current environment characterized

by high inflation, high interest rates and geopolitical divides. example the surge in oil prices following the
COVIBL9pandemic led to renewed interest brown investmentslong the fossil fuel value chain. This underlines
iKS ySSR (2 OKFy3S AyOSyidragSa | yieR | ft GSNI GKS aNHzA Sa

3.3.9rengthening the business environment

Changing business practicesust 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 aligrigae rules of

the game (i.e., the environment in which companies evolvejst 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 subgidigibjting activities with
negative impacts (such as single use plasti@s)nandatingcertain corporate practices such as sustainability
reporting (see sectiod.2). It alsoincludesthe promotion of business models and opportunities with a positive
impact on sistainable 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 eeaideEmy
transformations (e.g., in the decarbonization béttransport sector).

Efforts to create an enabling environment for the private sector and provision of relevant public goods should
thus be aligned with sustainable development objectiveBhe rule of law, the absence of corruption and the
guality of ingitutions are important-determinants.of private sector growth prospects. Investments in public
infrastructureas well asn education and health, stable and growdhiented macrepolicies and exchange rates,

and regulatory frameworks (including competitigeolicies) all contribute to reducing uncertainty and risks for

firms, and thus to a better business environmeartd a lower cost of borrowingBut to achieve sustainable

GNJF yaF2NXYI GA2yar S@Sy (KS&AS WK2NAI 2y dinableQdevieldpménO A S &
202S00A0Sad ¢KAA AyOfdzRSa aSljdzsSyOAy3a FyR LINAZ2NRAGAT |
OK22&aSQX LI NIAOdz  NY & Ay |y SYy@ANRYYSyd 2F GAIKG FA
policies; ensuring that regulatory frameworks reflect appropriate labour, environmental and health standards;
and aligning investment and trade facilitation policies with sustainatiity example, policymakers can use kand

use procedures and building codesdnsure thatinfrastructureis not constructed in disastgrone areas and

meets appropriate design and construction standards.

Ensuring that gender equality is enshrined in law and implemented effectively is another key as@ectently,

laws in 93 ecoa YA Sa R2 y24 YIFIYyRFIGS Sljdzf LIe& o6SiG6SSy YSy |
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 beconmérepreneurs, with 68 women entrepreneurs for every

100 men entrepreneurs active globalfy.
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Easing financial constraints for firms, particularly for lotgrm investments, requires addressing multiple
financial sector bottleneckst KS f I 4§ S&d RIFGF F2NJ { 5D AsgdReinGustied Wt apdo dH
f2Fry 2N fAYyS 2F ONBRAGEOD aK2z2g GKIFIG ySIENI@ 2yS GKAN
access to credit remains uneven across countriesragibns. 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 cel paedcent, 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 entrepeereurs
introduce targeted lending in underserved areas. Constraints are most prevalent fortdomg financing.
Accessing financing on such terms can be a particular challenge, with lenders reluctant to providenocrigdit

to borrowers about whom they have very limd information (e.g.SMES) or for activities on which they are
uncertain about future returns (e.g., investments in innovation; see sedimirthis chapter andox 1.8 of FSDR

2023. Public development banks are well placed to fill such gaps (seeeChagx).

A new geneation of sustainable industrial policies

In response to the need for sustainable transformations, industrial policies havee againbecome more
prevalent. Unlike policies aimed at improving the broader enabling environment forafei 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 uncertaintythat necessarily accompanies investments in new sectors, actjvdied technologies.
Industrial policie¥! 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 B@VIBL9 pandemic.and inflation driven by other supply shocks;
NAAAY 3T 3AS2LREAGAOIT GSyaAizzya GKFIG KIFI@ZS ONBFGSR Iy
RSLISYRSYOASA€Z LI NIAOdzZ I NI & Ay aSOd2 Nénicadnduttals, dthskB8 RS
high-tech sectors and energy; and finally the need to accelerate the development and deploymentazirtoon
G§SOKy2t23ASa |yR GUKS SySNHe& (NryaArAdizys ogKAOK KI &
Industrial polcy 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!®

This new generation of industrigpolicies 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 sloown in global value chains (GVCs), geogm@apbncentration 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 ambitiduis not only to spur sustained economic growth

YR 0dzAf R OFLIOGATAGASE Ay GKS R2YSaGAO0 LINAGEFGS &SSO
growth, ensuring that it @ates decent jobs and provides opportunities forialenvironmentally sustainabland

is aligned with the SDGs more broadBhapter Il of the 2023 Financing for Sustainable Development Report laid

out a set of recommendations for such a strategic apjgh.

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 sustainabld.ack 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, parcin LDCs, despite the significant
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LINEIANBaa | OKASOSR Ay (KAA FNBIF® ¢KSNB KIFa | fate
alignment of the financial sector with sustainability.

(@]
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4 1.Inclusive finance

Over the past two decadesthere has been significant progress in financial inclusion for businesses and
individuals alike, driven in particular by innovations in digital finance and-fech. Yet, despite the progress,
significant challenges remain, particularly with regardsdoess to longerm 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 timdindmecinggap between MSMEs and

large companies is widening, as MSMEs are facing greater difficulties to navigate tHe(Qdd® economic
landscape as well as adapt to the shift from a low to a high interest rate environment. MSMEs from developing
countries and those ithe 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 fir@EnservicesFinancing costs have increased globally
following a tightening of monetary policy. There has also been an increase in irdigtipressures, which have
raised living expenses and have impacted firms Vaither elasticity in pricing of produst

Accesto finance for firms

Developing domestic financial sectors that are aligned with the SDGs and provide-temng financing for
sustainable development in developing countries continues to be a key challewgsl-developed local financial
marketscan facilitate risksharing and improve the availability of loteym finance beyond a small number of
large firms that can tap global financial marké&sgspite efforts to promote lonterm finance in domestic markets
and an increase in bank lending teetprivate sector over.the past 20 yediinancial and capitaharkets remain
underdeveloped in terms of size, liquidity and maturity in many developing countries, andelongcredit
continues to be scarce (see Figudd.1n order to avoid maturity mimatches, banks require longéerm funding
options in ordetto provide long term lendingStudies have shown, that despite improvements in financial depth,
characterized by higher lending from banks to the private sector, developing countries generadiyaier
increases in longerm finance®* The recent tightening. of global financial conditions has also madetény
finance scarcer in both developed and developing countries

Domestic effortsto extend maturity structures towards longer term finachave been hampered by a number

of factors, includingmarket inefficienciesan absence of local currency financiagg institutional gapas well as
macroeconomic volatilityDespite progress in promoting domestic capital markets, these marketsshagyeated

in many developing countries, not (yet) reaching sufficient scale to provide sufficient amounts d@érlong
finance!® Policies that can support the development of capital markets, include strengthening institutional and
legal frameworks as wedls fostering financial infrastructure. At the same time, building local capital markets is
'y AYKSNByGfeé 3aANFRdzrf LINRPOS&aa GKIFIG RSLISyRa®2y (GKS f
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Figure 1
Financial Development Index
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Longterm credit in developing countries also continues.to be highly skewed towards a small number of very
large firms Faced with significant hurdles to accessing {terg finance, smaller firms arreliant on shorterm

loans and exposed to rediver risks that may preclude them from investing in kbegn projects. Unlocking
greater longterm investment in the SDGs will require financial sector developmeéhtough policies that
promote macroecoomic stability, strengthen regulation 'and supervision of banking systems as well as facilitate
the longterm development of capital markets and institutional investors. There is also a crucial role for public
development banks to play in this regard, whitdve a unique ability to extend longtgrm financing due to their

policy mandates and funding structures (see Chapter Ill.A for national development banks, and chapter 111.C for
multilateral development banks).

Access to finance continues to be a ardi challenge for SMEs in particuldn 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 decliBedentyfive per cent of econongis saw a drop in lending to SMEs

in 20228 In addition, there continues to be a gender gap in SME financing access with vewned 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.

Acces<o 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 Monteey Consensus and subsequent FfD outcomes, recognizing the
contributions that greater financial ihgsion 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, deansnership 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 P21 alone'®®

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 gnificant: in 2021, 78 per cent of men and 74 per cent of women have access to financial
services®. In developing countries, the gap is slightly broader still (see Fig)reNomen continue to face

multiple barriers, such as cost and affordability ofaficial services and financial literaStudied® have also
KAIKE AIKGSR (GKS AaadsS 2F 62YSyQa AyRSO0GSRySaazr ada3
credit to pay for health and education expenses, highlighting the ‘need to cortsagepolicy actions, including
NERdzOGA2Yya Ay &ALISYRAYy3A 2y Lldzéetls\ieredlsbriedla tOI & greaterfeffoB OU ¢
to advanceasset ownership incentivefor women in order to enable women tpledge collaterato access
financing.

Overall, 1.4 billion adults remain unbanked globallyVith 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 @fll adults remain unbanked/ulnerable adults, such as the poorest, women,

the unemployedand the elderly continue tobe those more likely to be unbanked.

Cost reductions in financial services also fall short.of commitmenkdigrant remittances and diagpa
investment are important sources of income for households.and SMEs. Remittances emtbmiddleincome
countries are expected to reach $669 billion in 2623 owever, remittancesontinue to be more expensive than

the commitment made in théddis 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 tB&Sarget®?

Figure 2
Percentage of adults. with a bank account by country grouping
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Technological innovations have been a major driver for advancing financial incluSfolklobile money has
facilitated a vast expansion of legnst and smalscale transaction&* 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.i§ilarly, the value of mobile money transactions increased from 26 per cent to 35 percent

of GDP in Afric&® Of the 76 per cent of people worldwigeshohave an account at a financial institution, 36 per

cent used a mobile phone or the internet to acctsar account!® 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 Infrastriect@@®Is). 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 finawaiaisse

suited to their needsThis will require greater use afational digital IDs to make it easy to open accounts.
Identification is almost always a requirement for opening an account and own a mobile piiuaeould benefit
transaction costs and fost innovative models for small busineg&esponsible finance lending principles should
alsobe promoted along with greater financial consumer protection as digital lending takes off in many markets

4.2 Redirectinginvestmentstowards 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 engence, 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 confusiomwéweer, often hampering investor confidence.
Growing political polarization has also led to backlash in.some countries, with early signs already indicating a
at26R209Yy 2F Ay@Sai2NBRQ dzaS 2F GKS GSN¥Y 9{D 69y DANRY

While many challenges remain, the field has recently entered a maturation phasih sustainable finance at

a crossroadsFollowing arapid development phase, the current moment presents an opportunity for refinement,
recognizing that systemic transitions akengthy and nonlinear (see for example the gradual centong
RSOSt2LIYSyd 2F 20KSNJ FASERa tA1S FAYFIYOALET | O002dzyii
realworld impact to help identify where complementary policy is necessaagchieve 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 secti@m).

4.2.1Rising interest andleepeningfocus

Sustainable investing was a niche practice until a transformative shift in the late 1990s and a notable
acceleration after 2015Ethical funds emerged in the 1920s as an early form of socially responsible investing,
restricting investments in industriethat 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 concernlfetakeholders, including private actors.

The 2015 global agreementsthe Addis Ababa Action Agenda, the 2030 Agenda, and the Paris Agreement on
Climate Change OOSt SNI ( SR T A Sifufe Q%) Th&E dghegmiritssied light 6nJising systemi

risks for investorsand brought to the fore the interlinkages between social, environmental, economic, and
financial factors.
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Figure B
The evolution of sustainable finance: a timeliref select milestones
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ESGconsiderations are routinely considered by investors toda@ver time, asset ownerkave increasingly
recognizedmaterial risks that portfolio companies they own might pose to them, and that growing interest was
creating investment opportunities in sust@ble sectos. This has drivem shiftin portfolio reallocation and
sustainable investment anthe growingintegration. of norfinancial issues in investment decisiofis Some
investorsbegan to transition from considering these factors as philanthrgsiceégo seeing them as an integral

part of risk management, and, for a growing number of actors, also realizing their value creation and impact
potential.! RRAGAZ2YyFffexX FaasSid 26ySNBR KIFIZFS 06S5S02YS Y2NB O
increasingly seek engagement with investee companies on sustainability {8&lieslay,around 85 per cent of

Chief Investment Officers surveyed by McKinsey & Company consider ESG an important factor in their investment
decisions'®®

Theinterpretation of fiduciary duty evolved over timebut remains contestedFiduciary duties ensure that asset
owners (including institutional investors, insurers and banks), also known as fiduciaries, who exercise
discretionary power in managing the assetgheir beneficiaries and investors, act responsibly in the inteoést
their shareholdersOver time, interpretation of theseluties has widened tinclude the consideration of ESG
issues. Current practice mostly sees asset managers considering ES@thiskan overall process of commercial
risk managementas studies have shown that responsible investment allows them to maximizélongeturns

for their clients.A series of landmark reports, includitlte 2005 FreshfieldReport®and its sequel, Fiduciary
Duty in the 21st Centuf}*, indeed concludel that investment approaches which consider ESG factors are
permissible and arguably requirddr longterm investments The rationale is that sustainabiliponsiderations

will impact fnancial performancén the longterm, and neglecting ESG analysis may cause the mispricing of risks
(whether legal, reputational, operational or systemic) leading to poor asset allocation and strandecf%ssets
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Alternative, more ambitious, interpretationsf fiduciary dutyalsoemerged, encouraginfduciaries topursue
sustainability goalghat may reflectbeneficiary preferencesregardless of whether these preferences are
financially material While financial returnremainsthe primary goal of institutional investertoday, further
analysis shows thidn some jurisdictionsnvestorsare already facing legal obligation to consider setting and
pursuing realworld sustainability impact goals where doing so can be effectigehieving their financial goat®
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

Figurel4
Navigating a broad investment spectrum
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Arange of investentl LILINR F OKS& | NB 3INRAzZLISR dzy RS NJ i KconiriBubldis & & dza
to sustainable development (from left to right Fgure 14). Definitions and denominations for sustainable
investing strategies are not always used consistently; terms Ri&sponsible Investing, Socially Responsible
Investing (SRI), andi8ainable Investing are frequently employed interchangeably, leading to confusion in the
space. Moreover, despite being a subset of this space, the denominatiom#&38ng is also commonly used as

a proxy for sustainable investing as a whdle.a colaborative 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 2828wvhere applicablethese have been
reflected in Figure 14).
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Beyond allocating capité sustainablestrategies, sustainable investors can engagstéwardship,using their

rights and influenceo guide businesses towards more sustainable business models and praSteeardship
spansall asset classeslthough methods varyExamples ohow 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 precedensabséojuent),

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 widamge of environmental, governance and social issues.

4.2.2.Sustainable inveshg trends

Sustainable investing assets have grown significantly since 2016, albeit with some-oregear declines
following the COVIEL9 pandemicGlobal sustainable investing assetdefined here tanclude all strategies of
ESG integration, norrsased screeningbestin-class screening, and impact investingeached $30.3 trillion in
2022, representing aignificantincrease from 2016, but below record heights of 2020 and Z262The most
recent decline was fueled by high oil pricasd the turbulent economic rvironment during the COVIEL9
pandemic. Looking at the subset of sustainable produéssistainable funds, bonds, and voluntary carbon
markets), rather tharthe entire universe of strategpased approachesustainable products reached $5.8 trillion
in 2022.207

Figure 15
Global sustainable investing assets, 202622
(USD Billion)
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Sustainable investment funds experienced a surge in inflotisough 2021; and continued to outpace the
broader marketin 2022 and 2023Sustainable fund®® reached $56 trillion in assets under management (AuM)

at the end of 2023 representingroughly 10 per cent of all sustainable ass@&tseir inflows of net new deposits
peaked at $558 billion in 2021uring the pandemic periqdut subsequently experienced a decline to $158 billion

in 2022 and $72 billion in 20Z%though inflows remained psitive and outpaced flows into traditional funds,
which suffered net outflowsBut in absolute numbers, sustainable fund assets have remained a small share of
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total fund assets under managememepresentng less than 5 per cent of total global fund asséts., $2.56
trillion of $55.16 trillion at the end of November 20233,

Sustainable funds are mostly domiciled in developed countries, which also dominate capital allocdiampe

hosts the majority of sustainable funds, capturing 81 per cent ofntilaeket, the United States is the second
largest contributor at 13 per cenandall other countries combined account fonly 6 per cent oftotal market
share?2In 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 centy.

ESdntegration and negative screening strategies dominate the field, with impact investing representing only

a modest fraction of total sustainable assetdcross a wide sustainable investing spectrum @&eelll.B.J), the
majority of sustainable asset managdaoday prioritize "ESG integratiorThis consists imtegrating ESG factors

into investment decisions to better managisks and possibly.enhance financial returii$ie surging interest in

ESG strategies is evident in the quadrupling of the number of asset managk@sset owners signing the
Principles for Responsible Investment (PRI) from 2015to 2023, although their minimum requirements do not allow
to reflect the actuallevel of ESG integration from signatoridéegative screening is the second most popular
approach, while impact investing or thematic investing remain much.smaller in scal&i¢gee 16). This may in

LI NI NBFf SO0 ( ktbran SffecisiioNIfinacBIApSrioance Kithpakit or thematic investing,
characterized by more structural biases diodus on single industries (e.g., funds concentrated on the clean
energy value chain), generally underperform other. more flexible traditional or ESG strategies in thieshort

For instanceArticle 9 productsn the EU(i.e., where sustainable investmerit the primary objective as per the

EU Sustainable Finance Disclosure Regulation) have come. under pressure in the current inflationary landscape,
underperforming by1.7 per centin Q1 of 20234

Figurel6
Sustainable Investing Assets by strategy, 2A@22

Impact/community imnesting
Positive/best-in-class screening
Sustainability themed imvesting
Morms-hased screening
Negative/exclusionary screening

ESG integration

Corporate engagerment and
shareholder action

3

=

35,000 30,000 315000 520,000 325,000 $30,000

Total asset values (5Billions USD)

2016 20ma 2020 ® 2022

Source Global Sustainable Investment Alliance (GSIA)

Impact investing, although not yet dominant, holds growth potential and is gaining significant momentum.
Impactassets under managemestirpassed $1.164 trillion in 2022,and continued to grow acresnearly every
region in 2023 Impactinvesting strategies are also evolving in both depth and sophistication. This is exemplified
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for example in the rise of impact lenses, which can complement impact strategies focused on sectors (e.g.,
renewable energinvestments), by applying crossitting social themes (e.qg., applying a social lens to a renewable
SYSNHe& TdzyRuod ¢KSasS fSyasSa Kimg&sbyirke§ratihgPoleBopked ihjusticas2 Sy
that indirectly affect the outcome of all\iestments. Impact lenses includgender lend'’, aracial equity len&?,
andarecently developed child lert$®

CKS AYLI OO Ay@Saidiay3a YIENJISGQa INRgGK ASomefotiteiabeRd A Y
bonds that meetthdd L L b Q& RS T Ay A (i A2 (¢.g.,2artaidktypesloiieen bohds Sudd inthey-ase

proceed bonds) have been integrated to total impact market figures for 2022 $i1el64 trillion). Taken
separately, total labeled bond issuance reached $94®ibiln 2023, showing a small rebound (of 2.2 per cent)

after a decline in 2022As a whole, sustainable bond issuance grewie over the past five years¢eFgure

17). Labelled bonds span usd-proceeds (UoP) bonds (e.g., green, social, sustdityabonds) which finance
earmarked green or sustainable activities, and sustainafiifiked 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 unsuitedus®-of-proceedsbonds,questionsremain regarding

GKS GFNBSGaAaQ NAREKSBWINI ORLIVaX@AAPY AYWRAZASY OS A aadzSNAEQ
some structural weaknesses (e.g., greenwashing concerns; lack of standardization and verification), the green
bond model has given rise to a rangaieéof-proceedsonds (e.g.blue bonds, resilience bonds, transition bonds,
orange bonds)As of today green bondsrethe favored instrument (60 per cent of total issuance) with a primary
focus on climate mitigation. Sustainable Fitch predicts a continued rise of biodiversitp@atlise-of-proceeds
instruments going forward?! Guidance is gradually emerging to incentivize market uptakéhese newer
instruments such as for example the Guidance on Sovereign SDG Bonds for Countries and Investors developed by
the Global Investorior Sustainable Development (GISD) Alliance under the leadership of UN DESA and UNDP, as
well asthe recent Climate Bonds Initiative's Climate Resilience Classification Framework for resilience bonds.

Despite their potential, the global GSSS bond markemmains largely concentrated in high income countrjes

much like other sustainable assettooking at the usef-proceeds green, social and sustainability bonds (GSS)
bonds subset, for examplén 2022, only 13er centof the overall GSS bond market wasued by entities in
developing countries.(further reducing to aroungér centwhen not including China). Bottlenecks to increasing

GSS and SLB bond issuances in developing countries include illiquid domestic capital markets, lack of bankable
and relevanm projects, limited familiarity with international investors, complex public budgeting processes, and

the high level and often voluntary nature of applicable global stand&fds

Figurel7
Annual global sustainable bond issuan@S$by label
(USDsBillion)

mmmmm Green bonds s Social bonds = Sustainability bonds s Sustainability-Linked bonds GSSS as % of global issuance (rhs)
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4.2.3.Persisting Challenges

The sustainable finance field still grapples witlhallenges that limit both scale and impacthese include:

A A weak information infrastructure leading to data gaps and greenwashing risk$dighquality,
exhaustive, and comparable data are prerequisites for informed investment deciglespite recent
progress, aweak information infrastructure reduces market transparency and increases risks of
GANBSY Sl aKAYIET

A A lack of global standardization in terminology, standards, and frameworkslack of consensus on
terminology as well as the coexistence of various standards ianestment approaches, lead to
complexity and confusion in the figldlthough harmonization efforts are ongoing

A Flawed ESG Rating€SG ratings are failing to restore investor confidence, compounding existing
challenges;

A Political polarization.! y a9{ D ol Ol fFaKé¢ KI a &g iediRtBryzisksRor y S ¢
investors;

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

Weak information architecture

Datagaps and inconsistencies limit investor ability to make informed decisioData is a prerequisite to assess

and price risks and opportunitieshe number of companies and General Partners (GPs) reporting on sustainability
data has increased overtile y I YSt & RdzS G2 [AYAGSR tIF NIySNBSper6[t a0
cent of S&P 80 companies engaged in sustainability disclosure in 282&ailable data is still inconsistent and

difficult to compare, pointing to remaining quality and relevance issues.-listad entitiesand entities in
developing marketspresent even greater datavailability and quality challenges, due to fewer reporting
requirements from investors and regulatorStandardsetters, international organizations and industry players

have started working to improve the data landscapeg( sectior#.2.4).

A fragmentel data landscape increases greenwashing risks, further jeopardizing the accurate identification of
sustainable investmentsGreenwashing refers to misrepresenting the sustainability profile of an entity or product
through omissions, unsubstantiated clainisgonsistency, or exaggeratiéff,>?°It can be carried out by both
investors and investee companjesidhas become an important concern falf market participants, undermining
their confidence in the sustainable investment industfyAuthorities are starting to adjust regulatory and
supervisory mandates in response tatd and greenwashing challenges (see secti@).

Lack of standardization

The rapid evolution of sustainable finance has given rise tmaltifaceted system of norms and standard3he

field predominantly evolved from the bottomap, with market practitioners shaping industry rules based on
international organizations' foundational principles. A diverse array of principles, standards, frameworks, and
ratings emerged (seBgure 18). This in turn led to some confusion in the fiekbr example, the proliferation of
reporting frameworks contributed tdhe information infrastructue fragmentation, although harmonization
efforts are ongoing (see sectid2.4).

A wider challenge lies in the lack of clearly defined terminologies, including with the debatddPE¢ 02 y O S LJi
Various investing approaches fall under the umbrella term of "sustainable investing," leading to the use, and often
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misuse, of different termdvioreover, confusion arisasithin the subset of ESG investinitgelf. First, ESG is often
equatedwith environmental topics only. Moreovertitics argue that the scope of ESG issues remains too broad,
with a high and varying number mfsuesunder eactpillar (i.e.,the environmental social and governance pillars),
resulting in a loss of clarity and strategic focus. The process of consolidatingfining definitiondasstarted,
includingthrough the adoptiorof taxonomieqsee sectio.2.4).

Figure 18.
A multifaceted system of sustainable finance norms
I Voluntary norms ]

Intl. Organizations/ Standard- setters Standard- setters/ Industry-led

High-level Principles and criteria for
sustainable business and investment
practices

Global Goals & Fundamental
Principles: SDGs, International Bill
of Human Rights, ILO

Impact Investing Principles: IFC
Operating Principles for Impact
Management

Guidance for designing and

implementing sustainability systems;

from strategy-setting and
governance to operationalization
throughout the investment process

Governing specific rules for
sustainability reporting and disclosure
processes and metrics.
Reporting standards encompass two
categories of corporate and investor
standards.

Pr 1t P

Impact Investing: UNDP SDG
Impact Standards, Impact
Management Project

(non-exhaustive list)

Sustainability reporting with
financial materiality: ISSB

Sustainability reporting with
impact materiality: GRI

Impact sector: IRIS+

Allowing investors to screen the
investable universe and benchmark
performance against peers.

As of today, many investors use raw data
to consider investment opportunities.
Moreover, indices are mainly relevant to
passive investors.

SDG Indices: MSC! / S&P SDG
Indices

SDG ratings: World
Benchmarking Alliance,
Transition Pathway Initiative

ESG Principles for Business: UN

Global Principles, OECD Guidelines

for enterprises

ESG Principles/Frameworks for investors: UNPRI, UNEP FI Principles for
Responsible Banking (PRB) & Principles for Responsible Insurance (PSl), Sustainable
Stock Exchanges (SSE) model guidances and training tools

Asset-class specific Principles:

e.g., ICMA Green bond standards

n/Adaptatior

I Legislation

Source UNDESA

Flawed ESG Ratings

ESG ratings have so far not been ablectntribute to better quality androbust information on sustainability
issuesnor deliver on their promise to lengtherthe time horizonsof investment benchmarkseSG and SDG
indices, along with sustainabiliyclusive credit ratings, have a role to play in to strengthening and suppgortin
acaess to reliable sustainability information, which is key to investors, particularly in the absence of audited
sustainability reportsAdditionally, sustainabilitaligned benchmarks, as a subset of ratings, can contribute to

f Sy 3idKSy Ay Jehdigoasuadipafolmance indeMives. 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 ratingg?® Moreover, there are methodologicalhallenges and transparency gaps in aggregation
criteria and the underlying information (e.g., relating to estimates). These are particularly evident in SDG ratings,
which may overisnplify companies' positive contributions by linking sector categorizationertain 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 fewjargplayers dominate both the credit rating and sustainability ratings
markets ??° There have been recent voluntary and regulatory efforts to tackle these outstanding issues, including

a Code of Conduct launched in December 2823y R NB 3 dzf | G2NE F OQGA2y Ay &aSg@SN
recommendations (see Table 2 in sentb2.4).
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Political Pdarization

¢tKS FASETR KIFIa 0S02YS Ay ONEBI aAiywis s mdnestinginisdrie Juisdctidnsy A R a
in scepticismregardingESGntegration, objections to evolving perceptions of fiduciary duty, andesthmore
opportunistic factors and ideologié&' According to a recent survgy? financial services and insurance industries

have been most targeted by the backlash, with some financial institutions facing legal action for upholding ESG
criteria. This hasaused a visible shift idiscourse although it is stiltoo early to assess long lasting effects on
adzadFAYylFroAfAGE LINPINFYAD LY HAHOX on LISNI OSyd 27F |3
their marketing materials and websites in the United Staf8©nly 61 S&P.500 companies mentioned ESG in
earning calls, a 60 per cent decline from 2621.

Systemic barriers

Systemic factors continue to favor traditional investment strategies and limit the sazleustainable investing.

Costs of capital continue to favor traditional investments, as they do nosystematicallyreflect longterm
sustainability risksThis is especially the case for investments with shorter holding. periaderding to an

analyss 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 comfyagiesversely,

an analysis oduro-area credit egisterindicates that banks have applied higher interest rates to firms with higher
carbon emissions during the period of 2028222% This could be attributed at least in part to tthengerloan

terms for bank creditdndeed, an analysisof tie2 NX RQ& f I NHSald Lzt AO AyaidAailddz
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 selectdiExendingA y @S & G 2 NAR QisGi A YS
thusimperative to align their objectives wilbng-term sustainable developmertends.

4.2.4 Maturation

Sustainable finance is showing signs of maturationespite the varying pace of change across regions and
industries, several consistent trends are emerging:
1. The streamlining and refinement of voluntary standardStandaresetters have started the consolidation
and sophistication of voluntary disclosure standards and management frameworks;
2. The adoption ofnational and regional legislationA 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 fircen with global sustainability goals, requiring
collaborative efforts among countriesand continued publieprivate cooperation. The upcoming fourth
international conference. orFinancing for Development (FfD) offers a timely platform for Member States to
continue collaborating towardsi) widespread adoption andoordinationof sustainable finance legislation to
allow for interoperability angbrevent fragmentation, whiléaking into accountor regional and local specificities;

(i) mandatory disclosure standards with a double materiality vision at national level; (iii) facilitation of impact
investing at scale; and (iv) adoption of a more systeatiole-of-governmentapproach that makes sustainable
finance polky 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 arouhd consolidation of disclosure standards for
stronger ESG data infrastructurd.eading this effort are two primary standaseétters: the Global Reporting
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Initiative (GRI), established in 1997 p&stxon Valdez for corporate accountability, and the Irdtional
Sustainability Standards Board (ISSB), founded in 2021 in response to iiwest®d reporting demands #te
UNFCCCOP26. The ISSB consolidated five major reporting standards, including: the Task Force on Climate
Related Financial Disclosurd$CFD), 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 IntegrapeatiRg Framework (IIRC). The ISSB's inaugural
standards on sustainabilielated financial disclosures (S1) and climamated financial disclosures (S2) were
published in June 2023 and endorsed by IOSCO thereatfter.

Differing materiality visions shouldeventually 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 Bloal®SB supports financial (or single)
materiality for investordecisionY I { Ay 3® ¢KAa | LIINRI OK | R2LJGa& Iy daAygl N
FFFSOGAY3I SyiAridAasSaQ OFrakK Ff2¢ | yR @I f dz2adr hyy (ak2Sdz{(240 k
perspective, prioritizing matters that have an impact on‘the economy, society, and the environment, thereby
catering to a wider range of stakeholders ($egure 19). A third perspective, double materiality, integrates both
perspectives, ia two-pillar structure with equal footing. This perspective was endorsed by EFRAG for its European
Sustainability Reporting Standards (ESRS) in,2828ellashy KA yI-Qa (G KNBS IkaBy204% (2 0]
Given the coexistence of single, impad 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, an
developing targeted interoperability guidance, including for GHG emissipasting 23°

Figurel9.
Materiality visions

People, Planet & Economy

Material sustainability matters i.e. with the potential to be
affected by or affecting the company

Financial Double A Impact
Materiality Materiality Materiality

Outside-in - Considering both how business
—l g?fr;ltdce;:i;:tft;rj: Chi:lt impacts the economy, society Ctl)]nsidefrling n'n‘att_ers th,at
performance, eroding (risks) and the enyironm?nt, as well as _t at reflect the issuer’s Inside- out
or creating (opportunities) the reciprocal impact on |m(:!act on the economy,
business performance. environment and people

company value.

© & ¢

Voluntary Legislation Voluntary

Source: UNDESA

Assurance standards are a key component to reporting standards, astranisms for auditing disclosures are
essential to ensure data reliability and comparabilifOSC®as begun to work teoordinateandpromoteglobal
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 ecosystemuipdiséor p

or whether further enhancements, including through standard setting, will be requi@8CO has engaged key
stakeholder groups, including the International Auditing and Assurance Standards Board and the International
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Ethics Standards Board for Aoctants. The International Auditing and Assurance Standards Board (IAASB) is
currentlydeveloping a standard for assurance on sustainability reporting, with plans to publish it before the end
of 20242 The assurance standard will apply to sustainability information prepared under different reporting
a0l yRINR&aE AyOfdzZRAY3I GKS L{{.Qad !a 2dNRARAOGAZ2Yy & I
they can also opt to tailor assurance teggments to their specific legislative provisions, such as the EU with CSRD.

Moreover, a wide range ofinitiatives have emergedo strengthen and deepenkK S FTA St RQa RI Gt
architecture Guidanceby international organizationsas emerged tdelp investors navigatéhe landscape of
voluntary standardsincluding studie$** and a wide range of databases (see for example UN Global Sustainable
Finance Observatof§? and the Global Economic Monifé?).

Beyond data, clarification is also underway for management frameworks, but persistent fragmentation
highlights the need for consolidatiorWhile reporting standards have been a focal point in sustainable finance
discussions, they constitute just one element in ineest sustainability management toolkiManagement
frameworks provide comprehensive guidance for designing and implementing sustainability systems,
encompassing aspects from strateggtting and governance to operationalization throughout the investment
processThey 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 leffdilg.the impact space,
translating the SDGsused by 75 perag of impact investors as a baseline framewtffk 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 Saiskaimvestment (GISD) Alliance

have worked to enhance clarity with a System K&and.an SDG Navigatti’,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 stand&atdy indications of consolitan

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 from2922.

Accelerating the adoption and harmonization of sustainable finanlegislation

Sustainable finance is increasingly embedded in regulatory and legislative framewogksintries are
AUNBY3IUKSYAy3d GKS FAYLFYyOAl f aSs 00 2SaeradaabRsedSavereyierged @1 y C
to record progress madé&?®,?*° As of July 2023, the Green Finance Measures Database redisiger 780
sustainable finance policy measures in 109 countries, a 70 per cent increase sinc&!J@konomiesand
disclosure legislation have been at the heart of legislative effaith a least 30 taxonomies and 200 frameworks,
standards and guidimes on sustainability and climate disclosures in place across 40 couBirisstting out clear

and transparent criteria for sustainable economic activities, such regulatory frameworks can enable the
development of a reliable and credible market fooalting capital to the sustainability transitiohable2 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., disclogyistaion, investment product labels,
greenwashing) and data comparability (e.g., regulating ESG ratings), as well as investor duties (e.g., stewardship
related legslaton). Suchsustainable financ@olicytools are be complemented by wider national strategies or
frameworks mainstreaming stainability comsiderations, as well asther sectorspecific and produespecific
measures.

Table 2
Sustainable finance legislatiog Key Policy Categories & Prominent Examples
Legislation Description Prominent examples
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Category 1: Alignment

Taxonomies  Classification systems Green taxonomies

for sustainable 1 EU Green Taxonomy

economic activities, 1 Colombia Green Taxonomy

defining alignment Social Taxonomies

criteria based on sharec § Georgia Sustainable Finance Taxonomy
sustainability goals. Transition taxonomies (with traffic light system)

1 Singapore Green & Transition Taxonomy
SDG Taxonomies
1 China Technical Report on SDG Finance Taxonorr

Category 2: Data Availability
Disclosure Corporate and investor 1 / 2dzy i NASa | OO02dzyGAy3a T2

legislation sustainability disclosure have eitherpassed or proposedustainabilityrelated
requirements, including disclosure legislatign with many jurisdictions
mandatory assurance contemplating ISSB adoption
provisions. T A prominent example is theEU Corporate

Sustainability Reporting Directive (CSRBh its
European Sustainability Reporting Standards
Category 3: Data & Product Reliability and Comparability

Greenwashing Financial and consumer § UK FCA Financial Conduct Authority (F

& Conduct product classifications Sustainability Disclosure Requirements (SDR)
related (e.g.,regulatingfund ¢ { 6AGT SNI I YRQA CSRSNI €
legislaton classification systems, sustainable investment labelling rules

regulating ecdabels) 1 EU Sustainable Finance Disclosure Regulation (£
andEU Proposed Directive @reen claims (consume
products)

ESG rating Regulating ESG service 1 Regulatory action emerging in different countries
legislation LIN2 @A RS NA Q including Japan, Hong Kong adhas the EU
transparency

Category 4: Investor duties

Stewardship  Outlining good practice § UK Stewardship Code
related for investorengagement § European Union Shareholder Rights Directive
legislation with companies and (2017/828/EUV)

related issues, such as

proxy voting

Source:UNDESA

The growing regionalization of sustainable finance legislation already unveils disparities and fragmentation
among jurisdictions, highlighting the need for global interoperabilitffustainable finance legislation is being
tailored to regional priorities, @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 odioation it risks causing fragmentation and high

97



ADVANCE UNEDITED VERSIOMARCH022 Not for citation or distribution
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the risk of investors underestimating the sustainability credentials of funds (IOSCO alreadyofvemmsrging

"green muting" and "green bleaching" practicé8) This emphasizes the necessity for, at minimum, global
collaboration on interoperability, while simultaneously exploring a global foundational framework which would
also leave room for regionatlaptation. 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 taxdhenses.

already agrowing focus on harmonization and interapéility of policies and regulations across jurisdictions to
accelerate flows of sustainable finance.

With uneven progress across regions, promoting universal coverage requires addressing several chalksnges.

of today, the majority of sustainable finamdegislation is being adopted in developed economies (62 per cent of
109 countriesf>® Successful implementation of sustainable finance legislation requires bolstering institutional
means, legal frameworks, and capital markets, through enhanced capagityinly support and technical
guidance.The UN Global Sustainable Finance Observai@#SOjnforms UN capacity building efforts on
sustainability disclosure, taxonomies, carbon pricing and sector and product specific me&socksexchanges

can also @yan important role in helping markets navigate new ESG requirem&hsiumber of exchanges that

have written ESG disclosure guidance, mandatory ESG. reporting, ESG training, and. related bond and equity
offeringshas increased in thpast few yearsMoreover, 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 aaxt aitternal 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 financefor 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 Developingn&odes).

Legislative efforts should incentivize impaecross asset classem line with Agenda 2030 and global climate
goals while being carefully crafted to avoid distortion®©nly 14 percent of impact investors perceived progress
in government support over the last decaé@A global taxonomy linking global industry activities to the SDGs
could be the first.step towards improving the identification of Signed investments, supported by policies
financially incentivizing them. Thegeclude (i) developing the supply of capital, such as through-stskring
mechanisms, adjusted market costs and improved transaction efficiency or guaraitedsveloping related
pipelines and capacity of capital recipients. To address currentrigrghps, 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 activhiesgrtheless, wch
incentives should be carefully crafted to avdidtortionsand stablity risksfor 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 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 standardstrisdictions already contemplating ISSB adoption can leveragent 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 mvestor 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 jurigdions). Additionally, the double materiality approach mitigates medium to
longterm transition risks for policymakers and investors. It sides with transélmmed legislation, which will
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progressively demand increased accountability from companiesrdatg 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 transformationRegulatory frameworkaeed to consider the roles of
actors across the financial system including banks, insurers and haokalign financial flows with national,
regional or global sustainability objectiveSustainable finance policy must be seen as part efhale-of-
govenment approach and 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 keynsideration for financial policy makers. This includes the consideration of
the interplay between sustainability and financial stability (sdso chapter IIlF), such as through climate
transition plans (see for example the recommendations of the Networ Greening the Financial System on
transition plans for bank&® or Glasgow Financial Alliance for Net ZBet-zero Transition Plans repét). It also
AyOf dzZRSa oONRIFRSNJ FAAO!I f I YR NI 3 dzf |-dlighet} incatiges foilCraab & (i 2
economy actors, and financial sector and maeconomic policies supportive of sustainable transformations that
create investment opportunities for sustainable finance at scale.
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[1I.C. International development cooperation

1. Key messages and recommendations

International development cooperation has grown since the adoption of the Monterrey Consensus in 2802.
the same time, the demands on development cooperation have also increased substantially, includingwdire to
growing impacts of the climate crisis an expanding and more ambitious global development agenda. Most
recently, the COVHR9 pandemic, the war in Ukraine, and the co$living crises have placed unprecedented
demands on international development cooperation. Urgent action is nheeded tstlabtypes of international
development cooperation and to use them as effectively as possible, not least by fulfillingtémming
commitments on official development assistance (ODA) and climate finance.

Official development assistance (ODAjgs reached newheights, but still falls. short of both needs and
commitments and is under pressure to respond to growing neebts2022, ODA provided by members of the
Organization for Economic Cooperation and DevelepiMfOECD) 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 crisigorone world, there are concerns that growing expenditureon refugees and hitemian aid, as well

as climate mitigation, will come at the expense of support for iterg investments and support for other
development priorities. This highlights the urgent need to increase the total ODA envelope to ensure additional
resources are ailable 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 countriesfour in 2022¢ meetingthe 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 $&ES) need more
concessional resources and grani® 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 timejnnovative 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 innovaiVinancing 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 kbhagn finance for developing countries, a®ll as
countercyclical support in times of crisis. At the same time, {paichpital 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 aitheir 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 enharregrtdevelopment 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®2MB L) SYAAKYSy G 2F (GKS 2 2NIF
Devdopment 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 developmentahd galvanize progress on these efforts to achieve ambitious
outcomes.

Development ceoperation needs to step up its political and financial engagement in mobilising other (public
and private) financial resources for sustainable developmemhe AddisAgenda 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 sc®gditical 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 privatenvestment 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 financeg and the alignment of international development coperation with climate and biodiversity
goals¢ are not keeping pace with the escalating impacts of climate changile climate finance has grown

over time and an increasing share of climatéated dewelopment 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 fingjapngVhile

the creation of the Loss and Damage Fumatks a historic milestoneore financial commitments will be crucial.

At the same time, the increasingly complex and fragmented global climate finance architecture has not only
created monitoring andeporting challenges, but has also made coordination and access to finance more difficult
for developing countries, especially LDCs and BI38veral proposals have been made to improve the climate
finance governance structur@ Concerns also remain ewhow 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, inchdiiitionality, 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 landscap#ernational 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 chatigesndesupport
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 oveew of ODA trends over the past two decades within the context of a more-crisis
prone world«It then elaborates on the role of MDBSs, including as critical source of affordablefon{inance

to developing countries. It also discusses developments iratba of blended finance and mobilized private
finance. The chapter concludes with a discussion of S8otith cooperation and, lastly, of finance for climate
change and biodiversity.

2. Official development assistance

ODA trends in a more crisgone 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 commitmentsODA levels have risen significantly over the past three years, driven by
responses to multiple crises, including the COpandemic and the war in Ukraine. In 2022, ODA provided by
members of the Organisation for Economic-@eration and DevelopmentQECD) Development Assistance
Committee (DAC) rose by 17 per cent in real terms to reach d@imallhigh of $211 billion, as calculated by the

new grantequivalent measure (figure Il1.C.1). However, this sharp increase was largely attributed to a surge in
R2Y2NJ O2dzy iNAS&aQ aLISYRAYy3I 2y LINRPOSadaaAy3a YR K2aldAy:
DAC countries surged from less than $1 billion in 2021 to $17.8 billion in 2022. Exclwdtingrimefugee costs,
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ODA in 2022 increased by 7.3rpnt 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 previodl®waash
methodology, total net ODA to developing countries has more than douiviereal terms compared to two
decades ago (figure I11.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).15¢0.20 per cent of GNI to the LDCs (table 111.C.1). In 2022, four countries met or exceeded the 0.7
per cent target ananly two donor countriesl.uxembourg, and Swedemet or exceeded both targets.

Figure Ill.C.1
Official development assistace on grant equivalent terms, 20182022
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Source: OECD Creditor Reporting System database.

Figure 111.C.2
Official development assistance on a cash basis by component, 200022
(Billions of United States dollars, 2021 constant prices)
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Figure 111.C.3
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CPA, humanitarian ODA and-donor refugee costs, as shares of official development assistance , 2022
(Billions of United States dollars, 2021 constant prices, and per cent)
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Table I1I.C.1: OECD DAC performance against international commitments

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 me 4 5 5 5 6 5 4
target

ODA toLDCs as a share of G| 0.15-0.20| 005 |0.08 |0.09 (009 |009 |0.09 |0.08
No. of countries that me 7 9 8 6 6 5 3
target

Source: OECD Creditor Reporting System database.

There are growing concerns that in a more cripione world, persistently higher spending on refugees and
humanitarian aid will come at the expense of support for lotgrm SDG investmentsAmid a series of
humanitarian crises and more prolonged confliétsdonor 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 111.C.2 and 11I.C.3). This
trajectory poses a risk of diverting ODA support away from the pooresb#ret vulnerable countries, and for
Ay@SaiaySyid Ay GKS {5Da FyR OfAYIFGS | OGA 2 BanaranyAfrican H H X
fell by 5.2 per cent and 8.6 per cent, respectively. This highlights the urgent need to increaseath®ét
envelope to ensure additional resources are available to address the mounting challenges to sustainable
development. Given the difficulty to budget for volatile humanitarian funding ardbimor costs, setting targets

103



ADVANCE UNEDITED VERS&SIOMARCH 2022 Not for citation or distribution

on countryprogrammable aid (GB in addition to total ODA could reduce the risk of diversion of resources from
important multiyear projects for sustainable developmett.

4 Y2NB O2dzy iNASa LI aa LISNI OFLAGE AyO2YS &G3INI Rdzh GA2
to ensure a smooth and sustainable transition from requiring international suppoh the context of
AYGSNYFGA2yFE RSGOSt2LIVSyid O22LISNI A2y I G3INI Rdz GA2y¢
from: i) ODA eligibility; ii) multilateral concess#a assistance, including concessional windows at MEdsNIDB

section; and (i) LDC statd®! 02 dzy i NEQa 3INR A& Yyl GA2ylf AyO02YS o6DblL
graduation in the former 2, and also plays a role in LDC graduation (wischingludes measurement of a
O2dzy t NBE Q& KdzYl y NI 3¢ thediSainedd 16 Rirergiiein yhé& sujpportipfovidédta chuntries

as they undergo graduation all contexts, including by enhancing emphasis ongpegluation planning, capacity
development, and extending exceptional and temporary support measttés. 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 tthadnd education. Graduates that are highly. vulnerable to climmalated

disasters and shocks and other natural disasters face additional challéngesponse, in the 2020 and 2023

OECD triennial reviews of the DAC list of e@ldgible countries, a fe®IDS 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 agreextbofaules 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. shdak.discussed below, there are exceptions for multilateral
concessinal 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 graduatiormn all contexts® Thiscould include enhancing emphasis on mobilisation of broader public

and private resources, prgraduation planning, capacity development in areas where financing constraints may

be greatest, and extending exceptional and temporary support measures forra@suirt transition.

Vulnerability criteria could be used to complement income measuiasallocation decisions for concessional
financing. Growing systemic risks and more frequent and severe natural hazards have increased the urgency of
incorporating vuherabilities into. access to concessional finance. For SIDS, in particular, their small size,
remoteness, and-high vulnerability to climatelated shocks have constrained their capacity to mobilize public
resources domestically. Hence, many4and middieincome SIDS rely on ODA to a significant extent, while other
highincome SIDS saw significant accumulation of external debt. The new Multidimensional Vulnerability Index
(MVI), which offers a comprehensive approach to characterize and measure vulniesbdtuld complement
incomebased 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 203, the HigHevel 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 dimensioft¥$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 allocati 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 havegaeater 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 yaarsring the overall increase in ODA,

and reaching a total of $97 billion in 2022 (figure 111.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 thglizd financial

crisis period: between 2011 and 2019 total CPA to the LLDCs and the SIDS contracted at an annual average rate o
1.2 per cent and 3.0 per cent, respectively. Amid the impact of recent crises and competing demands, a more
constrained ODAudget environment could further decrease CPA to vulnerable countries.

On a sectoral basis, aid to social sectors remains the largest category of ODA to developing couBtnxsrt

to social sectors is crucial to help vulnerable countries strengtheir 8ystems 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 reveteedastehree

years driven by responses to COXHED Overall, aid flows do not, at the aggregate level, seem to bemattthed

with recipient country priorities, even though alignment with country priorities is acknowledged to be a key factor

in the gquality 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 otnies. 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 nationstiesnable development
strategies.

Figure lll.C.4
ODA by sector, on a cash basis, 26022
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The share of ODA commitments with gender equality objectives has declined following the GO¥Ifisis
{AYyOS Hammx GKS @2fdz¥YS LyR aKINB 2F 5!/ O2dzy iNASaQ
had steadily increased, reaching $60 billion on average per year or 45 per cent of total bilateral allocable aid in
2019¢ 2020 (figure 111.C.6However, while volumes have continued to increase, the share fell to 43 per cent 2021

¢ 2022, down from 45 per cent in 202%9. By sector, the integration of gender equality is particularly weak in the
humanitarian and energy sectors, despite evidencat ihtegrating gender equality objectives in programming
across every sector can strengthen the effectiveness and sustainability of intervefitigfigsmid an increase in
competing needs, there are also growing risks of distortion, dilution and diversion of finance, which would affect
both the quality and guantity of financing for gender equatftyTo address this, donor countries should intensify
efforts to prioritize gendefocused ODA commitments and enhance gender policy safeguards. Leadership
commitment by donors and wetlesigned adaptive programming are crucial in helping to advance ODA for gender
equality2®®
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Figure 111.C.6

Volume and share bODA commitments with gender equality and women's empowerment as principal and
significant policy objective, 2012022

(Billions of United States dollars, 2021 constant prices)
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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 supportn 2012, the OECD DAC began a process to modernize the way ODA
is measured and reportet’ The main objectivesf this process are to ensure the integrity and comparability of
5!/ YSYOSNBRQ REGFE 2y RSOStf2LIYSyld TFAYIFIYyOS>S ONBFGS i
mobilisation and better reflect the changing development cooperation landscape. Thislés the increasing
significance of noiDAC providers, more diversified financial instrumetitg, importance of debt sustainability

and the growing overlap between development policy objectives and other policy #Pddwe DAC clarified the
eligibility rules for peace and security (2016) as well addnor refugee costs (2017) and migraticelated
activities (2022), introduced the grant equivalent system for measuring ODA for a fairer reflection of actual efforts
by donor countries and a more realistcomparison of grants and loans (214kached 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 treRf8hgn ODA, which will become effective

in 2024. In parallel, there have also been efforts to develop a broader measure oftooodsr resource flows
beyond ODA, and support to the provision of global public goods, in total official support for abain
development (TOSSD) (see Box IlI.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 souragkich includes

clear set of cascading sustainable development criteria to only count flows aligned with the SDGs. It contains 6
separate subndicators for data on a. Official sustainable development grants, b. Official concessional sustainable

2 The introduction of the grant edqualent system and of a quantitative definition of concessionality aimed at
O2NNBOUGAY3I YI22NI AyO2yaraidSyoOasSa Ay 5!/ YSYOSNBQ Ay
the ODA rules.
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development loans, c. @€ial norrconcessional 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 overlaggdbal reporting for this indicator in cases

where countries or multilaterals provide their information to both organizations.

Box I1l.C.1. Broader measures of development support
Total official support for sustainable development

Initiated by theOECD and developed by an international task force of experts created in July 2017, total official
support for sustainable development (TOSSD) aims to capture bothlwoodsr resource flows to developing
countries and support to international public gooded 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 mokyzefficial 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 countri@@SSD 2022 data includes actiétyel information

for $438 billion of official support and an additional $62 billion of private finance mobilized by official
interventions® TOSSD is one of the dataurces 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.

a See the TOSSD websiténtips://tossd.org/pilot-studiesdata-stories/

b TOSSD data availablehéips://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

Largescale 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 Nationsdinated
humanitarian response plans have risen about thidid, from $2 billion in 2000 to a reco#tgh of $57 billion in
202321 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 isioglg frequent disasters, as well as
health epidemics (including COVIB, 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 iA"2d/ith the

rise in humanitarian needs far outpacing funding, the humanitarian financing gap has widened to its highest ever
(figure 111.C.7). In 2023, only one third of requested funding was received, with the first decline in funding in
thirteen years.With competingpressures on aid budgets, there ihigh risk that new emergencies will both
remain underfunded and further divert resources away from lorigem development funding and support for
existing crises, including in the African continéifThis requires coprehensive action to reduce risk, address
root causes and build resilience in humanitarian contexts.
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Figure 1l.C.7
Humanitarian response plans: funding gap, 2002023
Billions of United States dollars
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Progress in strengthening the humanitarian financing model has been mixgigden 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 Fuh(CERF) remains a key instrument in funding very early responses to humanitarian emergencies. In
HaMcX aSYOSNI {GFrdGSa O2YYAUGSR (2 R2dzofAy3 /9wCQa I
contributions fall far short of the target, totatlg $612 million in 2022. CERF funds now account for just over 1 per
cent of global requirements, down from 9 per cent in 2607the Contingency Fund for Emergencies (CFE) of the
World Health Organization (WHO), which was set upin 2015, has providedesponses to disease outbreaks

and health emergencies, including the COVY®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 adstancecoordination, more_flexible and muljiear 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 direftinding to local and national actof&. Another key issue is the
phenomenon of débanking, sometimes as a result of unintended consequences oframtey laundering or
countering the financing of terrorism standards, or international sanctions, whichyhighhplicates the delivery

of humanitarian services. Political will and collective action over the next phase of the Grand Barga2028)23

are needed to accelerate improvements to the humanitarian finance landstapevative 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 scalimg investments in pooleflinding mechanisms, like CERF, which can help
simplify and expedite emergency responsés.

The most costffective actions to tackle growing humanitarian needs are preventative, such as investments in
disaster risk reduction, peace, and securityet, insufficientattention is being paid towards prioritizing such
investments.Despite the worldexperiencing the highest number of violent conflicts since 1845,/ Y SY 0 S N&
spending on peacebuilding and conflict prevention in fragile contexts has declined to a -figaeriow,
accounting for 10.8 per cent ($5.27 billion) of its total ODA in Z0&ountries are recognizing the urgent need

to shift away from reactive responses to crises towards scalngrearranged funding, such as through
improved joint planning and systematically mainstreaming disaster risk reduction into the humanitarian.${ste

At the same time, anticipatory financing remains limited, even wéteidies have shown that a large number of
humanitarian crises are foreseeal3lé.
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Enhancing the coherence and complementarity between humanitarian assistadeeelopmentco-operation,

and peace efforts in contexts affected by criseemains critical. The growing prevalence of protracted crises
threatens to reverse gains in sustainable development, while blurring the line between humanitarian and
development neds. In 2022,four out of five people in need of humanitarian assistance lived in countries
experiencing protracted crist&’ 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 pitesto guide development interventions in fragile or conflict
affected situations. In 2017,hé United Nations Joint Steering Committee to Advance Humanitarian and
Development Collaboration was established to ensure that humanitarian assistance effiortlongerterm
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 sustainablelevelopment recognizing the pivotal role of resilience.

3. The role of MDBs

MDBs are a critical source of affordable logrm finance'to developing countries, as well as countercyclical
support in times of crisisThe timehorizons of MDBs,‘as well as pahiievelopment banks (PDBs), are longer
than those of private investors, enabling them to provide lbmign and concessional financing terms for
investment that would otherwise not be competitive on a fiskurn adjusted basis. MDBs deliver grants,
concesnal finance, and noxaoncessional finance at belemvarket rates, including for middlimcome countries.

MDBs have also provided vital countercyclical support to developing countries during crises, as evidenced by the
sharp increase in disbursements falimg the global financial crisis in 2009 and the recent CQ9Ipandemic

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 prioritie$distoricallyand.in line with their original mandates, the primary focus

2T Ylye YIFI22N) a5. &> adzOK |a GKS 22NIR .|yl &éleL. w5
infrastructure projects. This broadened to include support for policies and programs teeaquwerty and
strengthen health, education, and other human development program#fida.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 asldressing climate challenges and pandemics.

Over thepast 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 Ill.C é5taitishment

of two Southled multilateral financial institutions over the past decade have provided additional sources of
infrastructure finance, while contributing to the strengthening of Se8thuth cooperatior{see section 6While
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 SIR 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 111.C.8
Lendingby MDBs, 2002022
(Billions of United States dollars, current)
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IDA remains the largest source of concessil financing. ¢ K'S

recent replenishment of IDA (IDA20) was finalized in December 2021, with a #Eghr@93 billion finanag
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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 fdruingr

measures to strengthen IMA& Y StRIbndgérm 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 aéerte investments in sustainable development. Scaling up

MDB resources and better aligning MDB operations with the SDGs is critical to meeting heightened demands.
Relative tothe size of the global economy and relative to needs, the financial capadiBBsf remains limited:

with the @xception of the African Development Bank, gaidapital bases of MDBs have not increased in line with

the expansion of the global economy, or with.growing investment needs (figure 111.C.9). The Addis Ababa Action
Agenda akady 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 developmieagenda, 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 pandemic and the growing climate crigigaye increased the urgency of such a
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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 111.C.9
Paidin capital as sshare of world gross product, select MDBs, 198022
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In response, MDBsre undertakingreforms to expand their financial capacityefforts to enhance financial
capacity include capital management reforms, guarantee programs, and the issuance of hybrid capital (see table
[11.C.2 for an overview of measures taken by MDBs). World Bank shdeehagireed 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 capitehént

OAYy Ot dzZRAY 3 @Al OKIyyStAy3I {5wazx &SS kdejuty ratié Gangv = |
forward the institution will look atways to better utilize callable capital. In total, measures being implemented or
under consideratia across the MDBs could yield $38400 billion of additional lending capacity over the next
decade.

Rechannelling of SDRs through MDBSs has.the potential to further expand lending capabilities, and is under
active considerationThe African DevelopmentaBk jointly with the InterAmerican Development Bank, has put
forward an innovative proposal that allows countries to.provide their SDRs as hybrid capital, which it can leverage
to providedongterm financing for development and climate projecihe instument would have a multiplier

effect, leveraging SDRs by between three to four times, whdetaining 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 11I.C.2

Announced reform measures by major MDBs
Increase lending Improve terms of Align operations with
capacity lending SDGs

World Bank - $157 billion increase| - Exploring longer - Referenced SDG

over a decad&? term loans with Stimulus in discussing
through its Evolution | maturities of 35 to 40 | reform anbitions?®?
process years

- Established a Go
- Eliminated the - Implemented Financing Platform for
statutory lending limit | Climate Resilient Deb{ MDBs, to facilitate
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- IBRD lowered
minimum equityto-
loan ratio from 20 per
cent to 19per cent

Clauses (CRDCs) for
vulnerable countries

- IDA offers 56year
loans with 1Gyear
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
decaded

- Launched the
Alliance for Green
Infrastructure in Africa
in 202285

- Offering 50year
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
decade®®

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

Asian Infrastructure
Investment Bank
(AlIB)

- Introduced a new
Guarantee Facility,
along with the IBRD,
providing $1 billion in
guarantee&’

- Developed a ne
blended finance
structure for green
initiatives

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

European Bank for
Reconstruction and

- Removed its
statutory lendingdimit

- Expanded operations
to sub-Saharan Africa

- Launched the
Climate Adaptation

development beyond
Europe

Development (EBRD) and Iraq Plan in 2022
European Investment - Established EIB - Committed to
Bank (EIB) Global for channeling 50 per

cent of its lending
towards climate
related projects by
2025

Inter-American
Development Bank
(IADB)

- Since 2021,
introduced Climate
Resilient Debt Clause
to three countries

- Established new

financing mechanismg

- Published the IDB
Group Climate Chang
Action Plan in 2021
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rewarding countries
for nature and climate
objectivesgt®

New Development - Planning to issue 30
Bank per cent of its loans in
national currencies
between 20222026,
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 acti€mr.example, the World Bank has a nesion tocreate

a world free of poverty on a livable pland this end, it will create a Livable Planet Fund by opening the Global
Public Goods Fund to governments and philanthropies. Resourcesfrom 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 loagrm social'and human capital investments and incentivize exiting from coal as

part of energy transitions. A new Corpora&eorecard 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 an
Response Toolkit with fast access to cash for emergency response-gpalawss to prearranged financing for
emergency response, and expanded catastrophe insurance.

Improving the terms of lending of MDBs, including through the provision of lorgnm and local currency

loans, can provide more breathing space for developingiotrsies. MDBs are also considering a range of reforms

to adjust the terms of their lending. This includes the provision of ddtng-term loans to allow time for
investments to have an impact on economic.growth and development, with the World Bank iegploan
maturities of 35.to40.years to help countries better navigate l@rgn 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 cuneO&. @2t LAt AGesY GgKATS O2yiNAROGdziAYy 3 G2 (K
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 spdoe 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 criterids of December 2@ 36 countries had graduated

from IDA. Since IDA's founding, 46 countries have graduated, and ten of these graduates haveeaiterede

2N GNBJSNES INPRKAGSRE GANRBYINBOQFH INI Rdzr GAZ2Y LINROSAa3
capita exceeds an operational cuoff ($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, allowséldible Small Island Economies (SIEs) continued access to IDA even
with higher incomeg®*In 2017, Small Economy Terms were extended todlipble nonisland Small States,

which benefited Bhutan, Djibouti, Guyana, and Tirheste. In 2019, the SIEE was further extended to IBRD SIEs
based on vulnerability along with income and creditworthmesiteria, which benefited Fiji. An exceptional
allowance was also made to Jordan and Lebanon in response to the Syrian refugee crisis. In 2024, the SIEE wa:
further extended to qualifying IDA and IBRD fasland Small States, i.e., a broader Small StBte=eption,
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Caribbean Development Bank, also include exceptions that allow SIDS to access concessional funding even if they
exceed incomehresholds. Use of vulnerability measures to inform allocations of concessional finance, , could
provide muchneeded support to vulnerable countries, such as the SIDS.

Closer cooperation across MDBs and PDBs can strengthen the entire development banksystedeliver
greater impact.At the Marrakech meetings, 10 MDBssigned an agreement aimed toward better coordination
and cooperation, covering five areas: scaling up financing capacity including use of hybrid capital and portfolio
guarantees, while stgpng 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 celenely
cooperation; strengthening einancing, including by standardig 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 asset of $2
trillion.?°2The 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 sustamility 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 decadeHowever, these amounts remain far below expectatiansThe potential for
blended finance as an innovative solutiorfittance sustainable development, as well as principles for its use, was
a main focus of the Addis Ababa Action Agemda015.The main bjective of blended finance, which involves

the use of public development finance to crowd in additional finance, notably private fin@e incentivize
private sector investment in areas or projects that would otherwise not have been competitiveothién
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, toeach $61.5 billion in.2022 (figure 111.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 s@igiors 111.C.11). The
lower share of blended finance in social sectargely reflects the lack of a commercially viable financial return

in many_social sector transactions.
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Figure 111.C.10
Amounts mobilized from the private sector by official development finance interventions, 2@021
Billions of United States dolla@jrrent
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Figure 1l1.C.11

Mobilized privatefinance by sector, 2018 2021 average
Billions of United States dollars, current
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The expansion of blended finance has slowed in recent years, constrained by ctimdlenging global
macroeconomic context, with some estimates suggesting that deal volume halved in 2G22vergence, a
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global network for blended finance, highlighted that the increase in global interest rates have constrained the
balance sheets of marylobal banks, which are a critical source of debt capital in blended firf&hei®unting

debt burdens, high inflation, and rising geopolitical uncertainty, have also contributed to the deterioration in
investor risk appetite, leading to a decline in theadability of affordable capital in the emerging market
economies. Amidst these challenging maciwumstances, the total volume of blended finance deals is
estimated to have fallen by nearly half in 2022 compared to the previous 3éar.

Only a smalproportion of private finance has been channelled to the LD&8K¥Cs 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 largecale projects. Thiow 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 projectsomith-tisk profiles, with projects LDCs

often characterized by less attractive rsiturn pofiles, and potentially lower developmental impacts. In this
aspect, the Task Force has stressed that for blended finance to be applicable to LDCs, there muigthérara

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 earligfFinancing for Sustainable Development Repdhis Addis Ababa

Action Agenda sets sevegliding principles for blended finané&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 developmenmastgies. 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 thasthe 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 Financtor the' SDGs, and the 2017 DFI-Working Group Enhanced Blended Concessional Finance
Principles. The 2021 OECDIDP Impact Standards for Financing Sustainable Development, a guide and self
assessment tool, could help increase SDG impact of investmentsjingclinrough improved monitoring and
transparency.

5. SouthrSouth cooperation

The evolution of SSC initiatives has been marked by a growing recognition of its transformative potefitial.

history of SouthSouth Cooperation (SSC) dates back over seventg,yearked 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 émtpigm
Technical Cooperation among Developing Countries in 1978 and the establishment of the United Nations Office
for SouthSouth Cooperation in 2013. Another milestone was set at the-ldigdl United Nations Conference on
SouthSouth Cooperation in. 20Q9vhich 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 secoti-tével United Nations Conference on South

South Cooperation (BAPA+40) in 2019, which emphasized the significance of SSC in accelerating progress toward:
sustainable development.

SSC has expanded in scope, volume, and geographical r&f86. has evoldesubstantially over the years to
include a more diverse range of both governmental and-gowernmental actors, while encompassing a larger
number of developing countries. SSC has proven to be a valuable complement teSdatthcooperation across
both financial and no#inancial areas of development cooperation. This was evident during the recent @Q9VID
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pandemic, when a wide range of SSC initiatives supported developing countries, including through providing
finance, humanitarian relief, and medicalpglies?®® 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 Soutbouth cooperation, developed and agreed upon by the countrfethe global

South, to reflect the rich modalities of Sou8#outh cooperation, and welcomed by all United Nations member
States.

Southled development banks have enhanced the availability of financial resources for@ngn investments

in developing coutries. In 2015, two new Soutled 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 Infrastructuresimrent Bank (AlIB). 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 202Htaditlvans of $33 billion

to more than 96 project$®’ 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 AlIB have
increased fron $18 billion in 2017 to $47 billion in 2022As of ene2023, the AlIB has approved a total of 251
projects with financing of over $50 billion, benefitting many MICs, LDCs, SIDS and®tADtis. same time,
lending by regional and subregional developmbanks, 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 demaffds.

The deelopment of a United Nations Conceptual Framework to Measure Seftiuth Cooperation marks a
breakthrough in the measurement of SSC, allowing for the quantification of both financial and-iramcial
dimensions. Variations in approaches, modalities, amistruments 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
subgroyp on SoutkSouth' cooperation as part of the Intagency Expert Group on SDG Indicators Working Group
2y aSladaNBYSyid 2F 5S0St2LIYSy({ {dzLIR2NI® ¢KA& CNI YSs:
financial resources mobilized for developingedudit Sa FNRBY Ydzf GALIX S a2dz2NOSa¢s ¢
Nations Statistical Commissionin 2022. The Commission also welcomed this Framework and requested that it be
enabled by the ceustodianship of the United Nations Conference on Trade and DevelupfdNCTAD) and led

by countries from the global Souff! 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 counties 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 nonfinancial forms of SSC by applying the Fram in these countries® In 2023, the Islamic Development

Bank (IsDB) launched its So8buth Cooperation Index, a composite measure to assess the existence,
effectiveness, and growth of the elements of national SSC ecosystems of a c8t@ther innovative tools to
measure SSC, including measurement of its effectiveness, are also being deyBlmpdti C.2).

There is also a subset of Southern providers that report to the OECD: over the past two decades, development
assistance flows fromtte nineteen nonDAC countries that report to the OECD has risen from $1.1 billion in

2000 to $17.7 billion in 202%*In recent years, a few developing countries, including Turkiye and the United Arab
Emirates, have provided ODA of more than 0.7 per céha&r 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 regiod®! & | Y2 G KSNJ YIF22NJ STF2NI X / KA yandedito included | y F
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 throurginastructure development, thdRI has
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established over 3@ cooperation projects and generated nearly a trillion dollars in investm&ftén 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 SS

Box IIl.C.2
Innovativetool to measure the effectiveness of SoutBouth Cooperation

Between 2020 2022, Colombia, a member of the Steering Committee of the Global Partnership for Effective
Development Caperation GPEDC)ed the development of a Sessessment Framework on the Effectiveness

of its SouthSouth Cooperation (SSC) tM\8upport 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 rdirtiensional index of SC effectivenesg&fforts to
develop this toolinvolved the comparison of internationalagreed principles of effective development
cooperation and those of SSC, as summarized ir2@i&® UN Framework of Operational Guidelines on United
Nations Support t&southSouth and Triangular Cooperatidas 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 insighisiow a country manages the effectiveness of its SSC and to
identify areas for potential improvemerit.

In the results, country ownership was found to be the mostapfplied principle among respondents, potentially
explained by the highly demarttiven nature of SS€The results, however, also revealed that ownership is
interpreted as National Governmewentric, with opportunities for improvement through consultations with local
governments in areas where SSC activities are carried out, and witpuldic stakeholdersThe use of Data
Governance Frameworks to standardize the use of data for informinge®8€x policy was identified as a key
challenge, as only one out of the seven pilot countries haata Governance Framewdiikalized 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 4 monitoring round of the GPEDC.

a https://digitallibrary.un.org/record/826679?In=en
bhttps://www.effectivecooperation.org/system/files/20285/Thematic%20Initiaties%20
%20SSC%20Self%20Assessment%20%28EN%29.pdf

¢ https://www.effectivecooperation.org/SSeilotSelfAssessmerSummaryReport

End Box

Triangular cooperation is an impartant link between SouBouth and NorthSouth cooperationAccording to

data compiled by the OECD, although triangular cooperation still constitutes a small share of developaneat

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 sutbahara Africa and the AsiRacific region since 2018. While triangular cooperation is used across a
range of sectors, most partners use it as an experience and knowgdgang instrument, particularly on how to
support the government and civil society. Thevalvement of multiple parthers 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 monitmchgeporting of its

use at the national level, and to encourage better monitoring at the regional and globat%evel.

The United Nations system continues to support Sotlouth and triangular cooperationviost United Nations
entities are mainstreaming SSC and triangular cooperation as implementation modalities towards realizing the
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SDGs. In 2022, 73 per cent of United Nations entities reported integrating-South and triangular cooperation

into their dobal strategic plang®® Many United Nations entities are also enhancing efforts to strengthen
knowledge sharing, codify good practices, and broker S8ailth partnership&€°C 2 NJ SE | Y LJ Sauthi KS ¢
DFfl E&¢ LIFGTF2NXYI 02 2 NFOfige [foll SoRHSodtE Codpération (YNOSICR prontotésh 2
knowledgesharing and partnership development, including through connecting Southern partners with financing
mechanisms. The new United Nations Framework to Measure Stautkh Cooperation for SDGlinator 17.3.1

has started bringing UN entities together to support member States in their efforts to quantify TB8C
Development Cooperation Forum (DCF) knowledge platform provides an interactive platform forSeoitith
Cooperation among member states more than 12 topics regarding development cooperation, supporting
discussion forums, initiatives, experiences, and national poligiésThrough regional agreements, the
International Atomic Energy Agency (IAEA) supports countries in the Global Soutlding 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 countiiégre are large investment gaps

in climate change mitigation and adaptati 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 clirshticks. 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 (COP15gddevelop
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 overtime, the target is yet to belhetatest OECD
assessment of progrestiowed that climate finance provided and mobilised amounted to $89.6 billion in 2021,
an increase of over 70 per cent compared to 2013 (fig [1.€t12).

While public climate finance has increased strongly over the past decade, private finance mobilordthoes

to be significantly lower in recent years, particularly on climate adaptation investmeriiis is despite growing
interest in sustainable investing by the private sector. At the same time, climate finance channelled to the
countries most-vulnerak. 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 centtd SIDS.

The growing impacts of climate change underscore the importance of nambitious climate finance goals and

national commitments. At the 2023 United Nations Climate Change Conference in Dubai (COP28), countries
O2y Of dzZRSR G(KS FANRG a3t 20lf ad2010GF1S¢ 2F LINRINBAE:
stocktake ted 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 dttake stressed the urgent need to raise ambitions and accelerate
implementation of climate action across all aré&¥-urthermore, in 2015, countries agreed that prior to 2025,

they would set a New Collective Quantified Goal (NCQG), raising the clinateditarget 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 111.C.12
Climate finance provided and mobilized lmeveloped countries for developing countries, 20£2021
United States dollars, billions
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The global climate finance architecture has become increasingly complex and fragmefmteete has been a
proliferation of climate funds over the past two decades. As of2022, there are an estimated 81 active climate
funds, which include 62 nfiilateral funds and the rest comprising of bilateral, regional, and national fé¥ids.
While each individual fund was established with a separate purpose, as a whole, they are contributing to a
fragmented aid landscape, with different implementing ageneied 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 insgsowesnso have

calls for reforms to enhance the coherence and effectiveness of the global climate finance architecture. Proposals
include shortesterm measures such as improving coordination and specialization of funds, and-tenger
strategies whichriclude the consolidation of disperse funds to create mechanisms at¥eale.

Adaptation finance gap is wideningdlthough adaptation finance has increased over the past decade, it has not
kept pace with growing climate risks. Despite pledges made at COR&fuble adaptation finance by 2025,
adaptation finance has recently been falling: bilateral adaptat®lated 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 bittfot the same time, estimates of adaptation

costs have risen significantly and are expected to increase further amid accelerating climate H{egamst

this backdrop, the adaptationirfance gap has widened to its highest ever, with adaptation needs estimated at 10

¢ 18 times greater than finance flow¥ Bridging this gap requires more than just an increase in public resources,

but also, where possible, greater private finance. Toaattmore private capital to adaptation activities, new and
innovative instruments and mechanisms are being explored (see also Box Ill.C.3 on broader discussions on
AYY20FGA0S FTAYLFYOAYIOd ¢KSAS AyOf dzRS K Sharé fsks.aflda ! R
incentivize investments in adaptatict®
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Box I11.C.2
Innovative development finance

The potential for innovative finance to enhance development cooperation was first recognized in the Monterrey
Consensus of 2002. Shorttizereafter, 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 chaMyhile 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 ©DA.

While there have been some s@sses 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 malartegr @keasures to better manage aid flows have also
been introduced, such as ODA securitization and advanced market commitments for funding vaccines (most
recently for COVH29 vaccines). As noted in the Addis Agenda, these earlier innovative instruméa\a&ithe
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 scalaip financing of global public goods, including for healtd alimate action. Following the
success of COVAKe multilateral mechanism for equitable global access to C&l@Ibaccines, there have been
growing discussions to enhance future pandemic preparedness, including through the establishment of a
pandemic accine pool. 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 natdieked sovereign financing.Other recent innovative finance
proposals include imposing a levy on shipping emissions, taxes on extreme Yaattta facility to support food
imports for countries most exposed to surging food prites.

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 -leaderscommitus48billion-help-breakcovidnow
c https://www.iadb.org/en/news/eightinternationalorganizationsand-developmentfinanceinstitutions-join-
forcesboost
d https://www.theguardian.com/business/2023/jan/18/tays-now-ultra-rich-wealth-tax-davos
e Responding to soaring food import costs and addressing the m#fetie most exposed (fao.org)
End Box

MDBs play a strongerrole.in funding climate action, but shareholders need to ensure that funding for mitigation

in particular is additionallln response to the growing urgency tcade up climate finance, MDBs are raising their

Ot AYIGS IYOAUA2Yyas: AyOfdRAYy3I (2 RSEAGSNI KAIKSNI | RI
finance has surpassed their targets set in 28/29yith financing for low and middicome counties reaching a

record $61 billion in 20221 A few MDBs, including the World Bank and the Asian Development Bank, recently
revised their climate finance commitments to above their p28R0 targets. In addition to increasing financial
flows, there is also an opportunity for MDBs to improve how tHesels are programmed and disbursed. Climate

and debtvulnerable 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 i23une 20
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
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of sustainable development arefforts 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 aathissions
development without threatening food production; and making fioa flows consistent with a pathway toward
low-emissions, climateesilient development. There is also a need for the MDBSs to develop mechanisms to better
account for climate finance to ensure that increasing financing for climate action does not coheextpense

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 Funidoss and damage first appeared in negotiated outcomes asopdine Bali Action

Plan in 2007, but discussions only gained momentum from 2013 on#&ilds2022, the United Nations Climate
Change Conference in SharmStleikh (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,vgonments 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 climaleted losses, which have been estimated at
around $400 billion a year by 2030 for developing countfésjore 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 adaptatioméigetion
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 welieing and sustainable developmenthe unprecedented dede in
biodiversity and environmental degradation poses systemic risks to a large number of social and economic
goals*h @SNJ KIFH£F 2F GKS 62NI RQa D5t A& Y2RSNIGSte 2NJ |
posed by biodiversity l0s$?

Theinternational community must mobilize more financial resources to halt and reverse the decline in nature.
TheAddis Agenda contained a range of commitments to protect ecosystems, including one that encourages the
mobilization of financial resources to camge and sustainably use biodiversity and ecosystems. This was
consistent with the Strategic Plan for Biodiversity 2@020 and its Aichi Targets of the Convention on Biological
Diversity (CBD). The latest progress report showed however that at the ¢gobhhone of the twenty targets

had been fully achieved, though six targets have been partially achieved, including Target 20 on resource
mobilisation®?® ODA for biodiversityelated objectivesnore than doubled over the period of tHg&trategic Plan

for Biodiversity from $5.4 billion in 2011 to $11.1 billion in 2021but the broader biodiversity financing gap
remains large?®

In follow-up to the Strategic Plan, the KunmirAgontreal Global Biodiversity Framework was adopted in
December 2022, marking 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 biodiverselated 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 (GBHawahed 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 iisception in 1991, the GEF has delivered nearly $22 billion in grants and mobilized another $119
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billion in cofinancing. In 2022, the GEF finalized a record $5.3 billion in pledges for its eighth replenishment round,
with biodiversity protection as theatgest component of its new programming period.

Despite their potential to tackle the climate crisis and biodiversity loss, the implementation of Natbased
Solutions (NbS) is hindered by financing and capacity constraifite International Union fathe Conservation

of Nature defines NbS as actions that address societal challenges through the protection, sustainable
management, and restoration of ecosystems, benefiting biodiversity and humaib&iet>*° Financing for NbS
currently stands at around2R0 billion per year, accounting for only a third of levels needed to achieve climate,
biodiversity, and land degradation targets by 2630rhe public sector continues to provide the bulk of funding
for NbS, with private capital constituting 17 per certiovestments in Nb&* There are several barriers to
unlocking private finance for NbS. NbS projects often do not offer financial returns competitive orretursk
basis with other investment opportunities, with much of the investment to date througlapthropy of impact
investors. In addition, there is an absence of a consistent methadology to track NbS financing to gaug&impact.
In 2023, a new database that matches biodiversitiated projects with public and private funders was launched,
which ould facilitate a more effective mobilization of resources for biodiversity conservation and restordtion.

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 landsc@pe. importance of effective
development cooperation was first recognizedlie MonterreyConsensus, 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 wigscussed and. strengthenetirough the United
Nations Development Cooperation Forum (DCF), which was created in the 2005 World Summit, first held in 2007.
Since thenthe DCHneets 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 cooperationthrough the DCF, takingccountof efforts in other relevant forums, such as the
Global Partnership for Effective Development Cooperation (GRED& complementary manneiThe GPEDC, a
multi-stakeholder platform that supports evidentased dialogue and actioon effective devédopment co
operation through a global monitoring exercise, emerged from the aid effectiveness process, inthed20§5

Paris Declaration on Aid Effectiveness, the 2008 Accra Agenda for awtidheBusan Partnership for Effective
Development Cooperain in 2011. Monitoring by and discussions in these different platforms dealing with
international development cooperation reveal thatrogress in implementing these commitments has been
mixed, andhe need for reform and revitalization of this agenda

Global progress inmproving quality, impact and effectiveness of development cooperatibas been mixed
since the adoption of the Addis /Agend#n the Addis Ababa Action Agenda, Member States agreed to align
development cooperation activities with natiahpriorities, including by reducing fragmentation and accelerating
untying of aid, particularly for least developed countries and countries most in. ié@dever, a 2021 survey on
the quality of ODA showed that ten years aftbe initiation of the Busan Partnership for Effective Development
Cooperation and six years after the Addis Agenda, progress has been mixed.

Countries are taking steps towards strengthening their enablers of development cooperation but development
partnSNR Q Ff AJYyYSyd ¢ A G KAkeyKaEswr inkrpraving tBeSyyalitg Sféxfivangss ghd impact

of international development cooperation is the strengthening of country ownership, guided by coherent national
development cooperation policies PCPs), 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 progiesseimreas. 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 cooperationOver the same time period, countries reported engaging an increasingly diverse range

of development cooperation modalities and actofé. Yet, before the COVIDO pandemic, development

LI NIYSNEQ ftAIYyYSYyld G2 LI MingdaesaltOrdeorksBad b 2dNdFy. A S & |
Less than half of ODA is channelled through the public sector of recipient developing countries, and only one third
in the LDCs (figure 111.C.13).

Figure I11.C.13
Gross bilateral ODA disbursements by channel
Percetage of total
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country priorities and countryowned results frameworks and country PFM systemsshdeclined.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 b complexity of the architecture and increased transaction costs for developing countries (see Box I1I.C.4).

Box Ill.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 oragititecture 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 dettades, wi
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 complexityf 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. T@y, 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 dondunded 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 recigte@oied funding has been a
recognized solution to reduce ¢himpact 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 agsntipled (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 thtltoaspecific sectors

or themes. The saalled vertical funds now provide developing countries with a greater volume of ODA grants
than Multilateral Development Banks (MDBSs). Yet bilateral ODA channeled through horizontal platforms leverage
far more resairces 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 platforrigith limited exceptions, vertical funds

use donor contributions directly as grarsd 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 TremdBrioliferation and Fragmentation fir Aid Effectiveness during Crises
(July 2022).

End Box

Progress.in untying aid has been unevéintying aid helps to strengthen country ownership, and can lead to the
strengthening of local economies by allowing focadbprocurement. Over the past two decades, the share of
untied ODA has increased from an average of 47 per cent ind 9001 to 89 per cent in 2022°In 2018, the

DAC broadened the country coverage of the 2001 DAC Recommendation to Untie ODA ® dricrdow

income countries and IDénly countries, in addition to the already covered LDCs and Heavily Indebted Poor
Countries (HIPC¥"However, several challenges to further progress on untying aid pesty countries and

key ODA sectors, such@shnicalce2 LISNJ G A2y | yR F22R | ARZT NBYlI Ay SEOf
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 Recondiatém 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 contratfDevelopment partners nmat take urgent action

G2 ARSYGAFE IyYyR NBY20S o0F NNASNE GKIG KAYRSNI f20Ff L
RAGARSYREéE Ay | RRNBaaAy3d LRGSNI& |yR AySldzaftAdaAarsSas
Development Asistance 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 dgweént and ownership, and, if so, how.
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[11.D. International trade as arengine fordevelopment

1. Key messages and recommendations

In the past two decadesinternational 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 exportbased development may become more difilt to pursue While world
merchandise trade nearly quadrupled in nominal terongr this timeframethe pace of this trade expansion has
been highly uneven. A decade of rapid export growth until the 20080 great recession was followeddyperiod

of weaker trade dynamism. The recent slowdown in world trade growth and declines in trade openness poses
challenges for mangleveloping countriesmaking traditional expofbased development model, which a number

of developing countries successfully implemehtenuch 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 asging inequalities have prompted countpressures to reverse globalization and move
away from existingractices These trends have coincided with an increased focus arakied dfriendshoring

and dnearshoring in value chainsStrongleadership anaollective actions are needed seeking to curb efforts

to impose measures that are tradestrictive and undermine global cooperation on trade

There are also continued challeng@s integrating vulnerable developing countries into glodl trade of both

goods and servicg with digital trade threatening to further exacerbate inequalitiePespite the increased
participation of developing countries as a group, the vulnerable developing economies have largely remained
marginalized in interational trade.For examplethe growth in services tradbas largely benefitted developed
countries and a number of developing countries in Asia. The distribution of benefits of digital traalsdtzeen

highly uneven, with countries with weak connectimnnetworks 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 SiB&d LLDCs, remain largely marginalized in international trafleis underlines the need to
continue to strengthen the participation of countries in special situations in global trade. This may include agreeing
on a possible followup to SDG target 17.11,hich calls for doubling the LDC share in global trade, including
throughaccelerated efforts towards building trade and productive capacities so that the provision of preferential
market access to LDCs can contribute mare to export growth as well as eiwotioarsification. It also requires
redoubled efforts to put in place supportive mechanisms such as Aid for Tkddarth 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 triionually. 80 per cent or
more of global merchandise trade depends on the provision of trade finarssgrivate sector commercial banks

will not be able to substantially narrow the trade finance gap, the role of other providers of trade financing
becorres 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 regal trade agreements (RTAs) and international

investment agreements (lIAs), have an important role to play in providing enabling conditions for sustainable
development Theseagreements can be gearédwards enhancing coherence between trade, investmant
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sustainable development, including on gender equality, human rights, and environmental sustainability
particularly climate actionsThere is significant scope filreseagreements once modernisedo help countries
make inroads intdhe SDGs, as well ppomote a more equitable and inclusive sharindhaf gains from trade.

This chapter will give eonciseoverview oftrade trends in the past two decades, includiagdiscussion of the
impact of techndogical changes and digitalization on tradiethen highlights the wolution in multilateral trade
cooperation under the WT@s well as developments relating to regional trade agreements and international
investment agreements. Lastly, it will discusmde and sustainable development the context of acomplex
global landscapas well as trends itrade and development financing

2. Trade trends: Longerm trends intrade since Monterrey

2.1.Tradegrowth since Monterrey: Rapid, yet uneven

Since Member Statesonvened in Monterrey in 208, the pace of trade expansion has been rapiget uneven

- with the 2008/09 financial crisis acting as an inflection poimA decade of rapid export growth, driven
particularly by developing countries in Asia and the multilatanarket opening between 1995 to 200bas
followed by weaker trade dynamism and a decline in trade openness (figufad)nain drivers of slower trade
growth in the past decade include a slowdown in the expansion of GVCs, a rise in national stpaiedizng
domestic consumption and developing domestic supplier baaesvell as a diminishing impact of technological
advances in reducing production and transport cé$tsThe special effect of the opening of economies in
transition in the 1990s has also levelled offood and agricultural products showed a similar patter, stagnating
since the 2008 crisis, after an expansion in the early 2800s.

Trade in services saw agven greater expansion than merchandise exports over the past two decadéth
growth rates also slowing markedly since the great recession. A key driver of the expansion in servidesstrade
been thedynamic growthof trade in digitally deliverable seces, which more than doubled between 2010 and
2022.

Figure 1: Average Export Growth Rate Before and After the Great Recession by development status
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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 #nshare 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 rgrgihde it remained constant for SIDS
suggesting no meaningful progress in integrating these countries into global trade frmegd, more recent
GNBYyRa 20SN) GKS LIl aid Sy @SIFNR alg [[5/aQ HHekINS 27T
For commoditydependent 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 he gap slightly increasing over time. As commodity price indide®st quadrupled
between 20002022 commoditydependent developing countries have been faced by significant price variability
across boorrand-bust cycles, including during the COMMDpandemic.

Developing country trade growth over the past two decades was driven largely by their in@@participation

in global value chains (GVC3he 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 stighttyr lesgshan 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 camdtincrease.

Figure 2: Share of world exports by region and category of products (Z2Q22)
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South-South trade was the most dynamic trade route in the world in the past twlecades, supporting the
expansion of trade within GVC3he value of SoutBouth trade increased eightfold during the period, yet most
of the rise has happened during the first decade, as growth decelerated considerably after 2012S&athth
trade now acounts for 54 per cent of total developing country exports, and its share in world exports almost
doubled from 2000 to 2022. Soutbouth trade is even more significant in manufactured products, particularly
technologyintensive products, and supported expaliversification and upgrading. Most of Sotfouth trade
involves Asia, as intn@egional trade intensified throughout the value chaiBsuth-South trade in the other two
developing regions remained rather muted in value terms but is growing fasticaAh particular, underlining

the potential of SoutkSouth trade for the region.

A more recent trend, contributing to the slowing of GVC expansion, has biersignificant shift towards de
risking supply chains and diversifying suppliers and marketg]uding through secalled d¢friendshoringg and
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onearshoring. This change, depicted in Figure 3, is driven by heightened trade policy tensions, the disruption
caused by COVIDO, and geopolitical events like the war in Ukraine. Supply chain configura®ibdtome a

primary concern for policymakers and industries, especially in the context of building resilience and self
sufficiency. Recent analysis by UNCTAIR23)shows that, while geographical proximity of international trade did

not experience any majochanges, there is a substantial rise in political proximity of trdde ¥ NA Sy Ra K2 N
starting in the third quarter of 2023 In addition, énce 2010, there has been a decline in distances perdoi
containerizedtrade (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 tensionBdariRed Seadowever, a decrease in the distance
travelled by containers is forecasted for 2025.

Figure 3: Recent trends in trade concentratiaiffiendshoringg and énearshoring®

Shifting Dynamics: Global trade becoming more concentrated and geopolitically close
Annual change relative to 2021 (per cent)
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Figure4: Average distance travelled per tonne of cargo, nautical miles
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Overall, trade has played an important role as engine of development and convergence for a humber of
developing countries as envisaged irMonterrey. Trade has been making multifaceted contributions to

3 Nearshoring is calculated as reverse of tradeighted average distance in kilometers. Friendshoring is calculated aswreigdited
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 grosutt, facilitating the flow of both financial

and nonfinancial resources. A number of developing countries, particularly in Asia, have successfully followed an
exportled development model, in which exports of manufactured goods play a key role in forrirarege
generation and progressive technological upgrading.

Yet, such development trajectories are increasingly difficult to pursddie recent slowdown in world trade
growth and declines in trade openness point to a persistent shiftternational trade dynamisi#? which may

reduce the appeal agxport promotiondevelopment models based ananufacturing As stressed in Chapter 111.B,
development models that are heavily reliant on exports of manufactured goods have become increafiogly d

to pursue amid a shift towards digital business models, agglat production and an associated slalgwn in
manufacturing tradegrowth rate In addition, the postvar vision of an open and integrated global economy with
freer trade, economic imrdependence, 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
counterpressures to reverse globalization and return tmare 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 20@0slly
delivered services have become an importaoinponent 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-barster 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 globegservi
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
developedcountry driven, particularly for knowledgentensive and digitally delivered servicesDeveloping
countries in Asia were able to increase their share of service exports (from 15 per cent in 20Q%etc@3t in
2022),even thoughpatrticipation of developing economies in Africa and in Latin America andCéndgbean
remained low and stable, at around 2 angé& cent respectively (figurs).

Figure5. Exports of services and of selected groupings of services categories by level of development and region,

2005 and 2022 (percentage)
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The ongoing digital transformations render the split between what is a service and what is a good increasingly
blurry. As a result, and in valteded terms, services play a much bigger role in international trade than gross
statistics suggésintermediate 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
02 AGaaSNIIAOATAOLI (A 2 ¢ servidgeF valbdodey har is Sdtamed.in/imegnatidrial goolds 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 developedaic@ms.

The ability to digitally deliver services has also played an important role in trade resilience during the GOVID
19 pandemic.While tourism and other services requiring crdssder mobility declined, digitally delivered
serviceyDDSgxports- including IT consultingcontinued to rise faster than exports of goods and other services.
In the period between 2010 and 2022DS exports grew faster than exports of all commercial services, both in
developed and in all developing economies. In thedé; developing economies in Asia outpaced that of
developed economies (figu®. Driven by digital technological progress and evolving business practices, the
share of services trade that can be delivered remotely over computer networks is likely tousotd increase.

Figure6. Evolution of exports of services and digitally deliverable services, by level of development and region,
20102022 (index, 2010=100)
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Thus far it has beenpredominantly developed economieshat have tappel the potential of DDSexport
markets. The proliferation of online streaming platformsbeoks and downloadable software make it
significantly easier and less costly to deliver a wide range of products across borders. As a result, the international
tradein 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 cotnilies,
digitizable goods imports cinued to grow in many middle and leimcome economies.

Overall, the distribution of benefits of digital trade has thus been uneven, with countries with weak connection

to networks particularly disadvantagedDDS play a smaller role in commercial servesgsorts 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 throughe-commerce which has the potential to connect remote
economies taglobal marketsand create new sources of comparative advantdgélowever, a lack adiccess to

4G networks and high connectivity costs are among the factors hindering the growth of digital trade emdDCs
LLDCsas well as lack of digital policies dudinaited 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 playedeatral role in facilitating multilateral trade cooperation

since its establishment in 1995, and over a period of rapid trade expansidre evolution of multilateral trade
cooperation under the WTO reflects the changing dynamics of the global econoffty jirslgjeopolitical 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 décussion and negotiation among its members.

The history of WTO negotiations can be delineated into distinct periods based on evolving isbads before

and after 2000. The Uruguay Round (1€B894) marked the establishment of the WTO, replacing the Ga(Idr
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 hinding framework for trade
agreements and dispute resolution.

Subsequently, the Doha Development Agendiaunched in2001) aimed to address developmeinglated issues,

but economic shifts and divergent interests among members led to. several of the important elements in the
negotiations- particularly in the areasf domestic support and tariff reduction in agriculture, and reagricultural
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 hateredtilateral 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 comprehensiveultilateral 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 arrangementsChallenges have also emerged in the WTO's disputiesent mechanism, notably

on the functioning and role of the WTO Appellate Body, whiz$ied 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 scepticismthe benefits of trade Protectionist sentimentshave

also risenand havecontributed 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 rgarating multilateral negotiating functions.

3.2.Regional trade agreements

Thegrowth in the number of regionalrade 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 19 gleae.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 BAEU).
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Over the years RTAs have become more complex, including not just tariff liberalization but also dorents

to liberalize trade in services and regulatory rules on other behind the border provisiétreund twothirds of

all RTAs notified to the WTO and currently in force include provisions on trade in goods and services. RTAs also
tend to regulate othemreas 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 othehimd 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 RTAd hatigrovisions 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
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Figure 8: Keprovisions in RTAs
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There has been notable progress and renewed interest in deepening and reinvigorating Sith trade
integration and cooperation frameworks While some studies have pointed to highly heterogenous trade and
welfare outcomes within and across regiots it is well recognized that SoutBouth tradecan havea positive
effect in accelerating economic diversification and complementaribeleed, southsouth trade carioster trade

in nontraditional exportssuchashigher valueadded and technologintensive manufactured goods.

In Africa, the African Conémtal Free Trade Area, the Phase Il Protocols on Investment, Competition and
Intellectual Property Rightss well as Digital Trad®ve been concluded and approveéd.the interregional level,
members of the Global System of Trade Preferences (GSTPjsé&ekiser deepen SouttSouth cooperation and
trade by reducing trade barriers, with a view to addressing the most pressing challesggs as the climate
crisis or'food security.

3.3.Emerging trends in regional cooperation

New trade initiatives are puttng regulatory and economic cooperation to promote supply chain agility and
resilience at the center of discussion®ne major initiative launched in May 2022 by the United States is the Indo
Pacific Economic Framework for Prosperity (IPERE IPEF parers 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 competitivenesetiygddhe 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 demd for critical minerals in sectors such as aerospace,
automotive, renewable energy and telecommunicationg.hey also are crucial components of loarbon
technologies such as batteries, wind turbines, electric vehicles and solar panels. With the méjeadtid supply

4 Includes Australia, BrunBiarussalam, 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 buildchaiply
NBaAaAfASYOSIREYR &81JURSESDd ¢KSAS ySg LI NIYSNBRKALA 2V
investment opporturties, 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 (DE#ike traditional trade
agreements, DEAs focus domestic regulatory reforms and crebsrder collaboration in areas including data
innovation, digital identities, cybersecurity, consumer protection and digital inclusion. New Zealand, Chile, and
{ Ay 3l L2 NE aAi3yBidral BcsnSmydPariNdigRAy@ememnNEné 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 #smsn(ANSEAN), 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 highlgmic space, which has

seen significant change over the past twenty yeafs the stock of IIAs that are signed and in force has declined
markedly from its levels in the 1990s and 2000s, as shown in Fagtine 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 treati@suntries concluded at

least 15 new international investment agreements (11As).in 2022: 10 bilateral investment treaties and 5 treaties
with investment provisions(TIPs). the same time, at least 58 11As were effectively terminated. By the end of
2022, there were a total of 3,265 IlAs 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 11As teated in the last decade.

New-generation |IAs exist in parallel with older lIARecent IlAs signed in 202023 feature many reformed
provisions aimed at safeguarding the right of States to regulate and reforming ing8ttte dispute settlement

(ISDS)It remains to be seen whether the reformed provisions are sufficiently robust to support and not hinder
O2dzy i NASaQ adzaidl AylFoftS RSOHSt2LIYSYyld SyRSI@Z2NERD® az2NB?2
and facilitate sustainable investment @ronly a minority of them include investor obligations. Many new
generation IIAs overlap with an earlier 1A between the same economies, highlighting the importance of expediting
the modernization and consolidation of the existing stock of treaties throagtendment, replacement or
termination.

New types of investmentrelated agreements which contain proactive investment facilitation features and pay
greater attention to sustainable investment are an emerging trend. 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 Agigol&ustainable Investment Facilitation.
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Figure8. Stock of lIAs signed and in force, 192922 (By date of signature)
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Most new investment arbitration cases continue to be brought under.ajéneration 11AsIn 2022, claimants

filed 46 new investoefState dispute settlementiSDS) cases under 11As: 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. Asofidryd 2023, the total number of

publicly known ISDS claims had reached 1,257 (f@urss some arbitrations can be kept confidential, the actual
number of disputes is likely higher.

Figure9. Trends in known treatsbased ISDS cases, 193022
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Old-generation treaties continue to dominate the 1A landscap&bout 2,300 olebeneration IIAs are still in force

The continued prevalence of elgeneration 11As 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 seat® that are brought based on llIAs. 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 Stateduct. 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-feedriffs for renewable energy pduction.

BOX 1: UNCTAD IIA toolbox for the promotion of sustainable energy investment

Various options exist to transform IlIAs into tools that are conducive to sustainable energy investme
Ot AYIFLGS 2062S8S00GA@Sad ! b/ ¢!\VBofikinvestthent Refot 20a3RfdeusdsINGSf¢
areas (table 1): the promotion and facilitation of investment, technology transfer, the right to regulat
corporate social responsibility. Renegotiation, amendment and termination of the large stock -o
generation lIAs are the main options to ensure that the international investment regime contribu¢esit
does not hinder sustainable development.

Incorporate IlA provisions aimed at actively promoting and facilitating sustai

energy investment
Promotion and
facilitation of
sustainable  energ Establish institutionalmechanisms for cooperation on R&D of sustain:
investment technologies

Commit to technical assistance on the adoption of investment facilitation mea

for sustainable energy

Encourage technology transfer dbw-carbon and sustainable technologi

including related knowhow

Provide for preferential treatment of sustainable energy investment

Technology transfe Make efforts to create an enabling environment for receiving technology

and diffusion Allow certain kinds of performance requirements relevant to the energy transi

Ensure that theprotection of intellectual property rights does not unduly impe
the diffusion of technology

Refine the content of investment protection standards and reform ISDS with r
to energyinvestments

Right to regulate foi
climate action anc
the energy transition Include general exceptions related to climate change and the energy transitio

Acknowledge the need for regulatory flexibility

Clarify provisions on compensation and damages

Include bindingpbligations relating to corporate social responsibility

Corporate  socig gpecifically oblige energy investors to comply with requirements for sustai

responsibility investment (e.g. by requiring environmental impact assessments and mainte
of an environmental management system)

SourcelUNCTAD, 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 debAteextensive 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 himddand 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 cottfested

An additional element of complexity is provided byeé re-structuring of the global economy around GVCs in

the last decadesParticipation inGVCss oftenseenasan attainable first step on the industrialization ladder and

to offer a more productive integration into the global trading system (BaldwingR0Rather 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,
leveragirg 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 straightforwaut rather

context specific Studie$*” have shown that when increases in the foreign value added of exports occur in a larger
context of greater production and exports of manufactures (Figl@g GVCs participation can complement
industrialization and stictural change. However, when'increasing participation in GVCs reflects a reduction of
domestic sourcing in a context of weak export performance of manufactures, GVCs patrticipation may even delay
structural transformation, as in the case of many develgmeonomies.in Africa and Latin'/America. As shown in
Figurel10, the East and SoutkastAsiandeveloping economieshows a clear and strong positive association
between GVC participation and industrialization, whiteer BRICS andeveloping 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 thenditions that ease access can also act

as barriers to upgradingsince more accessible parts of the value chain are associated with few forward and
backward linkages, limited institutional development, and little possibility for knowledge externalities 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 marketseeking and tariffumping behaviour. Developing economies with limited productive capacities can
therefore remain.trapped in, and competing for, the lowest vaaugling activities at the bottom of value chains,

g KAOK Oy dzZtGAYE GSt & NIBa dzedonomiy grawin il go nat geRelzielthede tocah T |
productive capacitiesThese activities are also detrimental from a dynamic perspective since they do not generate
those local productive capacities, which are essential to meaningful developfiient
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Figure 10. Changes in the shares of foreign valued added in manufacturing exports and of manufacturing value
added in GDPselected economiesl 9952020 (percentage point changes)
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Participation in GVCs also carries the additional risk of specialization in omlgra 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
andin 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 linkagesNonetheless, studielsave also shown potentiddenefits of suppliebuyer links between local

firms and MNEs in developing countri&$veanwhile, countries able to develop productive capacities in sync
with those needed by international production networks and position thelweseat 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 variesofiatry do

country according to their prexisting 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 allRecent shocks, including the
global financial crisis, the COVIB 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 sglffficiency would significantly weaken the global economy and
make it less efficient, and less innovatiie f A YA (A A OB Az dzNRA 8B R R Sabifity t8 LIA y 3
achieve economic growtt-ragmenting 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 dhgiblesses>
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Instead, trade integration has to go hand in hand with internatiah cooperation. This secalled dre-
globalizatio would place international cooperation to address global challenges. Recognizing that global
problems require global solutiongnternational cooperation would support the-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, idluding women and those from leimcome 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 policieg also considered to enhance inclusivity. The overall aim

is thus to reduce inequalities through a predictable trading environment, support global economic convergence,
foster serviceded development, establish-eommerce rules for inclusive globalizatjoprovide 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 prabhs 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 technolgiekrad-induced
innovation and investment in green technologies result from. expanded market access, encouraging cleaner
production processes and pollution abateni&i In addition, tade plays a role in reducing pollution intensity, as

less pollutionintensive eporters gain market share and invest more in pollution abaterf¥érgtudies have also
shown that the inclusion of Environmental Related Provisions linked to agriculture, fisheries, and forestry sectors
(AgERPS) in regional trade agreements, which havesased significantly over the past 20 yearan help
mitigate the environmental impacts of tradaduced production growthThere is evidence of reductions in
agriculturerelated greenhouse gas (GHG) emissions in countries that have RTAs with RER@X(

Figure 1. Technology and G@missions, 1992018
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total change in emissions. Effects by countries are aggregated by World Bank income graup, weighted by country GDP in 2018.

Source: 2023 WTO Trade Report

In order to study the link between trade and climate change, trade economists have developed a-iifeet
conceptual frameworkwhich 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 clearig 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 emissiofintensive sectors. The technique effect focuses on improgiproduction methods to

reduce greenhouse gas emissions, facilitated by open trade. Access to and lower costs offaémdiiegoods

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 wakgstly, the increasing share of
digital and services trade holds promise feducing 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 figuzdélow). WTO pra@ctions for a future scenario with
increased international cooperation on global trade policy suggest that services trade, particularly in digitally
delivered services, could exceed B6r cent by 2040, resulting. in a less carbotensive trade compositio.
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 150er centreduction in global carbon emissichs

Figure 2. Carbon emissions intensity for digitally delivered services is relatively low
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Source: 2023 WTO World Trade Report

Overall, a integrated. approach to trade and environmental policies iategral to addressing global
environmental challenges like climate changgollution and biodiversity loss due to the transboundary nature

of environmental issuesStudies suggest thahe potential benefits of such coordination, including a global CO2
market, could result in gains of up to USD 106 billion by #63Coordinated climate policies, such aabon
pricing mechanisms, could help reduce greenhouse gas emissions by reflecting the social costs of carbon
emissions, thereby shifting consumption and production away from caibi@msive activities. Complementary
policies should be envisaged to prota behavioural changes and counter the negative effects of carbon pricing
on the poorest households and on developing countréeg, through mobilization of climate finance funds for
less advanced economigBolicy coordination is essential for fosteyigreen innovation, expediting the transition

to cleaner technologies, and addressimggative externalities, particulartie implicit subsidy for CO2 emissions
associated with traded goods. Multilateral efforts, including eliminating tariff escalationaadressing 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 reggting their needs for economic developmenhew 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, aocdestinology through

trade and technology transfer is essential. WTO simulations indicate that decarbonization could reshape energy
exports, with developing economies potentially specializing in renewable energy. Additiothelie, are
opportunities fordeveloping 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 demanfds environmentally and socially responsible products.

There is also an important role for tradadjacent government policies in promoting climate action.
Environmental tax and pricing systems, such as carbon taxes andfidapade” mechanisms, are efttive 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 welllesigned carbon pricing policy requires complementary measures to adtifessences in
development statusdistributional concerns and other market failures associated with the transition to a low
carbon economy. The global implementation of carbon pgénitiatives has seen over 70 palicies 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 toni¥.

The lack of coordination in environmental policies, such aston pricing and subsidies, can lead to more costly

and less effective measures, including spillovers on trading partnétacoordinated environmental pricing
schemes result in a patchwork of diverse regimes with varying levels of ambition, potentidlyihg 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 reguldons 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 policigsilateral
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 disregardingylobal 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 g&lici

4.3.Social impacts of trade

Inequality and trade

Rising inequality in a number of countries is frequently ascribed to trade liberalizatioequality is a product

of an intricate interplay among economic, social, and political factors, with trade represeoitygone
determinant It hasplayeda dual role: while it has contributed to reducing inequality among nations, it has fueled
inequalitywithin countries®®, 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 countriésDCspnd LLDCdor instance, remain concentrated on commodities and

low valueadded 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 202@s shown in figure 3, the two groups that have benefitted the most
from the cumulative income growth in the 198020 period are emerging middle classes in developing countries,
notably China, and the top 1 per cent.thé 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 globaP§rowth
Since the 2008/09 Financial crisis, this trend leasked off, as therénas been higher growth among the bottom

50 per cent and lower growth at the very tp

Figure B. Cumulated growth of per capita income across the global population: Elephant curve,-2020
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The relationship deicted in Figure B, sometimes referred to as Elephant curve, has been closely associated
with an era of unprecedented trade acceleration and openness, particularly the 1990s and early 206ie
openness has influenced inequality through diverdennels, 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 internatiawi@ as well as
regulatior?®, has fostered the dominance of large multinational enterprises, which leads to higher inequality
because it disadvantages smaller firms and diminishes consumer levErtageer increases the market power

of alreadypowerful firms couldcontribute to additionalredudions in labor income share&*? Furthermore,
international trade has amplified spatial disparities by concentrating in some areas and diminishing prospects
elsewhere, for example in rural areas or regions praggiémport competing goods. Yet, trade is not the only
driver of these trends, with research pointing to shithsed technological change acting as a major driver of
inequalities.

Equalizing opportunities for people requires policies that promote theclusion of disadvantaged groups,
addressing distributional effects of trade transmitted through channels such as employment and wages,
consumption, and public provision of goods and servicé®r instance, inclusion of labour rights in trade
agreements ould 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 aligntrede 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 fofirms, particularly small and mediursized enterprises (SMES), involves

interventions that reduce trade costs and ease market accees example by eliminating netariff barriers,
promoting online trade, and removing barriers to services trddehe agifood sector, integrating smallholder

farmers, which are largely marginalized within GVCs, into markets requires policies that will promote improved

rural infrastructure and service®? Effective competition laws, especially facemmerce, aralsoimperative 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 compensatindor 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 obdppity 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, eitr@rghrexports
or engagement in GVCs.

Genderresponsive trade policies

Making trade policies more responsive to gender issues improves gender equality in trade, supports poverty
reduction and fosters sustainable growtliRecent World Bank analysis reveals that closing gender employment
gaps could raise per capita GDP by almogigtCcent, reaching 40 to 80 per cent in the Middle East, North Africa,

and South Asia. Despite trade being a crucial source of economic opji@suior 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 efidiee G

Research Hub in 2021, fostering a global network contributing. significantly to research on women's economic

empowerment in just two yeae&:

Female labowintensive sectors face higher tariffs and greater trade costs and there are higher serviads tr
restrictiveness in these sectorgnd elevated trade costs related to fatmface interaction in female labour

intensive industriesStudies suggest that the most effective policy solution to address this is through digitalization

policies, which camsubstantially reduce the male wage premium by almost 1 percent, as well as service trade

liberalization, which could have a modest impact.

Box2: Gender dimension of €ommerce

EO2YYSNODS LINRPY20GSa 62YSyQa SO2y 2 Wendits that suppdrs Didress i
growth and diversification (UNCTAD, 2023b)e-commerce helps small businesses, among which wgmen

concentrate, increase customer numbers by making it possible to reach distant marcetainerce platforms

i K

lower barriers to narket 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, mankadtigence 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 andhthity 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 genbdased discrimination and violence.
There are also challengés womenowned enterprises to reap the full benefits ocemmerce. Digital gender

divides (figure 4) in developing and least developed countries put women entrepreneurs at a disadvantage while

seeking to benefit from-€ommerce.
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Figure 4. Individuals using the Internet by country groups (percentage of male and female population)

Female .
Male .
Other Female .

developing
countries Male l
Developed Female I

countries
Male I

0 20 40 60 80 100

LDCs

2020 Estimate 2021 Estimate W 2022 Forcast

Source: UNCTAD calation based on ITU (2022)

Women entrepreneurs face obstacles such as limited business networks, lower levels of entrepreneurial

skills,

negative gender stereotypes and time povertyhey also face gendéwased violence and harassment, common

to both online and offline trade, in accessing the opportunities provided-bgrmmerce. They are a combinati
of pre-existing gender gaps compounded by gender digital divides in relation to access to technology and

on
internet,

access to education and digital skillssufficient capital and access to finance and resulting in low profitability

operating in low valuadded sectors.

There are also policyelated constraints that undermine the potential benefits of-eommerce for women

entrepreneurs.Several countriegspecially developing ones, still lack data on how women businesses con
to economic growth through-e€ommerce. Lack of data also undermines efforts to understand and addre

tribute
ss the

specific obstacles that women entrepreneurs face in this area, andtivety affects the design of sound policies

(UNCTAD, 2023). Most developing countries have not yet put in place comprehensive national digit
strategies; in those countries that have developed them, gender considerations have rarely been maiedt

Several positive initiativeshave beentaken to lower the constraints faced by women entrepreneuras
reviewed by UNCTAD (2023). For example, Jgraienajor online marketplace in Africadeveloped its Wome

alization
ea

& Youth Empowerment Program to help womeand youth build the local-eommerce market. WEConnect

International brings large corporate, multilateral and government buyers together with wemaered supplier
around the world. UN Women has set up a digital platfayrBuy from Womeng that connectssmallholdel
farmers (men and women) to the agricultural supply chain. Development partners are also active in th
Among the many examples, UNCTAD eTrade for Women provides masterclasses that equip women entre
from developing countries witlthe skills necessary to operate in the digital landscape. From the policy
UNCTAD, through its online course oitanmerce from a gender and development perspective, supf
policymakers to better understand the opportunities thatemmerce provide to women entrepreneurs, b
also the challenges they face, and offers policy recommendations on how to levecagengerce for econom
ANRGUK YR 62YSyQa SYLRGSNX¥YSYy(o®
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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 {ogk mechanism where the
shipped goods serve as collaterdthe WTO estimates that 80 per cent or more of global merchandise trade
depends on the provision of trade &incing®. 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 opporiesibut also prevents companies from
capitalizing on international markets for which they are otherwise ywedpared.

The global trade financing gap has increased sharply in recent yddms Asian Development Bank has estimated

that global unmetdemand for trade financing has increased to USD 2.5.trillion annually, from initial estimates
eight years ago of USD 1.5 trillion per y®&&r Moreover, current trade finance disproportionately favors
established commodity exporters and bulk importers. SME 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. InAffest, 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 pertent

Figure B. Global trade finance gap

2014 2016 2018 2020 2022
M §$ trillion % of global exports

Sources: ADB. 2023 Trade Finance Gaps, Growth, and Jobs Survey—Banks; and World Trade Organization. WTO Data. https://datawto.org/
(accessed 19 July 2023).

Trade finance serves as a crucial enabler for the dissemination of climneled technologies and equipment.

A deficiency in trade finance flows may result in delays or cancellations of significant alailedée initiatives.

While data on the trade fance gap specifically for climatelated goods is limited, addressing this gap is essential

to boost trade in products vital for transitioning.to a lmarbon economy. The intersection of climate finance and

Aid for Trade financing, particularly in reneol@ 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 fotageng economies, strengthening

their financial institutions.in this domai This is particularly true for SMEs which require support in the form of
climate strategyd dzA f RA Y 3Y F2NJ Ayaildl yO0S (KNRdzZZAK (G(KS LydkBNY I A
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 tide finance gap for underserved firms, creating a key role for
public actors.lt 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 ddaglestitutions 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 (MDB#)ultilateral 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-Cavia further strengthen their role,
there are several crog¥lDB efforts to collaborate on issues of global and mutual interest in trade financing,
including in collaboration with the WTO (b8) including on issues such as risk sharindinamcing, and capacity
building.

Box3Y ! 5. Q& ¢ NI} RS | fc®PrdgaundIBGFP)/ Kl Ay CA VY|

I 5 . Terdle and Supply Chain Finance Program (TS&fm)lements its core financing, guarantee and ri
mitigation solutions in trade and trade financing, with a portfolio of special projects and initiatives aime
amplifying develoment impact, fighting poverty and driving greater engagement in green, clifinatedly
sustainable trade that aligns with Environmental, Social and Governance (ESG) considerations. TSCH
active in combatting traddased money laundering, enabling adiogpt 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 internationatrade, 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 thi
17,300 transactions, with about 5,600 transactitéinged to small and medium sized businesses. This co
activity is complemented by activities such as the carbon tracking initiative, being developed in partneg
with globally recognized standards and regulation partners such asi@81ds1.ory and their unique
barcode and QR code technology, together with the IFRS Foundatiom.ifrs.org, widely known for
setting accounting standards apdactices but now aiming to do the same for sustainability reporting,
including in the climate space. Together, these three organizations are working on a technology solut
that will assist in tracking carbon emissions ¢aeend across global supply éhs, while also helping
companies and supply chains to report results digitally, to demonstrate compliance against standards
regulatory requirements.

5.2.Aid for trade

Aid for Trade aims to support developing countries, particularly LDCs, to expeatk by building capacity and
necessary infrastructure to implement and benefit from WTO agreemerénce 2006, commitments and
disbursements of Aid for Trade have grown steadily (see Fig)rénl2020, the most recent year for which data

are availal#, 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.
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Figure B. Trends in aid for trade

Trend in Aid for Trade

e Commitments Disbursements

Source: OECD/WTO data

The 2022 Aid for Trade Monitoring and Evaluation (M&E) exercise took place amidst simultaneous crises of
unprecedented magnitudeincluding the war in Ukraine; high food and energy prices, tighter monetary policies,
supply chain disruptions and COMI®. Responses to the joint OE®DIO M&E questionnaires, indicate a rise in
the perceived importance of Aid for Trade, for both developing countries and donors. The ndat-Ardde
Global Review, entitled Mainstreaming Trade, will be held at the WTO.in &éanenvid2024.

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, sted 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 diversificdtfoA recent empirical study on the impact

of Aid for‘Trade on export diversification, focusing on-Sabaran exports, concluded that Aid for Trade was
conducive to export diversification. The findings suggest that Aid for Trade contributed to exgusifitation in
SubSaharan Africa and imply that increasing Aid for Trade resources could be effective to promote further export
diversification in erder to advance economic growth through lower trade costs and higher diversifittaod

for Trade haslso had positive impacts on FDI inflows, and could support more diversified iffflows

Aid for Trade increasingly takes SDG considerations into accoi®@sponses to the 2022 Aid for Trade
Monitoring and Evaluation (M&E) exercise by the OECD and WTgessug 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 imirgkrnat
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 climegtated ODA commitments in 2020. LDCs and other
LICs are the primary benefidies, accounting for 37 per cent of total climatlated 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 limiteghortion (12 per cent) was allocated to adaptation projectsotably,
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these projects focused on agriculture (54 per cent), energy, transport, banking, and forestry sectors (Bigure 1
Despite the relative scarcity of funds, projects like those supportetthd¥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 Aidder T

and climate finance programs could further optimize support for climate change adaptation in developing
countries.

Figure . Aid for Trade Disbursements, Climate Change Adaptation and Agriculture

Figure B.5: Most Aid for Trade disbursements related to climate change adaptation cover
agriculture
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Source: Authors’ calculations, based on Organisation for Economic Co-operation and Development (OECD) DAC-CRS (Development
Assistance Committee Creditor Reporting System) Aid Activities Database.

Note: Only projects with an explicit objective of adapting to climate change and projects identifying climate change adaptation as
important but secondary objective are considered as adaptation-related official development assistance.

Source: WTO, 2022
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[II.E. Debt and debt sustainability

1. Keymessages andecommendations

The debt challenges of developing countries remain elevated, especially amongst the poorest and most
vulnerable countriesdebt service burdengould crowd out vital investments and constrain progress towards

the SDGsWhile debt levels have broadly stabilized after spiking in the first year of the pandemic, high costs of
servicing and refinancing debt amidst tight global finahcianditions add to-the debt vulnerabilities of many
developing countries. A significant number of developing coungriesre than half of countries that use the joint
IMFWorld Bank Debt Sustainability Framework for Hoaome Countries (LIBSFY;, are a 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,
adaping 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 centing,trend reversed

in the second decadeSince 2020, countries saw debt increase further as they sought to mitigate the impact of
the COVIEL9 pandemic, spillovers from the war in Ukraine, and the turn in the global monetary policy cycle. While
median delb levels around the world have now broadly stabilized near their 2608Is, significant variation
across country groupings remains. Debt in LDCs, most of whom participated in the Heavily Indebted Poor
Countries (HIPC) and Multilateral Debt Relief (MDRixtives, have increased since the r#@10s, as access to

debt markets was restored. The debt increase reversed some, though not all of the gains from the relief initiatives.

¢t KSNBE KlFa 6SSy | &AA3YATAOFYil &K iificeé 2000/ proRid@ng Sctedslidingd O 2
financing, but also translating.into-rapidly growing debt service burdefsr 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 combamtityl

loans. The share of neRaris Club creditors in the total external debt stock of LDCs and other LICs now exceeds
that of Paris Club (PC) creditok&hile 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 bwidens
external debt-service alone consuming more than a fifth of rewenue 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 SD&3.billion people live in countries wte
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 mostnerable to climate shocks, which face high borrowing costawtien 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 revenaed,target reforms that are growtbnhancing.

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 cris€@obal financing conditions rerimatight;

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, combind 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 ciital to urgently address the debt challenges of developing countrigepped up

action is needed across three priorities: (i) strengthening debt crisis prevention, including through sound debt
management and transparency; (ii) finding solutions for cdastthat face severe fiscal constraints and can be
hampered by debt overhangs and insufficient reforms to address underlying problems to invest in the SDGs; and
(i) a more effective debt crisis resolution mechanism.

In a more complex environment, soundebt management is more critical than eveT.echnical 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. Fragitmgicttaffected 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 shareasponsibility of both borrowers and creditoraVhileprogress 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 shaldd followthrough 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 supportWith fiscal space already eroded, and very high'debt sepayments coming up amidst tight
financing conditions, lownand lowermiddle 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 financiasiruments 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 gress 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.materializen that context and despite recent important progress, including Iggm 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 counies.

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 eé 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 tesslthese challenges,
including financial instruments and contractual innovations that could deliver fiscal space for SDGs (such as debt
swaps, credit enhancements, or statentingent 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. Prepaoas 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 onthe 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 recentlyPublic debtto-GDP in developed countries rose sharply starting from
2007 and, after stabilizing in the 2010s, reached a new high during the €O©\l@ndemic when countries
financed very largscale fiscal response packages. After decreasing for mutie &@00s in a favorable global
economic environment, public debt in middiecome countries leveled off after the 2008 world economic and
financial crisis, before resuming an upward treimd2014, which gathered pace during the pandemic. LICs
experienceda similar, if more pronounced trajectory. Debtdevels in all country groups have broadly stabilized
since 2020f{gurelll.E1).

Thedecline and subsequent rebound of public delsas most pronounced in vulnerable countries, particularly

LDCs and other CB™. In the late 1990s and earB000s, many LDCs and other LICs benefitted from strong
economic growth along with debt relief under HIPC and MDRI, which significantly lowered externed-GhP

ratios across the two country groupfigure 11kE2).372 Since then, and over the past 10 to 15 years, many of these
countries embarked on ambitious, externaliganced. infrastructure drives, which contributed to a doubling of

the stock of external public debt in nominal US dotlerms since 2010 f{gure 111.E3). 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 countrieg many of which rely on tourismgwere severely impacted by the pandeniigygrelll.E1). SIDS

also saw liquidity buffers erode, making them even more vulnerable to external shocks.

Figure IIl.LE.1
Overall general government debt evolution in developed and developing countries, 22023
(Percent of GDP)

World Developed countries
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Other low-income countries Small island developing states
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SourcelMFOctober 2023 WE@atabase, IMF staff calculations.
Note: Overall general government debt includes both domestic and external debt.

Figure IlLE.2
Currency composition of general government debt of LDCs and other LICs;Z0R®)
(Percent of GDP)
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Source: IMF staffalculations based on IMF October 2023 WEO database.

Figure Il.E.3.
External public and publicly guaranteed debt stock by creditor type in LDCs and other LICs2@200
(USD Billions)

Least developed countries Other LICs
400 400
[] —
300 - 300 -
200 200
I _ —

100 100 ]

0 0

2000 2010 2020 2022 2000 2010 2020 2022
Multilateral = Paris Club = Non Paris Club = Bond Holders m Other Private Multilateral = Paris Club = Non Paris Club = Bond Holders m Other Private

Sources: IMF staff calculations based on World Bateknational Debt Statistics database.

Figure IlLE.4
External creditor landscape in LDCs and other LICs
(Percent of total external public and publicly guaranteed debt stock)

End2000 End2010 End2022
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Source: IMF staff calculations basedwnprld Bank International Debt Statistics database.

Over the last 20 years, the creditor landscape has become more diverse for many developing coufiies.
LDCs and other LICs, the shares in external public debt held by commercial creidittuding bandholders and
other private creditors and norParis Club official creditors more than doubled, from 17 per cent at280d

to 45 percent at en2022, with the shares of Paris Club and multilateral creditors declining from 83 percent to 56
per cent, respctively figurelll.E4). Similar trends were observed among MICs and $tDS.

Complexity and riskiness of debt instruments has also increaskctoss developing countries, debt with more
complex lending terms (e.g., collateralizatithy more frequent epricing (due to shorter maturities and greater
prevalence of variable interest rate), and/or indirect forms of financing, such as-@tated enterprisesor
public-private partnershigrelated transactions proliferated/>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 loanb@tseges, 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 mucHewer 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 (gpee Il1l.E2). 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 foptivate sector and enlarge the
sovereignbank nexus, potentially exacerbating the risk of negative feedback loops.

In the most recent pospandemic period, many developing countries faced external liquidity pressures, with
only scaled up multilateral fiancing preventing a collapse in external financinglCs 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 norParis Club official creditor§hisdownward 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’’® Debt financing provided by multilateral institutions prevented an allenet 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 Afwibare over 70 per cent of all LDCs are located

¢ in the postpandemic period, as net financing from private creditors was negative (fljugg). 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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Net external public sector debt flows, by country group, 202022
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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®’” While debt dynamics vary across countrid@st LDCs and oth&tCs experienced consistent primary
deficits igurelll.E6). 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 pricesaking 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 Clmer III.A.); neither has concessional financing, with-some developing countries seeing a
decline in the amount of concessional finance recei/8@ther developing countries saw a loss of access to
concessional financing altogether as their income levelgased, 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 growgh lfas emained 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 defi€tgerall, 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 Il.LE.6
LDCs and other LICs: General government primary balance,-20920

General government prirary balance (Period averages, percent of GDP)
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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 translatedynetater

debt service burdensDuring 20222023, issuance of hard currency bonds by LDCs and other LICs almost dried up
and those that were issued carried very high coupon rates; mitdieme countries experienced a similar, if less
pronounced, deterioratin of financing conditionsfiure 11l.E7). 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 resigbt service paymentsincluding both interest and principal
repaymentsg relative to government revenues has increased dramatically across LDCs and othéiglull€s (
[1I.E8). The median debt service burden for LDCs rose from 3.1 per cent in 201(p&y &ént 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.
AsrepdNIi SR Ay flad @SIFINNRa c{5w> Ay G2i4lf wp RS@OSt2LAYy3
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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 HIRGx: last largescale debt relief initiative for developing countries.

Higher debt service costs reduce available fiscal space for development finan8i8gbillion people live in
countries where Governments spend more on interest payments than on eduacatihealth3’°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 othe
LICs see their public investment falling behind interest payment on public €ighte111.E9) .38 Across regions,

this crowding out of development spending is strongest in Africa and Western Asia.

Figurelll.E7
Sovereign bond issuance in hard currencibg,coupon rate
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Figurelll.E.8
Debt service on external public and publicly guaranteed debt, 2023
(Percent of general government revenue)
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MICs
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Source: UN DESA calculations, based on World Bank International Debt Statistics database and IMF October 2023
WEO database.

Figurelll.E.9
Developing countries that spend more on servicing public. debt than on health, education, and public
investment, 20162012 versus 2012021
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Source: UN DESA, adapted from UN Gl@bisis Response Group (2023).

2.3.Elevated debt sustainability risks

High debt levels and tight financing conditions have translated into growing liquidity and solvency ri3&bt

service burdens on external debt will remain elevated for LDCs and btfist as well as many lowarddle-

income countries through 2024 and 2025, and ease only gradually after thafigsse I11.E10). 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 linaitedss to international financial markets,

these very high external debt repayments will put significant liquidity pressures on countries; without a mix of
adjustment, reforms to acderate growth, and robust access to concessional financing, there is a risk that they
may turn into solvency crises.
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Figure IlLE.10
Debt service on external public and publicly guaranteed debt
(USD Billions)
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Source: UN DESA calculations, baseWond 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
LICsMore than half of all LDCs and other LICs.are asskeat high risk of or in debt distress, twice the level in
2013, according to the IMF/World Bank Debt Sustainability Framework (LIC DSkguedll.E11). Fifteen
O2dzy i NASaQ RSo6dG Nral NraGAy3da KIFEBS o0SSyitcRdsycadd RSR
vulnerabilities manifested well ahead of the COXEDpandemic. Since 202ye 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 delituetaring 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).

Figurelll.E.11
LDCs and other lovincome cauntries: External debt distress ratings, 20@023
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3. Sustainable debt financing and the SDGs

In the wake of multiple global shocks, many countries face difficult traofiis between maintaining fiscal
sustainability and investing in structural transformation, including productive investment, climate action and
other SDGsEffective SDG investmen8y KI yOS |y S02y2YéQa NBaiAfASyOS A
reducing debtrelated vulnerabilities. The terms on which countries can access debt and other sources of
financing, along with how effectively these resources are utilized, will determivgher countries can achieve a
virtuous cycle of investmerdriven 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 andeiong
development, which will only further undermine their prospects. This challenge is particularly pronounced for
climatevulnerable countries (seeection 3.1 on the debt and climate vicious cycle). Better understanding,
managing and addressing this interplay between Kergn investments in the SDGs and climate action, the closing

of financing gaps for SDG investments, efficient use of debt financinig wafeguarding lonterm debt
sustainability, and implementation of key grow#imhancing.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 vicias cycle

The vicious cycle of rising debt and constrained productive investment is especially pronounced in climate
vulnerable countriesRising climate vulnerabilities, as reflected by more frequent and severe natural disasters,
exert significant press& 2y O2dzfuGNARSaQ yldA2ylf 0dzZRISGaAP CAYylyO
disasters, and adapt to climate change are very lartfee annual cost of adapting public assets alone has been
estimated to exceed 1 per cent of GDP annually for the Hexears in 50 loincome countries, while for some small
countries it rises up to more than 2.5 per cent of GBPisasters also significantly disrupt economic activities and
RAYAYyAAaK O2dzyGNASAQ | o0AfAGEe G2 Y20AtAT S R2YS&AGAO I
needs, vulnerable countries often have to resort to increased borrowing, leadiagbigldup of debt and an
increasing share of national budgets allocated to debt servicing. This limits their ability to invest-tertang
resilience and SDGs, which make them even more vulnerable to future shocks. Consequently, the cycle of
borrowing ard debt accumulation not only constrains future investment opportunities but also exacerbates
vulnerabilities to-climate change, creating a gmfpetuating loop of debt and climate challenges.

Climate and debt vulnerabilities increasingly overlapome asessments suggests that over half of debt upsurge

in vulnerable countries stems from funding disaster recovefiednd as Figurell.E12 shows, 30 out of 68
O2dzy iNASa StATA6ES G2 | 0O0Saa O2yO0Saanizylrist(AFRGNAOS d
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 PR@&[gible countries. Several loweand uppermiddle income countries

have hgh climate vulnerability according to the MERAIN Climate Vulnerability Index, and encounter either serious
challenges to their external debt sustainability or are already in debt distt&€gsinerability to climate shocks is

also associated with higheBbNN2 6 Ay 3 O2ada> a ONBRAG2NEQ LISNISLIIA 2

161



DRAFT Not for citation or distribution

Figurelll.E.12
Overlap of debt and climate vulnerabilities in LDCs and other LICs, 2023

High

environmental 27 countries 30 countries
vulnerability

Low environmental
vulnerability

Low or moderate risk High risk or in debt
of debt distress distress

Source: UNCTAD Secretariat calculations based on/MF LIC DSA lgiuiNovember 2023) and Notre Dame
Gain Climate Vulnerability Index (NMEAIN).

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, developingountries.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 runMany developing countries are more reliant on brownites, with less diversified
economies® 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.exacerbatedin fragile external positions. At the same time, a global green transition
could mean that demand for and prices of products of emissitensive sectors will fall, with adverse
implications for foreign currency revenue of countries that rely on thestose and their capacity to service
external debt burdens.

To break this debtlimate vicious cycle, an ambitious policy agenda at national and international levels is
imperative. This should encompass policy recommendations that are discussed througisrgport 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 Doalsize of the financing

needs implies that vulnerable developing countries will need external financing, and on concessional terms, to
adapt and build resilience to climatélange and avoid further debt builgb (see Chapter 111.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 te Addis AgendaCreating fiscal space for investment in the SDGs in this very challenging
macra-context will require policy action in many areas beyond debt: strengthened fiscal management (increased
domestic public resource mobilization and efficient sgi@g) (chapter 11l.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 111.B.); scalggl concessional financing, which is particiyyamportant for the

poorest and most vulnerable countries (chapter 111.C); but also domestic and international macroeconomic and
capital account management to address external pressures (chapter IlI.F). Section 4 discuss the role of debt
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management and ebt 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 propastd provide affordable debt financing for SDG and climate
investments, both through specific instruments and through more programmatic approaches.

SDGlinked debt instruments

Large financing needs for climate action and the SDGs have increased inter@sancial instruments that more
cIoseJyJink debt financing to susAtainaAlbiIity considerationSuch instruments.aim to exploit (public and private) A
ONBRAG2NEQ AYGSNBad Ay adzZlR2NIAy3 3JFt260Ff LINA2NAGASE

For countries hat remain solvent but struggle with limited fiscal space for investment in sustainable
development, a range of debt instruments could helpobilize resaurces for SDG and climate investmemebt

for climate and SDG investment swaps allow countries tireetidebt 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 solvencyraesleT here 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 poviding funds with credit enhancement in order toe 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, includiagacity 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 thematids as part of large debt swap
operations. Their design must-alsorassure sovereignty and country ownership over the investments undertaken.
Several regional and thematic debt swap initiatives are advancing on these issues, including, for example, UN
ESE€! Q& / f A Yk (S kdDemaNewSdgtiative, ¢ I LJ

The past two decades saw an increasing-interest in thematic bonds, such as sustainability bonds (e.g. green,
blue, social, etc.) and sustainabilitinked bonds (SLBY. dza G I A Yy I 6 A f A DRLINE SR alé NI 2 ¢ dz
aim to finance earmarked green or sustainable activities. 8&Blse cost of borrowing to improvement from

issuers on‘predefined sustainability indicators within a specific time frgnfey OS t 2f I YRQ& FANR U
green bonds in 2016, sovereign issue of bonds to fund decarbonization goals has expandedrglgntt $80.8

billion in 20223 To date, European sovereigns account for the vast majority of issuances, with developing
countries accounting for $4.1 billion of the 2022 totIThe sovereign SLB market is still at its nascent stage, with
Chile issurig the first SLB in March 2022.

The purpose of the issuance of sustainability and sustainabilibked bonds should be well defined and
AYGSaANFYGSR Ayid2 || a2@SNBAIYyQa RS odommonlydited Sbe&iyed fora G NI
sustainable debt issuance include: (i) raisin S A &adzSNR& LINRPFAES Ay GKS 3t 2
sustainable debt instruments inside a country; and (iii) accessingetiestive funding and diversifying the
investor base. The cosffectiveness of thematic bonds depends on the siz¢éhe secalled greenium, i.e. the
difference in yields between thematic bonds and conventional sovereign bonds. Despite the growth of the market,
the greenium has remainedsmaf N2Y H®Tn o0l aia LRAYd F2N RSOSfor LISR (
developing countries USD and Euro denominated bdffdSost 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 muatso take preand postissuance 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 bond®.In countries that continue to have bawing space, donors could consider
supporting the issuance of sustainabilitgked 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 thewide pro
form of budget support for SD{thked investments®®

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 theack 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 loand lowermiddle income countries. While many of themay 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 stepedl systematic support

to such coutries. 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
NBLI 8YSyiazx I aRSo6G fuldsissseitially, theuse of higRlyicBhcessibhal dbrnbr@esdir€es
to service les©®2y 0S5aaA2ylf RSo6G0Z Ay SEOKIyYy3IS F2N RSoid2N
focused structural reforms that put them on a new and sustainable growth Patkee Box 1 for the historic
example of South Korea and an investméottused debt strategy). Such an approach also falls within the spirit of
proposals put forward by the UN Secretdbgneral, in the SDG Stimulus and his policy brief on international
financid architecture reform, to scale up lofigrm affordable financing for SDG and climate investments, while
addressing high sovereign borrowing cost and rising risks of debt distress (see’Box 2).

Box 1.
The strategy of the Republic of Korea to avaldbt distress during economic takeoff

The Republic of Korea encountered development financing challenges that often confront developing countries
during its economic takeff, including persistently high current account deficits, fast accumulating extdetn,

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 falebt-financed developmen i.e. thatthe 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, bstead primarily financed the
imbalance between investment and domestic saving and increased foreign exchange reserves.

¢CKS O2dzyiNEQAa AYy@SaildYSyd NrdA2z2 Y2NB GKIyYy GNRLX SR 7T
while marginal poductivity of capital was maintained at very high levels, which were well above real interest rates
paid on foreign debt. Sustaindugh real economic growth, averaging 8.3 per cent between 1961 and 1980,
O2y GNROGdzi SR (2 1 SSLIAY mandg&able. B elrghiplb,Bf (hé Republic of KayedzNda 6nyy &
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 refdreedtrong 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 ahost 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 takeff; and centralized jgpraisal of investment and borrowing to ensure the productive
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and efficient use of funds, in both the public and the private sedtbe Government also maintained excellent
debt statistics throughout the period, which played an important role in suppoitiformed decision making.

Source: UN ESCAP.

Box 2
TheSDG Stimulus and IFA reform proposals by the Secre@eperal

In his proposals for an SDG Stimulus and international financial architecture reform, the UN Sesestargl has

put forward proposals both for immediate actions to address the debt challenges of developing countries, and for
longerterm reforms in the sovereign debt architecture that & thternational Conference on Financing for
Development could address. These proposalstairstrengthen 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 wigrotitur.

Recommendations to prevent debt crises from occurring include: fulfilling thedtargling commitment of the
international community to work towards a global consensus on guidelines for sovereign debtor and creditor
responsibilities; improvingebt 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 add bn ongoing work in the UN and beyond; and
improving debt contracts and increasing the use of stadatingent debt instruments.

On the latter, the UN Secretafgeneral proposed strengthening the Common Framework, by complementing it

with a mechanisnthat 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 toir@ms with liquidity challenges, helping them to refinance
existing highcost market debt without excessive compensation to private creditors.

Source: UN DESA based on: United Nations Secietdry SNI f Q&4 { 5D { GAYdzZ dza G2 58S
Nations Our Common Agenda Policy Bg&eforms to the International Financial Architecture.

4. Debt crisis prevention and resolutionprogress made and challenges ahead

Amid rising debt vulnerabilities, improvements are needed in both debt crisis preventiod aesolution. 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 necessaryin addition to improved debt management and transparenoyntinued progress toward an
architecture that allows for. more effective and fair restructurings remains critical, particularly in view of a more
heterogenous creditor landscape, greater reliancecommercial finance, especially by LDCs and other LICs, and
geopolitical uncertainty®® The current architecture needs continued improvement to deliver on all of these
objectives.

4.1. Debt crisis prevention

Further strengthening public debmtanagement 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)as posed significant challeegyfor 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 manageneeglps minimize debt vulnerabilitiesrgmote 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 cleamandate 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 prioritly lomestic debt'has been the development and deepening
of domestic markets, including increased liquidity and more predictable and transparent debt isstfdnces.

There has been steady progress in public debt management practi@ebht Management Perfomance
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 improvémargas such as

the legal framework, managerial stituce, 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 depbgreds a growing number of
countries. Howeveraccomplishments have been slow in other areas and occasionally faced setbacks, such as
during the pandemic. Fragile and conflaffected states and small developing countries face particularly strong
resource constraints, both in terms of staffing and physical/lT equipment. Capacity development in public debt
management will remain gradual anth many contexts rely heavily.on external support.

The IMF and World Bank provide technical assistancdaw- and middleincome countries through various

means, including through the jointly administered Debt Management Facility (DMMe DMF program, which

was launched in 2008 by the World Bank, offers advisory services and technical assistance, drairpegfto-

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 dostec markets. Additionally, the Government Debt and Risk Management
(GDRM) program provides customized advisory services to enhance public debt and risk management capacity in
select middleincome countriesln recent years, delivery of debt management aeipy 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
developmen to regional challenges and providing sustainedtogground support.

UNCTAD supports 60 developing countries in building effective debt management capacity, focusing on
downstream aspects of debt recording, monitoring, and reportinghese efforts coplement the technical
assistance provided in upstream areas. UNCTAD's Debt Management & Financial Analysis System (DMFAS
Program assists in ensuring the availability of fjghlity debt data for reporting and decisignaking, enhancing

the accuracy andampleteness of public debt records, and facilitating comprehensive and timely reporting. It also
aids in the implementation of debt reorganization initiativ&35 In addition to the DMFAS, there have been other
downstream works, including that of the Commmugalth 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 -delatted fiscal risks. It fosters investor
confidence and better cooperation with lenders,inlately 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 officiibgts or hidden through the use of
overly broad confidentiality clausé® Since 2018, the Joint IMNorld 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 restructurifgecurate 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 burdershaing. Where accurate information is not readily available, debt reconciliation may lengthen
0KS NBalGNUzOGdzNAYy I LINRPOSaa 6AGK RSGNARYSydlft O2ada 2y

Enhancing transparency is a shared responsibility of both borrowers and credi®ostowers 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 praites 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 Rep@22 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 oftaethg 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 per&iseview of 60
developing countries found that less than half require the preparation of key-cgated publications in their
domesticlegal frameworR>” In practice, across the countries eligible to borrow from the International
Development AssociationRA), 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 disclosuré&® Such efforts by borrowers were suj2 NIi SR o6& GKS L5! Q& { dzaf
Finance Policy (SDFEP) 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 managementabnd fis
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 reprting on their lending has been mixedey 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 publigig details of every official sector loan to sovereigns on government
website, although the level of details varies considerably. The Institute of International Finance (lIF) published
Voluntary Principles designed to enhance transparency in private seciging 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 organizationscan 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 comprehensiatalthse 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 credi8&xploring 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 effS@apacity building support

will reman 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) pduce and publishing mediuterm 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 ageninliabilities and systematically
tracking lending commitments as well as disbursements; (V) cash management; and (vi) management of fiscal
risks#0t

[AY1Ay3 RSo0dG &ASNBAOS (2 O2dzyiNASaQ OFLIOAGE G2 LI @

State-contingent debt nstruments can serve as a countercyclical and $iaring tool to help countries deal

with shocks.Statecontingent debt instruments have payouts that are higher in good states of the world than in
bad states. They aim to reduce debt payments during pisriof low fiscal revenue for example, by tying debt
payments to GDP, commodity prices, or catastrophic evertsis creating countecyclical liabilities linked to
0KS a2 @S N&wickycapacity RThasél clauses provide insurance against exogeskaisand may be
increasingly important given growing climate risks and other environmental concénesG20 Debt Service
Suspension Initiative (DSSI)-aimed to provide such breathing space {oclomve countries to tackle the
pandemicrelated 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.cSidiggent
clauses provide an eante solution.

Public creditors are pioneering climateesilient debt clauses in their lendingClimateresilient debt clauses
automatically defer debt payments following the occurrence of certain climate events and natural disasters (such
as droughts, earthquakes, flding, and extreme weather)Y.he Task Force has long called on official creditors to
take the lead in adopting such clauses in their lending; now several official creditoraf(it&n Development

Bank, European Bank for Reconstruction and Developmeset-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 repaptigations

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 timehanner.This improvement

would help to preventdelays in debt restructurings that can lead to significant development setb¥¢ken
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 defaulté® In contrast, when restructuring episodes are expected to be shorter than the median
duration, they are associated withn 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 anshiéequences 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 ¢ its mandate to foster economic and financial stability, the IMF plays a central role in the
LINBE@SYyGAz2y |yR NBazfdziaAz2y 2F a20SNBA3IYy RSod ONR&aSad
systemic stability, including through debt saistability 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
ddzLJLI2 NIISR LINPINIF Ya (2 NOBa éxeeiN viabilkyand i iy pagicuBriin cdsedof dzY
unsustainable debt and a request for an Hslipported 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 asustainable path while being consistent with the WEIzZLILI2 NI S R LINE I4RIhe Wérld LI- NI
Bank offers lowinterest loans and grants to developing countries, customizing financing terms according to their
debt vulnerabilities. It extends substantiabsitive 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 sustainabilitgost
low-income countries, debt sustainability assessments are carried out using the jointVi®1Bebt Sustainability
Framework for Lowncome Countries (LIC'DSF). For all other countries the IMF uses the Sovereign Risk and Debt
Sustainability Framework for market assecountries (MAC SRD®¥Yhe assessment framework for market
access countries was revamped in 2021 and has since been rolled out. The new SRDSF signals sovereign stres
more accurately and better assesses debt sustainability in market access couhgniethé previous version,
GKAOK A& | LINBNBldAaAdGS F2N) Y240 AYOIGSNYFGAZ2YIlE FAYI
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 existingfnework.. 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 restructgstDifficulties 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 restructuing 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 debstructurings.

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 sectddnlike 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
KStR 08 Kdzy RNBR&Z | yR a2YSGAYSa0 20 K 2508 AyRSa 3 CRITA 20y2 yLBNK
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 whitbvereign debt crises could be resolV& this
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proposal did not garner sufficient political supportnstead, a contractual2 NJ & Y I NJ tSafproach oS R ¢
sovereign debt restructuring was relied 6885¢ KS YI N] S mnmol &SR | LILINE | Oktualh y Of d:
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 m 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 centaitdtanding stock of bonds includes enhanced

CACs.

h@dSNJ I R21 Sy a2@SNBA3IYy RSod NBAGNUHZOGdzZNAy3Ia 2F LINK O
the contractual approach, but aaumber of issues remain and stand to complicate future restruchgs
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, sovereig8d & NB & i NHzOG dzNRAy 3a Ay | FSg f26nAyO02YS
Y2YTGNI YALI NBYylid ¢KSNBE KI @S faz2z 0SSy Y2NB &ASNAIf N

New coordination challenges arose as the creditor base has become marned and fragmentedThe use of

O2ftf I GSNI f FYR O2ftFr SN fnfA1S AyaildNdz¥Syida KIFa Ay
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
FY2dzy i 2F RSo6G NBEAST GKIFIG OFy NBIfA&AGAOFIEEt& 0SS yS
concerns. In addition, informatthal 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
FaINBS G2 | RSFHft gAGK2dzi Ofitdr &bhiti doncérys. § K2aS AadadzSa 3IAL

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 cestréditor
actions in specific circumstancelm 2010, the United Kingdom passed ebt Relief (Developing Countries) Act

0 & H n m A%, Whizhh Bmited the recoverable amounts for creditors of countries participating in the HIPC
Initiative. At thetime, it prevented an estimated loss of £145 million for these counffidshich 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 litimg their claim to the amount they initially paid to acquire the
debt*°This law specifically targets situations where creditors seek unjust benefits after purchasing claims on the
debtor countryat a discounted price on the secondary market. In 20f#hde 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, defaultt: The law offers protection for the first four years following a default twd-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 governdd. the United Kingdomthe 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 rejeé¢tédlhree current active
legislative bills in the New York State Assembly envisage establishing a sovereign bankruptcy procedure in New
York®3 limiting the recoverable amount for creditors in New York cdtfitand voiding debt transfers acquired

for the purpose of filing lawsuit¥. However, the bills were deferred to 2024 due to lack of consensus in the last
legislative session of 2023
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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 restrudurings. Domestiecurrency 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, -ovemhEP
averaging basis (sdeurelll.E2 above). From 199 2020, there were roughly 30 standalone domestic debt
restructurings, compared to 27 external debt restructuriijaVith 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 debstructurings, but they also pose unique
challenges**® 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 cobbngestic 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¢fendsreign stress

can thus easjl spread to other parts of the economy, with-potentially serious adverse effects on the economy. A
NBadNHOGdzNAYy3T 2F OSYilNIf« 6ly] K2fRAYy3a 2F Lzt AO R
monetary operations and regulatory functisnDomestic 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 costsluding financial system
disruptions, was presented by the IMF to this.end in 2621.

The global architecture

Recent responses of the creditor community to the debt challenges of developing countries have some parallels
with the response of the late1980s/90s, but differ in_important respects, reflecting the difference in
circumstances?° While debt distress indicators in LICs have been steadily rising over the last decade, they remain
substantially below theirdlevels in the mi®90s and do not ydhdicate a systemic crisis of the type that would
require a wholesale, coordinated Heavily Indebted Poor Courstids initiative. As a result, the pe2019 efforts

of the creditor community have first focused.in rolling out the Debt Service Suspédniiative (DSSI) to provide
immediate casHlow 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 casby-case basis. While creditors have moved faster this time to consider deeper debt
treatment, many challenges remat?

Several areas of improvement have been highlighted to strengthen the Common Framework to deliver more
quickly.*?2 The IMF and the World Bank havighlighted the need for: (Qreater clarity on the steps and timelines

of the CF proces®nabling 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 enforogp@rability of Treatment; and (iv) expanding coordinated debt
treatments to highly indebted noF eligible countries that would benefit from such a greater coordination, as
they are recipients of large financing from both official and private sectortorsdiThese calls have been echoed

by the Interagency Task Force on Financing for Development, and complemented with additional
recommendations, including those by the Secret@gneral in his policy brief on reform of the IFA, which has
proposed the deglopment 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 isad at promoting common understanding among key stakeholders.

In February 2023, the GSDR was set up arthadred by the IMF, the World Bank, and the G20 Presidency. The
GSDR focuses on processes and practices to foster common understanding on kegdictibard ways to address

them. Participation in the GSDR is brdzabed 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 keyeadiments 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 sysemic crisis.A strengthened Common Framework can provide an. efficient;vated 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 equyed totacklewidespread debt distress in-a systemic criise current

F NOKAGSOGdzNE Ffaz2 KFa 3Kkl Ay | RRNBaaiya (GKS aGaRS@
systematic support available to countries whose high‘debt service burdenseia®ipG expenditure. To close

these gaps, UNCTAD has put forward proposals toward a develogreetgred debt sovereign workout
framework (see Box 3).

Box 3.

'b/ ¢! 5Qa tNRLRAaAlIf FT2NJ I Di2oFft 5Soi ! dzi K2 NR (@

A developmenicentered debt sovereign workout &mework 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 restingtorocess;
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 ecuntries having their own models; improving innovative financial instruments such asatebt

climate swaps or debfior-nature swaps that can enhance fiscal space of countries with sustainable debts; and the
building of a broader institutional framework dh 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 determinepix@meter 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 fip\wkekents

2F GKS 2NRAYIFINE FAYFYOAFf NBIdzZE I G2NB G22f (Al 2F RSH
Since 1956, official creditors have coordinated their efforts through institutions such as the Paris Club while
various private crditor 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 towask 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 adery institution operating under a naoinding 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 expershich would identify existing sovereign debtlated

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 netfavork wi
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 comication 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 GDAaagoanmous entity, neither
borrower nor creditor, would be established.

Source: UNCTAD Trade and Development Report 2023 Chapter V.
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[Il.F. Addressing systemic issues

1. Key messages and recommendations

There is universal recognition of theeed to better align global financial and monetary systems with the
Sustainable Development Goals (SDGS8)he need for reform of thénternational financial architectureand
strengthening thecoherenceand consistency of institutions and platforms is namiversally recognized, with
Member Statesendorsing such calls for reform in various forums, not least the Financing for Development
outcomes{ 2YS KI @S dzaSReBKSYESNE REAYWNAOGS G(KS SEAGAY 3
monetaryframeworks and rules, institutions and marketgat has evolveaince 1945often in anuncoordinated

andad hocfashion, with different phases of economic globalizatiore [Blek of coherence and coordination has

often resulted in disjointed responses to econmmfinancial,and othercrises Its shortcomings have become

more acute with noreconomic risks, foremost climate change, increasingly impacting economic and financial
stability. The Addis Agenda is the first financing for development outcome to recaipeizeeed 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 cemt 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 18#globaleconomy

saw growth in the size of the financial sector, progressigebper integration of globalfinancial marketsrapid
technological change that has allowed more interlinkages, increasingly complex financial instruments and
intermediaries,and with that, growing systemic risksThe 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 sggsuwr 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 volafiliyworld has experienced
recurrent financial crises, with increasing cresder 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 countriess noted in chapter I, anetary and financial
policies in major developedountries 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 potiegisions in developed countries, especially in 2022.

the current environment of relatively highinterest rates, stretched asset valuatiorend greater economic
uncertainty, therisks ofabrupt movements and higher volatilitpf asset pricesare elevated Continued
geopolitical tensions also raiskee risk of further volatility in commaoditiggrices Overall, over the course of the

last two decades systemic risks appear to be growing, parthemty the increase in climatelated 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 architecturand uneven coverageAs countries have moved to liberalize financial
flows, @apital flow volatility provides a channel to generate or amplify financial and-fioancial shocks.he

global financial safety neta multilayered arrangement for responding twises,has beenrepeatedly tested,
especially by the 2008 world financial and economic crisis and the 2020 -@@@éndemic. Those countries that

were able to accumulate sufficient reserves, predominantly in US dollar assets, have used them to cushion
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volatility, but thishas opportunity costs in terms of foregone consumption and investment, which can be large in
countries facing pressirigvestmentneeds to deliver on the SDQdeanwhile access to other layers of the safety

net has been very unevemilateral 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. $gePrawing 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 reformwirglde 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 cefle.international
community could condeer how aFourth International Conference onFinancing forDevelopment 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 challetiggpite the progress achieved after
GKS wnny ONRAAAT |G GKS alY¥YS GAYS NB3IdzA FG2NBRQ Gl aqa
on to incorporate climate change and set related incentives for investors in their regulatory wérkange d
nationalfinancial regulationgnd international standardg/ere updated in the wake of the 20@®orld financial

and economiccrisis, but implementation is uneven globally, and certain risks remain outside the regulatory
perimeter or scope of regulatiorThere are also industry pressures to roll back the implementation of stricter
banking standards. Meanwhile, some types of #i@mk financial institutions are not subject to the same level of
prudential requirements. B\ digital financial instruments, inaling cryptoassets, present new risks. In addition,
financial regulatory norms amenly gradually andiot yet sufficientlyaddressing climateelatedrisks.Regulators
supervisors andinancialinstitutions alike face challenges quantifying the forwdamking 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 busietesl and risk
management deisions 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 fatdte progress in mobilizing private capital for climate and could take account
of the specific challenges faced by developing countiegourth international conference on financing for
development could bring togetherelevant stakeholdersincluding regulators, governmentternational
organizationsfinancial institutions and other private sector actors and civil societgréate financial markets

that are accessible, stab#nd sustainable

While digitalization has reshaped finanand introduced new risks, it also provides opportunities to enhance

the efficiency of outmoded financial infrastructure, such as the payment systéihe rise of digital payments

and recent experimentation with central bank digital currencies could furtieshape the plumbing of all
economic transactions. A fourth international conference on financing for development can explore how these
changes impact sustainable development, suppordwledge sharingnd address questions of interoperability

of paymentsystems toincrease the speed anceduce the cost of crodsorder 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 Cegnsus.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. Theierpdriee 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
SouK FyR 20KSNJ SO2y2YAO FyR 3AS2LR{AGAOFT OKFIy3aSax
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international conferences on Financing for Development have included commitments to governance reform.
Some improvements to increase the voice of develogiogntries 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 aestiehgthen the
legitimacy of global governance arrangements, presents an opportunity to address these shortcomings.

2. Global financialsafety net

2.1 Trends in capital flows and capitalccountmanagement

Push &ctors beyond the control of recipient comtries, such as lpbal risk aversiorand globalinterest rates

are among the main drivers ofhternational capital flows.Theincrease in magnitude and volatility of capital
flowscanK I @S | RS NAE S A YekdhaDge &ate any fin@n2ialzstabilés \Bell 43 affeciccess tdong-

term financeandsustainability ofiebt¢ 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 fror2008 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 figooeseal some of the sudden surges, reversals and stops

in shortterm 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 developedfiaegeial sectors.

Figure Ill.LF.1

Net financial flows to developing countries, 20e#D22
(Billions of US dollars)

1500
1000

500

uuulllllllllllilli!!iil

o

-500

-1000
2000 2005 2010 2015 2020

m Direct investment, net m Portfolio investment, net m Other investment, net ® Change in reserves

Source: International Financial Statistics, IMF.
Note: Positive values reflect a financial inflow.
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Policymakers in recipient countrieshould be able to draw on a full range of policy tools to effectively address
how capital flow volatility impactstheir domestic economy and financial systemBoolsto counter volatility of

capital flowsinclude monetary and fiscal policies; exchange patkcies, including foreign exchange intervention;
macroprudential measures; and capital flow management (CFM) meaMieess on the appropriateness of these
macroeconomic tools have varied over time. The IMF articles of agreement include clear recogjnitie 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 nralate of the IMF?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 comio@n institutional view in 2012 which recognizes that
CFMs can be useful in certain circumstances but should not substitute for warranted macroeconomic
adjustment*?*In the Addis Agenda, Member States agreed that when dealing with risks from large atile vol
capital flows, necessary macroeconomic policy adjustment could be supported by macroprudential and, as
appropriate, CFM measurelh its 2022 review ofthe institutionalview, the IMFrecognized a potential role for
measures that combine elements lbbth CFMand macroprudential measures to reduce capital inflows volatility
and to limit the buildup of financial vulnerabilities. As a‘result, the new IMF guidance sees a role femptive
measures not only when capital inflows surge but also at dihezsto reduce systemic risk8> Given the difficult
trade-offs faced by policy makers in dealing with volatile capital flows; which under certain conditions warrant the
use of multiple toolsi KS LaCQa Ly dS3Nkad Bdvidetg@idaic©dhe Iy nvix8%s 2 NJ

2.2 The global financial safety net

The global financial safety net (GFSN) is a set of institutions and mechanisms thattaiprovide financial
protection against crises and help mitigate their impadt. seeks to provide countries with insurance against
crises, shorterm liquidity finance when shocks hit, and<incentives.for sound macroeconomic policies, thus
helping to avai 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
YFEAY f1F&@SNA 27F NBa2 dzND 8laegerves,(hiatlishdp Gréatententsy/(BSASS andongy |-
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 banksfiaial bilateral

creditors are-usually not. considered as part of the GFSN as they mainly provideeriongnancing for
development needs, but their financing can be provided countalically to help countries close financing gaps
during crises.

The GBN has become more mullayered over the last two decadesince 2000, the total stock of international
reserve holdings has increased more than 6 times, reaching USD 14 trillion2022dwvhile the size of external
resources available through other &R 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 msom&nThis was accomplished with the
introduction of BSAs among resergarrency 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
scalingup 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 lll.F.2

Global financial stety net size and composition, 1992022
(a) Size of the GFSN and share of global GDP
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Source International Monetary Fund, based oentral banks; annual reports of regional financial arrangements;
IMF.

Notes Bilateral swap lines includes permaneamtlimited swap lines (major advanced economy central banks) and
limited-amount swap lines. The estated 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 availabtanatted resources, or estimated lending
capacity based on country access limits and faidapital. IMF resources based on lending capacity, which
includes quota and borrowing resources for countries in the Financial Transaction Plan (FTP) after gleductin
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

178



ADVANCE UNEDITED VERS&SIOMARCH 2022 Not for citation or distribution

regional arrangementsrpvide 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 curigsuer countries. Other systemic
countries with strong global financial links also have actte8SAs 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 Ghaarigitiative
Multilateralization, although the latter has never been activated. Most developing countries, however, rely only
on their own reserves and IMF resources (see figure 2).

/| 2dzy GNASAQ 3INRaa NBaAaSNBSa | NS eredictdilitybf in&n$ GHSN ddBcesi Oz
(in particular, RFAs) remains inadequate, while other elements, e.g., some BSAs, provide only geographically
limited and timebound support, which may not cover all countries nor the full duration of shocks. Manyriesun

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 tnsaé by accumulating foreign
reserves, though reserve agumulation can be attributed to multiple motive®’ The benefits of reserve
accumulation in terms of avoided crises should be weighed against the costs, hdt#eRegardless of the
motive, accumulation of reserves carries qufistal costs and opportunityosts, which could be on the order of
magnitude of 1 per cent of GDP if countries are using their reserves dnssglince or lower if using them to
actively manage capital flow volatility® However, large reserve accumulations also entail potentisiesyic

costs and can create coordination problems that can generate financial fragility andbomogs transmission
channels for instability, undermining the resilience of the international monetary syéteifhese include
potential deflationary impactf the major reserve issuing country no lenger 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 resemwcumulations push down yields on the sovereign bonds

of the major reserve issués!

The volume of foreign exchange reserves rose drastically in the last two dec#&kdral banks around the world
have continued to accumulate reservédgoughout the period, with an acceleration around the 2008 world
financial and economic crisis and the Cel@pandemicgeefigure 1). In total, global reserves increased from
around $2 trillion in 2006 $14 trillion in 2022. Over the same period, emerging markets added $5 trillion to their
reserves, and lovincome economies accumulated more than $4 trillion.
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Figure lll.F.3
International reserves, 200@023
(a) Value of reserves
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Reserve coverage varies widely across countriddvanced economies and large emerging markets hold most
international reserves, with &igh reserve coveragésee figure 3) Lowincome 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 expandedfastically, but unevenly,with the 2008 world financial and
economiccrisis and the Covid9 pandemia from six swap lines opened among advanced economy central
banks in the early 2000s to more than 180 lines by 20Rlappears that scaledp and reactivated swap
arrangements helped cushion the pandemic sh®ka particular, the increased bilateral swap arrangements,
primarily the US Fed swaps, provided prompt liquidity support, helping to stabilize the globalidinaarkets
and capital flows to emerging and developing economies. With some temporary panddated lines expired,
there are currently 160 swap lines in existence totaling $1.6 triffftéfihe Task Force mapped out the swap lines
in its 2023 reportshowing that very few developing countries have access to these facifities.

Regional financing arrangements have so far played a more limited role in the GE®HNrging and developing
economies have access to five regional financing arrangeftiesth 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 largervolumes of liquidity. The use ofrthrgeraents has

been marginal, in part because during the Ced@dpandemic, 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 Elbantries 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 Arrangemenhefilew Development Bank, remain untested and
untapped?3®

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 urexv coverage, the IMF has a naarversal
membership. The IMF works to prevent and address couspecific, regional, and global crises through
surveillance, lending, and capacity development. Its unique gbeated financing model allows it to pool a

pori A2y 2F Ala YSYOSNEQ NBaSNw@Sa STFFTAOASyGfez G | @S
a catalytic role in unlocking additional resources-and better financing conditions for countries seeking financial
assistance. WhiléMF lendng was low in the early years of the century, demand IFdF loans significantly
increasedn the wake of the 2008 world financial and economic crisish involume and number of loansde

figure 4). Since then, it has approved an annual average méd/AMFsupported 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 IMAHemago 97 countries (incluishg 70 lowincome
countries) since the pandemic, bringing total disbursements since 2020 alone to around $270Tth#iamcrease

in lending and the large size of some programmes has led to an increase in the number of countries paying IMF
surcharges which apply enly to high and prolonged borrowing of rRooncessional resourceand whichare
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 GFSNacelof

more prevalent, protracted, and diverse external shock$he 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 ligualitgountries.
Followingthe 2008 world financial and economic crjdise IMF strengthened its lending toolkit by reforming its
non-concessional lending enhance crisiprevention tools. The Flexible Credit Line, Precautionary and Liquidity
Line, andRapid 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 ARORO0, the IMF further expanded its n@oncessional lending

toolkit by establishing a new Sheferm Liquidity Line for countries with very strong policies and fundamentals.
These precautionary instruments have been effective in providing insurance agadtesnal risks®’ In
September 2022, the IMF established a temporary Food Shock Window in its emergency financing instruments to
support countries facing urgent balanoépayment needs related to the global food cri&?s.

The recently concluded ¥6General Review of Quotas will boost IMF permanent resources without changing

its overall resource basd. Y 5SOSY0OSNJ HnHoX (GKS LaCQa GehdraNBeviewdf D2 O
Quotas which will boost IMF members quotas by 50 per cent. Once imglém8 R> (KA a GAff 0NAX
quotas, which are permanent resources, to SDR 715.7 billion ($960-blllién). g A £ € Y I Ay G+ Ay Gk
lending capacity unchanged through a combination of the approved quota increase and a reduction in gesource
borrowed bilaterally from Member States. To be implementedenMber countriesholding 85 percent of IMF

voting rightsmust nowconsent to their respective quota increaseghich inmany cases involves legislative
approval.

IMF concessionahnd developmen-oriented lending has been reformed and expanded. K S  LPaverg &
Reduction and Growth Trust (PRGT) provides concessional lending to lower income countries, many of which are
affected by fragility and conflicMore recently, the new Catastrophe Contaiant 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 spilloverdwo newconcessiondhacilities have been establishedhe StandbyCredit

Facility for shorterm balance of payments needs and the Rapid Credit Facility to providadoess financing for
urgent balance of payments needsvhile protracted balance of payments needs continued to be addressed
through the Extended Credit Rhty. Since the pandemic until January 2024, the IMF approved about $44.2 billion

to 57 PRGEligible countries in PRGT and GRA financing. Overall, the IMF quintupled its ifredending to
low-income countries through the PRGT compared to-gaademic annual levels. About $50 billion has been
disbursed through emergency financing (Rapid Credit Facility/Rapid Financing Instrument and augmentations
under existing arrangements) to 81 countrieBheResilience and Sustainability Tr@RiST), created 2022 and

funded in part by the SDRs of G20 countries, provides longer term letidlonggh an associated facility féow-

income and vulnerable middiemcome countries.. This instrument focuses on helping countries to build resilience

to external shocks ahpromote sustainable growth. It supports policy reforms that aim to reduce macroeconomic
risks arisingfrom longeerm structural challenges, including climate change and pandemic preparedness. About
three-quarters of IMF member countries are eligibler ST support, including all small island developing
States’*®
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Figurelll.F4
IMF programme approvals, 2002023
(Billions of SDRs, number of programs)
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Note: Based on total approved amounts per arrangements. Concessional programs also include blended
arrangements. .The -numbers of programs approved do not include emerging finarRéwjience and
Sustainability Facility (RSF).is funded by resources iR$fe

Implications o 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 centrBeforethe 1970s all IMF membes managed their
exchange rates, but nowoantriesare free to choose their exchange rate regingdtxed exchange rates,free-

floating currency, or a managed flo&° But as noted above, larger and more volatile crbssder capital flows

have led courries 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 thanternationaltrade, including important commodities, is frequently priced and
settled in dollars, and US financial markets are the biggest and most liquid in the wdoldeverthere have

been slow shifts away from the dollar for a mixture of practicifsyncratic and geopolitical reasons. Special
drawing rights (SDR<SAn international reserve asset created by the IMF in 1969 to supplement its member
O2dzy G NA SaQ havd notidkenton tNESralé dlnStEotgh they were createdl (0 K dedtiteSf 2 6 2
YIE1TAYy3 GKS &aLISOAIE RNIFgAYy3a NARIKG GKS LINRJOALIf NBaS
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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 SDRdalviai to countries without creating additional debt, allowing themirtorease

their international reserves or cover spending needs. Two allocations were implemented since 2000, first during
the 2008 world financial and economic crisis (ab®260 billion)and second during the Covi® pandemidn

August 2021 (about $650 billianyheyprovided IMF memberswith a critical financing sourgénjecting much

needed reserves and liquididuring a period of exceptionally high uncertainhelping bridge some dhe gaps

in the global financial safety net. To date, a total of SDR 660.7 billion (equivalent to about $943 billion) have been
allocated. Thequotd  aSR |t f20F A2y 2F {5wazZ Ay LINE hRanhihd&2y (2
developing counies 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 -imédaiie
countries, are the main users of SDRs, for whom #ileyiate external and fiscal financing constraiatgimes of
dZNBSYy (i FAYIFIYyOAy3d YySSRaAZX KA S RSGSt2LISR O2dzy i NASa
6). A review found that the 2021 allocation of SRS beneficial for the glob&conomyas t helped meet the
long-term global need for reserves and supported confidence by reducing sovereign risk ffemia

Figurelll.F5
SDR allocation, by country group and region,0Be2023
(a) SDR allocations as a share of GDP (b) SDR allocations as a share of total
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Note: Regional groupings based on M49. 2000 reflects existing SDR allocations at the end of 2@09eand
2021 reflect the shares of new SDRs allocated that year.

There are many ideas for how to better use SDRs as a development tadl some ofthem would require
changes to the structure of the international monetary and financial architectuk&hile SDRs have not yet
become theprincipal reserve assethere have been periodic efforts over the last two decades to consider how

to strengthen theirole. The most recent comprehensive discussion on this topic at the IMF executive board was
held in 2016'3In the wake of the 2021 allocation of SDRs, some of the IMF members with sufficient reserves and
strong external positions have agreed to voluntaschannel SDRs for countries that need them. Over $100 billion
KFra 6SSy L SR3ISR YlIAyte (2 GKS LacQa twD¢ FyR w{¢o
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