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Overview and Key Messages of the 2023 FSDR 
 
Global sustainable development prospects continue to diverge. Two years ago, in the midst of the COVID-19 
pandemic, this Task Force warned of a global divergence that could lead to a lost decade for development. By 
2022, these risks had materialized – a great finance divide was translating into a development divide. Over the 
last 12 months, the war in Ukraine, sharp increases in food and energy prices, and rapidly tightening financial 
conditions further exacerbated challenges for many countries, increasing hunger and poverty and reversing 
progress on the SDGs. Despite some positive signs, the global macroeconomic outlook remains highly uncertain, 
and particularly bleak for many of the poorest and most vulnerable countries faced with growing debt service 
burdens and tight fiscal constraints. In today’s extremely challenging global macroeconomic context, financing 
and sustainable development prospects are diverging even more sharply.  
 
If left unaddressed, the finance divide will translate into a lasting sustainable development divide. SDG financing 
needs are growing, but development financing is not keeping pace. There is a continued need for immediate and 
increased international support for vulnerable countries, including many least developed countries (LDCs), African 
countries and small island developing States (SIDS). At the same time, low levels of investment, particularly in 
many developing countries, are entrenching the development divide. Delaying investment in sustainable 
transformations would put the 2030 Agenda and climate targets out of reach, and exacerbate financing challenges 
down the line.  
 
All stakeholders must maintain a long-term focus, while addressing near-term crises. Short-term actions impact 
long-term development. The multiple crises can shorten decision time horizons – of policymakers, investors, 
businesses, and individuals. Yet, the crises once again underline the need for a long-term focus on resilient, 
sustainable, and inclusive development. Sustainable and productive investments can transform and help diversify 
economies, and enhance resilience to shocks, including inflationary supply side shocks. As laid out in the 2022 
FSDR, such investments also enable countries to mobilize resources over time and better service debt. This is why 
the Task Force report this year is focusing on sustainable transformations, including a roadmap for governments, 
along with changes in the way finance works.  
 
Both international and national actions are needed to scale up SDG financing. National and global policy 
frameworks shape incentives, impact risks, and influence financing needs and flows. Recent global shocks have 
placed enormous pressure on global institutions and governance. Enhancing relevant global policy frameworks is 
critical to enabling progress on financing. But on their own, reforms to the international system will not deliver 
sustainable development. Countries need to chart their own paths to achieve the SDGs. This is embodied in the 
Addis Ababa Action Agenda and the revitalized global partnership for sustainable development, which gives each 
country primary responsibility for its own development but tasks the international community with providing the 
conducive international enabling environment and support. 
 
The series of global shocks and overlapping crises have increased the risk of further geo-economic 
fragmentation and raised the urgency for reform.  But they have also led to momentum for reform and calls for 
rapid institutional change. In the face of a unique confluence of challenges, this report calls on the international 
community to take advantage of this moment and undertake a concerted effort to finance the timely realization 
of the SDGs, through: (i) immediate measures to scale up development cooperation and SDG investments; (ii) 
enhancements to the international financial architecture; and (iii) national actions to accelerate sustainable 
industrial transformations. 
 
First, scale up development cooperation and SDG investment  
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Urgent action is needed to boost all sources of international development cooperation. Demands on 
international development cooperation are higher than ever. Climate and debt-vulnerable countries require more 
concessional resources. Humanitarian aid and development assistance is needed to curb growing food crises. 
Climate finance is not keeping pace with the ratcheting impact of climate change. Official development assistance 
(ODA) providers need to meet their commitments, and all sources of development cooperation must be scaled 
up. There is also a need to quickly and adequately support countries in debt distress with the ultimate objective 
of reducing their debt stock and providing long term relief. 
 
Concerted effort is needed to scale up investment in the SDGs and climate action. Public and private investment 
remains subdued compared to historical levels, especially in most developing countries. The significant scaling up 
of investment in the energy transition, a bright spot, has remained concentrated in developed countries and China. 
This dearth of financing motivated the United Nations Secretary-General’s call for an SDG Stimulus to significantly 
increase affordable long-term financing for development in areas, such as infrastructure, education, social 
protection, and sustainable structural transformation.  
 
Second, enhance the international financial architecture 
The international financial architecture is in flux, as countries seek to remake international organizations, 
norms, rules, and frameworks. The pandemic contributed to the urgency to revitalize the institutional 
architecture to match the ambition of the 2030 Agenda for Sustainable Development. Discussions on reforms of 
the international architecture are ongoing throughout the international system, including in informal country 
groupings, such as the G20, G7, and the Bridgetown Initiative. They are on the agenda of the World Bank and IMF 
boards, OECD-based bodies and elsewhere. At the United Nations, they are part of Our Common Agenda 
discussions as well as the Financing for Development process. These efforts to remake the institutions and norms 
of the financial architecture and related issues range across the full set of action areas of the Addis Ababa Action 
Agenda, including: 
 
• Creating internationally agreed sustainability norms for private investment and business activities (chapter 

III.B); 
• Evolving the scale and mission of the development bank system (chapter III.C); 
• Setting up a loss and damage fund on climate change after decades of discussion (chapter III.C); 
• Urgently improving mechanisms for addressing debt challenges, such as through the Common Framework, 

state-contingent debt instruments, and other mechanisms (chapter III.E); 
• Scaling up and accelerating the channeling of the historic special drawing rights (SDR) allocation to countries 

in need, including through IMF funds and development banks (chapter III.F);  
• Rewriting international tax norms, particularly rules for taxing digitalized and globalized business and digital 

assets (chapter III.A); 
• Intensifying multilateral dialogue on current multilateral rules and agreements on investment, trade (chapter 

III.D) and technology (chapter III.G) to ensure a level playing field, balance national interests, and reduce 
negative spillovers from national policies.   

 
These processes hold the potential to arrive at a more coherent and effective international 
architecture. Discussions and institutional reform processes are ongoing and not complete. They hold the 
potential to close some gaps in the international architecture, align it better with the needs of the 21stcentury, 
and scale up financing for the SDGs and climate action. However, if they proceed piecemeal, remain partial and 
do not take SDGs fully into account, the architecture will remain fragmented and not fit for purpose to deliver 
sustainable development. The Financing for Development process at the United Nations provides an opportunity 
to bring these different strands together.  The upcoming ECOSOC FfD Forum will be followed by the SDG Summit 
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and High-level Dialogue on Financing for Development in 2023, and the Summit of the Future in September and 
Biennial Summit in 2024. To make the most of these events, discussions should build on each other, as part of one 
process aimed at ensuring coherence of reforms, and fully aligning them with the SDGs and climate action. 
 
Third, accelerate national sustainable industrial transformations  
Reforms in the international architecture and a global investment push must be matched with and supported 
by coordinated national action. The SDG Stimulus will not succeed if national policies do not reignite investment 
in the SDGs domestically. They are two sides of the same coin.  
 
Countries need to strengthen strategic approaches, including through a new generation of sustainable industrial 
policies and integrated financing frameworks. Industrialization and structural transformation have been historic 
engines of growth, job creation and technological advancement. The current revival of industrial policies – a 
response to the climate crisis, the pandemic, but also geostrategic concerns – opens a window of opportunity for 
countries to pursue sustainable industrial transformations: to build the domestic productive capabilities to 
achieve low-carbon transitions and create decent jobs and gender equality, along with productivity and economic 
growth. On the national level, this includes: 
 

• A coherent sustainable industrial policy strategy, aligned with a country’s overall vision. Sustainable 
industrial policies should be closely linked to national sustainable development strategies, which can be 
supported by integrated national financing frameworks (INFFs). They need to be context-specific, 
responding to a country’s binding constraints and institutional frameworks. Integrated planning and 
financing, e.g., through integrated national financing frameworks, is essential so that countries will be 
ready to tap into a revamped and more supportive global system. 
 

• Building a dynamic domestic business sector. An enabling business environment is no longer 
sufficient; countries need to build an enabling sustainable business environment, which includes 
investment in infrastructure, macroeconomic stability, overcoming credit constraints and getting 
carbon prices right to incentivize sustainable behavior; and targeted policies to support firms and 
address investment constraints.  

 
• A more expansive toolkit. Because sustainable industrial transformations need to be directed to the 

SDGs, they require a more expansive toolkit to create and align incentives for investment in sustainable 
development.  
 

• Support to vulnerable groups that may lose economic opportunities in transitions. This underscores 
the importance of universal social protection systems, as well as targeted support, training, and 
related initiatives, and a focus on rural areas where many of the poor live. 

 
Actions across the Addis Agenda to invest in sustainable industrial transformations can include: 
• Creating investment opportunities, e.g., in activities critical to the low-carbon transition; 
• Adopting regulatory measures to support development and adoption of technologies; 
• Aligning of tax and fiscal systems with sustainable industrial transformation goals, while increasing revenue 

to finance public investment; 
• Combining supply-side instruments such as investment incentives, with demand-side strategic public 

procurement, as well as setting appropriate technology standards to encourage domestic firm development, 
sustainable innovation, and ultimately competitiveness; 
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• Using public development banks and other public funds to support basic research and development, early-
stage innovation, and broader investment in the SDGs; 

• Shaping the private financial sector through regulatory and other measures to encourage long-term financing 
and aligning it with sustainable development. 
 

Many developing countries will need capacity and financial support. The international community can support 
countries’ efforts through project-specific support, e.g., through blended finance instruments well aligned with 
national priorities, and capacity support.  
 
The opportunity  
The world is at a crossroads. The risk is further geo-economic fragmentation and an erosion of multilateralism 
and a rules-based order, with the most vulnerable and least powerful countries most affected. The opportunity is 
to reform and strengthen multilateralism through an international financial architecture that delivers on the 
ambitious global goals set out in 2015, along with national actions to invest in sustainable transformations.  
 
With many systemic reform processes ongoing, the international community needs to deliver on the 
outstanding promise of the Addis Ababa Action Agenda to create a coherent, mutually supporting world trade, 
monetary and financial system, while updating commitments to reflect the changing world. This report 
identifies numerous steps that policy makers can take toward building a sustainable and just world.   
 
About this report  
The 2023 Financing for Sustainable Development Report of the Inter-agency Task Force begins with an assessment 
of the global macroeconomic context (chapter I). It finds that the global economic outlook remains fragile amid a 
highly challenging environment, with recent shocks having the biggest impact on the most vulnerable. Task Force 
members are projecting a slowdown in global growth in 2023, but with a wider forecast range compared to the 
past.  
 
The thematic chapter (chapter II) explores how countries can finance sustainable industrial transformations 
through a new generation of sustainable industrial policies, responding to requests included in the outcome of 
the 2022 ECOSOC Financing for Development Forum.  
 
Chapter III.A on domestic public resources highlights that tax systems are foundational to building state capacity 
and the social contract in which taxpayers contribute resources and in return government provides valuable public 
goods and services. It assesses progress in national tax policy and administration, as well as how to create gender-
responsive tax systems. The chapter recommends strengthening public financial management and expenditure 
alignment with sustainable development, including fiscal tools relevant for sustainable industrial transformations. 
It also provides updates on international tax cooperation and combatting illicit financial flows.  
 
Chapter III.B on private business and finance reviews measures to i) improve the business enabling environment 
and ii) use of policies and financial instruments to incentivize investment in developing countries, based on the 
needs of different types of companies and their contributions to SDGs. The chapter also discusses measures to 
make the financial system more sustainable and companies more accountable for their environmental and social 
impacts.  
 
Chapter III.C on international development cooperation includes an update on the impact of COVID-19, food, fuel 
and climate crises on ODA and other forms of development cooperation, including multilateral development bank 
lending and blended finance; as well as progress on climate finance. It concludes with a discussion on the 
development effectiveness agenda in a changed financial landscape. 
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In Chapter III.D on international trade as an engine for development includes analysis on trade and industrial policy 
links; trends in international trade, particularly the impact of the war in Ukraine; current issues in the multilateral 
trading system, including on the landmark fisheries subsidy agreement; and strengthening synergies between 
trade and sustainable development.  
 
Chapter III.E on debt and debt sustainability provides an update on key debt trends and vulnerabilities in the face 
of difficult global macroeconomic circumstances. It addresses policy issues around debt management and 
transparency; debt financing and fiscal space for SDG investments; and progress in the policy agenda around debt 
crisis resolution.  
 
In Chapter III.F on addressing systemic issues, the Task Force gives updates on implementation of financial 
regulatory reform and reviews risks to financial stability from the non-bank sector. The chapter further discusses 
digital currencies, the interrelations between climate change and financial stability, macroeconomic management 
and crisis response and institutional and policy coherence for sustainable development.  
 
Chapter III.G, on science, technology and innovation complements this year’s thematic chapter, in exploring how 
technologies can contribute to sustainable industrial transformation.  The chapter further discusses several key 
emerging technologies, including updates on fintech, and relevant activities in the UN system.  
 
In Chapter IV on data and monitoring, main issues include the latest developments on data frameworks, including 
the SDGs indicator framework and beyond GDP metrics; strengthening financing for data and statistics; and 
discusses data accessibility, discoverability and innovation. 
 
The Task Force is made up of more than 60 United Nations agencies, programmes and offices, the regional 
economic commissions and other relevant international institutions. The report and its online annex draw on their 
combined expertise, analysis and data. The major institutional stakeholders of the financing for development 
process—the World Bank Group, the International Monetary Fund, the World Trade Organization, the United 
Nations Conference on Trade and Development, and the United Nations Development Programme—take a central 
role, jointly with the Financing for Sustainable Development Office of the United Nations Department of Economic 
and Social Affairs, which also serves as the coordinator of the Task Force and substantive editor of the report.  
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I. The global economic context and its implications for sustainable development1 
 
1 Introduction 
 
The global economic outlook remains fragile amid a highly challenging environment. While some of the clouds 
looming over the global economy may be lifting, the baseline outlook is subject to a high degree of uncertainty. 
Task Force members are projecting a slowdown in global growth in 2023, but with a wider forecast range 
compared to the past. On a market exchange rate basis, 2023 global growth forecasts by Task Force members 
range from 1.9 per cent to 2.4 per cent, following growth of 3.0 per cent in 2022. Downside risks include more 
persistent-than-expected inflation leading to a wage-price spiral, a sharp and disorderly tightening of global 
financial conditions, and a further escalation of geopolitical tensions. 
 
While inflation is expected to have peaked, monetary policy will remain tight in most countries. The moderation 
in global commodity prices and China’s reopening are expected to ease global price pressures going forward. In 
recent months, weaker-than-expected inflation has driven expectations for a slower pace of monetary tightening, 
contributing to improvements in global financial conditions. However, headline inflation is expected to remain 
elevated in many countries, fuelling concerns that inflation expectations could still become de-anchored. In this 
environment, central banks are likely to maintain tight monetary policy stances.   
 
Countries are facing difficult monetary and fiscal policy trade-offs. Elevated inflation has prompted central banks 
across the world to embark on aggressive monetary tightening despite incomplete economic recoveries from the 
COVID-19 pandemic. The rapid tightening of global financial conditions has also fuelled debt sustainability 
concerns in a number of developing countries (see chapter III.E). High borrowing costs will be particularly 
damaging for countries with already large debt service burdens and foreign-currency denominated debt. Public 
finances of countries that rely heavily on commodity imports have been particularly strained by the increase in 
food and energy prices. As fiscal consolidation pressures intensify, there is a risk of significant delays or cutbacks 
to investment in sustainable development, including in climate action. Moreover, fiscal retrenchment often entails 
cuts to social expenditure which disproportionately hurts the most vulnerable populations, including women and 
children. 
 
Sustainable development prospects continue to diverge. Recent shocks are threatening to further reverse 
progress on the Sustainable Development Goals, especially for the poorest and most vulnerable countries. The 
war in Ukraine and the pandemic have reversed years of progress across many areas of sustainable development, 
including poverty, healthcare, and education. Some of the world’s most vulnerable countries, including the least 
developed countries and small island developing States, have been the hardest hit by the recent confluence of 
crises. Many of these economies also face the highest risk of losses and damage due to the increasing frequency 
and severity of climate-related shocks. The sharp rise in inflation has also caused real wage growth to turn negative 
in many countries, eroding the purchasing power of households with a stronger impact on low-income groups. 
Soaring food and energy prices have pushed tens of millions more people into extreme poverty and acute food 
insecurity. The highly challenging macroeconomic environment has also been not conducive to productive and 
sustainable investments, posing a setback to countries’ pursuit of sustainable and inclusive structural 
transformation (see chapter II). As policy space narrows, many developing countries are at risk of falling into a 
vicious cycle of weak growth, unsustainable debt, and austerity. Other ongoing structural shifts in the global 
landscape, including the accelerated pace of digitalization and the changing nature of jobs (see Chapter II), could 
exacerbate inequalities, leaving already disadvantaged segments of society further behind.  
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Investment prospects in most developing countries remain weak, raising the risk of deeper and more protracted 
scarring. Since the onset of the COVID-19 pandemic, many developed economies have announced large fiscal 
packages, which include increases in public investment, in order to support their economic recoveries. In contrast, 
developing countries have been more constrained, with many of the poorest forced to cut spending in areas such 
as infrastructure and education. For the developing countries, a prolonged period of subdued investment is 
exacerbating already large climate and SDG investment gaps.  
 
On a national level, Governments need to address the immediate needs of vulnerable groups and invest in the 
SDGs, while preserving fiscal sustainability.  Countries will need to strike a delicate policy balance to rein in 
inflation without derailing growth. They need to address the immediate crisis while also investing in long-term 
productivity and the SDGs. Such investments can create jobs in the near term and lead to a virtuous cycle of 
increased growth and tax revenues, while improving long-term debt ratios (see previous Financing for Sustainable 
Development Reports). Domestic macroeconomic and financial policies should also be better aligned with the 
SDGs, while considering the growing interlinkages between economic, social, and environmental risks.  
 
Stronger international cooperation is needed to mitigate the long-term impact of multiple crises and to promote 
a sustainable recovery. Bold and decisive global policy efforts are needed to address the multitude of challenges 
faced by developing countries. This includes efforts to better manage spillovers from developed country policies, 
address looming debt distress risks, boost investment in the SDGs,  accelerate climate action, and support people 
affected by crises and hunger.  
 
2 Outlook and risks for the global economy 
 
2.1 Global and regional growth trends and outlook 
 
The world faced a series of severe and mutually reinforcing shocks in 2022, causing the global economic 
recovery to lose momentum. World output growth slowed from 5.8 per cent in 2021 to 3.0 per cent in 2022. The 
war in Ukraine triggered a global cost-of-living crisis at a time when most economies were still struggling to recover 
from the pandemic. Acute supply disruptions drove up food and energy prices to record levels, impacting the most 
vulnerable populations the hardest. With global inflation reaching a two-decade high of 9.0 per cent in 2022, most 
central banks worldwide tightened their monetary policies stances in efforts to contain demand-side inflationary 
pressures. The rapid pace of interest rate hikes by the United States Federal Reserve generated strong spillovers 
on developing countries, with many experiencing bouts of sizeable capital outflows and currency depreciations 
during the year. Investor risk appetite was also dampened by the uncertain growth outlook, persistent inflation, 
and continued geopolitical tensions. The sharp tightening of global financial conditions has increased balance of 
payment pressures and debt vulnerabilities in many developing countries. By the end of 2022, nearly 60 per cent 
of all low-income countries were at high risk or in debt distress (see Chapter III.E).  
 
The global growth momentum is expected to weaken further in 2023 before rebounding modestly in 2024. The 
United Nations World Economic Situation and Prospects 2023 projects that global growth will decelerate to 1.9 
per cent in 2023 (Figure I.1),2 marking one of the lowest growth rates in recent decades.  As some of the current 
global headwinds subside, world output growth is expected to pick up to 2.7 per cent in 2024. The outlook, 
however, remains highly uncertain, which is reflected in the differences in growth projections across the Task 
Force members. While downside risks, such as stubbornly high inflation remain, there are also upsides to the 
global growth outlook. These include a more rapid pace of disinflation allowing for less monetary tightening, a 
more measured slowdown in domestic demand in Europe and the United States (in part due to the mild winter), 
and a stronger-than-expected recovery in China buoyed by the reopening of the economy. The projected 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

12 
 

slowdown in global growth in 2023 largely reflects the impact of synchronous monetary policy tightening on 
demand as well as the economic effects of the war in Ukraine. In developed economies, aggregate growth is 
expected to slow to 0.4 per cent in 2023, from 2.6 per cent in 2022. The United States and Europe are expected 
to experience slower economic activity, as higher interest rates and lower real incomes constrain consumer 
spending and investment. In several European countries, continued energy supply disruptions will keep gas and 
electricity prices elevated, reducing the purchasing power of households, and raising firms’ production costs. 
 
Figure I. 1 
Growth of world gross product 
(percentage) 

 
Source: UN DESA. 
Note: e = estimates, f = forecasts. 
 
Recent shocks have had a differentiated impact on countries. Growth in developing countries as a group is 
expected to be sustained at 3.9 per cent in 2023, but growth prospects vary significantly across regions and 
countries. Persistently high food and fuel prices will weigh on household expenditure in all regions to varying 
degrees. Elevated energy prices are projected to lend support to the economic recovery of energy exporters, 
including in Western Asia. Tighter global financial conditions and domestic monetary policy stances are expected 
to have the most pronounced effects on countries with pre-existing macroeconomic vulnerabilities. Net 
commodity importers, including many countries in Africa and South Asia will continue to be affected by elevated 
global commodity prices. In China, domestic demand is projected to strengthen in 2023, buoyed by the lifting of 
pandemic restrictions and more accommodative policies. While this will benefit many of the East Asian economies 
given deep trade and financial linkages with China, the region’s trade prospects are dampened by weaker demand 
from the major developed economies. For many vulnerable developing countries, such as the least developed 
countries (LDCs), recent global shocks will greatly exacerbate challenges towards sustainable development. Many 
of these countries face significant fiscal constraints and rising debt vulnerabilities hindering their ability to mitigate 
the impact of shocks on their domestic economies.  
 
The global food crisis has hit vulnerable countries the hardest. In the aftermath of the COVID-19 pandemic, 
global food prices were on an upward trend, buoyed by the recovery in global demand, higher prices of fertilizer 
and fuel, higher transportation costs, and supply chain disruptions. In March 2022, global food prices soared to 
a record high as the war in Ukraine caused severe disruptions to global food production and distribution. The UN 
Food and Agriculture Organization’s Food Price Index showed that food prices were 50 per cent higher in 2022 
compared to 2019.3 Over 90 per cent of developing countries experienced food price inflation of over 5 per cent, 
while a large number of countries in Africa, Latin America and the Caribbean, and South Asia are contending with 
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double-digit food price increases. The number of people facing acute food insecurity has more than doubled 
compared to pre-pandemic levels, rising from 135 million in 2019 to a projected 345 million in 2023.4 Although 
global food prices have been on a downward trend since the second half of 2022, they remain elevated compared 
to pre-pandemic levels. Food inflation affects low-income groups the most as up to half of their household 
expenditure is on food items. In addition to the devastating impact on human lives, the food crisis also entails 
large economic costs. In 2022, the world food import bill reached a record-high, surpassing $1.94 trillion. For the 
48 countries most affected by the war in Ukraine, most of which are low-income countries, higher food and 
fertilizer prices are estimated to add $9 billion to their import bills in 2022 and 2023, leading to a sharp 
deterioration in balance of payment positions.5 International efforts such as the Black Sea Grain Initiative have 
helped to ease global food supply shortages, while the IMF’s new food shock window has eased urgent financing 
pressures in some of the hardest-hit countries. However, weak global growth, persistent conflicts, and the 
intensifying impact of climate shocks will continue to weigh heavily on the global food security outlook.  
 
The challenging global growth outlook will continue to set back progress towards higher living standards. In per 
capita terms, global growth slowed from 5.0 per cent in 2021 to 2.1 per cent in 2022 and is projected to weaken 
further to 1.0 per cent in 2023.  By region, per capita income losses compared to pre-pandemic projections have 
been the largest in South Asia (Figure I.2a). Given limited policy buffers and large external imbalances, shocks 
emanating from higher food and energy prices as well as rising interest rates have triggered economic crises in a 
few countries, pushing families into hunger and poverty for the first time. In contrast, income per capita in 
Western Asia has exceeded levels projected before the pandemic as higher-than-expected global oil and gas prices 
benefited fuel exporters. By country groupings, developed countries experienced smaller output per capita losses 
in 2022 compared to developing countries (Figure I.2b), due in part to larger fiscal support measures to buffer the 
impact of the pandemic and cost-of-living crises. In 2023, however, tighter monetary policies and elevated energy 
prices are expected to have a stronger impact on growth in the developed countries, resulting in higher output 
losses compared to developing countries. Importantly, such losses are expected to remain persistently high for 
the developing countries that were already lagging behind. Many LDCs, landlocked developing countries (LLDCs), 
and the small island developing States (SIDS) have been impacted by the sharp rise in global commodity prices, 
given their high dependence on imports of these items. These countries also remain highly susceptible to damage 
caused by natural disasters and extreme weather events. Country-specific shocks, including economic and political 
crises have also dampened the growth outlook in a few countries. For the SIDS, international travel has yet to fully 
recover from the pandemic. 
 
Global progress towards poverty eradication has stalled. The pandemic and the war in Ukraine have reversed 
almost three decades of progress in poverty reduction. A new report by the World Bank found that in 2020 alone, 
the global extreme poverty rate rose from 8.4 per cent to 9.3 per cent, as the pandemic drove 70 million more 
people into extreme poverty.6 In 2022, poverty reduction faced a stronger setback amid weaker global growth 
and elevated inflation. An additional 70 to 89 million people were living in extreme poverty in 2022, compared to 
pre-pandemic projections. Given current trends, 574 million people—nearly 7 per cent of the world’s population—
will still be living in extreme poverty in 2030. Against this backdrop, global inequality has also risen for the first 
time in decades. 7In 2020, income losses of the poorest 40 per cent of the world’s population was double that of 
the richest 20 percent.    
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Figure I. 2 
GDP per capita losses by region and development status  

a) Developing regions  b) Selected country groupings  
(Percentage change between latest and pre-pandemic forecasts) 
  

Source: UN DESA.  
Note: e = estimates, f = forecasts. 
 
The recovery in global labour markets is at risk given the challenging economic environment. As pandemic-era 
restrictions were lifted, global hours worked rebounded in 2021 and early 2022 (Figure I.3). Amid weakening 
economic growth and sentiments, however, the recovery subsequently reversed, as reflected in lower vacancies 
and slowing employment growth in several countries, including the United States. Across countries, differences in 
the pace of labour market recovery remains large. In most developed countries, employment has reached or 
surpassed pre-crisis levels with employers facing labour shortages. In contrast, many developing countries have 
not yet recovered to pre-pandemic levels of hours worked. This is in part attributed to the lack of policy support 
including job retention schemes and wages subsidies to help businesses and workers weather the multiple crises. 
Elevated inflation will continue to erode the purchasing power of workers, with global real wages falling by 0.9 
per cent in the first half of 2022.8 Minimum wage earners will be hit the hardest while the number of working 
poor is expected to increase.  
 
The asymmetric impact of recent shocks on labour markets has also worsened inequalities within countries. 
Recent crises have inflicted stronger and more long-lasting damage on already disadvantaged groups of workers, 
including women, youth, and low-skilled workers. In 2022, employment in many high-skilled jobs (including 
managers, professionals, and technicians) had already surpassed pre-pandemic levels, but employment in many 
low and medium-skilled occupations have yet to recover (Figure I.4). At the same time, informal employment, 
where workers often lack social protection, has been recovering at a strong pace, particularly in low and low-
middle-income countries. This could jeopardize the trend towards formalization that has been observed over the 
past 15 years.9  While women experienced a stronger rebound in employment following the pandemic, this 
recovery has been mainly driven by informal employment. In 2022, four out of five jobs created in 2022 for women 
were informal.10 Meanwhile, young people continue to face significant challenges in securing decent employment. 
Youth employment was hit particularly hard during the pandemic and its recovery remains far behind that of 
adults, with more than one in five young people not in education, employment, or training.11 
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Figure I. 3 
Changes in hours worked by country income group 
(percentage) 
 

 

Figure I. 4 
Employment growth rates by occupation, 2Q 2019 – 2Q 
2022 
(percentage) 

 
Source: ILO.  
 
Worsening effects of climate change pose major risk to global development prospects. According to the 
International Disaster Database,12 climate and weather disasters over the last decade were over four times more 
frequent compared to fifty years ago. Fuelled by rising greenhouse gas concentrations, the past eight years have 
been the warmest on record.13 Global carbon emissions continued to rise in 2022, exceeding pre-pandemic levels. 
Extreme weather events such as heat waves, floods and droughts have become more frequent and intense, 
leading to substantial human and economic costs. These costs are disproportionately higher for already vulnerable 
countries, particularly the LDCs and SIDS. The impact of climate-related disasters has also been pronounced for 
countries that are reliant on the agriculture sector. Between 2008 and 2018, 26 per cent of the overall effects of 
climate change loss and damages affected the agriculture sector – including agriculture, forestry, and fishery. 
 
Deepening interlinkages between environmental, social, and economic challenges highlight the need for 
comprehensive policy action. For example, the adverse impact of climate change on economic outlooks have 
become evident. For LDCs and SIDS, individual disasters can amount to multiples of GDP, while the return needed 
to compensate for the increased exposure to disasters raises their cost of commercial financing.14 Climate shocks 
also deplete fiscal buffers and exacerbate debt burdens, leading to a higher risk of sovereign debt crises with 
substantial economic costs. At the same time, economic policy choices can affect environmental and social 
outcomes. In countries with rising poverty rates, there is a risk that people may be driven towards the use of 
cheaper but dirtier energy, posing major setbacks to the renewable energy transition. In addition, the 
deterioration in economic conditions, such as weakened income and job prospects, has the potential to trigger 
social unrest. 
 
2.2 Monetary and financial stability risks  
 
Elevated inflation has prompted rapid and synchronous global monetary policy tightening. Global inflation 
surged to 9.0 per cent in 2022, with headline inflation reaching multi-decade highs across regions and countries 
(Figure I.5). Global inflation has been fuelled by supply shocks, including disruptions to global supply chains and 
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commodity markets, as well as demand pressures, including from earlier policy support measures. To contain 
inflationary pressures and anchor price expectations, central banks worldwide have pivoted towards sharply 
tighter monetary policy stances. In 2022, central banks across the major developed economies hiked interest rates 
(Figure I.6a), with a main exception being the Bank of Japan. The Federal Reserve raised the federal funds rate 
from near zero to a target range of between 4.25 – 4.50 per cent, its highest level in 15 years. The cumulative 425 
basis points rate hike also marked its most aggressive pace of monetary tightening since the 1980s. The Federal 
Reserve also accelerated its pace of balance sheet reduction, further tightening liquidity conditions. The European 
Central Bank increased its main refinancing operations rate by a cumulative 250 basis points in 2022 to 3.0 per 
cent, and announced that it would begin to trim its holdings of bonds bought under its Asset Purchase Programme 
from March 2023 onwards.  
 
Figure I. 5 
Inflation in developing countries and selected country groupings 
(percentage) 

 
Source: UN DESA. 
Note: e = estimates, f = forecasts. Data for Latin America and the Caribbean excludes data for Venezuela (Bolivarian Republic 
of). 
 
For many developing countries, capital outflows and currency depreciations compounded pressures to raise 
interest rates. Despite incipient recoveries from the pandemic, central banks in 85 per cent of developing 
economies hiked policy rates in 2022 (Figure I.6b). In addition to rising domestic inflation, developing country 
central banks also had to contend with cross-border spillovers from higher policy rates in the major developed 
countries. Narrowing interest rate differentials and higher investor risk aversion drove capital outflows and the 
weakening of domestic currencies, particularly in March 2022 when the Federal Reserve introduced its first policy 
rate increase in over three years. In October 2022, the United States dollar index rose to its highest level on record 
in nominal terms, but gradually retreated as the Federal Reserve’s monetary tightening became less aggressive 
towards the end of 2022 and into 2023. However, as of 17 February 2023, the index is still 6.6 per cent higher than 
its 2021 average.  
 
The performance of financial markets differed considerably between developing countries as investors 
scrutinized each country’s fundamentals. Financial markets were subject to stronger pressures in commodity-
importing countries, particularly those with inherent structural and policy weaknesses. For many of these 
economies, the weakening of domestic currencies against the dollar not only increases the burden of servicing 
debt denominated in foreign currencies, but also exacerbates challenges caused by higher international prices for 
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food, fuel, and fertilizer. In 2022, about one-fifth of developing economies liquidated more than 15 per centof 
international foreign reserves to cushion the pressure on domestic currencies, with larger losses faced by 
countries with large macroeconomic imbalances and higher inflation.15  
 
As inflation is expected to have peaked in 2022, several central banks have slowed or paused monetary 
tightening. The prices of many commodities have softened, while China’s reopening is expected to ease global 
supply chain disruptions. However, headline inflation is expected to only moderate gradually, and will remain 
elevated and above central bank targets in the near term. Given persistent risks to price stability, a few major 
developed central banks have stated that policy rates will be kept higher for a longer period of time. Many 
developing country central banks are also likely to maintain relatively tight monetary policy stances to prevent a 
de-anchoring of inflation expectations.  
 
Figure I. 6 

Central bank policy rates  
a) Developed economies 
(Policy rate, per cent) 

b) Developing economies 
(Percentage of countries) 

  

Note: Based on a sample of 45 developing countries across all regions. 
Source: CEIC.  Source: UN DESA, based on CEIC data. 

                                                                                                      
The rapid withdrawal of monetary support has helped rein in inflation, but has contributed to higher financial 
stability risks. Uncertainty over the magnitude of policy tightening exacerbated already weak investor risk 
sentiments, generating intensified financial pressures for many developing economies. The 25 emerging 
economies tracked by the Institute of International Finance cumulatively experienced a reversal of non-resident 
portfolio flows for five consecutive months (Figure I.7) during the year. Trends, however, were mixed across 
regions and countries. China experienced large debt outflows during the year, amid COVID-19 restrictions and 
slowing economic activity. At the same time, several Latin America and Western Asia economies benefited from 
high global commodity prices, while capital flows to a few other emerging economies were affected by domestic 
political and policy uncertainties.  
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Figure I. 7 
Non-resident portfolio flows to emerging economies 
(billions of $) 

 
Source: Institute of International Finance. 
 
Tighter global financial conditions have further constrained fiscal space of developing countries. The increase in 
borrowing costs and broad-based strengthening of the dollar have exacerbated debt vulnerabilities for many 
developing country governments. In 2022, local currency bond markets of the emerging economies saw large net 
non-resident portfolio outflows, with yields surging to the highest in a decade.16 Between January to November 
2022, 20 emerging economies (excluding China) collectively experienced outflows of $27.0 billion from local 
currency non-resident government debt, in contrast to the $25.6 billion of inflows received in the previous year.17 
Hard currency yields of emerging market sovereign bonds have also increased, with 22 per cent of issuers trading 
on the secondary market with spreads above 1,000 basis points and 30 per cent having yields above 10 per cent18 
(see Chapter III.E).   
 
Despite recent improvements, financial markets remain susceptible to renewed turbulence and stress. Global 
financial conditions have eased somewhat in recent months, as weaker-than-expected inflation drove 
expectations for a slower pace of future monetary tightening.19 However, given high uncertainty and a fragile 
growth outlook, financial stability risks remain elevated. The protracted period of low interest rates since the 
global financial crisis of 2008 incentivized financial risk taking and investor “search for yield”, contributing to the 
build-up of leverage in financial markets to record highs. However, amid the rapid increase in interest rates and 
deterioration in investor risk appetite, conditions in leveraged finance markets have deteriorated significantly. In 
the United States, corporate credit spreads widened sharply, and leverage loan issuances dropped to post-global 
financial crisis lows during the year.20 A disorderly correction in global financial markets could destabilize domestic 
financial conditions while exacerbating vulnerabilities in developing countries. In this context, policymakers can 
deploy a range of policy tools, including macroprudential and capital flow management measures, to mitigate the 
effects of large and disruptive capital flows. Clear and transparent communication of monetary policy decisions 
by the major developed economies can also help to reduce adverse spillovers on developing economies. The 
increasing presence of fintech in the global financial landscape is also presenting both opportunities and risks. A 
case in point is the growing volatility of cryptoassets, which could be a source of systemic risk in the future (see 
chapter III.F).  
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Central banks have to strike a delicate policy balance between reining in inflation and preserving growth. 
Against this backdrop, risks of policy mistakes are high. The rapid and synchronized monetary tightening by major 
central banks led to a sharp withdrawal of liquidity from markets, generating significant negative spillovers on 
developing countries. An overtightening of monetary policy would drive the world economy into an unnecessarily 
harsh slowdown. This risk, however, could be mitigated if central banks consider the reciprocal impacts of similar 
rate hikes by others. The current environment of elevated global inflation has raised discussions over whether 
central banks should revisit strict inflation targets in order to enhance policy flexibility while ensuring the 
continued credibility of monetary policy. When doing this, however, clear and effective central bank 
communication is necessary so that price expectations remain well-anchored.   
 
2.3 Deterioration in public finances 
 
Soaring food and energy prices in 2022 drove governments to introduce a range of new fiscal measures to 
support households and businesses. While pandemic-related stimulus has been gradually withdrawn, many 
countries rolled out new support measures in response to high inflation. In most countries, the new measures, 
which included tax cuts, subsidies, and cash handouts, amounted to more than 0.5 per cent of GDP.21 In many 
cases, however, support to households has been insufficiently targeted towards those most in need, leading to 
what some consider unnecessarily high spending and potentially adding to inflationary pressures.22 The cost-of-
living crisis has exerted further pressure on developing country governments whose budgets were already 
strained by the pandemic, and many of which have seen a steady deterioration of fiscal balances since the global 
financial crisis of 2008 (Figure I.8a). In 2022, most developing regions continued to experience large fiscal deficits 
(Figure I.8b). 
 

Figure I. 8  
Fiscal balances  
a) Fiscal balances of developing countries 
(Percentage of GDP) 

b) Fiscal balances in developing regions 
(Percentage of GDP) 

  
Source: UN DESA, based on data from the IMF World Economic Outlook database, October 2022.  
Note: Panel b) Regional and country group averages are unweighted averages across countries. Median values show similar 
trends. 
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The rapid tightening of global financial conditions has contributed to an increase in debt service burdens. The 
increase in global interest rates and strengthening of the dollar have raised debt service costs of developing 
countries, leading to an increase in refinancing and roll-over risks. As interest burdens rise, an increasing share of 
government revenues are being devoted towards debt service, reaching about 2 per cent of GDP and 10 per cent 
of public revenues in 2022 on average. Governments in about a dozen countries, including several large developing 
economies, were estimated to have spent more than 20 per cent of revenues on interest payments during the 
year. In Africa, debt servicing on public and publicly guaranteed external debt rose from 3.1 per cent in 2011 to 
10 per cent of government revenues in 2021. For a large number of developing countries, the increase in debt 
servicing costs is diverting resources away from crisis response and investments towards supporting a sustainable 
recovery (see chapter III.E). 
 
Debt distress risks have risen, particularly for developing countries that are already in vulnerable situations. In 
2022, rising interest rates and import bills pushed several countries into debt default, including a few middle-
income countries. Amid volatile investor sentiments and weak revenue prospects, more countries may effectively 
lose access to international capital markets. The share of low-income countries that are at high risk or in debt 
distress has more than doubled from 27 per cent in 2015 to almost 60 per cent in 2022 (see Chapter III.E). 
 
As fiscal space narrows further, governments are facing increasingly difficult trade-offs in prioritizing competing 
spending needs. Trade-offs are particularly acute for countries with already elevated debt vulnerabilities and very 
limited fiscal space. Even in the immediate aftermath of the pandemic, many developing countries were 
constrained in their ability to effectively manage the health and economic crisis. In 2020 and 2021, total fiscal 
support of the developed economies amounted to $12,200 per capita, in stark contrast to $410 per capita in the 
developing economies and a mere $20 per capita in the LDCs. Mounting fiscal pressures will constrain national 
capacities to invest in sustainable development, including in the areas of health, education, physical and digital 
infrastructure, and the energy transition.  
 
Nonetheless, fiscal austerity would disproportionately harm the poorest and most vulnerable. As countries face 
rising fiscal pressures, there is a risk of a widespread shift towards fiscal austerity, which will be costly and 
potentially self-defeating. Fiscal consolidation tends to be associated with lower social spending, 
disproportionately hurting the most vulnerable. Cuts to fiscal expenditure often entails scaling down of 
programmes that benefit women more than men, resulting in income losses for women, restricting their access 
to health care and education, and increasing unpaid work and time poverty. Such impacts further exacerbate the 
already dire situation of those who have yet to regain employment due to the fragile economic recovery. In 
addition, further reductions to spending on education will inflict more harm on already disadvantaged students, 
widening learning inequalities. In 2022, the share of education in public budgets declined in low- and lower-middle 
income countries, despite students still struggling with significant learning losses due to the pandemic.23 This 
contrasts with the situation in developed economies where education as a share of government budgets in 2022 
exceeded the 2019 level. In many developing countries, the channelling of financial resources towards pandemic 
response resulted in cuts to other healthcare services, including for the prevention and treatment of infectious 
diseases such as malaria, cholera, HIV/AIDS and tuberculosis. 24As public finances become increasingly stretched, 
countries need to generate the fiscal space needed to support the SDGs but not at the expense of the already 
vulnerable. It is imperative that governments do not cut social protection programmes during periods of fiscal 
consolidation. Pro-growth fiscal measures include raising revenues from windfall taxes on fossil fuels and the 
removal of inefficient subsidies, and channelling this revenue towards strengthening social protection schemes as 
well as the provision of essential public goods and services (see Chapter III.A).  
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2.4 Weak investment prospects 
 
Global investment growth likely to remain subdued amid rising borrowing costs and high uncertainty. In several 
developed countries, including the United States, the euro area, and Japan, growth of total gross fixed capital 
formation in 2022 was dampened by a contraction in residential and non-residential investment. However, this 
was partially offset by increased investment in intellectual property products (Figure I.9). Looking ahead, 
heightened global uncertainty will continue to weigh on private investment in developed economies. However, 
investment growth in several major economies, including the United States and euro area, will be supported in 
part by government policies to boost infrastructure and green investments.  
 
Figure I. 9 
Annual investment growth in selected developed economies, by asset type 
(percentage) 

 
Source: UN DESA, based on data from CEIC and EuroStat. 
Note: Figures are in constant prices. Data for the United Kingdom, euro area, and Japan refers to total investment, data for 
the United States refers to private investment.  
 
Weak investment prospects in developing countries follow a widespread slowdown in investment growth over 
the past decade. Foreign direct investment (FDI) into the developing countries is also projected to extend its 
weakness into 2023,25 further hindering capital accumulation. The subdued investment outlook follows a trend of 
stagnating investment in many developing countries over the past decade. Between 2010 and 2021, gross fixed 
capital formation in per capita terms stagnated in Africa and declined by almost 20 per cent in Latin America and 
the Caribbean (Figure I.10). Weak fiscal positions were already a constraint on public investment even prior to 
recent crises. In the five years before the pandemic, about half of the countries in Latin America and the Caribbean 
and one third in Africa experienced a decline in public investment in real terms.  
 
A prolonged period of subdued investment will dampen productivity growth, contributing to deeper and more 
persistent economic scarring. While developed economies were able to roll out large fiscal stimulus packages to 
support their recoveries from the pandemic-induced recessions, many developing countries are faced with 
protracted scarring to potential output, amid larger cumulative investment and output losses. 26  Recent 
overlapping shocks have further exacerbated already wide investment gaps in many developing countries, 
threatening to further derail progress towards sustainable development. A strong push towards productivity-
enhancing structural reforms is needed to mitigate the scarring effects from the pandemic and other recent 
shocks. These include sustainable industrial and financial policies which are key in boosting the necessary public 
and private investments for countries to progress towards sustainable and inclusive structural transformation (see 
chapter II).  
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Figure I. 10 
Gross fixed capital formation per capita in developing regions 
(Constant United States dollars, Index 2010 = 100) 

 
Source: UN DESA. 
Note: Regional averages are population weighted. 
 
Countries’ efforts to bolster energy security drove two competing trends in energy investment, with 
implications for the green transition. In 2022, investment in clean energy is estimated to have exceeded $1.4 
trillion, accounting for almost three-quarters of the growth in overall energy investment (Figure I.11). While this 
is an important step in the right direction, it is still well short of what is required to hit international climate goals. 
Moreover, the increase in clean energy investment has been concentrated in developed economies and China. 
Excluding China, clean energy spending in developing economies remains stuck at 2015 levels. High costs of capital 
and rising borrowing costs threaten to undercut the economic attractiveness of capital-incentive clean 
technologies in many developing countries. At the same time, investment in fossil fuels continued to rise in 2022 
(Figure I.12).   
 

Figure I. 11 
Annual clean energy investment 
(billions of United States dollars) 

 
Source: IEA.  
Note: e = estimate. CCUS refers to carbon capture, 
utilisation and storage. 

Figure I. 12 
Coal supply investment 
(billions of United States dollars) 

 
 
 
Source: IEA.  
Note: e = estimate. 
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Large-scale and rapid action is needed to avert a climate catastrophe and to invest in sustainable and inclusive 
structural transformation. Despite growing calls for countries to revisit and strengthen their 2030 climate 
mitigation targets, progress has been slow and inadequate. 27   To achieve this ambitious target, massive 
investments are required to accelerate transformations including in electricity supply, industry, farming, 
transportation and buildings. Stronger international cooperation, particularly in the areas of financing, as well as 
the transfer and scaling-up of low-emission technologies, will be crucial. 
 
3 Policies for a stronger recovery 
 
Beyond urgent actions in response to the overlapping crises, policymakers must ensure that they do not lose 
sight of longer-term sustainable development objectives. Pro-active fiscal policies geared towards promoting 
inclusive and sustainable industrialization can drive progress across many areas of sustainable development (see 
chapter II). Financing policies can help to enhance domestic revenue mobilization (see chapter III.A) and increase 
the private sector’s role (see chapter III.B) in expanding the resources available to support crises recovery efforts. 
There needs to be a massive boost in public and private investment geared towards boosting resilience to shocks 
and supporting the SDGs, including in climate action (see chapter III.A, chapter III.B, and III.C). Stronger policy 
actions by the international community are needed to help vulnerable countries mitigate the effects of recent 
shocks and to avert a lost decade for sustainable development (see chapters III.C and III.E).  
 
The Addis Ababa Action Agenda provides a comprehensive framework for countries to consider policies that 
can support a resilient, inclusive and sustainable recovery. The subsequent chapters of this report provide 
progress updates on the implementation of each of the Addis Agenda’s action areas. They also lay out the policy 
options at both the national and international levels for countries to make stronger progress towards the SDGs in 
the context of a highly challenging macroeconomic environment. 
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II. What will it take? Financing sustainable industrial transformation1 
 
1 Introduction and Key Messages  
 
Scaling up investment in sustainable industrial transformation can be a key to rescuing the SDGs. 
Industrialization and structural transformation have been historic engines of economic and productivity growth, 
job creation and technological advancement – and have laid the foundation for poverty reduction and a sustained 
mobilization of domestic resources. A vibrant domestic private sector engaged in dynamic activities has been at 
the heart of sustained progress and development in most countries. Countries’ policy efforts to spur industrial 
transformations have a mixed record, not least in their impacts on equity, the environment, and sustainable 
development more broadly; many lessons can be learned from both failures and successes.  
 
In response to a series of major shocks and crises, the state of domestic productive capacities has become a 
central concern of policy makers around the world again. The 2007/8 Great Recession, the ongoing climate crisis, 
the pandemic, and most recently, the fallout from the war in Ukraine have all contributed to a revival of industrial 
policies. Countries have taken steps to support low-carbon transitions, create decent jobs, promote digitalization 
and enhance resilience of their economies to economic and non-economic shocks. Industrial policy measures 
more than doubled between 2009 and 2019, with much of the growth in developed countries. 
 
The revival of industrial policies provides an opportunity to achieve sustainable industrial transformations. The 
SDGs give today’s efforts at industrial transformation a desired direction: it has to be underpinned not only by 
economic growth, but by growth that can be sustained over time, is inclusive and creates decent jobs, and is 
environmentally sustainable and supports rapid decarbonization. A new generation of sustainable industrial 
policies has to reflect these sustainable development priorities.   
 
Sustainable industrial transformations require scaled up, coordinated and ‘targeted’ public and private 
investments. Sustainable transformations require investments by the private sector in innovation, energy 
transition and other areas, and affordable access to finance to fund these investments. Sustainable 
transformations also require public investments in sustainable infrastructure, human capital and other public 
goods to overcome supply side bottlenecks and crowd in private investment, and the fiscal space to maintain such 
investments. Because sustainable industrial transformations are ‘directional’, they also require a more expansive 
toolkit to create and align incentives for sustainable investment: public leadership and coordination to create 
investment opportunities, e.g. in activities critical to the low-carbon transition, demand-side or regulatory 
measures to support development and adoption of desirable technologies, and the alignment of tax and fiscal 
systems and all other relevant policy frameworks with the SDGs.  
 
Sustainable industrial and financing policies, both national actions and international support, are key to 
facilitate such transformations. This chapter discusses relevant policy options, with a particular focus on 
financing policies that are pertinent to the action areas of the Addis Ababa Action Agenda. Several key messages 
emerge:  
 
Ø Countries should have strong ownership over the industrial policy formulation process, and relevant 

stakeholders – private business, labour, civil society and others – should be involved in inclusive consultation 
and decision-making processes. Sustainable industrial transformations depend on buy-in and coordinated 
actions of many stakeholders. 

 
1 This chapter has benefited from inputs from many Task Force members. It puts forward ideas for governments to consider; 
however not all Task Force members are endorsing all the proposals in the chapter. 
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Ø Policymakers need to develop a coherent sustainable industrial policy strategy, aligned with a country’s 

overall vision. Sustainable industrial policies should be closely linked to national sustainable development 
strategies and plans, which can be supported by integrated national financing frameworks. They need to be 
context-specific, responding to a country’s binding constraints and institutional frameworks.  

 
Ø Countries must provide support to vulnerable groups that may lose economic opportunities in transitions. 

This underscores the importance of universal social protection systems.  
 
Ø To reduce the cost of capital for firms, countries should continue to improve domestic enabling 

environments (thus reducing investment risks) and financial sectors (to lower the cost of capital 
domestically), along with adopting supportive macroeconomic policies.  

 
Ø Public development banks are a major source of long-term financing, and can help address financing gaps 

for sustainable transformation. They can provide funding for new, smaller, or innovative firms, or for priority 
sectors. Public development banks also develop specific expertise and market intelligence - they can fill both 
knowledge and resource gaps. 

 
Ø Investment incentives remain the most prevalent sustainable industrial policy instruments, and can be 

complemented by demand-side measures and appropriate technology standards to spur development and 
adoption of sustainable production processes. They also need careful policy design to manage fiscal impacts 
and avoid capture, e.g. by linking support to success criteria. 

 
Ø Many developing countries will need capacity and financial support. The international community can 

support countries’ efforts through systemic reforms in the international financial architecture, as well as 
project-specific support, e.g. through blended finance instruments well aligned with national priorities. 

 
Ø Developing countries also need to preserve existing and, in some areas, regain lost policy space to pursue 

sustainable industrial policies. There are risks of rising fragmentation in the global economy, and to a fair 
and open trading regime. Efforts to tackle climate change and the SDGs, and recent industrial policy 
announcements in some major economies have led to calls to increase multilateral dialogue and potentially 
adapt current multilateral rules. An unlevel playing field and the ‘finance divide’ must not undermine 
developing countries’ ability to achieve sustainable industrial transformations. 
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2 Why now? Sustainable industrial transformation and the SDGs 
 
2.1 Industrialization and structural transformation as a historic engine of development  
 
Historically, most countries that achieved sustained economic development and improvements in living 
standards have done so through structural transformation. Structural transformation involves the reallocation 
of capital and human resources from low to high-productivity activities and sectors through economic 
diversification and strengthening productive linkages in the economy.28  A more diversified economy enables 
higher per capita incomes,29 lower volatility, poverty reduction and better long-term growth prospects.30 Impacts 
of structural transformation also range beyond economic growth. They often include increased migration from 
rural areas to urban centers, usually combined with a reduction in birth rates, greater participation of women in 
the workforce, and deep political and sociocultural changes. 
 
Manufacturing sector growth and industrialization have historically been central to structural transformation. 
Because of several unique properties, manufacturing activities were often at heart of sustained growth episodes, 
with structural transformation typically involving a rapid increase in the share of industry and a corresponding 
decline in agriculture in economic activity.31 First, technological advances often originated in the manufacturing 
sector, and diffused from there to other sectors. Manufacturing firms in developing countries were often able to 
import and adapt these technologies and achieve rapid productivity growth even when broader institutional 
capabilities and skills were still comparatively scarce in their host economies.32 Technological and organizational 
learning in these firms triggered significant economic and knowledge spillovers to the rest of the economy. 
Second, many low-skilled workers found employment in manufacturing, at least until recently. In that, 
manufacturing differs greatly from other high productivity sectors such as finance; it allowed developing countries 
to attract investment, import technology and capital goods, and combine it with low-skilled labour. And third, 
manufacturing products are tradeable, and hence growth is not limited by the small size of domestic markets in 
many developing countries.33   
 
Improvements in agricultural productivity were usually a pre-condition for industrialization. Improvements in 
agricultural productivity allowed agriculture to produce food needed to feed urban industrial workers, release 
labour for employment, supply raw materials to support the industrial sector, including agro-industries, increase 
exports to pay for industrial investments, and enhance the domestic market for industrial products.34 Today, some 
agro-industries and knowledge-intensive services have proven to be technologically dynamic, with high potential 
for productivity growth (see also Boxes II.1 and II.2), 35   while some manufacturing activities have become 
‘commodified’, limiting their potential to support upgrading and learning.  
 
Throughout history, countries provided targeted support to domestic firms to enter dynamic sectors, with 
policies evolving over time in response to changes in the global economy. Structural transformation is 
underpinned by the expansion of productive, technological and organizational capabilities at the firm and industry 
level. Firms generally acquire these capabilities in the process of production (‘learning by doing’), but this learning 
process is fraught with uncertainty (see Box II.6 below). Countries have long provided support for domestic firms, 
often in specific industries with a view to shape comparative advantages.36 The interpretation and debates around 
industrial policies have emphasized different aspects at different times: the protection of infant industries in the 
19th Century; structural change and the role of a dynamic manufacturing sector after World War Two; and market 
failures, technological and organizational learning and the industrial policy design to address governance 
challenges at the end of the 20th and beginning of the 21st centuries. 37 The industrial policy toolbox changed 
accordingly: while protectionist trade policies and tariffs were the most common tool in earlier phases, low 
interest loans, financial grants (e.g. R&D subsidies or investment grants), and trade financing are now more 
prevalent.38 
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While the industrial policy record is mixed, there are lessons that can be learned from both successes and 
failures. The contributions of industrial policies have often been contested. This is in part because such policies 
are difficult to assess due to static costs but dynamic benefits, and also because such policies can be open to 
corruption and state capture. Recent research, taking advantage of ‘natural experiments’, has however confirmed 
positive and long-lasting impacts of historical industrial policies.39 At the same time, there is no shortage of failed 
interventions, with a mixed policy record overall, and significant variations in their impact on sustainability and 
equity across countries. From these experiences, key policy lessons emerge on both policy design and state-
business relations, including the need for: 
 

• A clear vision with specific objectives and political accountability: a clear vision must be translated into 
specific near and medium-term objectives that tackle clearly defined challenges, and against which 
policies can be assessed and revised if needed; political accountability against such targets has also been 
important;  

• Context specific strategies: industrial transformation is typically a gradual process, and leapfrogging rare. 
Strategies must identify current and dynamic comparative advantages, and take into account firms’ 
existing capabilities and their potential to learn and acquire additional ones, to avoid policy failures;40     

• Policy coherence: many industrial policy strategies become undone because macroeconomic, financing, 
trade or other policies were not aligned with its objectives; often this is a symptom of the industrial policy 
strategy not being consistent with the broader national vision and/or not fully backed by the country’s 
leadership, which may have competing or conflicting interests 41 . If relevant stakeholders do not 
participate in the policy formulation process, implementation and impact are often limited; 

• Addressing political economy and governance challenges head on: policymakers need a good 
understanding of private sector challenges, and hence a close relationship with the business sector; but 
this relationship also heightens risks of policy or regulatory capture, with temporary subsidies turning into 
permanent support for underperforming or uncompetitive firms. 42  In some cases, structural 
transformation policies were discredited and abandoned for decades as a result of misuse of public funds. 
Policies need to be designed to mitigate against risks of capture.  

• Managing sustainable development impacts:  to ensure that industrial transformations are inclusive and 
sustainable, proactive policies are needed to support (and compensate) those at risk of being left behind, 
and to ensure environmental sustainability. 

 
Box II. 1 

Rural economies and the potential of agroindustry 
 
In the absence of inclusive rural transformation in many LDCs, low-productivity agriculture continues to 
dominate rural economic activity and rural poverty remains high. When increasing urbanization is not 
supported by growth in manufacturing, people leaving agriculture are moving mostly into the informal service 
sector, which is also characterized by low productivity.  
 
Successful structural transformations in such cases rely on a strengthening rural–urban linkages, better 
connecting agriculture to urban manufacturing and service sectors. Agro-industries could play a productive role, 
and could provide a viable path for sustainable industrial transformation in ‘late transforming’ countries. In sub-
Saharan Africa for example, agro-industries account for a significantly higher share of total manufacturing 
employment than in other regions. Agro-industries and services along the agri-food value chain have the 
potential to absorb labour that leaves primary agriculture. As such activities are geographically spread and 
dominated by SMEs, they also create employment opportunities in small and medium size cities and towns, 
preventing migration to megacities. They could also provide the springboard for other forms of manufacturing 
and services through technology spillovers, improved management skills and capital accumulation.  
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For this potential to materialize, the industry needs to overcome bottlenecks for financing and expansion – 
including the fact that many firms in the sector are small, family based, scattered and lacking economies of 
scale.   
 
Source: FAO 

 
Box II. 2 

'Connected services’ and their contribution to industrial transformation  
 
International supply chains rely on four services sectors – financial services, information and communication 
technologies, transport and logistics, and business and professional services – for their functioning. Together 
with digital technologies, these services connect businesses within their supply chains.  
 
These service sectors have also become major sources of employment creation, exports, foreign direct 
investment (FDI), and innovation. Through linkages to other sectors, their presence also enhances 
competitiveness of firms in other sectors. For example, in regions with high-quality connected services, 44 per 
cent of all companies export, compared with 19 per cent of firms where such services are weaker. Seizing their 
full potential depends on reforming trade, investment and competition policies, combined with training to 
upgrade worker and firm competencies and technology adoption.  
 
Source: ITC43 

 
2.2 The role of industrialization and structural transformation in the sustainable development agenda 
 
Structural transformations and industrial policies have to be sustainable and inclusive. Achieving the SDGs 
requires rapid transformations of production processes. As countries seek to decarbonize the economy, create 
decent jobs, and address deep-rooted inequalities emanating from the productive sphere, policymakers are again 
looking to industrial policies to tackle these challenges.44 The SDGs are giving structural transformation a desired 
direction: it has to be underpinned not only by economic growth that can be sustained over time by building the 
required technological and other capabilities, but that is also inclusive and creates decent jobs, and that is 
environmentally sustainable and supports rapid decarbonization.45  
 
Sustainable and inclusive industrialization is a core element of the Addis Ababa Action Agenda and the 2030 
Agenda. The importance of industrial development is recognized in the Addis Agenda, where countries commit to 
“invest in promoting inclusive and sustainable industrial development to effectively address major challenges such 
as growth and jobs, resources and energy efficiency, pollution and climate change, knowledge-sharing, innovation 
and social inclusion.”46 The 2030 Agenda “reintroduced the notion of development as a process of change in the 
productive structure of an economy”, which had been a less prominent aspect of the Millennium Development 
Goals. 47  In SDG 9, countries commit to “build resilient infrastructure, promote inclusive and sustainable 
industrialization and foster innovation.” At the current pace of progress, the world will not achieve SDG9, with 
significant challenges for developing economies (see Box II.3). 
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Box II. 3 
Progress in SDG 9 
 
The world is lagging behind in achieving industry-related SDG 9 targets. While there is tangible progress in 
some countries, particularly developed countries, there are stark regional- and country-level differences. 
Several large middle-income countries have achieved substantial progress, while LDCs in Africa record a clear 
regression (Figure II.1). Key data gaps also remain.  
 
Figure II. 1 
Progress on the achievement of SDG 9 industry-related targets 

 
Source: UNIDO elaboration. 
Note: The scores in the Figure are based on the index proposed by Kynčlová et. al (2020)48 and refers to the SDG 9 targets 
9.2.1a, 9.2.1b, 9.2.2, 9.4.1 and 9.b.1. 
 
The pandemic and uneven recovery had a strong negative impact on SDG 9 achievement. Recovery from the 
COVID-19 pandemic was incomplete and unequal, including in manufacturing employment. While firms and 
households in high-income countries benefited from substantial policy support, manufacturing in LDCs 
stagnated due to limited support measures, coupled with a subdued and volatile global demand and tighter 
domestic conditions (see 2022 Financing for Sustainable Development Report). While manufacturing output in 
most country groups had returned to pre-pandemic levels by the end of 2021, this was not the case for LDCs 
and other low-income economies (Figure II.2). SDG 9 targets, such as 9.2 (industry share in output and 
employment)2 are in jeopardy particularly for African LDCs (Figure II.3), which have mostly stagnated over the 
last 20 years.  

 
2 SDG target 9.2: Promote inclusive and sustainable industrialization and, by 2030, significantly raise industry’s share of 
employment and gross domestic product, in line with national circumstances, and double its share in least developed 
countries. 
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Figure II. 2 
Year-on-year growth rates of manufacturing output by country group 
(Index Q4 2019 = 100) 

 
Source: UNIDO49 
 
Figure II. 3 
Prospects of LDCs achieving SDG target 9.2 by 2030 
(Per cent and constant 2015 United States dollars) 

 
Source: UNIDO50 

 
Industrialization and structural transformation must be managed to contribute to progress across the SDGs and 
ensure that progress is inclusive and sustainable. Industrialization impacts economic growth as well as 
socioeconomic and environmental objectives (see Figure II.4). The specific links between structural transformation 
and other SDGs have played out differently in different historic and country contexts. They are contingent on 
policy choices, hence the critical importance of pursuing sustainable and inclusive industrial policies (see Box II.4 
for some examples of interlinkages).  
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Figure II. 4 
Contribution of sustainable industrialization to the SDGs 

 
Source: UNIDO51 
 
Box II. 4 

Sustainable industrialization and the SDGs – some examples 
 
SDG 1 – poverty eradication, and SDG 10, reducing inequality: Greater (formal) employment opportunities and 
higher wages paid in manufacturing jobs can support the eradication of poverty, help build a middle class, and 
reduce inequalities. At the same time, the interactions between structural transformation and inequality are 
complex - Kuznets’ famous proposition was that the move of labour from agriculture to industry would initially 
increase inequality, only for it to fall over time (the Kuznets curve). Empirically, country experiences have been 
heterogeneous, with some countries managing benign transitions that combine structural transformation with 
stable or falling inequality, and others struggling with challenging trade-offs.52 This suggests a strong role for 
policy to shape transformation pathways.  
 
SDG 1 – poverty eradication, and SDG 10, reducing inequality: Greater (formal) employment opportunities and 
higher wages paid in manufacturing jobs can support the eradication of poverty, help build a middle class, and 
reduce inequalities. At the same time, the interactions between structural transformation and inequality are 
complex - Kuznets’ famous proposition was that the move of labour from agriculture to industry would initially 
increase inequality, only for it to fall over time (the Kuznets curve). Empirically, country experiences have been 
heterogeneous, with some countries managing benign transitions that combine structural transformation with 
stable or falling inequality, and others struggling with challenging trade-offs.53 This suggests a strong role for 
policy to shape transformation pathways.  
 
SDG 2: ending hunger: Strengthening rural–urban linkages, which connect agriculture and the food system to 
the manufacturing and service sectors, supports further increases in agricultural productivity that of rural 
activities, facilitates the generation of and marketable surpluses, the diversification of production patterns and 
livelihoods, and better access to public services and infrastructure in rural areas.54 In countries that substantially 
reduced rural poverty, inclusive rural transformations additionally created income-generating opportunities in 
the rural non-farm sector, e.g. in rural services and small scale manufacturing. Agro-industries and agro-
processing, which create jobs in rural areas, are a promising source of employment, but require public efforts 
to address working conditions and lack of social protection in small-scale informal firms.55 
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SDGs 12, 13, 14 and 15 – impacts on the environment: Industrial development can be both the source of and 
contribute to resolving environmental challenges. Historically, industrialization has been a main contributor to 
global greenhouse gas emissions and other environmental damages, even as emission intensity typically 
decreases as countries industrialize. Appropriate policy and regulatory frameworks are needed to mitigate and 
reduce environmental impacts of manufacturing industries, e.g. to ensure efficient use of resources and 
responsible management of waste and pollutants (SDG 12), and to support the transition towards more 
environmentally sustainable production models and decarbonization in manufacturing.  At the same time, 
manufacturing plays a key role in innovation and efficient production of environmental products, such as wind 
turbines, solar panels, insulation materials for buildings and electric cars. 
 
SDG 5 – gender equality: Structural transformation and industrialization have interacted with gender equality 
in complex ways. For example, it was often the lower wages of female works that enabled labour-intensive 
export-led industrialization strategies, and women have often been excluded from ‘good jobs’ as economies 
and sectors upgrade.56 These inequalities persist: Women represent less than 40 per cent of employment in 
manufacturing; within manufacturing, they are overrepresented in sectors with lower profit margins, low 
technology intensity and low wages, such as the food, garment, textile and leather sectors.57 The majority of 
new jobs generated in the transition to low carbon and circular economies will also be created in sectors that 
are currently male-dominated. Hence, for women to equally benefit from the transition to green economies 
and industries, specific measures to reduce gender inequalities are needed; in turn greater gender equality can 
support structural transformations through both positive impacts on aggregate demand and supply-side 
impacts on the labour force.58  

 
2.3 Sustainable development and the industrial policy revival   
 
In recent years, industrialization has reemerged as a key priority for policymakers. An analysis of national policies 
recorded in the Global Trade Alert initiative has found that industrial policy measures have more than doubled in 
the period of 2009 to 2019, and that by 2019, nearly half of all policies recorded in the database can be classified 
as industrial policies, up from only 20 per cent in 2009.  There are several reasons behind this surge: 
 

• Industrial policies have been resurgent since the 2007/8 Great Recession, in response to an increase in 
inequality and the decline of decent jobs tied to the decline in manufacturing sectors in some countries. 
One prominent example are policies targeting productive development and job creation in 
underperforming regions (place-based policies). The localized effects of green transitions have also 
increased interest in regional and local development policies.  

• To accelerate the development and deployment of low-carbon technologies and the energy transition, 
many countries have also adopted ‘green industrial policies’. Such policies are extremely common in both 
developed and developing countries - almost 170 countries have targets for the deployment of renewable 
energies, and around 100 countries use tax incentives, public investment, and/or tendering procedures 
to achieve these targets. 59   Many countries go further and use green industrial policies to support 
domestic production through various forms of incentives, with a view to create additional local economy 
benefits such as job creation and domestic innovation.  

• With recent inflation driven in part by supply-side shocks such as the disruption of global supply chains 
and labour shortages (see Chapter I), there has also been a recognition that industrial policies can play a 
positive role in addressing macroeconomic challenges.  

• The Covid-19 pandemic revealed vulnerabilities in medical supply chains. Countries with domestic 
manufacturing capabilities proved more resilient, thanks to the ability to produce essential goods critical 
to the pandemic response domestically.60 This has rekindled debates around reshoring. Vulnerabilities in 
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food supply chains, particularly food processing and distribution, contributed to rising food prices, 
particularly in urban centers.  

• Rising geopolitical tensions are providing an additional geostrategic impetus to ‘avoiding external 
dependencies’, particularly in sectors that are deemed strategically important, such as semiconductors, 
other high-tech sectors, or energy.61 This has also raised concerns over fragmentation and the risk of 
technological decoupling, and potential impacts on economic efficiency, innovation, and beyond.   
 

What all these efforts have in common is a focus on building domestic productive capacities to respond to 
economic, social, environmental and national security concerns, and a willingness to expand the economic policy 
toolkit to support such structural change. 62  
 
While both developed and developing countries have been using industrial policies, their use is  far more 
prevalent in developed countries. Four out the five countries with largest number of industrial policies are 
developed countries.63 For example, the European Union’s Green New Deal prominently includes an industrial 
strategy to support digital and green transitions of European industry. Climate, health, resilience, and national 
security considerations have led to an industrial policy revival in the United States, with the CHIPS and Science Act 
allocating over $ 50 billion to support domestic manufacturing capacity in semiconductors, and the Inflation 
Reduction Act committing around $ 370 billion to supporting investment into clean energy and climate mitigation. 
It includes tax incentives for clean electricity and energy investments, with extra credits for use of domestically 
manufactured components; for clean vehicles made in North America; and for domestic clean energy 
manufacturing of solar panels, turbines, or batteries.  
 
2.4 A changing and challenging global environment  

 
The new generation of industrial policies has to respond to a changing and challenging global environment. The 
rise of global value chains, rapid technological change and digitalization, the impacts of financial globalization, and 
changes to global rules have made industrial transformation more challenging in recent decades. This has 
coincided with the geographic concentration of manufacturing activities in a few large countries, and so-called 
‘premature deindustrialization’ in many developing countries.  
 

• Manufacturing has been less effective as a ‘development escalator’. As economies grow and per capita 
income rises, the share of labour employed in manufacturing tends to first rise, and then fall. Since the 
1980s, this turning point has arrived at ever lower levels of per capita income.64 With workers moving 
from agriculture to services such as trade and hospitality, rather than manufacturing or modern services, 
productivity growth has become limited, with working conditions characterized by widespread 
informality.65  
 

• The rise in global value chains has opened opportunities for firms in developing countries to participate 
in global production networks, but has also made it more challenging to upgrade to higher value-added 
activities and build productive linkages to domestic firms. Since the 1950s, large firms have taken 
advantage of lower costs in other geographies through cross-border supply chains. The intensity increased 
markedly in the 1990s, when lead firms increasingly organized production in global value chains (GVCs). 
Their impact on developing countries’ industrialization prospects has been ambiguous: GVCs have enabled 
countries to attract investment based on their labour cost advantages, and have opened opportunities 
for firms even in the absence of locally available inputs or other complementary factors. GVCs also enable 
learning and transfer of tacit knowledge through the interactions between lead firms and suppliers.66 
However, GVCs also limit opportunities for ‘upgrading’, i.e. entering higher value-adding activities within 
a value chain, with lead firms retaining the most profitable tasks.67  
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• Technological changes and digitalization have ‘raised the bar’ for developing countries and may limit 

employment creation opportunities. Advances in ICT were a precondition for rapid globalization in the 
20th century. Today, the emergence and diffusion of advanced digital production (ADP) technologies is 
creating new opportunities for developing countries, e.g. in the export of services; but it is also threatening 
to undermine traditional development pathways. First, production of new technologies is still very much 
concentrated in a few leading economies (see chapter III.G.)68 Second, automation enabled by digital 
technologies has undermined job creation in some industries: as more tasks become automated, labour 
accounts for a smaller share of production costs. Third, advanced production technologies also raise the 
bar for competitiveness: demands on the quality of infrastructure, logistics and connectivity, as well as 
educational and skills requirements, will rise, making it more difficult for countries without appropriate 
infrastructure or capacities to compete.69   
 

• Financial liberalization and globalization has had the unintended effect of limiting access to credit for 
some firms. The policy mix of successful ‘late industrializers’ typically included ‘interventionist’ financing 
policies: channeling resources to selected firms through the publicly controlled banking system, combined 
with ‘financial repression’, which kept interest rates kept low to support high investment rates; 
regulations on external financing and capital flows; and competitive exchange rates.70 The current context 
is very different, with financial markets more liberalized, financial flows intermediated more commonly 
by markets, and a smaller role of state and development banks. While the growth of financial inclusion 
has brought financial services to a much greater proportion of the population, bank lending, especially to 
MSMEs, is still hindered by limited information that banks have on borrowers and other impediments (see 
Chapter III.B).  Financial globalization has also put developing countries in a very different macroeconomic 
as more larger corporations, such as commodity exporters, are able to borrow on markets, including in 
dollars or euros – sometimes creating currency mis-matches and making them vulnerable to global 
financial cycles.71 In addition, in more financialized economies, financing for real economic activities is 
sometimes at the expense of high yielding and highly leveraged financial investments. 
 

• Changes in global rules have limited policy space of developing countries. Global rules related to 
financing, trade, investment and technology aim to strike a balance between providing countries with 
sufficient policy space to address societal concerns, and avoiding negative spill-overs of such policies on 
other countries. Since the mid-1990s, global, regional and bilateral trade and investment rules have 
limited (though usually not entirely ruled out) the use of several commonly used industrial policy tools, 
including tariffs, quantitative restrictions on imports and exports, subsidies, performance or domestic 
content requirements (see chapter III.D).72 

 
3 What will it take? Industrial and financing policies for sustainable industrial transformation 
 
Sustainable industrial transformation requires scaled up, coordinated, and ‘targeted’ public and private 
investments. Sustainable transformations require large-scale public investments in sustainable infrastructure 
and other public goods, and the fiscal space to maintain such investment. They require significant investments 
by the private sector in innovation, energy transition, and other areas, and access to finance at the right terms 
for firms to fund these investments. Public actions are needed to enable and incentivize private investments fully 
aligned with economic, social and environmental objectives.  Both public and private actors need to build up 
relevant capabilities, and they need to step up their cooperation. 
 
Sustainable industrial and financing policies, both national actions and international support, are therefore key 
to facilitate such transformations. The sustainable industrial policy toolbox is large, as it can be defined to include 
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any policies directed at changing the structure of the domestic economy, in support of strategic goals such as 
climate action and the SDGs. The remainder of the chapter will discuss how national policies and international 
actions can facilitate sustainable industrial transformation, with a particular focus on financing policies and actions 
covered in the Addis Agenda. 
 
3.1  The role and purpose of sustainable industrial policies  
 
Sustainable industrial policies aim to provide targeted support to firms (e.g. for learning) in priority sectors and 
create an enabling environment, while ensuring that social and environmental goals are supported and 
concerns are fully taken into account. As discussed in section 2 above, the objective of this new generation of 
industrial policies is not only to spur sustained economic growth and build the necessary capabilities in the 
domestic private sector to innovate and enhance productivity, but also to ‘shape’ growth, ensuring that it creates 
decent jobs and provides opportunities for all, and is environmentally sustainable. Such transformations are 
unlikely to unfold, and firms are unlikely to invest sufficiently in desired activities (such as innovation or green 
technologies), without public policy and action.  
 
Sustainable industrial policies aim to overcome several distinct but related challenges that stand in the way of 
sustainable structural transformation. For individual firms, whether or not to make an investment that has public 
policy benefits is a business decision – the risks that inevitably come with a new venture may be too high compared 
to the expected returns, and returns may not be competitive with alternative investments opportunities. But the 
decision to forego the investment may be due to a number of underlying reasons, including high risks, low returns, 
and other bottlenecks. While challenges will always be country-specific, understanding which of them are most 
‘binding’ (i.e., are the biggest hurdles to investment) is critical to formulate an effective policy response. Such 
obstacles can be categorized in four overlapping broad areas: 
 

• Challenges internal to the firm – foremost a lack of capabilities to be competitive in dynamic or desirable 
(e.g. green, employment-creating) activities;   

• Challenges external to the firm – such as poor infrastructure, or macroeconomic instability (lack of an 
enabling environment). 

• Externalities both negative (pollution or carbon emissions) or positive (positive spillovers from a firm’s 
R&D or training efforts on the rest of the economy) – which mean that the firm’s incentives are not well 
aligned with the public good, unless corrected by policies; and  

• Coordination challenges, when investments will only be profitable if other public or private investments 
take place in parallel – this includes investment in project specific infrastructure (such as transport or 
digital), relevant business services, or other inputs that have to be procured locally. Coordination is a 
central challenge for sustainable transformations that have a ‘direction’, where the public sector often 
has to lead in creating investment opportunities and coordinating public and private resources around a 
vision.   

 
To support the overall vision for the economy and address coordination challenges, policies and instruments are 
typically brought together in a strategy that creates policy certainty and guides public and private investment and 
action (see Box II.5 for details). 
 
Box II. 5 

Sustainable industrial policies – a conceptual perspective 
 
Firms often lack technological, organizational, and managerial capabilities to be competitive in dynamic 
sectors.73 Acquiring capabilities to successfully compete in technologically dynamic sectors and activities is 
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costly and risky, and depends to a significant extent on ‘learning by doing’. Technologies cannot just be 
acquired; tacit knowledge has to be absorbed and adapted to specific local contexts.74 Firms would initially 
operate at a loss in activities new to the economy (if not to the world), with profitability highly uncertain, which 
typically also makes it difficult to secure financing. When the capability gap to international competitors is large, 
this can lead to so-called “learning traps”, with firms instead pursuing investment opportunities in sectors that 
require lower capabilities, such as real estate or import trade; but these often have lower productivity growth 
and fewer positive spillovers and impacts on the rest of the economy.75 In response, sustainable industrial 
policies can support and incentivize firm learning and innovation by providing firms with concessional 
financing during the learning period, subsidizing other production inputs, supporting demand, managing 
competition, and other means (see section 3.3).  
 
Firms are also faced with significant external constraints. Workers in a country may not have the required skills, 
particularly in activities new to the local economy; required infrastructure may be poorly developed or absent; 
the cost of finance is typically high, reflecting not only high risks associated with new activities but also 
underdeveloped financial markets or macroeconomic instability; and access to other critical inputs may be 
constrained, e.g. because of underdeveloped local markets and/or lack of foreign exchange. The creation of a 
broader enabling environment and provision of relevant public goods is thus an important part of this effort. 
This includes through investments in infrastructure, education and health, stable and growth-oriented macro-
policies and exchange rates, measures to improve access to finance, and good governance more broadly. 
Because private investments typically have impacts on the broader economy and society that are not reflected 
in market prices or returns to investment for an individual firm, an enabling environment for sustainable 
industrial transformation also requires  corrective policy intervention to ‘internalize’ the externalities. Such 
externalities can be positive (the spillover effects from investments in R&D, the ‘cost discovery’ that pioneering 
firms achieve in their domestic economy, paving the way for imitators), or negative (most prominently, 
pollution), and corrected through subsidies for investment in R&D, or through taxes (e.g. carbon taxes) or 
regulations (section 3.4).  
 
There are also often major coordination failures that inhibit investment in sustainable transformation. Often, 
projects require several simultaneous, large-scale investments – e.g. in targeted infrastructure necessary for a 
specific project, industry-specific services, or provision of other inputs. Individual investors would not take 
forward investments without having some assurance that complementary upstream or downstream 
investments will also be made, or relevant infrastructure built, and public institutions set up.76 Coordination 
challenges can also be exacerbated by powerful incumbent actors (e.g. fossil fuel interests, commodity 
exporters), who may fiercely resist policy changes they perceive against their interest, which could undermine 
policy coherence and coordinated actions.77  
 
Coordination challenges abound in the context of SDG-aligned transformations, climate action or other 
‘mission-oriented’ policy efforts. For example, to achieve rapid decarbonization, many parallel public and 
private investments and interventions are needed that go far beyond ‘fixing market failures’, but that aim for 
technological, behavioral, and systemic changes in land use, transportation, housing, energy, industry, and so 
forth. Such efforts require public leadership (to help develop new technologies, build relevant institutions, and 
create entirely new markets and investment opportunities).78 To tackle such challenges, countries need an 
overall vision, e.g. an SDG-aligned transformation plan linked to long-term objectives (such as carbon reduction 
targets), which can then guide all public policies and investments, and provide policy certainty for firms and 
investors (see section 3.2).79  

 
 
 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

37 
 

3.2 Strategic approaches  
 
Countries need to develop coherent strategies to align actions and incentives of all actors with public policy 
objectives. Sustainable structural transformations depend on buy-in and coordinated actions of many 
stakeholders - within government and across ministries , between public and private actors, and over time.80 To 
this end, countries need a clear direction for policymakers, firms and investors, typically spelled out in an industrial 
development strategy that brings together different actors, instruments, policies, and tools  in a coordinated 
manner.81 Such strategies can be part of and/or should be closely linked to a country’s national sustainable 
development strategy; with integrated national financing frameworks (INFFs) a useful vehicle to align financing 
policies with structural transformation objectives.  
 
Strategies need to be context-specific and countries should have strong ownership over the industrial policy 
formulation process. Strategies need to respond to key country-specific challenges, binding constraints and 
opportunities, which can be identified through a national assessment process. Based on these assessments, 
countries can spell out prioritized and sequenced actions and initiatives. While external parties, such as foreign 
experts and consultancy firms, may be able to provide useful advice, they cannot replace the country’s own 
discovery process of studying challenges and opportunities, consultations with stakeholders, inter-ministerial 
coordination, and creating consensus. Unless there is a high level of ownership over and commitment to industrial 
policy formulation, implementation tends to be ineffective and inconsistent across various policies and over time. 
 
Countries need to take into account existing and potentially competing interests of powerful actors. Structural 
transformations tend to create winners and losers. Overcoming resistance of powerful groups (e.g. fossil fuel 
interests) is critical, as is the provision of support and retraining to workers that may be left behind. In developed 
country contexts, the capacity to plan and then coherently implement transformation policies against the 
resistance of particular interests may be the fundamental constraint to achieving sustainable and inclusive 
transformations, more binding than availability of financial and technical resources, which exist in abundance but 
are often not aligned with these objectives.82 Building broad coalitions for change – including through transparent 
consultations with stakeholders as noted above – can provide political support.  Identifying and giving political 
voice to the ‘winners’ can help balance resistance from vested interests, and should be considered in the 
sequencing of initiatives.83 Policymakers can also identify ‘champions’ of reform efforts, for example by assigning 
responsibility to a high-level political Figure.84 Social protection systems that enable workers and households to 
better manage the risks of such transitions and provide a safety net can also build support. 
 
Countries also need to carefully manage public sector relations with the private sector. In cases of successful 
industrial policies  public actors were able to build close working relationships with private partners (which help 
governments elicit relevant information), but at the same time retain the capacity to implement policies that 
investors advocate against and to withdraw support when necessary.85 Getting policy design right is critical but 
challenging; policies should have success criteria linked to broader development objectives, clear accountability 
lines and political leadership at a high level, be transparent, and support to firms linked to performance 
requirements and with sunset clauses .86 
 
Strategies likely need to make use of a more expansive toolkit in the context of sustainable transformations. 
Because sustainable industrial transformations are ‘directional’, these actions and initiatives are likely more 
expansive than the traditional industrial policy toolkit.  For example, rather than being technology-neutral, 
strategies aim for the rapid uptake of low-carbon technologies. To this end, supply side policies to push down 
costs of production for desirable technologies (e.g. subsidies) and targeted public investments (including in basic 
research) can be complemented by use of technological standards and regulatory frameworks that reduce 
technology uncertainty, demand-side measures that create further economic incentives for technology adoption.  
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3.3 Support to build firm capabilities  
 
Sustainable industrial policies can support and incentivize firms to build technological and organizational 
capabilities to be competitive in dynamic sectors. To overcome so-called learning traps, policy makers can use a 
wide range of tools - providing firms with concessional financing during the learning period, subsidizing other 
production inputs, supporting demand, managing competition, or other means. The intention is to make initial 
investments more attractive to support ‘learning by doing’ in priority sectors and activities, with the ultimate 
objective of creating competitive firms.  Since learning is costly for firms and difficult for the state to monitor, 
firms may be tempted to invest their energies in keeping subsidies and protections in place rather than achieving 
competitiveness. To avoid this fate, successful industrial policy interventions often combine ‘carrots’ with ‘sticks’, 
e.g. in the form of performance requirements that are tied to policy targets or sunset clauses.87 
 
Fiscal instruments 
 
Fiscal instruments such as subsidies and tax incentives remain the most prevalent sustainable industrial policy 
instruments. Fiscal instruments can be used to incentivize and/or share the costs of risky or uncertain 
investments, or reduce the cost of initial investment (i.e. tax credits or rebates for capital expenditure). Their 
effectiveness depends on sound design and how well they are embedded in a broader strategic approach, as 
discussed above.88 Investment incentives are often tied to performance requirements. In addition to R&D, training 
or minimum investment requirements, incentives can focus on job creation. To strengthen development of 
productive linkages of foreign investors with domestic firms, match making activities and other support for local 
suppliers can be used. 
 
In the pursuit of ‘directed’ transformation, demand-side instruments such as strategic public procurement have 
become more prominent. Public procurement is a significant part of public expenditure and is increasingly used 
to achieve sustainable development objectives, such as promoting innovation, sustainability, and social 
inclusiveness, e.g. through green procurement (see Chapter III.A.). Strategic public procurement can encourage 
domestic firm development and innovation, and ultimately competitiveness of domestic firms, e.g. through 
outcome targets aimed at creating a level playing field for local MSMEs, combined with capacity support, or 
through ‘innovation procurement’.  
 
Fiscal instruments can be costly and require careful policy design. Tax incentives both to enterprises and 
households have been estimated to amount to over 5 per cent of GDP in foregone tax revenues in some 
developing countries.89 This underlines the importance of effective planning and policy design, including: analysis 
of the total cost of the fiscal tool vs. the long-run benefit, along with a comparison of the cost of other tools to 
achieve the same goal; tying support to performance; and careful targeting of interventions to support priority 
activities. In addition, international support can play an important role in countries that are fiscally constrained, 
including, for example, for interventions that target global priorities such as decarbonization (chapter III.C.).  
 
Financial instruments  
 
Public development banks can provide long-term funding for structural transformation.  Public development 
banks can fill both knowledge and resource gaps.90 They have been a major provider of long-term and affordable 
finance for firms (see 2022 FSDR). Many also provide funding for new, smaller, or innovative firms, and for priority 
sectors or activities linked to broader transformation objectives. In addition, they can also develop specific 
expertise and market intelligence relevant for policymakers, such as for the initial assessment of binding 
constraints and market failures. (see also Box II.6) 
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Regulatory measures can also contribute to increasing availability of financing for desired activities. In addition 
to direct lending by public development banks, countries have also ‘directed’ or incentivized commercial lending 
through risk sharing mechanisms and regulatory requirements. For example, loan guarantee programmes are 
widely used to support green technology development. On the regulatory side, quantitative tools were common 
historically, including ceilings or quotas for bank lending to targeted sectors; they have largely been replaced by 
price-based measures. These include for example green refinancing tools of Central Banks, which incentivize credit 
provision for environmentally friendly activities through cheaper refinancing.91 Central Banks have also tied terms 
of access to lending windows to minimum shares of SME loans in banks’ lending portfolios. 92   
 
Blended finance from international partners can also support sustainable industrial transformation when it is 
in line with national strategies and plans. The international community has looked to blended finance 
instruments to bring down financing costs of private investments in developing countries by sharing risks. Blended 
finance uses public funds to crowd in private finance, with a view to unlock investment that the private sector 
would not have done on its own in support of national development priorities. Blended finance makes use of 
instruments similar to those in the industrial policy toolbox, such as guarantees, concessional loans, or equity 
investments, and it predominantly targets sectors that are core to structural transformation, most prominently 
clean energy and industry (see Chapter III.C.). Blended finance, mostly provided by international development 
finance institutions, could thus be an important complement to national efforts, particularly if projects and sectors 
supported align with national strategies of recipient countries. Embedding blended finance in national industrial 
policy efforts, e.g. through an INFF, could enhance such alignment and recipient country ownership of blended 
finance approaches, which has been a challenge to-date. ‘Just energy transition partnerships’ could be a promising 
model of coordinated support by multiple development finance institutions and other partners for country-led 
transitions (see Box III.C.4).  
 
Box II. 6 

A spotlight on development banks – mobilizing resources, balancing risks and rewards, eliciting information  
The history of public development banks is closely linked to industrialization. The first ‘prototype’ development 
finance institutions were set up in 19th century continental Europe to fund rapid industrialization; the setting 
up of such institutions peaked in the decades after World War Two, with efforts from developing countries 
across the world to achieve rapid structural transformation.93 
 
Most development banks seek to maximize sustainable development impact (depending on their specific 
mandates), while also maintaining financial viability. Throughout their history, development banks have 
provided four functions undersupplied by markets. They have: i) extended credit countercyclically, stabilizing 
financial markets in times of crisis; ii) funded strategic developmental investments, e.g. in public goods such as 
infrastructure; iii) provided financing for innovations to SMEs that cannot fund such investments from their 
balance sheets; and iv) funded major public policy plans (‘missions’), such as energy transitions in Germany or 
China.94  Development banks generally take into account factors beyond financial viability in their lending 
decisions. For example, the Korean Small and Medium Business Corporation (SBC) assesses technological and 
business viability and growth potential of SMEs in its corporate evaluations.95 
 
Public development banks that are able to retain equity in their investments (or design equity-like instruments) 
are particularly well placed to finance investments in innovation because of their ability to diversify across 
investments. Public banks (or public or semi-public venture capital funds) can capture the upside of successful 
investments, which can help compensate for losses to be expected in a risky and highly uncertain innovation 
investment portfolio.96  
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Development banks can also help identify market failures through their routine activities of loan-screening and 
lending, and can use this information to provide inputs for the design of other structural transformation policy 
instruments. This orchestrating role can accompany their more traditional place in addressing financial 
constraints and crowding-in a diverse set of financing actors.97 

 
Other measures to strengthen firm capabilities  
 
There is a wide range of additional measures that policy makers can consider to strengthen firm capabilities.  
These include training activities for technological and entrepreneurial skills, support for producer associations, or 
public technology intermediaries such as public research centers. Public research centers which are often 
underfunded, can provide technology and national quality infrastructure, and also work directly with firms 
through consultancy, training, and market opportunity analysis.98 
 
Supporting upgrading and linkages has also been the main objective of strategic trade policy. Tariffs to protect 
‘infant industries’ from international competition, and local content requirements were once the main instrument 
of industrial policy to allow firms time to develop ‘learning by doing’. With deeper trade integration, such policies 
have to be more nimble – targeting upgrading in specific activities and value chains rather than entire sectors and 
using import protections more prudently, based on a sound understanding of targeted value chains and lead firms’ 
strategies.99 
 
3.4 Creating an enabling environment for sustainable industrial transformations  

 
To address external constraints faced by firms, policymakers need to invest in the creation of an enabling 
environment for sustainable industrial transformation. This includes a general enabling business environment, 
such as regulatory frameworks (including competition policies), investments in infrastructure, education and 
health, addressing credit constraints, stable and growth-oriented macro-policies and competitive exchange rates, 
and good governance more broadly (see chapter III.B). These are sometimes referred to as ‘horizontal’ policies 
because they benefit most firms and are not explicitly targeted at specific sectors. In practice countries do not 
have sufficient resources for all infrastructure investments and are ‘doomed to choose’ in how they prioritize 
public investments. Even such ‘horizontal’ policies should thus be coordinated with industrial policies and related 
structural transformation objectives. 100  They also have to ‘internalize’ pervasive externalities that hamper 
sustainable transformations – fiscal systems have to set the right incentives for private actors, e.g. through carbon 
taxes, removal of fossil fuel subsidies, or removal of biases in the tax code against labour, along with accompanying 
regulatory measures (such as energy efficiency standards).  
 
Efforts to strengthen the overall enabling environment for business and investment should be aligned with 
sustainable transformation objectives. Investment and trade facilitation are key aspects of industrial policy 
packages. Investment facilitation measures typically focus on transparency and better information provision for 
potential investors, addressing administrative hurdles for investors, or a more predictable and stable policy 
environment.101 Trade facilitation aims at more efficient border procedures, and improvements in trade-related 
infrastructure. Such measures should be supportive of sustainable transformation objectives, e.g. by taking 
priority sectors and activities into account in sequencing of policy actions. Countries have increasingly used these 
principally horizontal tools to prioritize facilitation efforts in specific sectors, or to promote technological 
upgrading.   
 
Public investments in sustainable infrastructure, education, research and development are key for overcoming 
supply-side bottlenecks. In most countries that achieved sustained, rapid industrial growth, public investment 
played a crucial role in crowding-in private-sector investment. 102  This includes investments in sustainable 
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infrastructure, education, skills development and training, and public research and development. The public 
sector is typically a main and direct funder of investment in basic and applied research, and public investment in 
this area has also facilitated the pursuit of public policy goals – mission-oriented institutions have made critical 
contributions to technological breakthroughs, e.g. in renewable energy; labour-augmenting technologies could be 
made a priority in publicly funded research103  (see chapter III.G).  
 
Public expenditure should also ensure that transformations are inclusive and leave no one behind. For poor and 
vulnerable households, industrial transformations may be associated with increased risk of marginalization, rather 
than growing economic opportunities, unless they receive support. Education and training programmes should 
not only aim to build relevant skills for new sectors and occupations, but focus in particular on those workers that 
may lose jobs in the context of transformation processes, and remove barriers to education for women, as well 
as migrants and other marginalized groups. Social protection systems can also play a key role in this regard: they 
can provide a safety net for those that may have lost income opportunities, but also enable people to take up 
potentially risky opportunities in new sectors and activities. This calls not just for strengthening of social protection 
systems, but also for targeted efforts – e.g. for rural populations and for rural-urban migrants (see also Box II.7).104  
 
Box II. 7 

Structural transformation needs to be just and inclusive – Global Accelerator on Jobs and Social Protection 
 
Structural transformation is inherently a process of creative destruction that needs to be carefully managed to 
ensure inclusive outcomes and a just transition. This entails coherent policy action that creates new productive 
jobs and expands social protection coverage for those who risk being left behind in the transition. To be 
actionable, these policies will need to be financed, through national efforts and international development 
cooperation. The institutional structures at the country level will also need to be strengthened to manage the 
transition in partnership with international and multilateral institutions. 
  
These pillars of policy coherence, financing frameworks, and multilateral cooperation constitute the core of the 
Global Accelerator on Jobs and Social Protection for Just Transitions launched by the United Nations Secretary-
General in 2021. The ambition of the Global Accelerator is to bring together member States, international 
financial institutions, social partners, civil society and the private sector to help countries create 400 million 
decent jobs, including in the green, digital and care economies, and to extend social protection coverage to the 
4 billion people currently excluded, many of which are migrant workers in the informal economy. 
 
The Global Accelerator provides a vehicle for putting plans into action by supporting the design, implementation 
and monitoring of integrated national strategies and policies that combine investments in decent jobs, 
sustainable development and universal social protection. At the initial stage, the Global Accelerator will be 
implemented in a selected number of pathfinder countries. 
 
Source: ILO 

 
Financial sector development and macroeconomic policies   
 
Lack of access to long-term finance is a key constraint facing firms, particularly when investing in innovation 
and/or new sectors and activities critical to sustainable transformation. Many investments that are critical to 
firms’ growth, such as purchases of fixed assets or equipment, are long-term investments, hence the need for 
long-term financing.105 Accessing financing on such terms can be a major challenge. The financial sector tends to 
have short-term incentives (see Box II.8); lenders are  reluctant to provide credit to borrowers about which they 
have very limited information (SMEs, investments in innovation); and neither commercial banks nor capital 
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markets are likely to provide sufficient financing for investing in entirely new markets or for specific ‘mission-
oriented’ projects, due to the long time horizons involved, the public benefit which generally cannot be 
monetized, and intrinsic uncertainty about future returns.106  
 
These challenges are exacerbated in developing countries, resulting in more firms either excluded from external 
financing, or else subject to expensive borrowing terms. Even countries with deep financial markets face critical 
gaps, for example in funding for investment in basic research and development or in SME lending. But this is 
exacerbated in developing countries with underdeveloped financial markets. For example, small manufacturing 
enterprises could play an important role in a sustainable industrial transformation, but in Sub-Saharan Africa and 
LDCs only 15.7 per cent and 17 per cent of these enterprises have access to financial services, well below the 
global average (SDG indicator 9.3.2) (see Chapter III.B). This divide is also visible in the terms of finance that are 
available. Banks provide significantly more long-term lending in developed countries than they do in low-income 
and least developed countries.107 And financing is more expensive: economy-wide costs of capital have been 
estimated to be up to seven times higher in developing countries than in the United States and Europe.108 In 
addition to specific and targeted instruments to bring down the cost of capital discussed above, financial sector 
development and macro-policies can help address these challenges.   
 
Box II. 8 

Has ‘financialization’ undermined real capital formation and industrial transformation?  
 
Financialization is typically defined as an increasing size and influence of the financial sector relative to the 
economy, as well as an increase in financial transactions, such as speculative investments, by corporations, 
governments, and households.109 Financialization is most visible in developed countries, with the picture in the 
developing world variegated. But its impacts are felt globally through financial globalization: changes from 
bank-based finance towards liquid capital markets, which allows for greater leverage; the significant growth of 
international capital markets, stimulated by the growth of institutional investors; and the liberalization of cross-
border financial flows.  
 
There is increasing evidence that, above a threshold, financial sector growth increases inequality and financial 
instability,110 and, critical for sustainable transformations, lowers real capital formation and growth prospects:,   
• Financialization may negatively impact productive investment and operational activities of companies.  For 

example, instead of reinvesting in business development, companies have used share buybacks to boost 
stock prices, with buybacks exceeding capital expenditure in some years in the United States. 111  In 
developing countries, greater external vulnerability and macroeconomic volatility provide motives for more 
liquid holdings by firms. 

• In addition, in countries with liquid capital markets, elevated returns on highly leveraged financial assets can 
divert productive investment to financial investment. In periods of low interest rates, long-term investment 
is backed by short-term borrowing (or leverage), which increases the return for every dollar invested as long 
as market prices rise. As a result, even so-called long-term investors, such as pension funds, may limit 
purchases of illiquid assets (such as infrastructure), since they want to be able to sell assets when interest 
rates rise and the leveraged position is no longer profitable.  

• There is evidence that increased short-termism reduces investments in innovation and R&D, with firms 
engaging in less radical innovation and achieving fewer break-throughs.112 

• Boom and bust cycles of capital flows can also undermine the development of high-value adding export-
oriented activities because of unfavorable exchange rate dynamics. Manufacturing employment, 
manufacturing share of GDP, and economic complexity contract during periods of strong net capital (non-
FDI) inflows, particularly in developing countries.113  
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• In developing countries, this is exacerbated by volatile capital flows, making the financial system overall 
more prone to short-termism and less likely to finance long-term investment.114 In countries vulnerable to 
capital flight, and especially in conditions of tight global liquidity, even public development banks may find 
it hard to provide patient capital domestically. 

 
Source: UN DESA, based on Bonizzi, Kaltenbrunner, Powell (2023)115 and the 2019 FSDR 

 
Bringing down the cost of capital requires domestic and international action. Higher costs of capital in part 
reflect the greater (perceived and actual) risk that investors are exposed to in developing countries, including 
political risks, poor contract enforcement and limited information about clients’ creditworthiness, and 
macroeconomic risk. Tackling these underlying challenges – improving the domestic enabling environment – is an 
important aspect of financial sector development and expanding the availability of long-term finance. But 
domestic factors alone cannot fully explain risk premia. As discussed in last year’s FSDR, developing countries have 
historically faced high sovereign credit spreads (interest costs above US Treasuries) for their borrowing in 
international markets, even after adjusting for defaults and risks (as measured by volatility). With sovereign rates 
usually providing a ‘floor’ for borrowing costs of firms, this translates into higher costs of capital for corporate and 
project financing (see also 2022 FSDR, chapter III.B). As global factors have become increasingly important in 
determining capital flows and their volatility, policy actions are needed at the global (see Box II.8 and chapter 
III.E); they also provide additional rationale for scaling up international concessional lending (Chapter III.C). 
 
The macroeconomic environment is a major determinant of the cost of capital and of prospects for sustainable 
transformation; macroeconomic policies should thus be aligned with and supportive of transformation 
objectives. Investment-centered macro-policy frameworks geared toward facilitating sustainable industrial 
transformations should target both stability and the balanced expansion of supply capacities and aggregate 
demand.116 Such approaches can build on recent developments: in response to growing systemic risks, including 
from the pandemic and climate change, there has been a greater appreciation of macroeconomic policy 
frameworks that support inclusive growth and productive employment, address inequality and climate change, 
and are better prepared for shocks (see 2022 FSDR). Fiscal and monetary policy toolkits are being expanded 
accordingly, with countries considering additional fiscal measures for climate investments and incorporating 
climate risks into monetary policies.  
 
The specific elements of such a pro-structural transformation macroeconomic policy framework will vary 
depending on country circumstances. Policies will differ depending on country needs and circumstances and 
shifting political, economic, environmental, and social realities. Box II.9 presents some options.  
 
Box II. 9 

Macro-policy options to support sustainable industrial transformations 
 
Periods of sustained growth in developing countries have often coincided with undervalued real exchange 
rates, which facilitated reallocation of resources towards dynamic tradable sectors. 117  Noncompetitive 
exchange rates are a challenge in natural-resource rich developing countries in particular118; dependence on 
resource exports undermines prospects for diversification, which in turn exacerbates vulnerability to terms of 
trade shocks and macroeconomic volatility.119 To achieve a stable and competitive real exchange rate, countries 
can try to smooth boom and bust cycles in external financing, for example through macroprudential policies. 
Macroprudential measures help dampen both domestic financial cycles and capital flow volatility. “Pre-
emptive” and countercyclical measures aimed at dampening excessive portfolio inflows during boom times can 
lower the risk of sudden stops during crises and reduce exchange rate volatility120 (see Chapter III.F). Commodity 
exporters can also manage commodity price fluctuations, e.g. through stabilization funds.121  
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Managing exchange rate volatility has become more challenging in an era of financial globalization. Building up 
of foreign exchange reserves can provide a degree of self-insurance for countries, in addition to supporting 
competitive exchange rates, but is costly and may be insufficient to reduce vulnerability of to the volatility of 
international capital flows.122 This underlines the importance of international action: further strengthening the 
international financial safety net, monetary policy coordination of major central banks, and their greater 
consideration of macroprudential financial sector regulations (see Chapter III.F). 
 
Where possible, fiscal policies should support scaling up public investments and the provision of public goods, 
e.g. by targeting minimum levels of productive public investments. Investments should be sequenced to 
prioritize high sustainable development impact and alleviation of critical supply constraints. 123  This could 
include, for example, employment-intensive public investment in resilient infrastructure. To be fiscally 
sustainable, such expansion of public investment must go hand in hand with increasing effectiveness of public 
investment, mobilization of additional domestic resources (see Chapter III.A.), and, for many developing 
countries, concessional financing.  
 
Fiscal policies should also overcome ‘procyclicality traps’. Counter-cyclical fiscal policy should work hand-in-
hand with monetary policy to both stabilize economic activity and support growth and sustainable development 
in the longer run. For example, unemployment insurance and social protection are countercyclical measures 
because they support demand during economic slowdowns. Capital expenditure tends to be particularly pro-
cyclical, rising during booms and falling during economic slowdowns when investment is most needed. 
Protecting green and other productive investments through business cycles is key to enhance supply capacity 
over time; through pre-approved public investments, capital spending could be expanded in downturns.  
 
Many Central Banks already have dual policy mandates, such as price stability and full employment, and set 
policy rates accordingly. The United States Federal Reserve System has had such a mandate since 1978. The 
mandate of the Reserve Bank of New Zealand includes “maximum sustainable employment” in addition to price 
stability. While not explicit mandates, several central banks in developing countries, including in Asia (such as 
Bangladesh, Bhutan, Fiji, Pakistan, the Philippines and Thailand) identify the broader objectives of supporting 
inclusive economic growth, financial inclusion or development in their vision or mission statements.124 Such 
broader of monetary policy objectives (beyond price stability) is relevant in developing country contexts, where 
inflation is more commonly driven by external shocks and other cost factors rather than excessive demand. 
Strict inflation targeting is difficult to maintain in such circumstances; instead policy responses may for example 
need to include supply-side measures.125 
 
More recently, many Central Banks have taken steps to ‘green’ their monetary policies, in recognition of the 
risks that climate change poses for price and financial market stability. This has led to explicit consideration of 
climate risks in monetary policies, e.g. by taking into account carbon intensity in asset purchasing programmes, 
or through collateral rules that incentivize green lending by providing cheaper refinancing to banks for such 
lending (see also Chapter III.F).  

 
3.5 Additional enablers - state capabilities, international enabling environments and international support 
 
State capabilities  
 
Effectively supporting industrial transformations requires specific technical, operational, and political 
capabilities in the public sector. Developing relevant skills in public agencies is an important feature of structural 
transformation strategies. In so-called ‘developmental states’, bureaucracies were often organized around a 
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central leading entity, led by an elite corps of civil servants with significant autonomy, such as the Ministry of 
International Trade and Industry in Japan. 126  In lower-capability settings, industrial policy coordination and 
delivery has often succeeded by creating ‘pockets of effectiveness’. These could be agencies outside the regular 
bureaucracy that are able to attract highly skilled personal, such as development banks, or delivery units under 
direct authority of high-level officials. Such delivery units can follow-up on implementation, prioritize, assess, flag 
bottlenecks, and solve problems in dialogue with all relevant actors.  
 
State capability constraints can be partially addressed through smart policy design. All countries already have a 
variety of financing policies in place, along with areas of expertise and competence in existing institutions. 
Interventions should be designed to build on these existing capacities. Industrial transformation policies can also 
be designed to mitigate against existing constraints. One way to do so is to reduce the “failure dimensionality” of 
policies, by keeping the number of components of a specific initiative or policy package low, and/or by focusing 
on key binding constraints such as managerial abilities or access to long-term financing.127 Phased approaches can 
also be considered, especially in countries with more limited managerial skills.  
 
Countries should aim to develop ‘dynamic capabilities’ – to continue to learn from initial efforts. To achieve 
sustainable transformations and shape and create new markets, policy makers will ‘discover’ policy solutions, 
learn from failures and allow for policy experimentation, evaluation, and revision.128 This is a challenge in both 
developed and developing countries, as public institutions are typically not set up to experiment. But some 
institutions may be better placed than others, and could be prioritized for capacity support: public development 
banks, public-private consultation bodies, or entities specifically set up to engage with the private sector may have 
more flexible rules and more capacity to experiment, learn, and adapt.129 
 
International enabling environments  
 
Countries need to preserve existing and, in some areas, regain lost policy space to pursue sustainable industrial 
policies. Trade, investment and technology policies typically have spillovers across national borders. The 
international rules and agreements that aim to balance national interests and negative spillovers have come under 
scrutiny in response to changes in trade relations and technologies, and new challenges such as climate change 
and the SDGs. 
 
Trade-related industrial policies can have both positive (e.g. diffusion of innovation across borders) and negative 
spillovers (e.g. firms relocating production in response to trade barriers or subsidies). International trade 
agreements and rules aim to balance the right to pursue domestic policy objectives with avoiding negative 
spillovers. This is embodied in WTO principles such as non-discrimination, transparency, market-based resource 
allocation, combined with policy space for addressing societal concerns (see also Chapter III.D.). At the same time, 
emerging global issues such as tackling climate change and achieving the SDGs, the rise of global value chains, 
different roles of the state in economies, as well as recent announcements of new subsidy programs in some 
major economies, covering key sectors such as electric vehicles, renewable energy, and semiconductors, have led 
to calls to increase multilateral dialogue and potentially adapt current multilateral rules, e.g. in regard to subsidies. 
The strong agglomeration effects observed in a digitalized economy have provided additional weight to these 
calls. While these questions should be urgently addressed at the global level to ensure level playing fields, it is also 
important to note that many policies remain permissible even under current rules.130 
 
International investment agreements (IIA), treaties to regulate conditions for cross-border investments, grant 
foreign investors certain protections and benefits, with a view to attract investments. While they typically do not 
target specific sectors or activities, IIAs can support broader industrial policy efforts, e.g. by improving the 
investment policy framework. At the same time, they can restrict use of typical industrial policy instruments, e.g. 
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performance requirements or subsidies. In recognition of the need for countries’ regulatory space to pursue the 
SDGs and climate action, reform of the investment treaty regime is accelerating, and newly concluded IIAs feature 
many reformed provisions, including provisions on gender equality, human rights and climate action (see also 
Chapter III.D.). The latter in particular has increased the urgency of IIA reform, with investors using agreements to 
challenge climate action and green industrial policy measures.131  
 
Intellectual property rights increase returns to and thus should provide economic incentives for investment in 
innovation but can constrain diffusion of technologies.132 With most developing countries importing technologies, 
they would tend to benefit less from strong IPR regimes that increase costs for follow-on inventors. Their 
legislation should thus make full use of the flexibilities in international agreements to allow reverse engineering 
and technological diffusion (see Chapter III.G.). At the international level, cooperative IPR arrangements, such as 
patent pooling, cross-licensing, and technology-standards agreements, have been used in the health sector, and 
should also be considered for low-carbon and other SDG-critical technologies that can be considered global public 
goods.  Global research collaboration efforts should be strengthened (see also Chapter III.G.). 
 
International support 
 
Developing countries, and LDCs in particular, will also require capacity and financial support. To build public 
sector capabilities, capacity development efforts should be further scaled up. Knowledge exchange and South-
South cooperation could play an important role, with functionaries receiving training and observing practices in 
other countries a potentially cost-effective measure. Financial support is also critical – long-term concessional 
financing for developing countries to carry out public investments in sustainable transformations must be scaled 
up significantly, as recognized for example in the SDG Stimulus put forward by the Secretary-General. Multilateral 
development banks are uniquely positioned to facilitate such investments, with their ability to provide long-term 
financing with interest costs significantly below commercial rates; financing provided on such terms is particularly 
suitable for investments in sustainable transformations, which can stimulate growth, generate employment, and 
ultimately enhance countries’ fiscal capacity and improve debt sustainability. Blended finance can also play a 
productive role in this regard, when tied to national priorities and plans (see Box II.10 for the role of migrants, and 
Chapter III.C).  
 
Box II. 10 

The role of migrants and the diaspora 
 
Developing countries could also look to tap the financial economic and social capital of its migrants and 
diaspora. The diaspora can establish new businesses and pass on capabilities they acquired in the countries of 
their workplace through skills mentoring and knowledge transfer, allowing countries to establish a foothold in 
new productive industries and establishing trade links between countries of origin and destination. 
Policymakers can facilitate diaspora investment through the provision of specialised accounts, dedicated 
support by inward investment agencies, as well as an enabling policy and business environment.  
 
Source: IOM 
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III. A. Domestic public resources 
 
1 Key messages and recommendations  
 
Financial and economic stress, high debt burdens, and tight fiscal space have stretched public finances in most 
countries; domestic public resources remain the main way governments can support the SDGs.  People’s well-
being and livelihoods are linked to the ability of the state to raise resources from domestic taxation and spend 
them effectively. The vast sums mobilized and spent by governments worldwide and the minutiae of domestic 
policymaking or international tax norm setting often obscure the impacts of domestic taxation and spending on 
people’s welfare. Domestic public resources contribute directly to achievement of the SDGs through the financing 
of public goods and services, but also contribute by reducing inequality via redistribution, changing behaviours of 
households and businesses by setting incentives, and smoothing the macroeconomic cycle through counter-
cyclical policy. The fiscal system is an essential tool of sustainable structural transformation. 
 
Tax system capacity and the broader capacity of the public sector generally reinforce each other, strengthening 
the social contract. Domestic tax systems are foundational to the social contract in which taxpayers contribute to 
society and government provides valuable public goods and services. A virtuous circle can be sustained: 
investment in tax capacity supports increased spending on public goods and improved services, which contributes 
to voluntary compliance by taxpayers. By building trust though effective governance of revenue and expenditure 
systems, governments will also be better able to realize other public policy goals. For example, efforts to deliver 
on sustainable structural transformations, as discussed in Chapter II, will be advanced by effective public sectors 
with strong capacity. These efforts take time and sustained political will to bear fruit. 
 
Recent changes to the global environment, particularly the spike in energy prices, may suggest adaptations to 
revenue policies. High fossil fuel prices, driven by the war in Ukraine, are creating windfall profits.  
• Given the imperative to tackle climate change, Governments should allow high energy prices to incentivize a 

reduction in fossil fuel use while compensating poorer households. 
• Windfall profit taxes can be part of effective tax systems; realized resources can help address equity 

challenges from high prices, including by assisting the vulnerable. 
 
Tax systems and public spending are powerful instruments to incentivize and support sustainable development, 
including inclusive sustainable industrial transformation. Accomplishing a sustainable structural transformation 
will require active public policies and interventions. Most tax instruments impact behavior; the challenge is to 
align incentives with sustainable development and national goals.  
• Align budgets and tax policies with sustainable development priorities, and work for coherence across policy 

areas, for example using Integrated National Financing Frameworks (INFFs).  
• Transparency in tax expenditures, procurement, and budgets can contribute to accountable public finance, 

and enhance the effectiveness of public resources towards the SDGs. 
• Tax expenditures can be used strategically but should be tied to performance, time-bound, and reevaluated 

regularly and in light of new global minimum taxes. 
• Procurement policies should aim to promote SDG achievement and include effective monitoring and 

enhanced governance to prevent corruption. 
 
Countries should continue to strengthen efforts at gender-responsive budgeting, while also developing gender-
responsive tax systems, including analyzing implicit gender biases of their tax policies and systems. Tax systems 
have significant gendered impacts. It is necessary to analyze the fiscal system in its entirety to understand the full 
gender impact of fiscal policy.    
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• Given gendered wealth gaps, capital income should be taxed at least at the same rate as labour income. 
• The international system can be called upon to develop methodologies and guidelines for analyzing implicit 

gender bias in tax policies and systems, which can be incorporated in planning tools. 
• Fine-grained studies of specific taxes, the tax mix, and tax administration can help identify gender-specific 

barriers and gender responsive approaches.  
• Taxpayer information should be collected in ways that allow disaggregation to facilitate more 

comprehensive analysis of gender impacts of tax systems and specific tax policies. 
 
Policymakers should address tax-related risks and opportunities of digitalization across three different 
dimensions to maximize effectiveness and fairness. 
• Digital technology can simplify and improve tax administration, for example through compliance-by-design 

approaches, easier e-filing and e-payment, and strengthening risk identification and analysis. 
• Tax policy should be coherent with national approaches to digital assets, including coordinating with central 

banks on the design of central bank digital currencies to enhance information available to revenue 
administration for tax compliance while respecting desired privacy levels. 

• Each country should decide on its approach to taxing digitalized business models, which could include using 
automated digital service taxes or adopting OECD/G20 Inclusive Framework Pillar One, based on their 
national context and the potential revenue and economic impact. 

 
The international tax system and financial integrity policies should serve all countries. To remedy the challenge 
of developing countries being left out and suffering from illicit financial flows: 
• International tax and financial transparency instruments should focus on the needs and realities of 

developing countries, with mechanisms to ensure the least developed can benefit from international 
cooperation such as more capacity building and non-reciprocal information exchange. 

• All countries should come together to consider good mechanisms to enhance fully inclusive and effective 
international tax cooperation. 

• States should speedily adopt tools that can assist all to prevent and combat illicit financial flows, such as 
creating verified registries of beneficial ownership information for all legal vehicles. 

 
Continued progress in domestic resource mobilization requires investment in improved tax administration and 
consistent effort to build citizen trust in the State.  The cost of administrative improvement is not very large and 
has large financial returns, donors can increase support for the poorest countries.  
• Governments should ensure tax administrations have sufficient resourcing, autonomy and independence 

from political interference.  
• Tax administrations should institute accountability and transparency practices particularly in providing 

services to taxpayers and executing enforcement; a rule-based decision-making framework with high-levels 
of integrity is needed. 

• Administrations need effective managers, agile management models, sound organizational designs for 
effective delivery of strategies, and sound result-based management approaches. 

• Sustained political will is needed for successful tax reform. 
 
2 Revenue mobilization trends 
 
The challenging global economic context underscores the importance of long-term efforts to mobilize domestic 
public resources, which can also strengthen the social contract. In 2021 and 2022, fiscal deficits fell sharply from 
their peak in 2020 in most countries, but remain larger than pre-pandemic levels. Fiscal space shrank as global 
financial conditions tightened (see Chapter 1), especially for high-debt countries where responses to the COVID-
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19 pandemic exhausted their fiscal space.133 Yet investment needs are large. Raising domestic revenues by several 
percentage points of GDP usually takes several years of dedicated reforms, but it remains the most sustainable 
way to raise public resources.  
 
2.1 Taxation trends 
 
While the COVID-19 pandemic hit tax revenues in 2020, the impact on tax-to-GDP ratios was mixed. 
Comprehensive administrative data show that about 70 per cent of countries saw declines in their tax-to-GDP 
ratio in 2020, with almost 50 per cent experiencing declines of more than 0.5 percentage points. Nominal taxes 
fell even more as GDP also declined in most countries. Three-quarters of least developed countries (LDCs) saw 
declines in their tax-to-GDP ratios from 2019 to 2020, though, as a group, LDCs saw a small increase in the median 
ratio, reflecting the greater decline in GDP than taxes. Similarly, 60 per centof small island developing States (SIDS) 
saw declining tax-to-GDP ratios, while the median ratio for the group increased slightly. The median ratios fell in 
all geographic regions except the Americas (see Figure III.A.1). 
 
Figure III.A. 1 
Median tax revenue, by country groups, 2000-2020  
(Per cent of GDP)  

  
Source: UN/DESA calculations based on IMF WORLD. 
Note: General government tax revenue as a percentage of GDP, M49 geographic groupings. 
 
There were large disparities in how countries’ tax collection recovered after the pandemic, with some African 
countries and SIDS lagging behind. While full global data for 2021 is not yet available,134 for the majority of 
European and Asian countries, tax-to-GDP recovered in 2021, with ratios higher in 2021 than in 2019 (see Figure 
III.A.2). However, for 40 per cent of the 30 African countries where data is available, 2021 tax-to-GDP ratios 
remained below 2020 levels. Similarly, for 36 per cent of SIDS (only 11 countries with data), tax-to-GDP ratios were 
more than 1 percentage point below their 2020 ratios. Structural differences in tax systems, with SIDS being more 
reliant on indirect taxes, revenue from tourism and less reliant on personal income taxation, may partially explain 
this pattern.135 Most countries have long-term tax buoyancy ratios larger than 1, which implies that a 1 per cent 
increase in GDP will lead to more than a 1 per cent increase in revenue.136 Conversely, falls in GDP may lead to 
even larger falls in revenue, which will not recover until growth increases. Additionally, many of the revenue 
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mobilization challenges facing countries before the pandemic remain unresolved and, if anything, have only been 
exacerbated by lockdowns and the stop-start aftermath of pandemic control measures.137 
 
Figure III.A. 2 
Post-COVID recovery of tax-to-GDP ratios, by country groups, 2021  
(Per centof countries)  

  
Source: UN/DESA calculations based on IMF WORLD. 
Note: 78 country sample, countries listed as: "Recovered” have 2021 tax-to-GDP ratios higher than in 2019; “Improving” have 
2021 ratios greater than 2020, but not yet at 2019 levels; “Small decline” have 2021 ratios less than 1 percentage point below 
2020 levels; “Falling behind” have 2021 ratios more than 1 percentage point below 2020 ratios.  
 
2.2 Tax administration trends and challenges 
 
As part of the social contract, States and their citizens have reciprocal obligations; citizens provide resources 
through taxation and the state delivers public goods.  In the Addis Ababa Action Agenda, Member States 
committed “to a new social compact,” including social protection for all and high-quality services, supported 
by improved fairness, transparency, efficiency and effectiveness of their tax systems. Tax administrations, a key 
governmental contact point for citizens, thus play an essential role in the citizen-state relationship. Perceptions 
of the legitimacy of the tax administration appear to have a significant impact on willingness to pay tax.138 
Willingness is influenced by a combination of trust in the tax administration, ease of compliance, quality of 
taxpayer service, the risk of audit and enforcement activities, taxpayers’ perceptions on whether others are paying 
their fair share, the effectiveness of public spending, and government transparency.139   
 
Tax administrations can act to improve taxpayers’ perceptions of fairness. Strengthening fairness, equity, 
accountability and reciprocity can lead to greater compliance and higher revenues as well as build state 
capacity. 140  To build a positive relationship with taxpayers, a number of administrations have launched 
communications, public awareness, and education campaigns. These include events to celebrate compliance, 
teaching students about the concept of the social contract and initiatives to explain how participation in the tax 
system can facilitate access to support and benefits from the state.141 Risk focussed tax policy decisions can 
complement the efforts of tax administrations to cultivate the feeling that the tax system is fair, such as creating 
simplified regimes for small taxpayers. 
 
Increasing trust and improving communication were identified as the most important factors for building 
voluntary compliance, especially from large businesses. There is evidence of relatively low levels of trust between 

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%

100%

All countries Middle
income

countries

Least
developed
countries

Landlocked
developing
countries

Small island
developing

States

Developed
countries

Africa Americas Asia Europe

Falling behind Small decline Improving Recovered beyond pre-COVID level



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

51 
 

tax administrations and businesses.142 While a number of businesses have committed to voluntary tax compliance 
principles in recent years, there is little empirical evidence on compliance improvement. Discussions between tax 
administrations and businesses identified potential solutions in four categories: i) introducing and strengthening 
compliance and audit strategies (e.g. co-operative compliance and risk-based approaches to audit); ii) setting 
expectations/accountability for behaviour (e.g. guidelines, taxpayer charters); iii) improving communication 
between the administration and taxpayers (e.g. increasing use of local languages); and iv) building capacity in both 
tax administrations and businesses.143 
 
Building tax capacity, including effective use of data, is critical to ensuring an efficient tax system and coping 
with shocks such as COVID-19. Tax capacity refers to the state’s capacity to collect tax revenue compared to 
potential revenue. It comprises policy, institutional, and technical abilities including tax administration, well-
staffed tax policy units, third-party information availability, and increased efficiency from reliance on 
digitalization. Although greater standardization can increase efficiency, revenue administrations must adopt a 
tiered (differentiated) approach to mitigate tax compliance risks. This could include dedicated units for large 
taxpayers and mandatory audits or other actions based on business size, type of economic activity or professional 
occupation. Identifying and managing risks and tailoring action based on specific compliance risks requires 
effective use of data. Revenue administrations need broad powers to compel information, in whatever form, from 
taxpayers and third parties (e.g., financial institutions, e-commerce platforms) to assist in the determination of 
tax liability and the collection of tax. They also need means to safeguard the data collected. 
 
To increase the efficiency of service delivery, countries need to strengthen the institutional structure based on 
a holistic approach to service provision and compliance management. Revenue administration encompasses 
both tax and customs administrations, with the institutional relationship between the two varying by country. 
Modern tax administrations perform enforcement actions and instigate cooperative compliance. They must 
combine and balance preventive, detective, and corrective actions. Among other elements, tax and customs 
administration requires appropriate legislation on administration and procedures. Routine or primary functions 
require clear policies for managing core tax and customs obligations, which are the proper assessment and 
collection of taxes and duties.  
 
Administrations should work to simplify registration and other aspects of compliance to help encourage timely 
filing and payment. They should build automatic compliance into the taxation system, through “compliance-by-
design” approaches. The filing of tax returns by due date is one of several indicators of levels of voluntary 
compliance. The on-time filing rates reported by tax administrations in developing countries lag those in 
developed countries, especially in respect of corporate and personal income taxes (see Figure III.A.3). 
 
Many tax administrations have introduced electronic service channels, particularly electronic filing and 
payment, which can reduce the compliance burden, simplify tax administration, and improve voluntary 
compliance. There has been consistent growth in the uptake of electronic channels by both individual taxpayers 
and businesses. Average electronic filing rates across tax types among countries participating in the ISORA survey 
was over 90 per cent in 2019, while electronic payment rates neared 75 per cent in 2020 (see Figure III.A.4 for 
specifics on personal income tax). Tax administrations are also increasingly using third party data to pre-fill tax 
returns, another technique to reduce the tax compliance burden and thus encourage voluntary compliance. Pre-
filling returns is currently mostly practiced in developed countries, although there has been growth in pre-filling 
of personal income tax returns amongst administrations in developing countries. One side effect of the pandemic 
has been the acceleration of digitalization in tax administration, though developing countries remain less 
advanced in enacting full digital transformations where taxation becomes embedded in financial processes, 
making compliance largely effortless for the taxpayer.144  As administrations digitally transform, they should 
continue to include those who struggle to use digital services. 
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Figure III.A. 3 
Average on-time tax filing rates, ISORA reporting countries by country groups, 2020  
(Per centof expected tax returns)  

 
Source: UN/DESA calculations based on ISORA data 
Note: Unweighted average of country rates. CIT = corporate income tax, PIT = personal income tax, VAT = value added tax. 
 
Figure III.A. 4 
Average electronic filing and payment rates, ISORA reporting countries, 2014-2020  
(Percent, number of tax administrations)  
 (a) electronic filing for personal income tax  (b) electronic payment 

 
Source: IMF calculations based on ISORA 2016, ISORA 2018, ISORA 2020 and ISORA 2021; CIAT, IMF, IOTA and OECD, 
https://data.rafit.org 
Note: PIT = personal income tax. 
 
The speed of the digital transition has created opportunities for tax administration. In addition to increasing the 
efficiency of tax administration, digitalization can assist in speedier and easier detection of tax evasion, as the 
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revenue agency can use software to automatically cross check accounts and information to find misreporting.145 
The Inventory of Tax Technology Initiatives – created in 2022 by the OECD in partnership with the IMF, Asian 
Development Bank and regional tax administration organisations – contains information on technology tools and 
digitalisation solutions implemented by tax administrations worldwide.146 An Executive Program on Tax and Digital 
Transformation – created in 2021 by the World Bank, Asian Development Bank, ten tax administrations, and 
leading technology firms – provides training in digital change management efforts.147 
 
2.3 Emerging trends and risks affecting taxation 
 
Digitalization of money 
 
Increases in the importance of digital transactions and digital assets has created new challenges for tax policy 
and tax administration. Digital transactions that flow through public and private payment systems typically 
provide ample sales data that can assist tax administrations that are seeking to verify tax filings. However, the 
types of transactions are becoming more varied, as peer-to-peer digital transfers proliferate, and the medium of 
exchange is also diversifying as traditional central bank money is being complemented by other types of e-money 
(e.g. private mobile money) and crypto-assets. Crypto-assets have particularly broad implications for tax policy 
because of their potential to be used both as speculative investments and a means of payment.148  
 
Crypto-assets create challenges for how tax administrations ensure compliance with reporting and tax payment 
obligations, including for international cooperation purposes. Crypto-assets can be transferred and held without 
interacting with traditional financial intermediaries and without any public body having visibility on the 
transactions or the location of crypto-asset holdings. The anonymity of accounts and weak oversight make crypto-
assets attractive tools for those seeking to avoid tax obligations,149 and the low visibility on activities makes it 
difficult for policymakers to verify whether tax liabilities associated with crypto-assets are appropriately reported 
and assessed. 
 
Countries should consider clearly defining how tax laws and policies apply to private crypto-assets. Policy 
makers may choose to implement new laws and policies for crypto-assets or to provide guidance for how existing 
tax laws and policies apply to these assets. Among other issues, tax policymakers may want to define the tax 
accounting of crypto-assets, including tax treatment of the creation of crypto-assets (whether through 
mining/forging, token offerings, forks, or other mechanism), whether gains or losses are defined as capital income 
or other income, how valuation should be assessed for reporting, whether any transaction or indirect taxes apply, 
and whether losses may be deducted.150 A key consideration is whether countries should consider crypto-assets 
as similar to other financial assets (such as securities) or foreign currencies for tax purposes. Policy makers should 
take this decision in line with both the existing use of crypto-assets in their jurisdiction, their public policy goals 
related to development of financial innovations (see Chapter III.G), and anti-money-laundering requirements. 
That decision should influence how governments apply or adapt reporting requirements they apply to other 
financial institutions, such as banks or securities dealers. Domestic reporting regimes have important international 
implications and countries are working to implement new international reporting frameworks (see Section 5). 
Regardless of the approach to crypto-asset taxation, policymakers should continually review the technological and 
market developments in their jurisdictions and adapt or update policies. 
 
The development of central bank digital currencies (CBDCs) will also have both compliance and incentive 
implications for tax administrations. Central banks around the world are increasing their work on CBDCs, with 
some having already rolled out a CBDC (see Chapter III.F). While there has been significant discussion on the 
macroeconomic and financial stability effects of CBDCs and their compatibility with anti-money laundering 
compliance regimes, relatively less work has been done on the implications for revenue authorities. Models tend 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

54 
 

to assume that CBDCs will displace cash transactions, which could lower the probability of tax evasion.151 There is 
scope for tax administrations to be able to better audit businesses that accept CBDCs for payment. However, the 
exact implications of a CBDC will depend on the CBDC design, such as the degree of anonymity or pseudonymity 
that a CBDC provides to users, the amount of information that authorities can access, the use of intermediaries, 
and incentives provided to CBDC users (such as interest provided on CBDC balances).152  
 
Central bank authorities should work with tax policymakers to design CBDCs so that they appropriately balance 
privacy considerations with potential revenue gains. Authorities can consider designing CBDC frameworks with 
a variable level of privacy based on the size of transaction or other characteristics. This could allow small scale 
transactions and peer-to-peer transactions with high levels of anonymity, while progressively more of the 
transaction details (e.g., sender, recipient, location, purpose) could be visible to tax authorities as transaction 
value increases. The level of transaction anonymity could also depend on the model of the CBDC’s involvement of 
financial intermediaries, either as transaction service providers or account opening agents. Particularly for the 
purposes of compliance of retail businesses with goods and services taxes, such as value added taxes, the tax 
administration may wish to have access to additional data on transaction volumes and values without information 
on the identity of the sender. Managing the anonymity over time, for example by adjusting thresholds or 
increasing the data available to authorities for those taxpayers with a history of poor tax compliance, could allow 
authorities to ensure CBDCs are contributing to efforts to reduce tax evasion. 
 
Tax policies to address high energy costs  
 
The surge in fossil fuel prices in early 2022 generated substantial windfall profits in the energy sector. The scale 
of extraordinary profits is only becoming clear in early 2023 as publicly listed companies file earnings reports 
(though profits are likely temporary as fuel prices have declined). While higher prices, driven by disruptions in 
energy markets primarily due to the war in Ukraine, were paid by all energy users all over the world, the gains 
mostly went to fossil fuel companies. Firms that extract fossil fuels were the primary beneficiaries, but, in some 
cases, profits increased elsewhere in the energy sector, such as oil refining and power. Windfall profits, which 
refer to profits that arise from an unanticipated event that is unaffected by the actions or decisions of the investor 
or managers, are a form of economic rent.  
 
Windfall profits from fossil fuels should be taxed fairly to support equitable outcomes, and to align the response 
to high fuel prices with the SDGs. High fossil fuel prices provide incentives to reduce fuel use, which can have 
positive effects for climate change mitigation and energy security. Many countries have responded to the 
potential negative effects on people’s well-being by regulating prices or cutting or suspending fuel duties. Instead, 
countries can allow high fuel prices to curb fossil fuel while using policies to ensure improved access to sustainable 
energy through direct financial support to households. This may entail fiscal costs, which governments may be 
able to offset by taxing the excess profits being generated in the energy sector. A well-designed tax on economic 
rents in the energy sector can provide governments with additional revenue.153  
 
Windfall profits taxes should be part of the permanent tax mix. Windfall profits taxes aim to raise revenue 
without reducing investment or increasing inflation because they target economic rents, rather than economic 
activity.154 Governments should consider introducing well-constructed permanent taxes on windfall profits, not 
only from fossil fuel extraction, but from all sectors where external shocks might lead to higher prices on 
consumers and affect productivity while generating windfall profits (as defined above) for a small number of firms. 
There are multiple instruments and design consideration for windfall taxes (see Table III.A.1 for examples in the 
fossil fuel industry). Predictability is important to investors; thus it is preferable to have rent-targeting fiscal 
instruments in place in advance of investments. While windfall profits can be easily defined in economics, it is 
challenging for tax administrations to practically differentiate windfall profits from profits due to ordinary price 
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fluctuations in commodity markets. Authorities need to consider project-level versus entity-level taxation.  For 
the energy sector taxes may aim to target the upstream extraction rather than downstream products and services 
– such as electricity, refined petroleum products or distribution – as taxes on those may be more readily passed 
on to consumers and may include non-fossil-fuel-related providers that are not reaping the windfall gains. Windfall 
profits taxes can be tied to public goals, for example linked to achieving improvements in energy access and 
development of clean energy. 
 
Table III.A. 1 
Overview of Rent-Targeting Fiscal Instruments Applied to Fossil Fuel Extraction 

Tax type Ability to target rents Administrative complexity Scope 
Cumulative-
rate-of-return-
based cash 
flow tax 

High, taxes only rents (i.e., 
investment-neutral) if the uplift 
rate is at or above the investor’s 
required return. The cash flow tax 
delays payments until rent is 
realized, making it slightly more 
efficient than the uplift-on-capital 
expenditure option 

Medium, requires oversight and 
auditing of project-level 
revenues and costs; uplift rate is 
contentious. The uplift-on-
capital-expenditure option 
requires determination of which 
capital cost categories quality for 
uplift 

Project level, 
difficult to apply 
to existing 
projects 

Project-level 
tax with uplift 
on capital 
expenditure 

Project level, 
more easily 
applied to 
existing 
projects 

R-factor-based 
progressive 
“profit oil” 
sharing 

Medium, the R-factor does not 
take into account the time value of 
money so is not a direct measure of 
rents and makes setting the 
minimum threshold more difficult 

Project level, 
difficult to apply 
to existing 
projects 

Supplementary 
tax rate on 
corporate 
profits 

Low to medium, loss-making and 
non-extraction activities remove a 
portion of project-level rents from 
the tax base 

Low, calculated and audited 
using existing corporate income 
tax return information 

Corporate 
level, applies to 
existing 
projects 

Variable 
royalty rate 
linked to 
commodity 
prices 

Low, does not take into account the 
projects cost structure and 
increases the variable cost of 
production so can trigger early 
project cutoff 

Low, calculated and audited 
using existing royalty 
information 

Project level, 
easy to apply to 
existing 
projects 

Source: Vernon and Baunsgaard (2022) “Taxing Windfall Profits in the Energy Sector,” IMF Notes. 
 
There are international legal barriers to overcome in designing and implementing windfall profits taxes, and 
countries should take measures to align their legal environments with SDG-related policy priorities. The design 
of a windfall tax needs to consider the tax and investment treaty environment. As windfall taxes could take 
different forms in different countries, there is a risk of double taxation, which may or may not be relieved by tax 
treaties. Many concession agreements between developing countries and private sector extractive companies 
contain a “stabilization clause” which prevents the host state from unilaterally changing the regulatory or tax 
environment. If countries implement policies that adversely affect investors, the companies can usually recoup 
losses or forgone earnings through mandatory binding arbitration (see Chapter III.D). In the past, companies have 
used these clauses to successfully challenge the taxation of excess profits.155 Extractive industries have also been 
cited as highly prone to profit shifting (see section 5), complicating efforts to impose rent-targeting taxes in 
developing countries. 156  The UN Handbook on Selected Issues for Taxation of the Extractives Industries by 
Developing Countries provides guidance on navigating these constraints and successfully implementing windfall 
taxes.157 
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While windfall profit taxes help redistribute the gains from external shocks, such as the impact of the war in 
Ukraine on energy prices, receipts are not necessarily realized in locations facing the greatest burdens from 
energy price increases. The ability to raise windfall taxes is not evenly distributed, as extraordinary profits are 
usually generated in commodity producing countries but booked in investment hubs or the home nations of 
extractive companies. Some countries have extractive industry dominated by state-owned enterprises, meaning 
windfall profits ultimately accrue to the public sector and windfall taxes may be less relevant. Elsewhere extractive 
industries are privately run or only partially state-owned, and profit shifting often leaves relatively low levels of 
profit in commodity exporting countries. Given the complexity of applying the instruments, the success of windfall 
profits taxation also depends on state capacity.158 In response to the 2022 price spike, one developed region has 
already coordinated across borders to agree to implement windfall taxes. The energy price spike has left 
developing countries that do not produce energy commodities with higher costs and no windfall profits to tax; 
their poorest households are typically the worst affected. Developed countries putting in place windfall taxes 
could consider channelling resources to these countries that cannot raise taxes on windfall profits, for example 
through development assistance. 
 
3 SDG-alignment of tax systems 
 
Well-designed tax policy and administration promote inclusive and sustainable development. Mobilizing 
sufficient tax revenue to finance public goods and services and provide social protection is the fundamental way 
tax systems promote achievement of the SDGs. Because the tax system also sets incentives for the whole 
economy, it is one of the most important tools available to Governments as they seek to promote sustainable 
development. The 2022 FSDR discussed in depth specific tax instruments to address health, inequalities, and 
environmental sustainability. Economic growth and the creation of jobs can also hinge on the effectiveness of the 
tax system.  
 
3.1 Building gender-responsive tax systems 
 
It is increasingly clear that it is necessary to analyze the fiscal system in its entirety to understand gender 
impacts and potential levers for gender responsive fiscal policy. Improving the gender responsiveness of 
economic policies is embedded in international agreements. Human rights laws and international treaties prohibit 
discrimination against women and oblige Governments to ensure substantive equality in all government 
policies.159 This is reinforced by the 2030 Agenda for Sustainable Development, the Sustainable Development 
Goals (SDGs) and the Addis Ababa Action Agenda. As reported by the Task Force over the years, the majority of 
countries are working on systems to ensure that public expenditure promotes gender equality and women’s 
empowerment through some form of gender budgeting. Yet, the Task Force has also reported the relative lack of 
progress on the revenue side of the fiscal accounts. The Addis Agenda commitment to improve fairness, 
transparency, efficiency, and effectiveness of tax systems warrants action to ensure that tax systems contribute 
to the achievement of gender equality. While explicit biases in tax exist in a few countries, all taxes – direct and 
indirect – can have differential impacts on women and men meaning that in most countries the major issue is 
addressing implicit gender bias. These implicit biases arise because of underlying gender inequality. 
 
Countries need to conduct both micro- and macro-analyses of implicit gender bias, to build understanding of 
these biases and the aggregate impact of tax systems on women and men. Many policymakers are not 
sufficiently familiar with the gender aspects of the tax system and how it may have implications for a range of 
economic activities such as female labour force participation, entrepreneurship and empowerment of women and 
girls. There is often an assumption that the introduction of value-added tax exemptions for certain products, such 
as sanitary products, will remedy the differential impacts of taxes on men and women. However, in practice, tax 
exemptions may not be well targeted toward the poor 160 , or toward women due in part to occupational 
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segregation. Further, evidence shows that indirect tax exemptions are not always passed through to consumers 
and can benefit manufacturers or retailers161, depending on market structures such as competition and local 
production.162 To date, analyses of implicit bias have primarily focused on micro-level assessments of individual 
tax policies or systems. While this analysis is important, it does not provide a comprehensive understanding of the 
aggregate impact of a country’s fiscal system on gender equality. The composition of tax systems has shifted over 
the last several decades with rising exemptions, credits and tax breaks, reductions in corporate income and capital 
income taxation, and for many developing countries, falling trade tax revenues and significantly increased rates 
of consumption tax.163 To illustrate the potential differential gender impacts of shifting tax composition, capital 
income in most countries has a very unequal gender distribution with women even more strongly 
underrepresented at the top of the capital income distribution than the labor income distribution.164 Thus, setting 
capital income tax rates below income tax rates benefits men as a group due to their higher levels of capital 
income.165 This is implicitly biased against women. By applying a gender lens to examine individual taxes and 
exemptions, as well as the tax mix, implicit gender biases can be identified, and policy options to address them 
for can be developed.  
 
Fine-grained country-level analysis is essential to identify gender inequalities, specific needs of women as 
taxpayers, and gender differentiated impacts of taxes on different groups of people.  For example, targeted 
studies with communities, focused on different types of tax policies and administration, can gather information 
on gendered differences including related to financial access, levels of labour informality, education, and control 
of property166. One such study found differential tariffs for inputs related to livestock and crops had gendered 
impacts on employment and earnings due to occupational segregation.167  It is also important to go beyond 
studying the incidence of formal direct taxes, and to also focus on incidence of presumptive taxes, land and 
agriculture taxes. Political economy analysis can identify how gender and other dimensions of inequality affect 
power and resources in a specific context. Taken together, these analyses can inform design of interventions and 
policy options to meet the needs of women and men as taxpayers and address systemic gender inequalities. 
 
The lack of disaggregated data and insufficient use of existing data are barriers to gender analysis of taxation. 
While many richer countries seem to have access to some sex disaggregated tax data, particularly on income, 
there are significant gaps in data availability in developing countries and concerns about the usability of data for 
policymaking.168 Disaggregated data is often ‘not fit for purpose’ or only cover certain areas of tax. Areas of 
taxation that have received relatively limited gender analysis to date include trade taxation, property taxes, 
corporate taxation, capital income taxation, and tax administration and compliance. Governments should work to 
improve use of existing data, including by combining tax administrative data with information from surveys or 
other sources outside the tax administration to determine implicit gender biases in the tax system. One step in 
developing sex-disaggregated tax datasets, for direct taxes, is to introduce a field to identify the sex of a personal 
income taxpayer where there is not already such data. For survey-based data and estimates, for example in 
relation to property holdings, the poorest governments may need capacity support to gather sex-disaggregated 
data for analysis. Additionally, the process of digitalizing tax systems holds potential to produce/gather more sex-
disaggregated data without significant extra cost.   
 
Available data and analysis show significant gender differences in trust of tax administrations. Tax 
administrations themselves may also have impact on the gender bias of the tax system, regardless of tax policies. 
Gender biases in administration and compliance activity is relatively understudied.169 Due to gender disparities in 
wealth and entrepreneurship, the allocation of resources within the tax administration among different types of 
compliance and audit activities may have a gendered impact – for example focusing on compliance resources on 
micro enterprises such as market traders will result in more poor women paying tax, while allocating resources to 
auditing self-employed professionals will impact a greater proportion of high-income men. Depending on cultural 
norms, the diversity of staff in the tax administration and availability of electronic channels of communication may 
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also impact on the perceptions of and access to tax service functions for male and female taxpayers. To remedy 
gender inequalities, tax administrations may consider proactive communications policies to ensure female 
taxpayers are aware of and utilizing available tax credit. Tax administrations should also have gender-equitable 
human resources policies to ensure gender-balanced hiring and equitable treatment for female staff.  
 
The relative lack of international attention to the gendered impact of tax systems has held back progress; more 
cohesive and standardized efforts are needed. There is a need for more analytical support and capacity building 
to assist countries in building gender-responsive tax systems. International work on methodologies and guidance 
for analyzing implicit gender bias in tax policies and systems could assist all Member States. The introduction of 
an internationally agreed methodology for gender-responsive budgeting, via SDG indicator 5.c.1, enhanced 
standardization and provided incentives for adoption, similar agreement on a methodology for gender-responsive 
tax systems could be beneficial. Meanwhile, ensuring planning tools and their guidance, such as for integrated 
national financial frameworks (INFFs) and medium-term revenue strategies (MTRS), mainstream gender analysis 
can help support greater impact. 
 
4 Expenditure and budgeting for SDGs 
 
The national budget has an enormous impact on prospects for achieving the SDGs. Budgeting needs to look at 
overall expenditure as well as sectoral allocations, ideally with mechanisms and processes to enable governments 
to track progress during the budget cycle and make necessary adjustments.  While there are agreed standards for 
classification of the functions of government, there is currently no standard methodology for tracking 
expenditures on SDGs. Developing an approach to SDG budgeting can help policymakers allocate and track 
resources aligned with the SDGs.170 A number of countries have adopted a variety of budget coding and tagging 
systems to track either all or some of the SDGs. Experience is also growing with using technological tools rather 
than manual reviews to try to SDG code budgets, as in Egypt (see Box III.A.1). 
 
4.1 Budget credibility 
 
Budget credibility refers to the ability of governments to accurately and consistently meet their expenditure 
and revenue targets. Credibility is impacted by both actual budget execution and the perception of many 
stakeholders, including parliamentarians, line ministries, taxpayers, and financial market participants. 
Considerable evidence indicates that budget credibility challenges are widespread, and particularly relevant for 
the achievement of the SDGs – especially in low income and conflict-affected countries where the need for 
effective investment is greater. More than two-thirds of countries that undertake PEFA evaluations struggle to 
maintain the planned composition of their expenditure throughout the fiscal year.171  
 
The availability of high-quality disaggregated budget execution data can help governments monitor variations 
between allocations and expenditure. Budget execution challenges differ in relation to specific sectors, and are 
often greatest for social sector and capital spending.172 Agricultural budgets, for example, tend to have lower 
execution rates, with a recent report on 12 African countries showing that, on average, 21 per cent of their 
agricultural budgets were left unspent.173 There can also be disparities within a sector, for example between 
current expenditure and capital expenditure within education budgets.174 Many countries have large urban-rural 
disparities and federal systems that make geographic disaggregation of budget execution data important. 
Disaggregated data by program can lead to better performance monitoring and early identification of budget 
credibility issues. Programmatic tracking can be further improved by integrating tags, such as for the SDGs, 
climate, gender, or children in financial management information systems.  
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Budget deviations should be explained; evaluations of deviations are helpful to enhancing accountability and 
building trust in the budget process. A review of government budget documents in 23 countries showed that 
government budget reports often do not clearly explain, or provide reasons, for budget deviations, meaning that 
chronic shifts can go unaccounted year-after-year.175 Analysing deviations from approved budgets is important 
for identifying whether some sectors are spending at lower rates of budget execution compared to others.176 Well-
designed budgetary information systems can increase opportunities to address bottlenecks and challenges, as 
well better explain deviations or adjustments, offering potential to improve both performance and accountability.  
 
Box III.A. 1 

SDG budgeting through machine learning and the experience of Egypt 
 
UN ESCWA has developed an integrated Budget Intelligence Toolkit (BIT) that uses machine learning to provide 
a fiscal incidence analysis and assessment of the impacts of budget expenditures on the 17 SDGs and more than 
100 measurable indicators. 
 
The BIT aims to improve public financial management at all stages (planning, expensing, delivery, monitoring, 
and evaluation) and enhance budget confidence. It can guide policymakers to optimize the allocation of public 
revenues by identifying budget lines with a proven positive influence on advancing SDG progress. It also 
captures SDG interlinkages, both directly and indirectly, which can guide policymakers on how to increase the 
SDG impact of public spending.  
 
The BIT was applied to the Arab Republic of Egypt’s budget as a pilot country. It revealed the existence of 295 
direct and indirect links between Egypt’s general government expenditures and SDG performance. The positive 
links between the different budget lines and SDG performance largely outweigh the negative ones (three times 
higher than the trade-offs), suggesting that the country is well positioned to achieve SDG progress with respect 
to its public spending patterns (see Figure III.A.5). 
 
Figure III.A. 5 
Egypt’s SDG Budget Incidence 
(Billions of US dollars, index) 

Source: ESCWA 
 
The BIT corroborates several findings advanced in the literature, such as those that link social protection 
expenditures with poverty reduction. It also shows that subsidies that reduce out-of-pocket health 
expenditures are associated with improved health outcomes. On the other hand, infrastructure asset 
expenditures, for example, did not in themselves improve educational outcomes. 
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The BIT also breaks spending down into dimensional factors. More than a quarter of Egypt’s budget is prioritized 
to support ‘people’ and promote ‘prosperity’ (18 and 14 per centof GDP respectively). The exercise found that 
in the fiscal year ending in 2020, budget allocation patterns prioritized infrastructure, utilities, and economic 
growth (48 per cent of the budget is allocated to public services; 23 per cent is geared to housing, health, and 
education). This resulted in better deliver on SDG 7 (energy), SDG 6 (water and sanitation), SDG 4 (education), 
SDG 8 (growth) and SDG 3 (health). On average, 34 per cent of government expenditures were impacting 
progress on social protection, related to SDGs 1, 2, 3, 4 and 11.  
 
Source: ESCWA 

 
4.2 Public procurement 
 
Public procurement can be used as a strategic tool to reinforce sustainable development, as noted in the Addis 
Ababa Action Agenda. Public procurement is a large component of national budgets in most economies. 
Government procurement spending was estimated to reach $13 trillion worldwide, or around 15 per centof world 
gross product, in 2019.177 Public procurement market has been used to empower women,178 target geographic 
areas, encourage the development of MSMEs, foster innovation, promote sustainability, increase employment, 
expand financial inclusion, and support local business and content to boost national competitiveness.179  For 
example, procurement tools can contribute to the SDGs by stimulating demand for suppliers and their upstream 
supply chains, and mandating standards that incorporate social value, such as “green” or “fair trade” goods. A 
recent survey showed that developed countries are increasingly integrating responsible business conduct into 
their public procurement processes, including applying labour and human rights standards to the supply chains of 
their suppliers.180  Guidance has also been developed on how governments and public buyers can use their 
purchasing power to promote gender equality and encourage suppliers to improve their performance on gender 
equality and women’s empowerment.181 However, procurement has also been associated with corruption risks, 
emphasizing the importance of complementary public governance reforms: transparency throughout the whole 
public procurement cycle, open competition, and accountability. 
 
Policymakers should consider building strategic public procurement regimes that align with the SDGs. Setting a 
whole of government procurement strategy could be part of integrated national financing frameworks (INFFs) or 
other planning tools. Such strategies align with sustainable development priorities while being cognizant of 
industrial structures, trade and business relationships, human capabilities in the private sector and public service, 
existing inequalities, and environmental priorities. Governments should measure and monitor the effectiveness 
of their approach, making adjustments as needed. Greater transparency can mitigate corruption risks, and 
governments can facilitate the disclosure of data and documents throughout the procurement cycle to enable 
internal and external monitoring by using voluntary international norms such as the Open Contracting Data 
Standard. Ultimately accountability and integrity can be further enhanced by strong and effective oversight, such 
as through impartial evaluations, independent parliaments, and effective supreme audit institutions. Use of digital 
tools can assist in both monitoring and in transparency aims.182  
 
4.3 Ensuring tax expenditure effectiveness 
 
Tax expenditures are widely used public finance instruments that can contribute to achievement of public goals, 
such as sustainable industrialization, but can also be sources of harmful tax competition, inefficiency and 
corruption. Tax expenditures, often called tax incentives, are deviations from a benchmark tax system to provide 
financial support or benefits to individuals, companies, and other entities, including non-government 
organizations.183 Tax expenditures have equivalent incentive effects as direct subsidies or transfers to individuals, 
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households, or businesses. The budgetary impact of these measures is similar to direct spending, as after the 
support is provided, less money is available to fund other government priorities. As with other tax policies and 
spending, the design of tax expenditure policies can have important implications on fiscal balances, efficiency, 
inequality, and achieving sustainable development. As illustrated in Figures III.A.6 and 7, which is based on those 
countries that provide public reports on tax expenditures, they can be sizeable across all country groups.184 In 
developing countries, corporate income tax exemptions are widely used, reduced rates and tax allowances are 
used less extensively, and tax credits are rare.185  
 
Figure III.A. 6 
Aggregate tax expenditures, by country group, 2015-2019  
(Per centof GDP)  

 
Source: DESA calculations based on Global Tax Expenditures Database 
Note: Aggregates based on countries with public tax expenditure assessments in the given year: 76 countries (12 LDCs, 9 
LLDCs, 5 SIDS, 33 developed countries, 36 middle-income countries) in 2015, 83 countries (14 LDCs, 11 LLDCs, 6 SIDS, 33 
developed countries, 40 middle-income countries) in 2019. 
 
Figure III.A. 7 
Tax expenditures as a share of revenue, distribution, 2015-2019  
(Per centof revenue)  

 
Source: DESA calculations based on Global Tax Expenditures Database 
Note: Box plots show median line, 25th and 75th percentiles and range, plus outliers. Countries with public tax expenditure 
assessments in the given year, coverage may be inconsistent across years. 
 
Countries should work to ensure tax expenditures align with the SDGs and national priorities, including in 
promoting sustainable industrialization and green technologies. Given that some countries are forgoing more 
than 10 per centof GDP on the preferential tax treatment of specific sectors, firms, and/or individuals, careful 
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management of these expenditures is important.186 Tax expenditures, like direct subsidies and other expenditure, 
can play a role in sustainable structural transformation, but governments should work to ensure coherence with 
an overall strategic approach (see Chapter II). Like other fiscal measures, they should be part of medium-term 
planning processes, for example medium term revenue strategies (MTRS) and integrated national financing 
frameworks (INFFs), which would provide a platform for mapping out intended results and targets in advance of 
implementation. Policymakers should consider both costs and benefits of an incentive.  
 
The beneficiaries have a strong incentive to prolong tax expenditures regardless of whether they are efficient 
or effective in achieving the intended public policy aim. The potential rewards to beneficiaries creates corruption 
risks. Policymakers and tax administrations should be prepared to reduce or end the benefits to specific 
beneficiaries that fail to meet relevant performance targets, as well as to restructure or end tax expenditure 
policies that are ineffective or no longer serving the SDGs and policy aims. This may require close coordination 
across ministries and government agencies as well as between legislatures and the executive/tax administration.  
 
Transparency about expenditures should be a priority. Understanding and transparently reporting on the 
revenue impact of tax expenditures should be the starting point for any policy debate on the appropriateness of 
a specific incentive or exemption. More than 100 countries are now providing some public information on related 
costs, albeit with varying coverage and quality.187 In the most transparent cases, countries publish a full list of 
beneficiaries above a low threshold. Enhancing transparency on the design and revenue impact of tax 
expenditures, while a useful starting point, does not by itself ensure that the funds are well spent. During the 
design phase, tying the receipt of incentives to specific performance targets can help ensure they are effective. 
Expenditure-based tax incentives can be a more easily administered alternative, though may be subject to 
inefficiency and poor targeting. 
 
Countries should aim to consistently re-evaluate the effectiveness of tax incentives and avoid permanent tax 
expenditures that are not aligned with the SDGs or tied to specific public policy objectives. Like any spending, 
tax expenditure may not be the most economically efficient way to achieve a certain public goal. Systematic 
evaluations can guide informed decision-making and provide the opportunity to assess or reassess the alignment 
of tax expenditures with national priorities and the SDGs.188 Evaluations assessing the justification, costs and 
benefits of tax incentives are an important tool for better policymaking. Although evaluation efforts can be 
challenging and resource intensive, even comparatively simple analyses are preferable to ceding the discussion to 
the benefiting stakeholders. While lessons can be learned from countries’ evaluation processes, there is no single 
best-practice approach to replicate. Embedding review into the initial design of tax expenditures by making them 
both temporary for beneficiaries and subject to legal sunset clauses, can help. So far, data shows that tax 
exemptions are more often provided on a temporary basis (most often for five or ten years), while reduced 
corporate income tax rates are as often permanent as they are temporary.189 With limited resources, countries 
should initially focus evaluations on the most important tax expenditures and then gradually expand their 
evaluation mandate.190  
 
Use of the tax incentives will still be allowed with a global minimum corporate tax, though their effectiveness 
may be curtailed. The work at the OECD-housed Inclusive Framework on BEPS to establish a global minimum tax 
(see section 5) is prompting many countries to re-evaluate their tax expenditure policies.191 The global minimum 
corporate tax rules will enable countries to continue to use the tax system to offer incentives to large firms, 
especially those incentives related to real economic activity in a given country, though their impact may be more 
limited. The form of tax and non-tax competition to attract foreign investment may shift as a result. Tax incentives 
that are better targeted are likely to be less affected by the proposed global rules than broadly based incentives. 
Tax incentives that are applied based on corporate expenditures on payroll or tangible assets may be less affected 
than income-based tax incentives. Tax incentives that allow faster recovery of the cost of investment in tangible 
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assets, e.g. accelerated depreciation, will be unaffected by the proposals. Incentives that apply to businesses with 
no foreign presence or that have less than €750 million in consolidated revenues will also be unaffected. 
 
4.4 Aligning agricultural subsidies with the SDGs 
 
Spending on agriculture subsidies is large and its effectiveness could be substantially improved. Around 87 per 
cent of support to agricultural producers is through measures that are often inefficient, inequitable, distort food 
prices, hurt people’s health, and degrade the environment. This equates to approximately $540 billion per year in 
harmful support, based on 88 countries which have data. If current trends continue, this harmful support could 
reach $1.8 trillion by 2030.192 Agricultural producer support makes up the lion’s share of all agricultural support 
and represents around 15 per cent of total agricultural production value. Of this, about $294 billion was provided 
in the form of price incentives, and around $245 billion as fiscal subsidies to farmers, with the majority (70 per 
cent) tied to the production of a specific commodity. Only $110 billion was used to fund transfers to the agriculture 
sector collectively, in the form of general services or public goods. If farm support is thought of solely as a means 
to provide transfers to farmers, its implied transfer efficiency would be only about 35 percent.193 
 
Figure III.A. 8 
Nominal rate of agricultural assistance, by type of support, 2013-2018  
(Billions of United States dollars) 

 
Source: FAO based on data from Ag-Incentives 
 
Figure III.A. 9 
Nominal rate of assistance to agricultural producers, by country grouping, 2010-2018  
(Percentage of country group production value)  

 
Source: FAO based on data from Ag-Incentives 
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Current agricultural subsidies have negative effects on several SDGs. Most of the agricultural producer support 
is concentrated on either emission-intensive commodities (e.g. rice, milk, and beef) or on unhealthy products, 
such as sugar. In the future, of the almost $2 trillion in global support to farmers in 2030, 73 per cent ($1.3 trillion) 
would be in the form of border measures, which affect trade and domestic market prices. The remaining 27 per 
cent ($475 billion) would be in the form of fiscal subsidies that support agricultural producers and could continue 
to promote overuse of inputs and overproduction. 
 
Far better outcomes could be achieved with improved spending on food and agriculture, including a shift away 
from farmer subsidies and towards public goods.  Models show that removing the support to farmers, with no 
alternative measures, would lead to sharp decreases in crop and livestock production, farm employment, as well 
as greenhouse gas emissions. Instead, a gradual transition to optimized public budgets (in terms of commodities 
and types of spending) could create jobs, lower poverty, reduce hunger and malnutrition, and increase agricultural 
productivity.194 Countries can shift spending away from commodities that damage the environment and towards 
those that foster sustainable resource use, poverty reduction, and improved nutrition. In terms of functional 
composition, there is a need to spend more on public goods, including agricultural extension, infrastructure and 
research and development to align with poverty reduction and nutrition improvement outcomes. Evidence 
indicates that input subsidies may have poor returns195 and mainly reach better-off farmers196, and therefore need 
to be more effectively targeted at subsistence, smallholder and family farmers who lack the resources to 
independently buy certain inputs that could lead to better productivity and adaptive capacity. Spending more on 
public goods could enhance the nutritional quality of foods and on agriculture-related infrastructure could 
enhance efficiency of markets.  
 
Countries at different development levels should re-purpose their agricultural subsidies taking into account 
their specific circumstances, including by strengthening social protection schemes. Developed countries could 
aim to shift to more nutrition-sensitive subsidies and nature-based solutions. Middle-income countries could focus 
on increasing the use of nutrition-sensitive agricultural support strategies and combining the removal of harmful 
agricultural subsidies with strengthening social protection schemes and nutrition-related consumer subsidies to 
ensure the poorest can access and afford sufficient nutritious food. Mitigation measures such as cash transfer 
schemes are needed to address short-term negative implications of repurposing agricultural producer support for 
poor producers and consumers. Developed and middle-income countries could also aim to decouple subsidies 
from production, which distort incentives for farmers, and shift spending to public goods. In the poorest countries, 
governments can aim to minimize the use of distorting policies and focus on the coherence of different fiscal 
instruments in a way that increases fiscal efficiency. Donors can support increased spending on agriculture-related 
public goods. In all countries a multistakeholder approach can ensure the inclusion of certain key actors, for 
example women farmers, who produce most of the food consumed locally in developing countries, despite 
female-headed households having smaller farms on average. 
 
5 International tax cooperation 
 
5.1 Progress on tax transparency and exchange of information 
 
No country can eliminate tax evasion on its own, international cooperation is essential. Tax administrations 
generally have the right to demand information from their taxpayers. However, taxpayers committing evasion 
often exploit gaps and mismatches in tax rules to artificially shift profits, assets or income to low or no-tax 
locations where there is little or no economic activity to evade taxation. They may also obfuscate the ownership 
and origin of taxable assets and income. International cooperation is essential to exchange information and reveal 
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tax evasion and enable enforcement. Table III.A.2 shows participation in a range of international forums and 
instruments for tax cooperation. 
 
The exchange of information for tax purposes has returned to pre-COVID levels, allowing significant resources 
to be recovered. The OECD-housed Global Forum on Transparency and Exchange of Information for Tax Purposes 
– a venue for cooperation on tax transparency – reports that over 25,000 requests for information were sent in 
2021 to support ongoing tax investigations.197 As of the end of 2022, over 100 jurisdictions are automatically 
exchanging information on the financial accounts of non-resident taxpayers, according to the common reporting 
standard (CRS). Information on over 111 million financial accounts was exchanged automatically in 2021, covering 
total assets of almost €11 trillion. From 2019 to 2021, almost €2.6 billion of additional revenue (tax, interests, and 
penalties) has been identified due to exchange of information on request, almost €2.4 billion from automatic 
exchange and over €2.5 billion from voluntary disclosure programmes and other offshore initiatives. These Figures 
are underestimated because not all jurisdictions track the revenue associated with exchanges. 
 
Table III.A. 2 
Participation in international tax cooperation instruments, 2022  
(Number of jurisdictions) 
Legal instrument/ 
Intergovernmental 
body 

Background Purpose Total 
membership/ 
parties 

Middle-
income 
countries 

Least 
developed 
countries 

Small island 
developing 
states 

Africa 

Multilateral 
Convention on Mutual 
Administrative 
Assistance in Tax 
Matters (MAC)  

Developed jointly 
by OECD and 
Council of Europe 
in 1988 and 
amended in 2010 

Multilateral instrument for 
administrative cooperation 

146 (+2) 62 (-3) 9 (+1) 33 (+1)  23 (+1) 

MCAA Common 
Reporting Standard 

Agreement 
requested by G20 
and approved by 
OECD in 2014 

Specifies details of 
exchange of financial 
account information for tax 
purposes 

119 (+7) 40 (+3) 2 (+1) 31 (+2) 9 (+1) 

Global Forum on 
Transparency and 
Exchange of 
Information for Tax 
Purposes (Global 
Forum)  

OECD-housed 
intergovernmental 
body restructured 
by G20 in 2009 

Reviews implementation of 
transparency and exchange 
of information standards, 
both on request and 
automatic 

165 (+2) 75 (-2) 18 37 (+1) 33 

Automatic Exchange 
of Information 
Standard (AEOI) 

Standard 
developed in 2014 
under Global 
Forum 

Automated exchange of 
financial account 
information for tax 
purposes 

122 (+2) 42 (-2) 2 31 (+2) 10 (+1) 

Inclusive Framework 
on BEPS (IF)  

OECD-housed 
intergovernmental 
body originating 
from the 2013 
OECD/G20 BEPS 
Project  

Implementation of the 
2015 BEPS Action Plan and 
the follow-up work to 
combat tax avoidance by 
MNEs 

142 (+1) 62 (-3) 12  30 (+1) 26  

Multilateral 
Convention to 
Implement Tax Treaty 
Related Measures to 
Prevent BEPS (MLI)  

Negotiated within 
the framework of 
the OECD/G20 
BEPS Project, 
adopted in 2016 

Implements the minimum 
standards of 2015 BEPS 
Action Plan on tax treaty 
abuse, dispute resolution, 
hybrid mismatch 
arrangements and 
permanent establishment 
status  

100 (+4) 41 (+1) 3 (+1) 10 14 

MCAA on the 
exchange of country-

Agreement based 
on BEPS Action 

Sets out the terms for the 
exchange among 93 (+1) 28 (-1) 2 16 (+2) 9 (+1) 
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by-country (CbC) 
reports 

Plan 13, first 
exchanges began in 
2018 

jurisdictions of CbC reports 
prepared by MNEs to 
facilitate transfer pricing 
risk assessments and audits 

Source: OECD. 
Note: Figures as of 31 December 2022. Parenthesis denotes change in the number of countries or jurisdictions in 2022 
compared to the 2022 Financing for Sustainable Development Report, which may reflect something other than participation 
in the instrument, i.e., movement of countries into or out of designated status, changes in data availability, or changes in 
implementation of classification criteria. MCAA: Multilateral Competent Authority Agreement. MNEs: multinational 
enterprises. 
 
The automatic exchange of information system is being effectively implemented in participating countries, but 
many developing countries are still not benefiting. The large majority of jurisdictions peer reviewed on automatic 
exchange of information have implemented complete administrative frameworks to ensure compliance and are 
exchanging information effectively in practice.198  Some jurisdictions are still in the relatively early stages of 
developing and implementing their frameworks. Another 11 jurisdictions have announced plans to commence 
automatic exchanges in the coming years.199 As of December 2022, there are over 5,000 bilateral exchange 
relationships activated for exchanges under the CRS, but developing countries continue to miss out on information 
(see Table III.A.3). No LDCs are receiving information, and only five African countries are receiving information as 
of end 2022, accounting for fewer than 500 of the relationships.200 The most significant challenge to receiving 
information is compliance with confidentiality requirements. Assistance on the implementation of the automatic 
exchange standard is one of the largest areas of ongoing technical assistance work by the Global Forum.201 
 
Countries are moving forward on reviewing and expanding reporting frameworks for financial assets. In August 
2022, the OECD Committee on Fiscal Affairs, a body for OECD members and invited guests, approved a Crypto-
Asset Reporting Framework (CARF), which provides reporting of tax information on transactions in crypto-assets 
in a standardised manner.202 Over the next months, the OECD will work on the legal and operational instruments 
to facilitate the international exchange of information collected on that basis of the CARF. Accompanying the 
CARF, the OECD Committee also agreed to a revision of the existing Common Reporting Standard for automatic 
exchange of information on financial account information to bring new financial assets, products and 
intermediaries (such as e-money) within its scope. The Global Forum Plenary held in November 2022 agreed to 
ensure widespread implementation of the amended CRS and the CARF.  
 
Progress on the transparency of corporate income tax information has been slow but steady. Country-by-
country reporting refers to annual reports by large multinational enterprises, submitted to the authorities in the 
jurisdictions where they are headquartered, detailing data on their activities in each tax jurisdiction in which they 
do business. The reports enable high-level risk assessments that can help prioritize further investigation. The 
OECD-hosted Multilateral Competent Authority Agreement on the Exchange of Country-by-Country Reports 
facilitates the exchange of country-by-country reporting.  
 
The data shows evidence of misalignment between the location where profits are reported (and taxes are paid) 
and the location where economic activities occur. In 2022, aggregated CbCR statistics were published covering 
reports by over 7,000 corporate groups filed in 47 jurisdictions up to 2018. The data tracks the distribution across 
jurisdictions of employees, tangible assets, and profits. The median value of reported revenue per employee was 
6-8 times higher in jurisdictions with no corporate income tax, which is a strong indicator of profit shifting.203  
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Table III.A. 3 
Inclusion in bilateral exchange relationships for tax information, 2022  
(Number of exchange relationships) 

 
Country-by-country Reporting for 

MNEs 
Common reporting standard for 

financial accounts 
Number of bilateral relationships 3489 4981 
  From: To: From: To: 

Middle income countries 1382 1406 2275 2175 
Small island developing States 879 384 1974 950 

African countries 334 331 373 487 
Least developed countries 0 0 0 0 

Source: OECD. 
Note: Figures as of 31 December 2022. 
 
Developing countries lag behind in access to country-by-country reporting (see Table III.A.2). As of October 
2022, the system for exchanging country-by-country reporting information among tax administrations had 
evolved to have over 3,300 bilateral exchange relationships. Despite some LDCs and African countries signing up 
to the convention for exchange of country-by-country reports, no LDCs currently receive these reports, and only 
four African countries are receiving any information, through just 331 activated bilateral relationships. Meeting 
the required confidentiality standards is a key challenge. An agreement to move away from the strict 
confidentiality requirements would allowing more developing countries to access the reports.204 Alternatively, 
requiring public transparency on country-by-country reports from multinational enterprises above a threshold 
could provide a solution that would level the playing field and support the efforts of all countries to combat illicit 
financial flows, though would place costs on businesses. Some countries and regions have already moved towards 
publication of a limited form of country-by-country reporting. 
 
There is growing recognition amongst governments that information exchanged for tax purposes may be 
valuable for tackling other types of illicit financial flows. In November 2022, three Latin America members of the 
Global Forum signed a pilot project for the use of information exchanged under a tax agreement to fight non-tax 
illicit practices, allowing wider use of the information. This practice was also recognised by the General Assembly, 
which invites countries to consider allowing information exchanged for tax purposes to be used for other 
purposes.205 The General Assembly also invited the United Nations Economic and Social Council to update and 
strengthen the United Nations code of conduct on cooperation in combating international tax evasion206  in 
response to new international agreements. 
 
5.2 International corporate taxation norms 
 
Despite many reforms and significant progress since the 2008 financial crises, the international tax system 
remains under stress, with outdated standards. There is consensus that the system is characterized by significant 
vulnerabilities that allow large corporate groups to pay little tax, significant inequalities in the ability of countries 
to tax corporations, and high levels of tax competition. Taxpayers have many strategies to engage in domestic tax 
abuses, but the largest companies and high-net-worth individuals also use international tax avoidance strategies 
to remain outside the tax base altogether notwithstanding the many actions taken since 2008. Ideas for far-
reaching reforms have been under discussion in multiple international venues and forums, and some countries 
have undertaken unilateral measures to try to protect their tax base and raise additional revenue. For example, 
developing countries may consider improving withholding tax mechanisms to collect taxes on activities by 
multinational enterprises within their territories. 
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Governance of tax norm setting  
 
Global tax reform should proceed according to the principles already committed by Member States, while the 
appropriate governance arrangements is a matter for countries to decide. In the Addis Ababa Action Agenda, 
Member States stressed that efforts in international tax cooperation should be universal in approach and scope 
and should fully take into account the different needs and capacities of all countries. In 2021, the Secretary 
General set out global tax reform as a key plank for a peaceful, sustainable future in his report on Our Common 
Agenda.207 In December 2022, the UN General Assembly adopted a resolution by consensus on "Promotion of 
inclusive and effective international tax cooperation at the United Nations” which recognizes the timeliness and 
importance of strengthening international tax cooperation to make it fully inclusive and more effective.208  In New 
York during the next General Assembly session at United Nations Headquarters intergovernmental discussions on 
ways to strengthen the inclusiveness and effectiveness of international tax cooperation will be informed by a 
comprehensive report of the Secretary-General. These will take into full consideration existing international and 
multilateral arrangements. Other multilateral and regional platforms will also continue their work on setting tax 
norms. 
 
Taxation of the digitalized economy  
 
Issues raised by digitalization of the economy are at the centre of discussions on the future of international 
corporate taxation. The increasing use of digital technologies and the rise of new business models increase the 
possibilities for companies to be highly profitable yet pay relatively little tax anywhere. Intangible assets have 
become more important. Companies may not need a physical presence to do business, and it is increasingly 
unclear where value addition occurs, especially for digital services. Yet some developing country tax 
administrations have relatively low capacity and need simple, easily administered rules to prevent them leaving 
revenue on the table. 209  As previously reported by this Task Force, work is ongoing at the United Nations 
Committee of Experts on International Cooperation in Tax Matters and on the OECD/G20 Inclusive Framework 
Two Pillar Solution to Address the Tax Challenges Arising from the Digitalisation of the Economy, which has the 
stated political support of 137 jurisdictions. There remains great uncertainty about how many countries will adopt 
either of the proposed solutions. As countries consider adopting these tax measures, policymakers should include 
a thorough analysis of the implications for domestic revenue mobilisation and wider economic activity. 
 
The UN Tax Committee is developing a fast-track instrument (FTI) for speedier adoption of key UN Model Tax 
Convention provisions regarding taxing the digitalized and globalized economy.  In 2021 the UN Tax Committee 
agreed to introduce new provisions into the UN Model Treaty on Double Taxation which would preserve the right 
of countries to tax automated digital services (known as Article 12B). In its October 2022 session, the committee 
decided to prioritize work on an FTI, a mechanism to update bilateral tax treaties to adopt provisions recently 
introduced in the UN Model, including those regarding taxation of the digitalised and globalised economy, more 
quickly and efficiently. The committee discussed the design features of an FTI, and work will proceed on drafting 
an instrument covering article 12B, as well as other recently introduced provisions in the model treaty, for 
consultation with committee members, Member States and other stakeholders in 2023. It is difficult to make 
revenue estimates from implementing taxes on automated digital services, as protected by Article 12B, and other 
digital services provided over the internet with minimal human involvement because of the range of assumptions 
that would need to be made. Modelling by the South Centre 210 show a range, depending on tax design choices, 
of $2.0 – 11.4 billion in revenue if such policies were implemented by its 54 developing country members, and 
$0.4-1.4 billion for implementation by the 55 members of the African Union.211 
 
A convention to implement the OECD/G20 Inclusive Framework’s Pillar One is expected to open for signature 
in mid-2023. Pillar One proposes to reallocate taxing rights over a portion of large multinational entity profits to 
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the market jurisdictions where those profits are generated, allowing taxation of some profits, for example from 
digital service delivery, regardless of whether a company has a physical presence. A Multilateral Convention (MLC) 
is required for implementation of Pillar One. Public consultation has been completed on the rules pertaining to 
the reallocation of taxing rights, including on the MLC provisions that require the removal of digital services taxes. 
The MLC is planned to be finalized, the final text published and the document opened for signature in mid-2023. 
The OECD estimates that taxing rights on $200 billion of profits would have been reallocated in 2021 if the rules 
had been implemented.212 The IMF estimates similarly suggested a net global increase of $12 billion in corporate 
income taxation based on reallocation of $150 billion in tax base, though noted this would be offset by loss of 
revenue from digital service taxes that would be discontinued.213  
 
Pillar Two sets a global minimum tax to limit tax competition and is expected to have larger impacts on revenue 
raised. It also provides a means for countries to retain source taxation rights over certain base eroding payments 
such as interest and royalties. It would provide a disincentive to inefficient tax incentives (see section 4), as 
undertaxed profits could now be taxed elsewhere. The model rules for the global minimum tax under Pillar Two 
were agreed in 2021, an implementation package released in December 2022, and agreed administrative guidance 
published in February 2023. Public consultations on some implementation measures – the information return 
(covering the amount and type of information that MNE groups should report to tax authorities) and tax certainty 
(including dispute prevention and dispute resolution) – are now closed. While Pillar Two’s subject to tax rule and 
a related multilateral instrument to assist in its implementation is still being finalised, some countries are 
beginning the process of bringing Pillar Two into domestic legislation. The OECD estimates using 2018 data show 
potential gains of $175 billion to $261 billion globally from implementing Pillar Two. 214  The IMF estimates 
aggregate 5.7 per centhigher corporate taxation, plus an extra 8.1 per centboost to global corporate tax revenues 
from reduced competition over tax rates.215   
 
Box III.A. 2 

Implications of new tax norms in the Arab world a 
 
Over the past four decades, international tax competition ushered a race to the bottom that reduced headline 
corporate tax rates and resulted in Arab economies forfeiting an estimated $50 billion in potential tax 
revenues.216 To compensate, the more diversified Arab middle-income economies resorted to indirect taxation, 
often with regressive effects, while Arab high-income and resource-rich countries relied on windfalls and rents 
from hydrocarbons. Fiscal and tax incentives, awarded to attract multinational corporations (MNCs), have 
effectively undercut corporate tax revenues in the region by 60 per centon average.217 The region saw an 
estimated $77 billion of annual losses due to undeclared illicit trade and indirect tax revenues, including from 
oil and natural resources.218 
 
The Arab region hosts more than 5,000 foreign majority owned MNCs, generating 5 per cent of their global 
profits or around $600 billion annually. Complex tax planning, involving round tripping investments and shifting 
profits, enabled MNCs to reduce their tax liabilities. For every dollar the region gained in FDI inflows, there was 
$1.6 in outflows219 including 78¢ in repatriated untaxed corporate passive income (dividends, debt repayments 
and stock buybacks).220  
 
In 2019, one-third of MNCs in the Arab region were taxed below the proposed global minimum effective tax 
rate of 15 per cent, representing $2.3 billion in potentially lost annual revenue.221 Increasing average effective 
corporate tax rates to 15 per cent for all corporations could mobilize up to $9 billion worth of annual tax 
revenues.222  
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In the Arab region, estimated potential gains from the G20/OECD proposed two-pillar solution remain modest 
in absolute terms (see Figure III.A.10). The impact of global tax reform on the Arab world could be altered by 
adjusting the thresholds, profitability ratios, and reallocation percentages in the two-pillar solution. Arab 
countries may wish to explore regional tax dispute resolutions mechanisms and means to preserve the ‘right to 
regulate’ the delivery of automated digital services. Reforms that go beyond corporate income tax will be 
needed to fully address the region’s diverse sustainable development financing needs. 
 
Figure III.A. 10 
Estimates of Arab region gains and losses in tax revenues and FDI  
(Billions of United States dollars) 

 
Source: ESCWA estimates based on MNC reported profits in 2020 sourced from Orbis, IMF BOP, IMF CDIS, and UNCTAD 
FDI data. 

a Based on “Arab policy choices and financing opportunities in a New World Tax Order,” UN ESCWA (2023).  
 
5.3 Capacity building for domestic revenue mobilisation 
 
While capacity-building related to domestic public revenue mobilization increased dramatically since 2015, it 
fell in 2021 compared to 2020. Disbursements of official development assistance (ODA) by OECD donor countries 
coded as being for the purpose of domestic revenue mobilisation declined significantly, to $284 million in 2021 
(or 0.23% of total ODA to developing countries), from $411 million in 2020 (see Figure III.A.11). This drop was 
driven primarily by an unusually large volume ($171 million) of loans in 2020. Grants rose in 2021 to $258 million, 
from $240 million in 2020. The long-term picture may be better, as commitments reached a record $387 million 
in 2021, the highest volume of commitments since measurement started in 2015, beating the previous high of 
$362 million in 2019. 
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Figure III.A. 11 
Disbursements of ODA for domestic resource mobilisation, 2015-2021  
(Millions of United States dollars, share of total ODA)  

 
Source: OECD 
Note: Constant 2020 prices, loans are on a gross basis and thus not directly comparable to grants. Share of total ODA 
calculation includes all bilateral ODA and ODA from EU institutions, but not from multilateral agencies. DAC = Development 
Assistance Committee of the OECD. 
 
6 Illicit financial flows 
 
Combatting illicit financial flows (IFFs) is a commitment in international agreements and can provide resources 
for sustainable development finance. IFFs reduce the availability of resources for financing the SDGs and recovery 
from the coronavirus disease (COVID-19) pandemic. Combatting IFFs effectively requires a whole-of-government 
approach, as sources of IFFs can be varied and enforcement will require efforts by a number of public actors.223  
 
6.1 Advances on volume estimates and IFF statistical measurement 
 
Knowledge on the precise scale and nature of IFFs is lacking because of their essentially clandestine nature, but 
progress is being made to measure these flows.224 Comparable and reliable statistics on IFFs can help shed light 
on the activities, sectors, and channels most prone to illicit finance, pointing to priorities for enforcement 
resources.  
 
Pilot testing of the SDG indicator methodology was completed in three regions; countries should use the 
methodologies to develop IFF estimates. As co-custodians of SDG Indicator 16.4.1, UNODC and UNCTAD defined 
the globally agreed statistical concepts and a statistical definition of IFF, disseminated in the October 2020 
Conceptual Framework for the Statistical Measurement of Illicit Financial Flows225  and endorsed by the UN 
Statistical Commission in March 2022.226 Methods to measure selected types of IFFs were developed by the co-
custodians and tested between 2018 and 2022 by 22 countries mainly in Africa, Asia, and Latin America. The off-
shore wealth methodology showed $3.5 billion - $5 billion in tax-related IFFs from one of the pilot countries in 
Africa every year since 2012. In one Latin American country illicit drugs exports generated on average $12 billion 
in IFFs annually between 2015 and 2018, an amount comparable to the value of national agricultural exports. Key 
lessons drawn from Member States’ experience included the need for: political will to support the efforts; a whole-
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of-government and whole-society approach to tackle IFFs; an inter-agency technical working group to coordinate 
and facilitate collaboration; facilitation of national statistical offices; resourcing and empowerment of agencies in 
the ecosystem; and an appropriate institutional architecture with adequate resources and legal backing. UNODC 
is working on a corruption measurement framework, presented at the UN Statistical Commission in March 2023, 
that can be used to develop methodologies on measuring IFFs from corruption. 
 
Researchers also continue to refine other methodologies to estimate various components of IFFs. One 
methodology that has now been published in a peer-reviewed academic journal looks at the differential 
profitability of the affiliates of foreign multinational enterprises compared to local firms in certain jurisdictions 
and draws inferences about profit shifting globally.227 In a separate new working paper the authors have extended 
this methodology using historical time series data from different sources to create profit shifting estimates 
covering 1975-2019. They find that while the share of corporate profits in global income has increased from about 
15 per cent to close to 20 per cent, corporate tax collection has stagnated relative to global income. They estimate 
that in 2019, 37 per cent of multinational profits have been artificially shifted to 41 low-tax jurisdictions which 
represents a loss of 10 per cent of corporate income tax revenue globally, or $969 billion.228 
 
6.2 Policy advances on beneficial ownership and tax crimes 
 
The availability of beneficial ownership information on legal persons and arrangements helps fight against tax 
evasion and other financial and serious crimes, such as corruption, money laundering, and terrorist financing. 
Criminals and tax dodgers commonly hide their activity and often use opaque legal structures to this end. “Shell 
companies”, which are corporate entities that have no independent activities, are set up only to own assets and 
other corporate entities, with transactions spread across multiple jurisdictions. Beneficial ownership transparency 
can pierce the veil of secrecy and reveal the true ownership and allow fair taxation and enforcement of the law.229 
For anti-money-laundering purposes, the beneficial owner is the person (‘natural person’ in legal terms) who 
ultimately owns, controls or benefits from legal vehicles such as companies, partnerships and trusts. 230  
Information about beneficial owners is required under international anti-money laundering standards, the 
international standards for exchange of information for tax purposes, and the United Nations Convention Against 
Corruption. 
 
International norms and standards are being strengthened to add the requirement that public authorities 
maintain records of beneficial ownership information for some types of legal vehicles. Member States 
committed to enhance beneficial ownership transparency, such as through appropriate registries.231 In March 
2022, the Financial Action Task Force (FATF) amended its recommendation on beneficial ownership information 
of legal persons (e.g. companies, firms partnerships) to require a public authority to hold this information (usually 
through a registry). 232  This will apply to the more than 200 countries and jurisdictions committed to FATF 
standards. In 2022, FATF opened public consultations on potential revisions to its standards on the way beneficial 
ownership information for legal arrangements (e.g. trusts) must be maintained.233  
 
Governments are developing new mechanisms to hold and use beneficial ownership information on legal 
vehicles. Research based on the experience of 38 countries found that many still lack sufficient legal, 
regulatory and institutional frameworks and systems, as well as practical experience, to use beneficial 
ownership transparency to enhance the effective recovery and return of proceeds of crime.234 It highlighted 
as good practice setting up registries of beneficial ownership information for both legal persons and legal 
arrangements to ensure the timely availability of information to competent authorities, and verifying 
submitted beneficial ownership data through both automated verification and spot checks. Many 
international bodies are providing countries with assistance in implementing beneficial ownership 
transparency systems, including UNODC, the Global Forum, and the FATF.  
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Public transparency of beneficial ownership information can enhance the usefulness of the data, but there have 
been concerns about privacy. A growing number of countries in all regions are creating systems to publish their 
beneficial ownership registries for public access. Such enhanced transparency is beneficial to speeding up national 
and international information-sharing. It can also assist due diligence by the private sector. Better access can 
empower journalists to investigate and report on corruption allegations, allowing for more effective 
accountability. Public transparency can also boost trust more broadly and contribute to strengthening the social 
contract. Ensuring the availability of the beneficial ownership information to the general public free of charge and 
in open data format has been identified as a good practice in a paper presented at an UNCAC working group.235 
However, a regional court in one developed region limited publication of information in beneficial ownership 
registries over privacy considerations. The Open Ownership principles were updated in January 2023 to better 
reflect variable needs among different user groups for beneficial ownership data, while still retaining that the 
public should have access to a clearly defined subset of usable data free of charge. Policymakers will need to 
develop appropriate privacy protections as they update their systems in response to the changes in international 
standards, while still aiming to realize the substantial benefits from public beneficial ownership transparency. 
 
Policy attention is also focusing on how to combat tax crimes and recover assets, along with increased capacity 
building. In June 2022, the OECD Council formally issued an intergovernmental recommendation on the OECD’s 
Ten Global Principles for Fighting Tax Crime, which was first launched in 2017 and updated in 2021. The OECD 
legal instrument, also open to adherence by non-OECD members, provides a benchmark against which 
jurisdictions can  self-assess their relevant frameworks. The Tax Inspectors Without Borders initiative is now 
providing assistance for criminal investigation of tax abuse. Building on the 2021 review of asset recovery progress 
presented in the 2022 FSDR236, analysis shows that developing countries are the majority of those waiting for 
assets to be returned and that assets are seized or confiscated in developed countries in almost 70 per cent of the 
known open cases.237 
 
6.3 Budget transparency to counter corruption 
 
Corruption risks can be found at every stage of the budget and procurement process; transparency is an 
important component of strategies to combat corruption. Without appropriate mitigation measures corruption 
may lead to inflated costs, the delivery of substandard goods and services or complete non-performance by public 
institutions or suppliers. The costs are borne by citizens, both as taxpayers and as intended beneficiaries of goods 
and services. Public transparency not only protects state expenditures but can also help shape societies by 
strengthening the social contract. 
 
Budget transparency practices have remained relatively steady over the last four years, with diversity in 
progress. While there is no comprehensive official data on the transparency of budgets, civil society organizations 
released the latest results of large-scale budget transparency survey in May 2022, which found that the COVID-19 
pandemic did not undo budget transparency gains worldwide, with most countries maintaining their transparency 
ratings and only small changes in averages (see Figure III.A.12). Of the 120 countries assessed in the 2021 Open 
Budget Survey, the average Open Budget Index score was 45.3 out of 100.238 As expected, less developed countries 
had lower scores on the index, with richer countries having greater capacity and resources to invest in budget 
transparency and participation. Supreme audit institutions can be critical to anti-corruption programmes, and the 
budget survey found that in 2021 the average score on the transparency of audit institution reports was 65.1. The 
averages ranged widely across regions and country groups; developing countries had an average score of 56.1. 
Developing countries scored higher on the discretion of audit institutions, with an average of 88.7, compared to 
a global average of 90.1. 
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Figure III.A. 12 
Average Open Budget Index scores, by country groups and regions, 2017-2021 
(Index)  

 
Source: Open Budget Partnership 
Note: Compares the 115 countries assessed in all of the 2017, 2019, and 2021 Open Budget Surveys. 
 
Intergovernmental discussions on improving budget and procurement transparency to combat corruption have 
focussed on use of digital technologies. The IMF’s Fiscal Transparency Code is the international standard for 
disclosure of information about public finances.  Article 9 of the United Nations Convention against Corruption 
calls for the establishment of appropriate systems of public procurement based on the fundamental principles of 
transparency, competition, and objective criteria in decision-making. In June 2022 the Open-ended 
Intergovernmental Working Group on the Prevention of Corruption discussed public procurement in the context 
of information and communications technologies. Governments indicated a wide and increasing use of such 
technologies to implement the Convention, including through the use of e-procurement portals.  
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III. B. Domestic and international private business and finance 
 
1 Key messages  
 
Private business is integral to sustainable and inclusive industrialization. Private business activity, investment 
and innovation are major drivers of productivity, employment, and economic growth. Yet, efforts to increase 
private investment in the SDGs in developing countries underway even before 2015 have not shown sufficient 
progress. Unlocking private business and finance is one of the greatest challenges to achieving sustainable 
development.  
 
As noted in chapter II, industrial policies aim to turn this around, by stimulating investment and business activity 
aligned with the SDGs. This includes policies that reduce risks for all firms by strengthening the enabling 
environment as instruments that target sectors or areas for investment. Ultimately policy choices will be country-
specific and tied to national priorities, but should support i) the SDGs and ii) areas of competitiveness and 
dynamism that can stimulate inclusive and sustainable growth.  
 
Much of the discussion of investment policies has focused on attracting foreign investment; but the analysis 
highlights the importance of developing a dynamic domestic business sector. Governments can create a thriving 
sustainable business environment. In addition to addressing political and macroeconomic risks, this includes: 
• Strengthening SDG-aligned legal and regulatory frameworks 
•  Implementing or strengthening competition policies to ensure that firms don’t stifle innovation, aggravate 

inequalities and poverty, or impede environmental goals.  
•  Providing infrastructure services essential for sustainable development and the functioning of the economy; 

despite many initiatives in this area, infrastructure gaps remain considerable between developed and 
developing countries.  

•  Addressing financial constraints, particularly affecting micro, small and medium-sized enterprises, such as by 
harnessing technological advancements, e.g., to overcome data gaps in credit risk assessments.  

Building an enabling business environment, however, may not be sufficient to mobilize investment at the speed 
and scale required to achieve the sustainable development goals (SDGs), particularly in countries most in need 
and in sectors key for sustainability. Identifying the types of financial instruments most likely to deliver results 
given the local context will require a proper assessment of the key constraints to investment. There are a range 
of policy tools that can help overcome some of the impediments to private investment, as discussed in Chapter II.  
• For instance, development banks (or public or semi-public venture funds) could support innovative companies 

by using equity-like instruments, with risks managed by diversification across companies. 

Well-developed infrastructure plans would also help achieve the SDGs and provide an enabling environment. 
They should include adequate stakeholder consultations, and incorporate climate impact, disaster risk 
assessments and resilience, as well as gender assessments to provide a long-term vision. This vision will allow 
countries to avoid having costly stranded assets, such as coal-fired power plants, or essential infrastructure assets 
unable to function during and after disasters. 
 
Major changes are also required in the way private business and finance works. The need for a systemic change 
is evident from the lack of progress in many sustainable areas where companies have a large impact, including in 
reducing carbon emissions, promoting gender balance, and addressing waste.  
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Business leaders are increasingly acknowledging that taking sustainability factors into consideration will be 
necessary to achieve long-term financial success and ensure the future viability of their companies. However, 
turning this awareness into action, and addressing the impact of business activities on the SDGs and climate action, 
requires the following:  
• First, strengthening company sustainability disclosure. Reporting requirements for large corporates need to 

include a common set of sustainable metrics regardless of their materiality impact. 
• Second, design policy and regulatory frameworks in support of sustainable finance, through regulations and/or 

policies that better link profitability and sustainability. This includes public policies that support long-term 
decisions, such as pricing externalities and phasing out harmful subsidies. In addition, corporate governance 
models need to be adjusted to address the persisting short-termism in capital markets and better align 
internal incentives with the SDGs.  

• Third, make sustainable investing more credible, including fixing sustainability ratings. 
• Investment advisors should be required to ask their clients about their sustainability preferences along with 

other information they already request; and minimum standards are needed for investment products to be 
marketed as sustainable, following for example the definition of Sustainable Development Investing 
elaborated by the Global Investors for Sustainable Development (GISD) Alliance, which is used in this 
chapter.239  

2 Private investment and finance for sustainable industrial transformation 
 
Weak investment in developing countries, following a widespread slowdown in investment growth over the 
past decade (see Chapter I), risks dampening productivity growth and threatens countries’ progress towards 
sustainable industrial transformation. As noted in chapter II, sustainable industrial policies aim to turn this 
pattern around, by stimulating investment and business activity aligned with the SDGs. As a first step toward 
reinvigorating investment, policymakers can aim to reduce risks to investment by strengthening the enabling 
environment, such as through a conducive legal and regulatory framework, investment in necessary 
infrastructure, and access to credit. These are sometimes called horizontal policies since they affect all types of 
private investment across sectors. The second set of measures include policy instruments (such as public support 
for investment) that target sectors or areas for investment, sometimes called vertical measures, as discussed in 
Chapter II. 
 
The challenge for governments is where to focus and how to prioritize these measures. Ultimately policy choices 
will be country-specific, tied to national priorities in laid out in of sustainable development plans, which can be 
supported by integrated national financing frameworks (INFFs). As all countries have committed to the SDGs as a 
goal, this should include investments in SDG related goals, such as climate action and decent jobs that the market 
will not provide on its own. But the choice of instruments will also depend on market structures and the types of 
firms in the economy, with the goal of supporting activities with potential for competitiveness and dynamism that 
can lead to productive growth aligned to the SDGs. This section lays out a simple heuristic to guide thinking on 
aspects of appropriate regulatory frameworks and on potential directions for interventions.  
 
2.1 Global FDI momentum weakened significantly in 2022 
 
Global FDI momentum weakened significantly in 2022, with downward pressure on investment growing after 
the first quarter. While data for aggregate FDI trends for 2022 are not yet available, new investment project 
numbers, including greenfield announcements, international project finance (IPF) deals, and cross-border mergers 
and acquisitions (M&As), all started falling from the second quarter of 2022 (Figure III.B.1).  
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International project finance and cross-border M&As were affected by deteriorating financing conditions, rising 
interest rates, and growing uncertainty in financial markets. The global value of international project finance 
(IPF) deals fell by over 30 per cent.240 Greenfield project announcements also fell after the first quarter of the year, 
but increased by around 6 per cent for the full year due to several megaprojects and an increase in average project 
size in the renewables sector. Three of the 10 largest announcements concerned chip factories, in response to 
global shortages and supply chain restructuring trends. Six of the top 10 project announcements were in 
renewables. 
 
Figure III.B. 1 
Investment trends, 2019 – 2022  
(Indexed, 2019: Q1=100)   

 
Source: UNCTAD, Global Investment Trends Monitor, Issue 44.  
 
The increase FDI in renewable energy, in part due to the energy crisis, could be at risk. In 2021, climate change 
investments accelerated, particularly in renewable energy, supported by COVID stimulus investment packages, 
then still loose financing conditions, and high energy prices. This momentum may now be now at risk. In 2022, 
international investment in climate change mitigation and adaptation shrank in value terms and in project 
numbers (Figure III.B.2). While the higher number of greenfield megaprojects in renewables is encouraging, 
international project finance in the sector – the bulk of climate change mitigation investment in recent years – is 
suffering, and concentrated in developed countries, with Europe alone accounting for more than half of all 
renewable energy projects.241  
 
Figure III.B. 2 
Climate change investment, 2022 vs 2021, greenfield project announcements and international project finance deals  
(project numbers) 
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Source: UNCTAD, Global Investment Trends Monitor, Issue 44.  
At the same time, there is also a risk that high oil and gas prices could slow down investments in the energy 
transition. For now, the downward trend in investment is also affecting extractive industries and fossil-fuel-based 
energy generation, with project numbers in these sectors about 16 per cent lower in the first 3 quarters of 2022. 
But high profits of multinationals in these sectors could lead to a renewed push for investments. An early 
indication is the value of cross-border M&As in the extractive industry, which rose six-fold in the first three 
quarters of 2022.  
 
Beyond climate change mitigation and adaptation, the recovery of SDG investment after the 2020 slump 
remains fragile. In developing countries, the number of projects across all SDG sectors (including sustainable 
infrastructure, food security, water, and sanitation (WASH), and health, among others) increased by about 3 per 
cent, while values shrank slightly. International investment in agriculture and agribusiness remained stagnant at 
low levels. 
 
2.2 The roles of public and private investment 
 
In general, businesses aim to maximize financial returns. While a growing number of institutions have double or 
triple (social and environmental) bottom lines, the large preponderance of private business activity remains profit 
driven. The goal, however, is generally not to invest in the highest returning asset, but rather to invest in well-
compensated risks. As a result, the private sector will demand a very high premium for projects perceived as risky, 
and likely under-invest in public goals when the expected return underperforms other investment opportunities 
(on a risk adjusted basis). Hence it is important to recognize upfront that i) public financing will be necessary for 
some public goods; and ii) public policies need to support private investment in many areas of public need.   
 
Both private and public investments and actions are needed for SDG progress, with the specific roles depending 
on project, sector, and country characteristics. Previous Inter-agency Task Force reports have highlighted several 
factors to consider in determining combinations of private and public ownership, operation, and financing of 
projects and investments. These include: (i) whether investments will become sufficiently profitable to 
compensate private investors for the risks they bear; (ii) whether investments produce goods or services that will 
be effectively supplied by the market, or whether there are public-goods to consider, such as whether public 
intervention is warranted for social equity reasons (or whether the private activity is producing externalities, such 
as carbon emissions, that are that are not reflected in private investors’ financial returns); and (iii) whether private 
investors can bring efficiency gains through the profit incentive.  
 
Public policy support and interventions may be called for in support private business activity, including in 
technological learning and achievement of social and environmental goals. A dynamic private sector is not only 
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central to economic growth; it can also contribute to social objectives, foremost decent job creation. But unlocking 
private sector contributions to some sustainable development objectives may require policy support. Firms may 
not adopt low-carbon technologies, and may even cause environmental harm, because of market incentives or 
competitive pressures. They may not invest in technologically dynamic activities or target export markets because 
they lack necessary capabilities, or because they are faced with significant external challenges – e.g. poor 
infrastructure or lack of financing.  
 
There are two primary types of policy interventions: i) policies to improve enabling environments for firms, and 
investments that contribute to sustainable development (e.g. by improving infrastructure, access to credit, and 
governance, policies to internalize externalities such as through carbon pricing); and ii) policies that provide 
targeted support to firms (e.g., investments in climate action and innovation), with the goal of making investments 
just profitable enough to compensate private investors for the risks they bear. In these public initiatives, it is 
important to preserve incentives that reward successful entrepreneurship. 
 
Integrated national financing frameworks (INFFs), along with technical support, can help developing countries 
determine the most cost-effective capital structure for projects, and align the private sector with broader 
development objectives. INFFs can help policymakers highlight areas for private ownership, operation, or 
financing; and technical support can help countries build institutional capacity for project planning, preparation, 
and negotiation. INFFs can also help countries prioritize public support across the many different types of projects 
and different types of businesses, with varying degrees of SDG impact.  
 
2.3 The many facets (and impacts) of private business and investment 
 
Firm behaviour and investments are shaped by market structures and competition -- which policy support has 
to consider. Competition is a major driver of innovation. Firms with market power (i.e., monopolies and 
oligopolies) often have less incentive to innovate. These firms can also have negative impacts on social goals, such 
as inequality and poverty, e.g., by charging high prices for necessary goods. Economic power can also translate to 
political power, with firms pushing back against regulation, such as environmental regulations. In contrast to firms 
with market power, other domestic firms may lack capabilities to succeed in some of the highly competitive and 
dynamic sectors that support SDGs. Policy intervention may be needed in both cases – in both highly competitive 
and uncompetitive environments – but would differ significantly.  
 
As a simplifying heuristic,242 and to structure policy options, we divide firms into those with market power and 
those that operate in more competitive markets. Since some firms that have market power domestically are 
competitive globally, we further categorize firms by whether they predominantly target domestic or global 
markets (see Table III.B.1). This creates four overarching categories: 
 
a. Monopolistic/oligopolistic, but export-oriented are firms that export high-rent products, such as raw minerals 

or agricultural commodities. These firms are often larger (particularly in mining and fuel) and foreign owned, 
though there are also examples of publicly owned commodity trading companies (e.g., Botswana’s Diamond 
Trading Company).  

b. Domestic monopolies/oligopolies are companies that primarily serve the domestic market and enjoy a 
dominant market share for their product or service, often in conjunction with government regulation. 
Examples include utilities, some financial sectors, real estate, and oligopolistic manufacturing sectors. 

c. Non-tradeable/domestic firms include a wide variety of entities, from large “national champions” to MSMEs, 
as well as informal businesses and other firms focusing predominantly on domestic markets in more 
competitive settings. Business activities cover many goods or services that are not exported.  
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d. Global value-adders export products or services, e.g., export-oriented manufacturing or tourism. This does 
not mean they do not also sell locally, but their business model is oriented to compete in international 
markets. This grouping also encompasses a wide range of firms in terms of size and ownership, from local 
start-ups and family-owned SMEs to large foreign-owned multinational enterprises.  

The boundaries of these categories are not static, as policy makers can shift them, e.g., through competition 
policy. Most firms seek to achieve market power (so that they can charge higher mark-ups) – and sometimes they 
succeed, either through innovation or policy support. Competition policies aim to ensure that such positions do 
not become entrenched. There are also many examples of firms (and industries) that develop from “non-tradeable 
domestic” to “global value-adders,” such as film production and distribution companies in Nigeria (Nollywood), 
the J-Palm consortium in Liberia,243 and Infosys, an Indian technology and business services company, which 
increased its annual revenue from $200 million in 2000 to over $10 billion in 2018.244  
 
Table III.B. 1 
Examples of sustainable development impacts of direct investor business models 

 High rent Competitive 
Export 
oriented 

Monopolistic exporters 
Economic: Large contributor to GDP in many 
countries; royalties/taxes (but also tax 
avoidance); often limited spillovers to the rest 
of the economy; balance of payment support 
(but also risk of Dutch Disease) 
 
Social: greater potential for corruption 
 
Environmental: often risk of air, water, land 
pollution 

Global Value-adders 
Economic: Can be engines of productivity growth and 
innovation/including linkages with other firms; 
potential diversification of the economy; balance of 
payment support. 
 
Social: potential to create decent jobs and human 
capital development. 
 
Environmental: Impact from GVCs  
 
 

 
Domestic 
market 

 
Monopolies/Oligopolies 
 
Economic: limited innovation  
 
Social: Risk of generating inequality, potential 
for corruption 
 
Environmental: risk of air, water, land pollution 
(depending on sector) 

 
Non-tradeable Domestic  
Economic: Broad based economic activity; includes 
dynamic innovators as a driver of growth 
 
Social: in many countries, driver of job creation and 
poverty reduction (but jobs can be low-
paying/insecure); links with local communities 
 
Environmental: includes potentially polluting informal 
activities outside of regulatory framework 

 
“Monopolistic exporters,” such as commodity producers, can represent a large share of GDP and tax revenues 
– though without appropriate policy frameworks, they rarely give rise to broad-based sustainable development. 
Commodity exports also supports countries’ balance of payments,245 though this reliance can create obstacles to 
economic diversification, e.g., through the Dutch Disease (in which commodity exports raise the currency value, 
making investments in other a of the economy uncompetitive, even if those sectors could potentially have a more 
positive impact on productivity growth and employment). Sectors such as mining and agriculture tend to have 
relatively low employment and productivity growth.246 Countries that rely on commodity exports – particularly in 
agriculture – also tend to have lower rates of technological adoption and innovation. In many developing 
countries, commodity exporters tend to be highly influential with governments because they are among the 
largest taxpayers (e.g., Firestone in Liberia, Chevron in Nigeria, and BHP Billiton in Bolivia), though they also engage 
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in tax avoidance. Furthermore, they do not, on their own, create sufficient business linkages to induce broader 
private sector growth. Moreover, intensive commodity extraction and trade often cause or accelerate 
environmental degradation, for example by polluting air, land, or water or by harming biodiversity.247   
Ø Policy responses to commodity firms are complex, but for the purpose of orienting sustainable and inclusive 

industrial policies, rather than aiming to attract foreign investment in commodities directly, tools can be used 
to help companies develop value-addition activities and expand to related competitive value-added industries 
both of which can create decent jobs. 

Domestic monopolists/oligopolists, can have a large impact on equity and innovation. Because of their 
monopoly power, these firms can set prices (often subject to regulation), which can have profound impacts on 
upstream and downstream firms and hence on broader efforts to achieve more diversified economies. It can also 
impact equity and poverty directly through consumer prices. Such domestic monopolies or oligopolies can arise 
due to characteristics of the specific market (e.g., utilities are considered “natural” monopolies since it is more 
efficient to have one firm set up and manage infrastructure/ network in a geographic region), or policy decisions 
(e.g. temporary trade protection for infant industries). Indeed, in many cases such firms become established or 
strengthen their market position due to preferential deals with government – such as the provision of licenses to 
import key commodities or provide services, and preferential tax deals. For example, in some countries, fertilizer 
importers established or grew their businesses through government procurement contracts,248 passing higher 
prices on to farmers. In many countries, the financial sector also exhibits oligopolistic behaviour, which can have 
the effect of raising borrowing costs or limiting access to credit. Because of the impact of monopolist pricing power 
on equity, the prices of utilities providing necessities, such as water and energy, are generally regulated when 
operated by private entities. Similarly, the operator of infrastructure under a PPP regime (e.g., a toll highway) 
often has a monopoly or an oligopolistic position in a market, which is often done in compliance with the industry’s 
regulator in setting the size of the toll, sometimes with direct earnings assurances.249 Because these firms face 
limited competition, they are often also uninventive and cautious of trade openness. This behaviour can act as a 
barrier to innovation and to adopting new technologies.250 
Ø Policy responses will vary by industry, but high-level guidance include: first, removing barriers to new entrants 

and putting in place strong competition policies to restrict monopolies where possible; second, regulating 
prices with equity considerations in mind; third using industrial policy tools to support new entrants, as feasible; 
and fourth, analysing whether public ownership would be more effective and equitable.  

Firms in competitive domestic sectors are heterogeneous, but critical: they create employment opportunities 
and can stimulate innovation. In many developing countries, a large portion of the working population are 
employed in MSMEs such as low-value agriculture, retail services, or informal activities. 251  SMEs generally 
contribute up to 45% of formal jobs and 33% of national GDP in developing countries,252 with the informal sector 
representing about 70% of total employment.253 However, these jobs are often low-paying and highly insecure, 
with many workers lacking access to social protection. Female entrepreneurs are more likely to work in non-
tradable services: 63 per cent of Africa’s female entrepreneurs work in retail trade, hotels, and restaurants – 
traditionally less productive and innovative – compared to 46 per cent of men254. MSMEs in developing countries 
are particularly vulnerable to demand and supply shocks and economic crises. In addition, many MSMEs face 
severe challenges in raising financing, and often identify access to finance as the main barrier to growth. 
Nonetheless, because these firms face stronger competition, they have more incentives to innovate – and even 
change the structure of the economy.255 Indeed, as noted earlier, there are many examples of firms that started 
as MSMEs and grew into “Global Value-Adders.” A survey of manufacturing firms in China showed that 
competition from the informal sector also induces formal firms to increase product innovation.256  
Ø Policy responses will vary, because of the breadth of the types of firms involved; but high-level policy responses 

include measures to increase access to credit; investing in entrepreneurial skills and capacity development; 
and universal social protection and addressing informality;257 
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Ø It also entails using the full inclusive and sustainable industrial policy toolkit. Targeted policies can include 
facilitating MSME participation in public procurement, for instance, by dividing contracts into smaller lots, or 
using public venture capital funds or national development banks, which can take equity stakes in potential 
innovators while diversifying risks (see chapter II).   

“Global value-adders” have the potential to yield significant rewards for sustainable development. Their 
positive spillovers are extensive, particularly around productivity and job creation. Firms that export as part of 
value chain linkages with multinational enterprises can benefit from increased demand for their goods, as well as 
from learning opportunities and technological upgrading.258 These firms often contribute to product and process 
innovation, and help country diversify its production and exports. From a social standpoint, dynamic exporting 
firms create employment opportunities for semi- and highly skilled workers, offering the prospect of higher wages, 
though the demand for specific skills can put pressure on the local professional training and education sectors.259  
Ø High-level policy responses are in line with the overall recommendations for using the inclusive and sustainable 

industrial policy toolkit: strengthening the enabling business environment to reduce risks; incentivizing 
productive investment aligned with the SDGs; and increasing access to credit using risk sharing mechanisms 
as appropriate.    

 
2.4 Additional Policy solutions 
 
As noted above, two broad categories can be taken from the above analysis, noting that solutions will vary by firm 
type, sector, and country specifics.  
 
First, improve the enabling environment, thus reducing risks for all firms. This includes building a conducive legal 
and regulatory environment and investment in necessary infrastructure, along with a range of other issues, such 
as reducing political risks and promoting macroeconomic stability. Importantly, strengthening the enabling 
environment also includes the application of labour regulations for decent jobs, as well as environmental and 
health standards, and regulatory and policy frameworks to reduce pollution and carbon emissions.  
 
Second, effectively utilize policy instruments, as discussed in detail in chapter II. An enabling business 
environment may not be sufficient to mobilize private finance for sustainable development, and better develop 
active domestic business sectors. Reforms take time to materialize, but even countries with strong enabling 
business environments often fail to attract private finance for sustainable development priorities. Instruments 
include incentives, such as tax breaks or penalties as well as risk sharing mechanisms, such as guarantees, public-
private-partnerships, and subsidized credit. As discussed in earlier reports of the Inter-agency Task Force Reports, 
use of these mechanisms is not without challenges (see also chapter III.C on blended finance). Among others, they 
include risks: of (i) private sector involvement when it is not the most cost-efficient solution; (ii) perverse 
incentives, such as excessive risk-taking by financial institutions; (iii) overly generous risk-reward sharing 
arrangements/subsidies for private investors, with the risk of the public sector holding the risk and the private 
sector earning all of the returns (and sometimes diverting public funds from other needs); (iv) overleveraging of 
private companies (i.e., increasing the debt leverage of a company to a point where it jeopardizes its long-term 
viability); and (v) and corruption and state capture. Yet, when done carefully, such actions can help make projects 
that are not competitive with other investment opportunities on their own but have a strong public benefit 
become attractive for private investors. 
 
Improving access to credit is critical. Commodity exporters and – to a lesser extent – monopolies/oligopolies can 
more easily tap local and international financial markets, given the high rents associated with their business 
operations as well as earnings in international currencies. For many domestic firms, access to capital markets or 
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corporate bond issuances is more limited. MSMEs generally identify access to finance as a major obstacle to doing 
business, with women-owned/led firms are more often affected by financing constraints.260 These discrepancies 
are more pronounced in LDCs, where financial sectors tend to be less developed. Firms in more competitive 
market segments tend to rely on multiple – sometimes informal – sources of financing, including tapping personal 
networks, microfinance institutions or savings and credit cooperatives, and more recently from some fintech 
providers. Public development banks can also play an important role. In particular, for innovative businesses these 
banks (or public venture funds) should use equity-like instruments that allow them to share in the upside (above 
a threshold), as well as diversifying risks and compensating the taxpayer.261  
 
The rest of this section covers issues related to the enabling environment, including infrastructure. Access to credit 
is covered in the following section.  
 
Building a conducive legal and regulatory environment 
 
Countries have made strides to reduce administrative hurdles for companies (see earlier FSDRs). Nonetheless, 
impediments remain and there is space for improvement in most countries. One such area would be removing 
barriers that deter women’s entrepreneurship and labour force participation. Laws limit women’s property rights 
in 40 countries, and women cannot run a business the same way as men in 115 countries.262  
Lowering the administrative burden of regulatory compliance could also help encourage domestic entrepreneurs 
to leave the informal sector, which represents about 70 per cent of employment in emerging market and 
developing economies. This could translate into significant productivity gains since the average informal firm in 
these economies is estimated to be only one-quarter as productive as the average firm operating in the formal 
sector. Similarly, strengthening trust in the public administration could encourage entrepreneurs to start new 
businesses in the formal economy (see chapter III.A).  
 
Policymakers can also improve the efficiency of business facilitation measures – and gear them to both domestic 
and foreign investors. Business facilitation measures, along with any reduction in regulatory standards, needs to 
be coherent with sustainable development objectives. To maximize private sector contributions to sustainable 
development, these measures should go hand in hand with protecting labour rights and environmental and health 
standards, and disaster risk reduction standards, regulations, and legislation, even if these measures may imply 
increasing the cost of doing business. For example, some countries have strengthened rules against harmful 
pesticides in agriculture, raised minimum standards in building codes, and established new protected areas (e.g., 
Palau banned commercial fishing in 80 per cent of its marine territory to protect its ecosystem). These laws raised 
the costs for businesses, but can be necessary to achieve the SDGs, underscoring the importance of developing 
regulations in an integrated manner (such as through an INFF), which includes an analysis on trade-offs).  
 
An enabling business environment also requires competition policies to facilitate entrance of new businesses 
and avoid monopolistic behaviours by dominant firms. As noted, growing market concentration has been 
especially significant in the digital space, where further increase in market power by already dominant firms could 
deter investment and innovation, as well as exacerbate inequality, but a range of other firms, including in finance, 
also hold market power, which, and need subject to regulatory frameworks. In addition, it would include 
strengthening institutions and putting in place policies to reduce corruption. 
Providing infrastructure services  
 
Another lever for policymakers to support private sector development is the provision of efficient infrastructure 
services, which companies rely on to operate. This remains predominantly a public sector activity, particularly in 
sectors with limited cash flow potential to repay the private investor, such as sanitation and education, where 
affordable access for all is needed. For example, in the water sector, despite a monopolistic market structure and 
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the potential for reliable revenue streams, private investment has been limited due to high sunk costs and 
consumers’ unwillingness to pay high usage fees. Since the 1990s, the number of projects cancelled or under 
distress reached 18 per cent of the total in developing countries, a high ratio compared to other sectors.263 Overall, 
the public sector still accounts for 87 to 91 per cent of infrastructure investment spending in developing 
countries.264 On the other hand, there are areas of infrastructure with sufficient revenue streams attached to 
them, such as energy and electricity. Yet, even here there is a role for government to ensure access to energy for 
all, as well that environmental impacts are offset. Overall, private investment in infrastructure in developing 
countries stood at US$ 76.2 billion in 2021, recovering from the previous year but still markedly below pre-
pandemic levels. 265  
 
Well-developed infrastructure plans are needed to address these gaps. They should include adequate 
stakeholder consultations, and incorporate climate impact, disaster risk assessments and resilience, as well as 
gender assessments to provide a long-term vision. This vision will allow countries to avoid having costly stranded 
assets, such as coal-fired power plants, or essential infrastructure assets unable to function during and after 
natural disasters. Making the right decision is critical as infrastructure assets typically last for decades and upfront 
costs should be weighed against operational costs over the asset lifecycle. For example, each dollar invested in 
infrastructure resilience is expected to deliver a $4 benefit through avoided repairs and disruptions and lower 
maintenance costs in low- and middle-income countries. 266  In addition, infrastructure investment paths 
compatible with full decarbonization have been found to cost no more than polluting alternatives when 
accounting for the lifecycle cost of infrastructure assets.267 
 
Multilateral institutions support governments in infrastructure development by providing capacity 
development and tools to enhance resilience in business operations and assets. Technological advancements 
can help project prioritization and planning, including through data analytics and enhanced project management. 
For example, SOURCE is a customizable software designed to help Governments prepare, procure and implement 
their infrastructure projects, which is supported by multilateral development banks (MDBs). UNDRR’s Real Estate 
Resilience Tool offers guidance on disaster risk reduction by looking at investment holistically and considering 
factors such as financial value, climate change resilience, and transitioning to a less polluting economy, as well as 
the wider social context, the environment, and the interactions between nature, society, and development. 
UNECE has developed a PPPs for SDGs Evaluation Methodology which assesses infrastructure projects against the 
SDGs.268 UNECA has developed a monitoring and evaluation tool – the AfCFTA Country Business Index (ACBI) – to 
identify bottlenecks, many of which are related to infrastructure, that businesses face under the African 
Continental Free Trade Area.  
 
3 Inclusive financial systems 
 
Financial inclusion is a prerequisite for the development of SMEs and productive capacities, as well as for an 
inclusive recovery. As noted in earlier Task Force reports, scaling-up access to capital is limited by underdeveloped 
capital markets in many countries, and developing local financial systems should remain a focus of the countries 
and international support. But financial breadth, or an inclusive financial system, is as important as financial depth. 
An inclusive financial system provides affordable quality financial services to all individuals, entrepreneurs, and 
small businesses.  
 
3.1 Financial inclusion of individuals  
 
There has been enormous growth in financial inclusion over the past 10 years driven by digital finance. In 2021, 
high-income countries achieved near-universal account ownership269 with 96 per cent of adults having a bank 
account. In developing economies 71 per cent of adults had an account in 2021, up from 42 per cent in 2011.270  
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Yet, about 1.4 billion people remain outside the formal financial system, with the financial needs of historically 
underserved groups disproportionally unmet. Women, the poor, the young, the unemployed, and the less 
educated are among the groups traditionally underserved by financial service providers. The poorest 40 per cent 
of households globally were 7 percentage points less likely to own a bank account than the richest 60 per cent. 
Unemployment is associated with a 12 percentage points lower probability of having an account.271  
 
A gender gap in account ownership persists. Although the gender gap in developing economies narrowed from 
9 to 6 percentage points between 2017 and 2021,272 women still lack legal protection against gender-based 
discrimination in access to credit in 104 countries. 273  An important barrier to access financial services for 
underserved groups, particularly women, is that they are far less likely to obtain formal IDs or own a mobile phone. 
Investments in gender-sensitive financial inclusion not only offer more resilience for women but create positive 
spillover effects. When women obtain accounts, they build savings, have more say in their household finances, 
spend more on their children’s education, and invest in business opportunities.274  
 
A shift to mobile money has been a gateway to other financial services. A significant step towards financial 
inclusion occurred during the COVID-19 pandemic when an additional 865 million people in developing countries 
opened their first financial institution account, in large part to receive payments from the government. Two-thirds 
of workers receiving wages through payments used their accounts to store money. 2021 became the first year, in 
which using a formal account became the most common method of saving in developing economies. Borrowing 
by formal means such as taking a loan from a financial institution, through mobile money accounts, or using a 
credit card, has become as common in developing economies as borrowing from family and friends275 (see chapter 
III.G for a discussion of fintech). However, the uptake of digital financial services can bring risks276  of new 
exclusions, fraud, identity theft, scams and over-indebtedness. (See also chapter III.F on systemic risks related to 
fintech.) 
 
Government policies can help facilitate inclusive financial services to reach underserved groups, and address 
risks. Countries that have been successful at reaching underserved groups have set up agent-based service points, 
enhanced transaction accounts and payment product designs, and implemented public campaigns to enhance 
financial and digital literacy. Governments can also foster inclusion by removing obstacles that generate economic 
exclusions, such as laws discriminating against women.277 Legal and regulatory frameworks should be developed 
to develop in tandem with the implementation of digital financial services to address potential risks. 278 
Improvements in institutional factors, such as the issuance of formal IDs and consumer protection regulations can 
contribute to building and addressing issues of limited trust in financial institutions.279  
 
3.2 Financial inclusion of businesses  
 
The outstanding demand for MSMEs financing is about 1.3 times the current supply of the global MSME lending 
market. The unmet financing need for 131 million MSMEs (or 41 per cent) in developing countries is estimated to 
be $ 5 trillion annually.280 In the early part of the pandemic, loans to SMEs remained stable or even slightly 
increased in many countries due to supportive government policies preventing bankruptcies and related 
employment losses.281 However, compared to 17 per cent of total policy measures and 25.5 per cent of total 
funding allocated specifically to MSMEs in rescue packages during the pandemic, recovery measures only included 
4.1 and 2.2 per cent respectively.282 Alternative instruments that could have expanded and diversified access to 
finance for MSMEs, such as factoring and leasing, were growing prior to the pandemic but dropped significantly 
in 2020.283  
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Traditional bank lending to MSMEs has long been hindered by limited information that banks have on 
borrowers, and a lack of instruments for overcoming this – such as credit histories, accounting data and 
traditional collateral. As a result, banks in developing countries face a high cost of due diligence relative to the 
size of the loan. In many developing countries, less competitive banking sectors have also played a role, as banks 
can charge higher prices for services and have fewer incentives to service marginal customers. Systemic sector-
wide initiatives such as the UNECA-backed development of money and interbank markets in Uganda can bring 
down operating costs and increase margins and resilience for the entire banking sector, potentially enabling banks 
to lend to “riskier” clients. 
 
Modernizing the MSME-lending model, including through fintech solutions, can lower administrative costs and 
reach more MSMEs. More commercial banks are looking into opportunities to better serve MSMEs’ financial 
needs through innovative tools and the integration of digital platforms.284 The use of such services can also create 
positive feedback loops, as electronic transaction histories can strengthen the information base for risks 
assessments, and better credit ratings can unlock access to additional services.  
 
Policymakers can also take a more active role to increase access to finance for SMEs. They can, for example: 
• Reduce information asymmetries through enhanced credit reporting systems and technology to provide 

better information for credit decisions (e.g., open banking technology may allow SMEs to use their bank 
account data for seeking loans from third-party institutions). 

• Support more efficient collateral systems (e.g., making it possible to use moveable assets such as equipment 
as collateral). 

• Create performance-based incentives that reward financial institutions targeting SMEs. 
• Mitigate risks through (i) partial credit guarantee schemes for SME lending institutions (for example 65 

countries launched or expanded existing guarantee schemes since the COVID-19 outbreak).285 
• Offer loan programmes (e.g., through public development banks) to MSMEs. 

 
The international community can also help by providing liquidity through credit lines to local financial 
intermediaries for on-lending to SME clients, as many multilateral development banks have been doing for 
many years (e.g., credit lines have represented up to 20 per cent of the European Bank for Reconstruction and 
Development’s total annual business volume).286 To minimize the risk that banks use these funds to lend to clients 
that would have received loans even without these credit lines, this can be done in conjunction with incentives to 
reach underserved groups, such earmarking at least 20 per cent of loans to women customers and women-led 
enterprises.287 
 
Box III.B. 1 

Cost of Remittance Transfers 
 
The growth in global remittances – an important source of income for receiving families in developing 
countries – is back on track. Global remittances, which declined in 2019, increased reached a new high of $ 794 
billion in 2022 (Figure III.B.3).288 One factor contributing to the increase in 2022 was a gradual reopening of 
many host-country economies after the pandemic, facilitating the entry of migrant workers’ and improving 
their employment situations.289 Remittances accounted for 50 per cent of GDP in Tonga, and over 30 per cent 
in Lebanon, Samoa, Tajikistan, and the Kyrgyz Republic.   
 
Figure III.B. 3 
Global remittance inflow  
(billions of nominal United States dollars) 
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Source: World Bank. 
 
The global average cost of sending $ 200 in remittances is still double the 3 per cent target of the 2030 Agenda 
for Sustainable Development and the Addis Ababa Action Agendas. Remittance costs in Q3 2022 were 
recorded at 6.3 per cent of the amount transferred, which remained unchanged in the past 5-6 years. In the 13 
years since the statistic was first recorded in 2009, the average cost of remittances declined by 3.7 percentage 
points. The cost of sending remittances varies across developing regions, with South Asia being the lowest at 
about 4.1 per cent, while sub-Saharan Africa continued to have the highest average cost (approximately 7.8 per 
cent). A high degree of heterogeneity is also observable across individual remittance corridors, with costs above 
10 per cent across many African corridors and for Pacific Island nations. Forty-two per cent of corridors still 
record costs above 5 per cent.290  
 
The decline in costs was due to the use of digital remittances. The cost of sending cash remained 6.8 per cent, 
while the cost for digital remittances decreased from almost 12 per cent in 2011 to 5.2 per cent in 2022 (Figure 
III.B.4). All main types of remittance service providers, except post offices, have seen a decline in costs over 
time. In 2022, banks were the most expensive channels with an average of 11.7 per cent, while transfers via 
post offices were priced at 6.8 per cent, and money transfers operated at 5.9 per cent. Mobile channels were 
the cheapest with 3.9 per cent (see chapter III.G.)   
 
Figure III.B. 4 
Trends in the global cost of sending $ 200 in remittances 
(Percentage) 
 

 
Source: World Bank  
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Policymakers can introduce measures to lower costs. Shifting remittances to digital channels, which are 
cheaper than cash (see chapter III.G), promoting competition, implementing transparency requirements for 
fees and commissions charged, and strengthening financial inclusion (see below) would lower the cost of 
remittances. However, some of the highest costs are in corridors without correspondent banking relationships. 
Governments can lower costs by establishing interconnected payment systems to facilitate cross-border 
payments in corridors with limited access to correspondent banking services.291 The decline in correspondent 
banking services is in part due to the cost of compliance with anti-money laundering / combating the financing 
of terrorism (AML/CFT) regulations. Central Bank Digital Currencies (CBDCs), when issued, may be able to lower 
some of these costs as the relevance of AML/CFT will need to be re-examined in the context of CBDCs (see 
chapter III.F).292 

4 Leveraging financial markets for sustainable development 
 
The financial sector not only needs to be more inclusive; it also needs to be more sustainable. Promoting 
financial sector alignment to SDG targets will strengthen global resilience to future shocks, and help achieve the 
SDGs. Incorporating sustainability issues into financial market decision-making has become mainstream, starting 
with climate change. Most investors and creditors now acknowledge that climate related sustainability factors 
impact firms’ financial performance. Environmental, social and governance (ESG) was mentioned in about a fifth 
of earning calls in 2021 compared to fewer than 1 per cent of earning calls before 2019. This recognition is also 
reflected by the large number of signatories to voluntary sustainability principles across different sectors of the 
financial market (see Box III.B.2). There has been an enormous growth in sustainable finance since 2015, with 
sustainable investing293 growing by 15 per cent to reach $ 35.3 trillion in 2020 (compared to global financial assets 
which grew by 11 per cent, reaching $ 469 trillion).294 Yet, sustainable finance is not yet universal (for example, 
markets continue to fund fossil fuel companies) and questions remain as to its impact, including risks of green/SDG 
washing. 
 
Net inflows to ESG funds were positive in 2022, despite net outflows in the broader market, though down 
significantly from a year earlier. Net inflows in ESG funds were $ 89 billion, down from the peak of $ 405 billion 
in 2021 (Figure III.B.5).295 Nonetheless, debates on ESG labeling may lead to reevaluation of the size of the market 
in the future. For example, more than half of the 1,000 funds classified as Article 9 (so-called “dark green” funds) 
in Europe are expected to be downgraded next year due to the European Union’s new classification 
requirements296 (see Box III.B.3). 
 
At the same time, sustainable debt issuance declined for the first time, albeit from a record high. Globally, 
sustainable bond issuance dropped 11 per cent to $ 1.5 trillion in 2022, with the share of developing country 
issuance remaining at around 16 per cent.297 Issuance of green bonds and social bonds fell by more than 25 and 
38 per cent in 2022, respectively from record highs in 2021. Sustainability-linked loans were the only instrument 
to demonstrate growth in 2022, up 15.5 per cent year-on-year. (Figure III.B.6) 
 
Figure III.B. 5 
Equity and bond flows into ESG Funds  
(Billions of United States dollars; as of 31 Dec 2022) 
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Source: Climate Finance Monitor Q4 – 2022 
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Figure III.B. 6 
Global Sustainable Debt Issuance by Instrument  
(Billions of United States dollars; as of 31 Dec 2022) 

 
Source: Climate Finance Monitor Q4 – 2022, p. 2. 
 
Box III.B. 2 

Voluntary initiatives and private sector commitments continue to grow across financial sectors 
 

• In asset management, Principles for Responsible Investment (PRI) signatories represent more than 
$120 trillion298 (roughly 50 per cent of the value of the global equity and bond markets).  

• More than 80 asset owners, representing over $10 trillion in assets, and financial institutions that are 
part of the Glasgow Financial Alliance for Net Zero (GFANZ), representing some $140 trillion in assets, 
are working towards net-zero greenhouse gas emissions by 2050, under the UN-convened Net-Zero 
Asset Owner Alliance. 

• In the banking sector, more than 300 banks, representing around 49 per cent of global banking assets, 
have signed on to the Principles for Responsible Banking, which aim to align banking strategies with the 
Paris Agreement and the SDGs. 

• In insurance markets, insurers representing around 25% of world insurance premium have signed up 
to the UN Principles for Sustainable Insurance (PSI). Insurers representing more than 14 per cent of 
world premium have also committed to transition underwriting portfolios to net-zero emissions by 
2050. 

 
There are several reasons behind the growth, and recent plateau, of sustainable investments. Most asset 
managers who report using ESG in their investment decision-making, focus on “ESG Integration,” i.e., integrating 
ESG factors into investment decisions to better manage risk and possibly enhance financial returns (see prior 
FSDRs). On the other hand, while 70 per cent of individual investors in a recent survey believe that sustainable 
investing implies a financial tradeoff, the vast majority (79 per cent) remain interested in this type of investing.299 
Another survey found that roughly a third of respondents are willing to sacrifice returns in order to create a 
positive impact.300 To date, it is unclear how much of the growth in ESG funds is due to its recent financial 
outperformance and how much is due to preferences by consumers. This distinction is important because of the 
recent turnaround in ESG fund returns.  
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In terms of financial performance, many ESG funds underperformed in 2022. Sustainable investing approaches 
differ widely by strategy and products, making it difficult to measure ESG performance. Nonetheless, prior to the 
recent rise in interest rates and the outbreak of the war in Ukraine, several empirical studies backed the premise 
that investors could achieve better, or at least equivalent, returns by incorporating ESG information into 
investment decision processes.301 The rationale was that companies with better management of environmental 
and social risks are likely to outperform their peers in the long run. However, ESG funds also tend to overweight 
technology companies and underweight energy stocks. While trends in commodity prices and technology stocks 
supported the outperformance of ESG funds through 2021, this reversed in 2022, with 8 of the 10 largest ESG 
funds underperforming the S&P 500.302 Through November of 2022, ESG equity funds lost around 18 per cent of 
their value, while non-ESG funds were down 15.8 per cent.303 It is unclear whether these trends will continue and 
how they will impact demand for ESG products.  
 
In terms of a positive contribution to impact, sustainable investing faces an existential crisis due to fears of SDG-
washing and greenwashing. Greenwashing is cited by institutional investors as the greatest challenge to 
sustainable investing, ahead of financial performance concerns.304 Many funds which branded themselves as 
‘sustainable’ are not fundamentally different from traditional funds.305 One study found an average of 68 per cent 
overlap in the holdings of ESG and non-ESG funds in the United States.306  Some major asset managers have been 
accused, including by regulators, of exaggerating the sustainability claims of their financial products. Growing 
awareness of misleading practices is creating disillusion, threatening the entire market’s credibility and leading to 
an increase in regulatory measures to enhance transparency and accountability.  
 
4.1 Policy and regulatory efforts to reduce the risk of greenwashing 
 
Taking sustainable investing to the next level requires a series of steps: 
 
Strengthen sustainability reporting 
 
There has been a dramatic increase in corporate sustainability reporting. While just 20 per cent of S&P500 
companies published sustainability reports in 2011, over 90 per cent published reports in 2021.307 Around 80 
countries have taken close to 200 measures to improve corporate sustainability disclosure since 2015 (with 60 per 
cent calling for mandatory disclosure).308 The scope of disclosure has also been evolving. For example, more 
companies are referencing the SDGs in their sustainability disclosures (i.e., 42 per cent of Russell 1000 reporters 
in 2020 compared to 32 per cent in 2019).309 Nonetheless, there are still enormous gaps in reporting, including in 
the availability of sustainability data for unlisted entities, which impedes efforts by financial institutions to align 
their lending portfolio with sustainable development targets (environmental, social, and economic). 
 
The quantity of reports is not an indicator of quality or usefulness. Sustainability disclosure is not yet treated 
with the same rigor as financial reporting. Early sustainability reports were almost promotional brochures, with 
companies deciding themselves what to disclose and which indicators to use. While there has been some 
improvement, for instance due to private sector-led initiatives such as the Task Force on Climate-related Financial 
Disclosures (TCFD), in many jurisdictions companies still decide on the content of their sustainability reports. A 
vast majority of investors (82 per cent) believe that companies frequently overstate or exaggerate their ESG 
progress when disclosing results.310 This sentiment is echoed by senior executives, the majority of whom (58%) 
consider their own company guilty of greenwashing.311 Only a minority of sustainability reports undergo some 
type of audits (35% of Russell 1000 reporters in 2020, up from 24 per cent in 2019),312 while 97 per cent of 
investors, according to another survey,313 demand external assurance to consider these reports as reliable. 
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Regulators are responding to greenwashing by strengthening sustainability reporting requirements. New 
measures are being taken, including in large jurisdictions. In the United Kingdom large companies are required to 
disclose transition plans; in the US, the SEC laid out plans for climate disclosure rules, based on the TCFD 
recommendations, though as of year-end 2022 these are still under discussion; and China recently implemented 
guidance for ESG disclosure standards, along with data security and cybersecurity laws, as an integral part of 
governance-related disclosure. 314  China and South Africa are among the only developing countries to have 
developed an ESG taxonomy, and South Africa’s taxonomy was only adopted in April 2022. Just 25 of 60 developing 
countries’ stock exchanges require ESG reporting.315 Unlike most reporting frameworks, the European Union’s 
sustainable finance strategy requires companies to assess “double materiality” -- i.e., not only how sustainability 
risks impact the financial returns of the company, but also how their businesses impact sustainability and the 
planet (see Box III.B.3). 
 
Box III.B. 3 

The European Union’s sustainable finance strategy 
 
The EU sustainable finance strategy has 3 components: the green taxonomy, which entered into force in July 
2020; the Sustainable Finance Disclosure regulation (SFDR), which has been applicable as of March 2021; and 
the Corporate Sustainability Reporting Directive (CSRD), which is effective as of January 2023316.  
1. The green taxonomy is a classification system for sustainable economic activities. It includes technical 

screening criteria for six environmental activities, which set the conditions for this activity to qualify for a 
positive contribution.317 

2. The SFDR requires that investors and insurers disclose how they evaluate ESG related risks in their 
investment decisions, in line with the taxonomy.318 This includes labeling of “dark green” funds that have 
sustainability investment as their objective (Article 9) and “light green” funds that promote environmental 
of social characteristics.  

3. The CSRD, which will be phased in starting in 2024, covers a wider range of sustainability topics, including 
social indicators (such as child labor, gender balance, and corruption). Unlike most other reporting 
frameworks, the CSRD requires companies to assess “double materiality.” In addition, corporate data 
repositories are being developed in jurisdictions, such as the European Union, to make data publicly 
available. 

 
To be useful, sustainability-related information also needs to be comparable across reporting entities over time. 
This plethora of reporting frameworks combined with the voluntary nature of many measures has led to 
inconsistencies, incompleteness, and noncomparable sustainability reports (see FSDR 2021). In addition, 
companies are asked to respond to multiple surveys and questionnaires from data aggregators (e.g., CDP), index 
providers (e.g., S&P Global Corporate Sustainability Assessment) and networks of private companies (e.g., UNGC’s 
Communication on Progress). The International Sustainability Standard Board (ISSB), launched in 2021, aims to 
achieve convergence among existing sustainability reporting frameworks to create a common global baseline, 
though its success will require international collaboration (see Box III.B.4). A key requirement of ISSB standards 
will be corporate disclosures on greenhouse gas emissions, including both direct emissions (Scope 1) and indirect 
emissions from electricity use and value chains (Scopes 2 and 3).319 However, the ISSB reporting standards will 
only include reporting on environmental and social risks that are material to a company’s financial performance; 
they will not include the impact of a company’s activity on environmental and financial indicators. In addition, the 
Impact Management Platform, a collaboration between sustainability actors, is aiming to develop globally 
consistent sustainability impact measurement, assessment, and reporting methodologies. The World 
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Benchmarking Alliance aims at providing comparable sustainability disclosure information by developing freely 
accessible benchmarks of performance on the SDGs of 2,000 influential companies. 
 
Another challenge is to hold companies accountable for failing to meet their sustainability commitments. A 
review of the world's 30 largest listed financial institutions shows a disconnect between their concrete short-term 
actions and long-term climate goals. For example, in 2020 and 2021, these institutions provided at least $740 
billion of financing to the fossil fuel production value chain (e.g., companies active in fossil fuel exploration).320 
Similarly, it is important to check the robustness of methodologies used for setting sustainability commitments. 
According to data from the net-zero tracker, only 38 per cent of companies with net-zero targets include all scope 
3 emissions, 321  and nearly 40 per cent intend to use offsets, which remain controversial. 322  To enhance 
transparency and monitoring of net-zero commitments, the French President and the UN Special Climate Envoy 
Michael Bloomberg are leading discussions on creating an open data platform.323 
 
Box III.B. 4 

International Sustainability Standard Board (ISSB) – Opportunities and Challenges  
 
The ISSB was created in November 2021 by the IFRS Foundation, the foundation responsible for Accounting 
Standards used in more than 140 jurisdictions.  
Building on the IFRS's credibility on financial accounting standards, the ISSB has the potential to create a 
common baseline for corporate sustainability disclosure standards, which can help realize the necessary 
convergence of the plethora of existing sustainability reporting frameworks. This would not only enhance the 
comparability of data disclosed by companies but also limit companies’ reporting burdens. In 2022 the IFRS 
foundation succeed in consolidating three pre-existing disclosure frameworks – the Climate Disclosure 
Standards Board (CDSB) and the Value Reporting Foundation (which houses the Integrated Reporting 
Framework and the SASB Standards). The ISSB also issued its first two standards for public consultation. 
 
However, the ISSB faces at least four major challenges: 
• Risk that jurisdictions continue to adopt their own approaches. For example, the SEC and the European 

Commission both issued their own consultation on sustainability-related reporting standards in 2022, 
independent from the work for the ISSB. International cooperation is necessary to reconcile national 
approaches and establish a common baseline or use by all companies. 

• Failure to capture a broad-enough coverage of sustainability issues. The ISSB's mandate is limited to 
sustainability risks that are material to a company’s financial performance, which de facto means that a 
company does not have to report on how its behavior impacts environmental and social matters. The 
‘double materiality’ approach would instead require companies to also report on their material impact on 
society and the planet, even if such impact does not yet affect their bottom line and the company's value. 
By choosing a more restricted approach, the ISSB standards may be considered by some jurisdictions as 
inadequate.  

• Reporting entity deciding on what to disclose. The ISSB draft standard puts the onus for deciding what to 
disclose on the reporting company, based on what it considers financially material (given its time-horizon 
and own beliefs). This could lead to selective disclosure, including two companies operating in the same 
industry reporting on different sustainability topics if their materiality assessment differs.  

• Countries’ unequal preparedness. Some countries will need support to adopt emerging standards. It is also 
important the standards are developed is such a way that developing countries are protected against 
negative spillovers (e.g., allowing developing countries time to meet ISSB standards, considering transition 
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pathways from a development perspective, reducing risks that ISSB standards make the price of accessing 
capital markets more expensive due to the reporting burden). 

 
Enhance regulatory and policy frameworks to support sustainable finance 
 
The financial sector can’t change the economy alone. The speed of transition in the financial sector depends on 
the transition of real sector activities to more sustainable operations. Without adequate public policies to support 
long-term decisions, such as pricing of externalities and phasing out harmful subsidies, the economy will not 
transition at the scale or pace needed to achieve the SDGs. In other words, if environmental and other costs do 
not matter for profitability, there are clear limits to the amount of finance that can be mobilized for sustainable 
development. In 2022, over 600 investors from 33 countries, representing over $40 trillion in assets under 
management signed the 2022 Global Investor Statement in advance of the UN Conference of the Parties (COP 27) 
calling on governments to implement policies to address the climate crisis.  
 
Not all sustainability issues have the same impact on the financial performance of a company. Some 
sustainability issues may not have an obvious financial impact (e.g., achieving gender balance or reducing plastic 
pollution), although they are critical for achieving the SDGs. In the climate space, the fact that policymakers are 
considering carbon pricing mechanisms is in itself pushing companies towards reducing emissions. Policymakers 
could consider replicating this approach with other sustainability issues. Alternatively, in some cases direct 
regulations can also be used to affect company sustainability behavior. Policymakers can introduce tailored 
measures, such as (also see Chapter II): 
Making companies pay for their pollution (or internalize externalities), either through pricing mechanisms or 
regulations. 
Prioritize companies with higher sustainability records in public procurement. 
Revisit banking regulation to incentivize lending to projects/companies with positive contribution to sustainable 
development. 
Design policies to facilitate sustainable consumption and production across sectors and value chains, and that 
create the conditions to transition from linear to more circular business models. 
 
While some measures may take time to be implemented, simply announcing them could already make a 
difference as investors seek to anticipate regulatory changes. Some policies and regulations may not affect 
current profitability of an entity, but could impact future profitability. The range of issues investors consider will 
depend on their investment horizon and how quickly the markets price in these factors, such as the increased 
likelihood of regulatory changes. For example, the likelihood of a sustainability topics being financially material 
may be negligible when considering a five-year time horizon, but could increase significantly for a ten-year 
horizon. Actions that policymakers and long-term asset owners can take to lengthen the horizon of investors 
would be useful, such as internal reward systems for asset managers that incentivize long-term thinking. For this, 
it is important that policies provide clear and time-consistent long-term signals. 
 
Make sustainable investment practices credible 
 
Policy actions are also needed to restore the credibility of sustainable investing. A range of investing approaches 
is grouped under the term ‘sustainable investing’ with vastly different contribution to sustainable development 
(see FSDR 2020 for more details on the different strategies).  
 
Many investment strategies currently branded as sustainable are unlikely to make a significant contribution to 
sustainable development. This is in part because they may have a limited impact on the cost of capital of investee 
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companies,324 therefore generating insufficient incentives for companies to change behaviors. Other investment 
strategies may only include superficial/unfruitful engagement with investee companies on sustainability issues, 
just to tick Boxes and claim sustainability features.  
 
Regulators are creating a distinction between funds with robust sustainability approaches and the rest of the 
sustainability investment market. In the US, the SEC has drafted rules to reserve ESG-branding to funds for which 
ESG is central to investment decisions.325 This de facto means that funds that simply add ESG signals (such as ESG 
risks to financial performance) to the pool of information they consider should not use ESG-related terms in their 
names. Similarly, the EU has created categories to distinguish products with a sustainable development objective 
(the so-called Article 8 and 9 funds, also dubbed as ‘light green’ and ‘dark green’) from other funds with lower 
sustainability credentials (see Box III.B.3). As of June 2022, article 8 and 9 funds represent 46 and 5 per cent of the 
funds available for sales in the EU.326 The  Operating Principles for Impact Management are voluntary standards 
that look to distinguish between “impact investing funds” 327  that have credible impact measurement and 
monitoring approaches in place and those that just have the intent to do so.  
 
Strengthen disclosures by pension funds. A review of the largest 20 pension funds by UNDESA has revealed vast 
differences in terms of sustainability disclosure by pension funds, with various levels of granularity. Surveys have 
also demonstrated that countries are at different stages in terms of public disclosures by pension funds on 
sustainability matters (see Figure III.B.7). Another survey found that some institutional investors were facing 
investment restrictions related to risk-based capital requirements. For the 36 pension funds that participated in 
the survey, assets held in developing countries in 2017-2018 were $ 263.7 billion, just 8 per cent of global assets.328  
 
Figure III.B. 7 
Average country score on public disclosures from pension fund organizations for the “responsible investing” pillar 
(Percentage) 

 
Source: Global Pension Transparency Benchmark. 329 

 
To avoid a multiplication of norms and the fragmentation of markets, the international community could seek 
convergence on international norms and standards for ‘sustainable’ financial products. International 
agreements, such as the SDGs, provide a global consensus on sustainability issues and could be used as the 
common benchmark for sustainable investing. This is precisely the approach used by the GISD Alliance to develop 
its Sustainable Developing Investing (SDI) definition, which could act as a norm for the market.      
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For funds with higher sustainability claims, regulators are requiring strengthened disclosure. Funds making 
sustainability claims will need to provide more information on how these sustainability claims are delivered. In 
the US, the SEC has proposed detailed disclosure for ESG-branded funds. Similarly, in April 2022 the European 
Commission adopted technical standards to specify the exact content, methodology, and presentation of the 
information to be disclosed for Article 8 and 9 funds (first disclosure is expected by June 2023).330 
 
Fix sustainability ratings  
 
To gain credibility, the sustainable investment market must be supported by a system that provides transparent 
assessments of companies' sustainability credentials. Sustainability ratings play a particularly important role 
because investors lack access to audited sustainability reports (similar to audited financial reports), making it hard 
for investors to conduct their own sustainability analyses. There has been a proliferation of firms that provide 
sustainability ratings and ranking,331 with over 100 ESG data providers, of which 39 provide SDG-related data 
solutions.332 A few large players dominate the market, especially since major financial players, such as credit rating 
agencies, have acquired smaller ESG data providers.333 
 
Yet, sustainability rating companies fail to provide consistent and clear ratings. Unlike credit ratings, 
sustainability ratings are weakly correlated across ratings providers. Different providers often give the same 
company high or weak sustainability scores. Around 38 per cent of the difference in ratings is estimated to be due 
to different inputs used in the assessments, but the biggest difference (56 per cent) is based on how the rating 
companies measure sustainability factors (for example, how they measure biodiversity or labor practices).334 
There are also counter-intuitive results. For example, some companies have high Environmental (E) pillar score 
even though their GHG emissions remain high over time.335 
 
SDG ratings suffer from structural flaws and a lack of transparency. SDG raters typically use proprietary 
taxonomies that link business activities with specific SDGs. These taxonomies, which are generally behind 
paywalls, are opaque about the exact criteria they use, but often equate a company’s presence in a sector, 
measured through revenues, to a positive contribution to sustainable development. For example, a company 
active in the health sector might contributes to SDG 3 on good health and well-being, even if the company is not 
necessarily positively contributing to SDG 3, for example because they are excluding low-income patients or 
focusing on issues with no relevance to SDG 3 (e.g., plastic surgery).  
 
A public SDG taxonomy could create a common reference for sustainability rating/score providers. A public 
taxonomy for SDGs-related activities would link each sector/industry to its most material SDGs and include key 
performance indicators (see Box III.B.5). This taxonomy could then be used by rating providers as a starting point 
to make sustainability assessments, and by regulators to identify important gaps in corporate disclosure.  
 
Regulators need to increase oversight of ESG/sustainability rating providers. The industry of sustainability rating 
providers remains largely unregulated (outside of self-regulation codes). In line with findings from the 
International Organization of Securities Commissions (IOSCO), the international body gathering the world's 
securities regulators, regulation should strive to: (i) bring clarity on what ratings and data products intend to 
measure; (ii) enhance transparency on methodologies; and (ii) introduce safeguards against conflict of interests.336 
Regulators could provide a common framework that promotes comparability between different ratings and 
ensures clarity on what they intend to measure. A public SDG taxonomy could be used as a reference by SDG 
rating/score providers, who would then need to explain how their approach aligns or differs from it.  
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Box III.B. 5 
SDG Materiality Map and Taxonomy 
 
An SDG materiality map could provide clarity on the linkages between economic activities and the SDGs they 
most likely impact. The following table provides an illustration of what this map could look like based on analysis 
conducted by the GISD Alliance (see GISD alliance sector-specific metrics report). Dark grey boxes indicate SDGs 
directly linked to certain activities while light grey could indicate indirect linkages.  
 
Figure III.B. 8 
SDG materiality map by industries for products and services 
(For illustrative purpose only) 

 
 
This SDG materiality map could be completed by indicative key performance indicators (KPIs) to determine 
whether a company active in a sector is making a positive contribution to the SDG. These KPIs would typically 
be specific to each activity sector and could build on voluntary commitments made by certain industries (e.g., 
circular pledges made by the fashion and consumer goods industries). 

 
Robust sustainability ratings could be used as a basis for overall rankings. For example, regulators or market-led 
norms could stipulate that for a fund to be considered as sustainable it should at least have 75 per cent of holding 
with moderate to strong positive contribution to sustainable development according to a major rating company. 
(See Figure III.B.9). 
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Figure III.B. 9 
Hypothetical investment fund composition 

 
Source: UNDESA 
Note: In this hypothetical case, fund constituents are sorted by their contribution to sustainable development based on the 
assessment provided by a sustainability rating provider.  
 
4.2 Reflect the investor’s true preferences 
 
Financial advisors should systematically ask clients about their sustainability preferences. In most jurisdictions 
financial advisors are requested to ask clients questions (e.g., age and risk tolerance) to understand their 
investment needs. As of August 2022, the EU Financial Instruments Directive II (MiFID II) requires financial advisors 
to include questions related to clients’ sustainability preferences in these “suitability assessments”.337 To help 
advisors lay out appropriate investment strategy aligned with the clients’ preferences (e.g., minimum share of the 
investment portfolio invested in sustainable products, alignment of the entire portfolios with a specific goal such 
as net-zero transition goals), such questions should highlight specific sustainability goals, as well as readiness to 
forego some financial returns in exchange of higher impact.  
 
4.3 Link financing to sustainability  
 
Sustainable bonds can increase investment in sustainable development, while potentially lowering an issuer’s 
financing costs. There has been increasing demand for green bonds, as illustrated by higher average 
oversubscription of new issues compared to conventional bonds.338 If the excess demand translates into lower 
interest rates, a government or a company could access cheaper financing by issuing these bonds.  
 
Several studies have tried to quantify the “greenium,” or premium investors are willing to pay for green bonds, 
with mixed results. While some estimate it at up to 18 basis points,339 340 others find no evidence of a greenium.341 
A recent IMF study that reviewed green sovereign bonds issued, including from developing countries (e.g., Chile, 
Columbia, Egypt, Fiji, Nigeria), found that the greenium is significantly larger for emerging market and developing 
economies than advanced economies, although additional research is needed.342 Green issuance has the added 
benefit of widening the investors’ base, which may be more marked in the case of emerging markets, thus helping 
to explain a larger greenium. However, a recent narrowing of the greenium in the European corporate bond 
market suggests that rising supply of green bonds may erode the premium over time.343 
 
There is also demand for SDG bonds. Responding to the investors’ demand, developing countries (e.g., Indonesia, 
Mexico, and Uzbekistan) have started issuing a more diverse set of sustainable bonds, including SDG bonds. The 
premium on these bonds, compared to conventional equivalents, is estimated to be 12 basis points, corresponding 
on average to more than a one-notch credit rating upgrade.344  
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Future demand for sustainable assets will depend on the capacity of these bonds to demonstrate credible 
alignment with sustainable development objectives. Transparency on use of proceeds is critical for the secondary 
market for sovereign or corporate debt, and expectations are growing for disclosure on the impacts of 
investments. The two main types of sustainable debt present specific strengths and challenges: 

• Green, social and sustainability bonds are based on the "use-of-proceeds" concept, meaning that they 
must be exclusively used to finance or re-finance projects that meet certain eligibility criteria, sometimes 
defined in regulation (e.g., China Green Bond Principles). These types of bonds do not require the issuer 
to improve sustainability performance over time, nor do they prevent the issuer from continuing 
unsustainable practices financed through other means. There is also a question of additionality. For 
example, as long as green or social bonds represent a limited share of sovereigns’ outstanding debt, it 
could be relatively easy for them to find eligible projects/expenditures (e.g., in education and health), 
which would have occurred anyway. 

• Sustainability-linked bonds differ from “use-of-proceeds” bonds as they require improvements from the 
issuer on predefined sustainability indicators within a specific timeframe. However, their credibility can 
also be questioned if the selected KPIs are not meaningful or targets not ambitious enough, or if the 
penalties for missing them are insignificant. Issuers have no interest in setting targets difficult to reach as 
they could be penalized. Investors’ scrutiny and market norms/regulation are needed to raise the bar and 
ensure that targets used are meaningful and ambitious.345  On the step-up/step-down structure, the 
market seems to have settled for 25 basis points; while this might be meaningful for some issuers, it may 
be too low to impact behaviour.346  

Strengthening the credibility of sustainable debt will not only facilitate demand from investors but could also 
encourage further policy actions to reduce the cost of borrowing for sustainable activities. Policymakers could 
consider a wide range of means to make issuing SDG bonds attractive, such as tax incentives for issuers and 
investors, and risk mitigating mechanisms (e.g., guarantees). This would reinforce the linkage between 
profitability and sustainability. So far, most of the green, social, sustainability and sustainability-linked bonds have 
been issued in developed economies, requiring more effective and targeted incentives in developing country 
settings.347 Development partners could also introduce blended finance mechanism to lower the financing cost of 
these bonds or link their issuance to technical assistance programs for debt and investment management and 
elaboration of localized standards and guidelines. That said, pricing benefits are not the only incentive for 
governments or companies, which may also be tempted to issue sustainable debt to signal to the market that they 
are taking sustainability seriously. 
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III. C. International development cooperation 
 
1 Key messages and recommendations 
 
COVID-19, the war in Ukraine, food and fuel crises, and climate crisis are placing unprecedented demand on 
international development cooperation. The global financing landscape has also changed since the adoption of 
the Addis Ababa Action Agenda, making it increasingly complex to navigate. Urgent action is needed to boost all 
sources of international development cooperation, which needs to be complemented by fast-tracking progress 
on all Addis Ababa Action Agenda action items.  
 
Limited resources amid massive demands requires prioritization and better targeting of international 
development co-operation. Climate and debt-vulnerable countries, such as many least developed countries 
(LDCs) and small island developing States (SIDS), need more concessional resources and grants, while blended 
finance and non-concessional resources of multilateral development banks (MDBs) can also help meet the broader 
demand. All developing countries can benefit from South-South and triangular cooperation. At the country level, 
integrated national financing frameworks (INFFs) can help developing countries lay out the best use of 
development cooperation resources and the appropriate mix of public and private finance to support their 
national sustainable development priorities. 
 
Official development assistance providers should strive to deliver on their financing commitments, focus on 
collective impact, and improve the quality of ODA. ODA has played a countercyclical role in response to 
successive crises, providing substantial additional support for COVID-19 response. Bilateral providers can help 
reshape the financing for sustainable development system in light of shifting demands. 
• More than ever, ODA providers need to meet their ODA commitments, especially to LDCs who face massive 

challenges and have significant needs. Against rising debt vulnerabilities, grants rather than loans should be 
prioritized for LDCs and SIDS, with multidimensional vulnerability criteria used in the allocation of ODA. 
Additional support for Ukraine and refugees must not come at the expense of cross-border ODA flows to other 
countries in need. 

• Support for the social sectors, including health, social protection and gender equality during the pandemic 
should be sustained – which will also fortify preparedness for future crises. Pandemic preparedness should be 
strengthened, building on the experience from the Access to COVID-19 Tools Accelerator (ACT Accelerator) and 
COVID-19 Vaccines Global Access (COVAX).  

• Curbing growing food crises requires both humanitarian aid to address immediate needs and development 
assistance to tackle structural causes of food insecurity.  

 
Multilateral development banks (MDBs) play a vital role in meeting heightened demand. The Group of 20 (G20), 
the UN Secretary-General SDG Stimulus, the Bridgetown Initiative and others have recognized the important role 
of MDBs and called on MDBs to scale up lending to help meet sustainable development challenges. 
• The United Nations Secretary General has called for very long-term (30-50 years) lending with significant grace 

periods, with all lending aligned with the SDGs. 
• Capital infusion and balance sheet optimization can help expand MDB lending. 
• A more concerted effort is needed to leverage the network of PDBs to meet growing demands. 
 
Blended finance has the potential to leverage development finance resources to meet the growing demand for 
development support, but a new approach is needed: 
• Blending needs to be aligned with country priorities and part of broader national sustainable development 

strategies; 
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• The primary focus of all blended deals should be development impact, rather than quantity or degree of 
leverage; 

• Analysis should always include measurement of the cost of blending versus other financing mechanisms, as 
well as to ensure that the public sector is not overcompensating the private partner; and 

• Capacity development and transparency, participation, and reporting are critical. 
 
Complementing North-South efforts, South-South cooperation is helping developing countries meet the 
heightened demand for development support. Efforts to measure South-South cooperation has advanced. South-
led development banks and financial institutions, including borrower-led MDBs, play an increasingly important 
role. 
 
Amid the climate crisis, climate finance is not keeping pace with the ratcheting impact of climate change and 
widening financing gap. After failing to meet the $100 billion climate finance target in 2020, efforts are underway 
to set a new collective quantified goal on climate finance. On the positive side, COP27 saw a landmark decision to 
set up a loss and damage fund after decades of discussion. As these processes can take time, other expedient 
solutions are needed: 
• MDBs can play a leadership role in meeting climate finance targets, such as on adaptation and supporting 

LDCs and SIDS. 
• Country platforms like the Just Energy Transition Partnership, can help accelerate climate action and 

investment. 
 
Changes in the financing for development landscape calls for a stronger shared understanding of the 
development effectiveness agenda.  Since the adoption of the Addis Ababa Action Agenda, international 
development cooperation has seen significant shifts – in terms of providers, modalities, focus and recipients. A 
shared understanding of development effectiveness principles by all actors can help policy and action at the 
country level. 
• COVID-19 demonstrated the importance of having in place risk-informed development cooperation. 
• To enhance country ownership, donors should entrust more ODA to developing country governments, including 

for priorities laid out in national plans. 
• Encouraging the participation of non-state actors in national development cooperation forums can help to 

better reach marginalised and vulnerable communities. 
• Foster a shared understanding of how the development cooperation effectiveness principles can help all actors 

to influence policy and behaviour. 
 
2 Official development assistance 
 
2.1 Impact of COVID-19 
 
Official development assistance (ODA) rose to its highest level in 2021, underpinned by significant support for 
the COVID-19 pandemic response. In 2021, ODA rose by 8.5 per cent in real terms compared to 2020 to an all-
time high of $185.9 billion (Figure III.C.1),348 as calculated by the grant-equivalent measure (see Box III.C. 1). The 
increase in ODA was underpinned by an increase in COVID-19 related activities, including COVID-19 vaccine 
support (both donations of excess doses and doses purchased for developing countries) that amounted to $6.05 
billion. The Organization for Economic Co-operation and Development’s (OECD) Development Assistance 
Committee (DAC) agreed in February 2022 that excess doses could be counted towards ODA.349 This has drawn 
criticism as these excess vaccine doses were not initially intended for developing countries and were a result of 
over-purchasing in the early stages of the pandemic.350 Excluding costs of vaccines, ODA grew by 4.8 per cent in 
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2021 (Figure III.C.2).351 According to the previous cash flow methodology, net ODA was $177.6 billion, recording 
an increase of 3.3 per cent in real terms. As a share of donor country gross national income (GNI), ODA was 0.33 
per cent on average, the same as 2020, remaining below the United Nations target of 0.7 per cent of GNI. Five 
donors met or exceeded the target: Denmark, Germany, Luxembourg, Norway, and Sweden. Most donors 
increased their ODA, with declines noted in six countries. 
 
Figure III.C.1 
Official development assistance, 2018–2021 
(Billions of United States dollars, 2020 constant prices) 

 
Source: OECD Creditor Reporting System database. 
 
Box III.C. 1 

Official development assistance modernization 

In 2012, the OECD DAC began a process to modernize the way official development assistance (ODA) is 
measured and reported. The process aimed to amend reporting rules for ODA loans, debt relief, and in-donor 
refugee costs; in private sector instruments (PSIs); and in peace and security activities. All these changes, other 
than the treatment of PSIs, have been agreed.a  
 
Under the grant-equivalent methodology, only the grant (or “gift”) portion of a loan is reported as ODA, which 
is calculated using a system of differentiated discount rates that reflect the risk of lending to different country 
groupings .a In addition, to incentivize lending on highly concessional terms to LDCs and other low-income 
countries, the rules also include thresholds for the grant element that can be reported as ODA (45 per cent for 
LDCs and other low-income countries; 15 per cent for lower-MICs; and 10 per cent to upper-MICs).  
 
PSIs, however, are currently captured under the old cash flow methodology, where, in the case of loans, the 
full face value is counted as ODA if the grant element is at least 25 per cent, calculated using a discount rate of 
10 per cent, with repayments subtracted when they are paid out.b This has led to a hybrid ODA measure where 
donor effort in extending loans to the private sector is measured on a cash-flow basis, while effort in providing 
sovereign loans is accounted for on a grant equivalent basis.c To rectify this, the OECD DAC is currently reviewing 
a proposal that has been built upon the same system of differentiated discount rates of sovereign loans. The 
grant element threshold is set to zero to avoid incentivising unnecessary subsidisation.c Although currently not 
reportable as ODA, the OECD DAC has also proposed to include credit guarantees as part of ODA on a grant 
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equivalent basis on a similar system of differentiated discount rates. The grant threshold would also be zero.d 
If agreed, implementation for both proposals would occur in 2024 for 2023 flows. 
 
Source: UN DESA. 
a See also previous discussion in Financing for Sustainable Development Report 2021. 
b OECD, “Modernisation of the DAC Statistical System,” 2021. 
c OECD DAC, “Private Sector Instruments: Treatment of Loans,” DAC Working Party on Development Finance Statistics, 
December 2, 2022. 
dOECD DAC, “Private Sector Instruments: Treatment of Credit Guarantees,” DAC Working Party on Development Finance 
Statistics, December 7, 2022. 

 
Figure III.C.2 
ODA disbursements for COVID-19 response, 2020-2021 
(Billions of United States dollars, 2020 constant prices) 

 
Source: OECD Creditor Reporting System database. 
 
ODA to LDCs increased in 2021, although growth has slowed and was likely negative after adjusting for COVID-
19-related support. ODA to LDCs increased by 2.6 per cent in real terms in 2021 and accounted for only 0.09 per 
cent of DAC members’ GNI, below the 0.15-0.20 per cent LDC target. From 2010 to 2021 bilateral aid to LDCs 
declined by more than five percentage points as a share of DAC member countries’ total.352  ODA to Africa 
increased by 3.3 per cent, while ODA to landlocked developing countries (LLDCs) increased by 4.3 per cent (Figure 
III.C.3). ODA to SIDS increased by 21.4 per cent, though from a low base. In 2020, when COVID-19-related aid was 
excluded, bilateral ODA had fallen for LDCs and other developing countries, except upper-middle-income 
countries. 353  This trend is anticipated to have continued in 2021. An increase in concessional outflows by 
multilateral organisations across all income groups – a consistent pattern since 2010 – partly compensates for the 
decline.354 
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Figure III.C.3 
Total Net ODA by DAC members by country group on a cash basis, 2015-2021 
(Billions of United States dollars, 2020 constant prices) 

  

  

  
Source: OECD Creditor Reporting System database. 
 
The war in Ukraine has exacerbated the demand for ODA. There is increased demand for humanitarian support 
to Ukraine, which is an ODA-eligible country, as well as higher in-donor refugee spending due to the surge in 

-10

-5

0

5

10

15

0

20

40

60

80

100

120

140

2015 2016 2017 2018 2019 2020 2021

Developing countries

Net ODA by DAC donors
Percentage change (right axis)

-4
-2
0
2
4
6
8
10
12

0

5

10

15

20

25

30

35

2015 2016 2017 2018 2019 2020 2021

Least developed countries

Net ODA by DAC donors
Percentage change (right axis)

-5

0

5

10

15

0

10

20

30

40

2015 2016 2017 2018 2019 2020 2021

Africa

Net ODA by DAC donors
Percentage change (right axis)

-10

-5

0

5

10

0

5

10

15

20

2015 2016 2017 2018 2019 2020 2021

Landlocked developing countries

Net ODA by DAC donors
Percentage change (right axis)

-60

-40

-20

0

20

40

60

80

0

1

2

3

4

5

2015 2016 2017 2018 2019 2020 2021

Small island developing States

Net ODA by DAC donors
Percentage change (right axis)

-5

0

5

10

15

20

0

10

20

30

40

50

2015 2016 2017 2018 2019 2020 2021

Middle-income countries

Net ODA by DAC donors
Percentage change (right axis)



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

105 
 

Ukrainian refugees in many DAC member countries. The war in Ukraine has also underpinned steep increases in 
global food and energy prices (see chapter I), increasing global need for humanitarian aid (see section 2.2). In 
addition, many developing countries are yet to recover from the COVID-19 pandemic and face significant debt 
sustainability issues (see chapter III.E), which may increase the demand for debt relief. At the same time, many 
DAC donors are facing sluggish domestic economic conditions, placing pressure on national budgets, and high 
inflation, lowering the purchasing power of ODA. There are also concerns that ODA to support the poorest and 
other most vulnerable countries could be diverted to meet the demand from the war in Ukraine. For example, by 
mid-2022, a few donors had announced plans to re-direct ODA to cover in-donor refugees costs, though some 
later reversed these announcements.355  
 
Cross-border ODA to countries should be sustained. Country programmable aid (CPA), which is provided to 
countries and regions (and excludes donor refugee costs, humanitarian aid, debt relief, and administrative costs) 
increased significantly in 2020, especially to MICs and SIDS (Figure III.C.4). CPA then rose slightly, by 1.5 per cent, 
in 2021, underpinned by increases in the health sector. Humanitarian aid and in-donor refugee spending also 
increased in 2021 (Figure III.C.5). Donors will need to improve communication on the importance of international 
development co-operation to garner public support to increase the total ODA envelope.  
 
Figure III.C.4 
Country programmable aid by sector on a cash basis, 2015-2021 
(Billions of United States dollars, 2020 constant prices) 
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Source: OECD Creditor Reporting System database. 
 
Figure III.C.5 
Gross ODA disbursements by DAC members to developing countries on a cash basis, 2015-2021 
(Billions of United States dollars, 2020 constant prices) 

 
Source: OECD Creditor Reporting System database. 
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Lessons from COVID-19 underscore the importance of sustaining ODA for the social sectors in the poorest and 
most debt vulnerable countries.  Prior to COVID-19, there was a decline in CPA for the social sectors, including 
for health and social protection systems, particularly for LDCs, LLDCs and SIDS. This has been reversed in the last 
two years (Figure III.C.4) due to the COVID-19 response and should continue to be prioritized for these countries. 
There are already concerns that some national governments will spend less on health between now and 2027 
than they did in the pre-pandemic period due to rising debt payments.356 ODA for the social sectors will help 
vulnerable countries continue to strengthen their systems as a core strategy for building resilience to future 
shocks. 
 
Pandemic preparedness should build on the lessons of the ACT Accelerator and COVAX. Since the beginning of 
the pandemic, the ACT Accelerator, a global coalition convened by the WHO, European Union, the United Nations, 
and a range of global health organisations was successful in raising $24 billion for COVID-19 response efforts.357 
However, there remains a $329 million funding gap as it phases out. COVAX, its vaccine distribution component, 
has also been successful despite vaccine nationalism, hoarding and export restrictions. With imminent pandemic 
threats, as demonstrated by the outbreak of the monkeypox disease in late 2022, lessons from implementation 
of the ACT Accelerator and COVAX can help improve financing pandemic preparedness. This includes improving 
coordination and investment in research and development to develop medical responses to future pandemics, 
ensuring poor and vulnerable countries have immediate access to pandemic response funding, building regional 
capacity in pandemic preparedness and strengthening national health systems.358 This will help to ensure that the 
focus and attention on pandemic preparedness does not wane in the aftermath of COVID-19, as it did after the 
2003 SARS outbreak, 2009 H1N1 pandemic and the 2014-2016 West Africa Ebola outbreak. 
 
New Pandemic Fund launched but falls short of estimated resources needed. The WHO’s Independent Panel for 
Pandemic Preparedness and Response (IPPPR),359 the G20’s High-Level Independent Panel (HLIP),360 and the G7’s 
Pact for Pandemic Preparedness361 all recommended increasing ODA for health systems strengthening and setting 
up a new pandemic preparedness fund. In September 2022, with the support of the G20, the World Bank launched 
the Pandemic Fund, dedicated to strengthening health systems in collaboration with WHO.362 However, the $1.6 
billion in financial commitments made towards the Fund363 falls short of estimates made by the HLIP and IPPPR of 
$5-$10 billion needed for an effective pandemic response.  
 
ODA for gender equality and women’s empowerment has stalled in recent years. The share of ODA364 with 
gender equality as a policy objective dropped slightly from 45 per cent in 2018-19 to 44 per cent in 2020-21 (Figure 
III.C.6).365 This signals a need for DAC members to intensify their efforts to direct more financial resources for 
gender equality and the empowerment of women and girls. Leadership commitment by donors, sound policy 
frameworks and well-designed, adaptive programming can help advance ODA for gender equality.366 The focus on 
gender equality as a share of ODA is particularly low in humanitarian aid, where only 19 per cent had gender 
equality as a policy objective, and in energy, where this rate was at 27 per cent in 2020-21. There is significant 
scope to strengthen the focus on gender equality in these sectors.367  
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Figure III.C.6  
Volume and share of ODA that have gender equality and women’s empowerment as principal and significant policy 
objective, 2002-2021 
(Billions of United States dollars, 2020 constant prices) 

 
Source: OECD Creditor Reporting System database. 
 
More grants are needed, especially for LDCs and SIDS. The grant component of ODA to developing countries 
declined from 83 per cent in 2015 to 81 per cent in 2021. A considerable decline was noted for LDCs, from 93 per 
cent to 87 per cent, and for SIDS, from 87 per cent to 71 per cent (Figure III.C.7). In addition, average maturities 
on loans to LDCs fell and interest rates rose (Table III.C.1).368 The Doha Programme of Action for LDCs underscores 
the need to scale up support for LDCs, while SIDS have made repeated calls for the use of multidimensional 
vulnerability as criteria to access concessional finance. A United Nations High Level Panel was appointed in 
February 2022 to develop a multidimensional vulnerability index (MVI) (see chapter IV),369 and if accepted as the 
pre-eminent measure of assessing vulnerability could lead to application of the MVI by donors as a complementary 
criterion to income per capita. 
 
Figure III.C.7 
Gross bilateral ODA disbursements by instrument by country groups on a cash basis, 2015/2019/2021 
(Percentage of total) 

 
Source: OECD Creditor Reporting System database. 
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Table III.C.1 
Characteristics of bilateral ODA loans to LDCs 

 2015 2016 2017 2018 2019 2020 2021 
Average grant element – new (%) 78 75 75 73 70 73 70 
Average grant element – old (%) 81 78 78 77 73 76 73 
Maturity period (years) 35.7 33.4 32.5 32.0 28.3 30.5 27.3 
Interest rate (%) 0.35 0.49 0.59 0.67 0.80 0.43 0.63 

Source: Carey, Eleanor, and Harsh Desai. ‘Maximising Official Development Assistance’. In Development Co-Operation Report 
2023: Debating the Aid System. Development Co-Operation Report. OECD, 2023.  

 
COVID-19 also highlighted the importance of support for MICs in times of crisis. ODA to MICs rose significantly 
in 2020 (Figure III.C.3), underpinned by pandemic-related support reflected in the health sector (Figure III.C.4), 
after falling between 2017 and 2019. Much of this assistance is provided in the form of loans (Figure III.C.7). 
Generally, support to MICs has been driven by issue-based ODA allocations, such as climate mitigation or providing 
humanitarian aid for refugees.370 Support for MICs should, however, not come at the expense of support to LDCs 
and other countries most in need. 
 
Country-owned INFFs can help align development cooperation with country priorities. It can guide ODA 
allocation to areas where they are most needed, as well as make explicit the links between development 
cooperation and other financing policy areas (such as domestic resource mobilisation and private investment). 
INFFs can also be used to enhance coherence, development effectiveness and complementarity between 
humanitarian and long-term development finance. 
 
2.2 Humanitarian finance 
 
The need for humanitarian finance rose steeply in 2022 and is expected to remain elevated in 2023, reflecting 
the unprecedent level of humanitarian needs globally. This is underpinned by the war in Ukraine, protracted 
armed conflicts, the climate crisis and increasingly frequent and destructive disasters caused by natural hazards, 
global food crisis (including risk of famine), on-going health epidemics (COVID-19, monkeypox, cholera outbreaks, 
rising cases of Ebola) and high inflation. The United Nations-coordinated humanitarian response plans’ funding 
requirements and received contributions increased significantly in 2022, with $4.75 billion of assistance provided 
to Ukraine and the region impacted by the war, as well as $3.32 billion for Afghanistan.371 Although funding 
increased, it was not enough to close the financing gap, which has widened considerably (Figure III.C.8). It is 
estimated that one in every 23 people will need humanitarian assistance in 2023, with UN and partner 
organizations aiming to assist 230 million people most in need across 68 countries, estimated at $51.5 billion. 
Rising operational costs are also contributing to these requirements. For example, the World Food Programme’s 
monthly food procurement costs are now 44 per cent higher than before the pandemic.372 
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Figure III.C.8  
Humanitarian response plans: funding gap, 2015–2022 
(Billions of United States dollars) 

 
Source: United Nations Office for the Coordination of Humanitarian Affairs (OCHA), “Appeals and Response Plans 2022,” 
Financial Tracking Service, accessed January 25, 2023. 
 
Addressing immediate needs while tackling structural causes of acute food insecurity is needed to tackle 
growing food crises. By September 2022, the number of food insecure people rose to unprecedented levels of 
between 201.4 and 205.1 million in 45 countries/territories, making 2022 the fourth consecutive year of rising 
levels of acute food insecurity.373 The increased severity and magnitude of food insecurity has been underpinned 
by increased humanitarian crises and food inflation.374 The majority of humanitarian assistance is towards cash 
and in-kind food assistance, compared to nutrition and agriculture/livelihoods (Figure III.C.9). Similarly, support 
to agriculture absorbs the majority of humanitarian assistance, compared to investments in social protection 
programmes, rural development, and basic nutrition (Figure III.C.9). Addressing immediate needs while tackling 
structural causes of acute food insecurity requires a holistic approach. This means treating food assistance, 
agriculture/livelihoods assistance and nutritional assistance as equally important. 
 
Figure III.C.9  
Humanitarian and development assistance to food crisis countries and territories by sector, 2016–2021 
(Billions of United States dollars) 

 
Source: Global Network Against Food Crises. ‘2022 Financing Flows and Food Crises Report: Analysis of Humanitarian and 
Development Financing Flows to Food Sectors in Food Crisis Countries’, 2022. 
Note: Development food assistance are those intended for social protection programmes and long-term household food 
security. 
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Action is required to meet goals set under Grand Bargain 2.0. In 2016, a Grand Bargain was made between donor 
countries and aid organizations to improve the efficiency and effectiveness of humanitarian aid. In 2021, 
signatories adopted a narrower set of priority objectives under Grand Bargain 2.0 to be achieved by June 2023. 
An independent review of implementation in 2021 indicates that urgent action is required in the following areas 
if goals are to be met: increasing the provision and ensuring more equitable distribution of quality funding; 
supporting local leadership and enhancing institutional capacities; giving affected people meaningful influence 
over aid provided; enhancing coordination of efforts to maximise multiplier effects; strengthening the governance 
and accountability; and simplifying monitoring and reporting to better track progress.375 
 
2.3 ODA and a sustainable and inclusive transformation 
 
ODA can help support sustainable and inclusive industrialization in several ways. In addition to immediate needs 
related to humanitarian aid, ODA is meant to promote medium and long-term development. While ODA for 
“industrial development and policies” is quite small, around $3.4 million in 2021, with almost half going to MICs, 
ODA also supports “production and economic sectors” (Figure III.C.4), such as the electricity, transportation and 
water and sanitation sectors, which help lay the foundations for industrialization. ODA can also be used to crowd 
in private finance in some  of these sectors, such as through project preparation grants to help countries develop 
investible projects (see section 4).376 Supporting clean energy and low-carbon transport solutions can also help 
with the transition to sustainable industrialisation (see Box III.C.4). ODA support for increasing the productivity of 
primary sectors (agriculture, forestry and fisheries) and the rural economy is also key for inclusive transformations 
(see chapter II). In addition, ODA support for trade (see chapter III.D), public sector policy, macroeconomic policy, 
and domestic resource mobilization (see chapter III.A) can support an enabling environment for investment in 
sustainable industrialization.377 The system of public development banks, including MDBs, provides additional 
support for a sustainable inclusive transition, including through non-concessional loans (that are cheaper than 
borrowing on commercial markets).  
 
3 Multilateral development banks lending  
 
MDBs provide countercyclical support in times of crisis; in line with this role, lending by MDBs fell in 2021 as 
demand for countercyclical support eased. After reaching a peak in 2020, all major MDBs, except the European 
Investment Bank and a few other smaller regional MDBs, recorded a drop in lending activities in 2021 as demand 
for COVID-19 countercyclical support eased. Total gross MDB lending fell by 12 per cent (Figure III.C.10) – 
underpinned by declines in both non-concessional and concessional loans – but remained higher than pre-
pandemic levels. Overall, MDBs loans and assets are around $500 billion per year collectively (see Table III.C.2). 
MDBs also played an important role in channelling support directly to governments using budget support378 and 
providing advisory services.  
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Figure III.C.10 
Lending by multilateral development banks, 2015–2021 
(Billions of United States dollars, current) 

 
Source: World Bank, International Debt Statistics. 
 
The system of PDBs play a central role in supporting long-term investment in the SDGs and climate action. PDBs 
already have a large footprint — 522 development banks and development finance institutions (DFIs) have total 
assets of $23 trillion and are estimated to finance around 10-12 per cent of investment globally.  
 
Table III.C.2 
Capitalization of selected MDBs, 2021 

Institution Existing paid-in 
capital 
(A) 

Callable 
capital 
(B) 

Subscribed 
capital 
(A + B) 

Existing assets 
& loans 

International Bank for 
Reconstruction and Development 

$20 billion $279 billion $298 billion $227 billion 

African Development Bank $14 billion $194 billion $208 billion $32 billion 
Asian Development Bank $7.5 billion $141 billion $149 billion $140 billion 
Inter-American Development Bank $6 billion $171 billion $177 billion $110 billion 
TOTAL $47 billion $785 billion $831 billion $509 billion 

Source: S&P Global, MDB annual reports 
 
Development banks have the potential to play a larger role in development finance. In the Addis Ababa Action 
Agenda, Member States recognized the important role of MDBs and other DFIs, in providing long-term 
development finance by mobilizing resources from capital markets, and stressed “that development banks should 
make optimal use of their resources and balance sheets, consistent with maintaining their financial integrity, and 
should update and develop their policies in support of the … sustainable development goals.” The Group of 20 
(G20), the UN Secretary-General SDG Stimulus, the Bridgetown Initiative and others have also recognized the 
important role of the PDBs, and MDBs in particular, and called on the MDBs to scale up lending to help meet 
sustainable development challenges, including by optimizing their balance sheets. The African Development Bank 
is exploring expanding its lending through an SDR recycling initiative, which could also be considered by recently 
approved prescribed holders of SDRs (e.g., Caribbean Development Bank, Development Bank of Latin America, 
Inter-American Development Bank);379 but requires the support of donors to be successful.380 The July 2022 G20 
independent review of the capital adequacy frameworks of MDBs report highlighted five areas for exploration, 
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including the approach to defining risk tolerance, the financial benefits of callable capital,381 the use of financial 
innovations, improving credit rating agency assessment of MDB financial strength, and transparency and 
information.382  
 
MDBs are taking action. In the Addis Ababa Action Agenda, Member States encouraged MDBs “to establish a 
process to examine their own role, scale and functioning to enable them to adapt and be fully responsive to the 
sustainable development agenda.”383  As of 2023, the World Bank is discussing a roadmap to better address the 
scale of development challenges and consider priorities for its evolution. The roadmap outlines three building 
blocks of this process: (i) review the Bank Group’s vision and mission; (ii) review the Bank Group’s operating model; 
and (iii) explore options to enhance its financial capacity and model, taking account recommendations made in 
the G20 capital adequacy framework review.384 The roadmap lays out a timeline, with the adoption of proposals 
planned for the Bank’s Annual Meetings in October 2023. The European Bank for Reconstruction and 
Development (EBRD) is expanding its operations to sub-Saharan Africa and Iraq, which will help meet the growing 
financing gap there.385 The European Investment Bank (EIB) established a new development arm, EIB Global, to 
increase its development impact outside Europe.386  MDBs are also committing to greater action to address 
biodiversity loss, by mainstreaming nature considerations into their policies, investments and operations, 
including through defining and making ‘nature-positive’ investments.387 
 
Increasing paid-in capital is also important to scale up lending. Although the World Bank and African 
Development Bank (AfDB) received a sizeable capital increase in 2018 and 2019, respectively, heightened 
development challenges since then would require further capital injections to meet the demand for MDB lending. 
There have been some positive developments. In December 2021, IDA received a new replenishment of $93 billion 
for the fiscal years 2022 to 2025. A year later, the African Development Fund, the concessional arm of the AfDB, 
received a new replenishment of $8.9 billion for its 2023 to 2025 cycle, which was a 14 per cent increase over its 
previous cycle.388Additional leverage and capital infusion would provide the head room to increase lending and 
improve lending terms.  
 
First, prioritizing grants to LDCs and SIDS is important. Since 2015, the share of grants to LDCs increased, while 
the share to SIDS fell significantly (Figure III.C.11).  
 
Figure III.C.11 
Gross MDB disbursements by instrument by country groups on a cash basis, 2015/2019-2021 
(Billions of United States dollars, current) 

  
Source: OECD Creditor Reporting System database. 
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Second, MDBs also provide very long-term non-concessional lending at affordable rates, including to middle 
income countries. In recent years, multilateral development finance has also focused for MICs.389 While some 
MICs can access private debt markets, others have difficulty accessing affordable, long-term commercial finance, 
underscoring the important role of MDB lending. Loans can also be long-term (30 to 50 years), with more 
significant grace periods to allow time for SDG-related investments to yield results in terms of contributing to 
economic growth, realizing improved wellbeing and productivity from human capital investments, and generating 
savings from resilience to shocks. Borrowing rates can be affordable: as of October 2022, World Bank IBRD loans 
are less than 150 basis points over US Treasuries for most bank’s clients.390 MDBs can further reduce the cost of 
borrowing for vulnerable countries, for example by mixing concessional and non-concessional391 resources. In 
addition, greater use of state-contingent clauses in MDB lending can provide breathing room to countries hit by 
shocks by automatically suspending debt payments in the case of a disaster, economic or financial crisis, or other 
shocks, as is already done by some bilateral and multilateral lenders. For example, the World Bank catastrophe 
deferred drawdown option and contingent emergency response component. These could be structured to be net-
present-value (or NPV) neutral to have minimal impact on MDB credit quality. Debt sustainability issues should 
also be a factor in offering appropriate support to countries, including using debt sustainability analyses to 
differentiate liquidity from solvency crises, as called for in the UN Secretary-General’s SDG Stimulus (see chapter 
III.E). 
 
Providing a greater share of lending to governments in local currencies would also contribute to lowering 
borrowers’ debt risk profiles. This is particularly important when lending for projects is unlikely to generate 
foreign currency earnings. MDBs and other international financial institutions are better placed than sovereigns 
to manage currency risk since MDBs can diversify across currencies while sovereigns face a concentrated foreign 
exchange risk. Several MDBs have increased their local currency offerings. To date, however, the costs are passed 
on to borrowers; MDBs could instead consider their large balance sheets as a diversified portfolio, as called for in 
the Addis Ababa Action Agenda. 
 
The network of PDBs can be leveraged to meet growing demands. The system can leverage the local knowledge 
and expertise of national and subregional development banks; MDBs can share global expertise with national and 
subregional development banks, thus helping these banks build capacity where appropriate. A study of nine MDBs 
and select national development banks (NDBs) in four regions found that MDBs lending to NDBs is uneven (ranging 
from extensive financial cooperation to relatively non-existent lending). Key barriers included currency mismatch, 
market conditions, availability of concessional financing, fiscal barriers, and political factors.392 The study also 
found that there was no alignment or tracking of SDG financing within or among MDBs or between MDBs and 
NDBs in their respective regions. The Finance in Common initiative can help address these challenges. 
 
4 Blended Finance 
 
After steady growth between 2012 and 2020, the expansion of blended finance has slowed. Convergence, a 
global network for blended finance, reported that the value of blended finance transactions only picked up slightly 
after being halved in 2020.393 
 
Blended finance, which uses public finance to crowd in private finance, is most relevant for investments in 
projects with high sustainable development impact, which are not attracting private investment but still have 
a solid business rationale and potential cash flows to repay the private partner. The objective is to make SDG 
investments that the private sector might not have done on its own competitive with other investment 
opportunities – and to do this with minimum concessionality or subsidy (i.e., just enough to make a project 
attractive to commercial investors).  
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To date, most blended finance deals occur in MICs. LDCs receive a small share of blended finance—an average 
of 15 per cent of private finance mobilized between 2018 and 2020—through a small number of large-scale 
projects. The low proportion of deals in LDCs (as well as in conflict and post-conflict countries) highlights the fact 
that blended finance, like private finance, is drawn to areas with lower barriers to private capital mobilization. It 
can also indicate a tendency of blended finance to focus on less costly projects with lower-risk profiles, and 
potentially lower developmental impacts. In most cases, the developmental impact of deals is unknown, in part 
due to weak monitoring and reporting and poor transparency.394 The 2021 OECD-UNDP Impact Standards for 
Financing Sustainable Development aims to address this gap. 
 
Blended finance is also focused on economic infrastructure and services. Because blended finance is most 
effective in projects with solid business rationale, the bulk of projects are in areas with the potential for financial 
profit. Almost two-thirds of mobilized private finance is in economic infrastructure and services, including energy-
related projects (Figure III.C.12). Mobilized private finance for renewable energy was $6.8 billion in 2018-2020,395 
with a large majority of mobilised private finance for climate action addressing mitigation. Given the profit 
potential of clean energy, a shift from traditional development assistance towards private finance mobilisation in 
the clean energy sector, particularly for MICs, could potentially expand climate finance resources (see also section 
6).396 In addition, a significant portion of support flows into banking and business services, including on-lending to 
local markets, which can help support the domestic businesses sector (see Chapter III.B).  
 
Figure III.C.12 
Mobilised private finance by sector, 2018-2020 average 
(Billions of United States dollars, current) 

 
Source: OECD, “Private Finance Mobilised by Official Development Finance Interventions: Opportunities and Challenges to 
Increase Its Contribution towards the SDGs in Developing Countries” (OECD Development Co-operation Directorate, 2023).  
Note: CIV- collected investment vehicles; DIC – direct investment in companies; SPVs – special purpose vehicles. 
 
Blended finance can thus play a key role in sustainable and inclusive industrialization. Blended finance that 
supports economic infrastructure and services complements sustainable and inclusive industrial policies (see 
chapter II). Such national policies are similar to blended finance in that they aim to stimulate private investment 
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in sustainable and productive assets with a positive development impact. When blended finance is aligned with 
countries’ national priorities it brings national and global priorities together, leveraging local and international 
finance, capacities, and knowledge. For example, the Acumen Resilient Agriculture Fund, an equity fund designed 
to build the climate resilience of smallholder farmers is supported by the Green Climate Fund and several private 
entities. 
 
Despite high interest in blended finance, there have been a range of obstacles to scaling it up. An OECD survey 
of 64 bilateral and multilateral providers highlighted that mobilising private resources for development is one of 
their strategic objectives. However, it also showed that only18 per cent of these institutions’ portfolios ranked 
private finance mobilisation as their main objective.397 The OECD survey and others highlighted the shortage of 
bankable/viable projects, perceived high risk/low return, and lack of financial/investment expertise as obstacles 
to ramping up private finance mobilisation.398 
 
To scale up blended finance transactions, a new approach may be needed, building on principles for blended 
finance (Box III.C.2). As highlighted in earlier Financing for Sustainable Development Reports, this includes: First, 
blending using concessional finance needs to be aligned with country priorities and part of broader national 
sustainable development strategies. Projects that are aligned with national plans, and that involve local and 
national actors, are much more likely to have long-lasting impacts. INFFs provide a platform to tie financing to 
national priorities. Second, the primary focus of all blended deals should be development impact. If the goal of 
blending is to increase the volume of deals, blending will focus on where it is easiest to make deals. This would 
inevitably result in LDCs being overlooked by blended instruments. Development partners need to acknowledge 
this reality and customize blended instruments to local circumstances. DFIs also need to reflect this in staff internal 
objectives, so the focus is on delivering impact rather than volumes. Third, analysis should always include 
measurement of the cost of blending versus other financing mechanisms. For example, the biggest infrastructure 
needs may be in social infrastructure that might not be profitable to private investors, even with enhancements. 
Water and sanitation—where commercial viability is often challenging due to equity concerns—has attracted a 
limited amount of private finance mobilized by official development finance; social sectors, such as health, 
education and gender equality, are scarcely covered (Figure III.C.12). In those cases, public investments might be 
more appropriate, even if a complex blended deal could be arranged. Capacity development and transparency, 
participation, and reporting are critical. The new INFF facility399 can support capacity development, including 
helping countries identify appropriate instruments and pricing to provide sufficient risk-adjusted returns to 
investors, without over-compensating them. Ensuring transparency and impact reporting, participation, and 
monitoring throughout the life of a project is important both to decision-making and to monitoring and review.  
 
Box III.C. 2 

Principles for blended finance, extracted from the Addis Ababa Action Agenda1  
 

1. Appropriate use   
2. Sharing risks and rewards fairly  
3. Alignment with sustainable development  
4. Clear accountability mechanisms  
5. Transparency  
6. Participation, particularly of local communities, in decisions affecting their communities 
7. Effective management, accounting, budgeting for contingent liabilities, and debt sustainability  
8. Alignment with national priorities, promotion of country ownership and other relevant principles of 

effective development cooperation 
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In line with these principles, different groups of actors have defined principles for blending for their own 
activities, including the 2017 OECD/DAC Blended Finance Principles for Unlocking Commercial Finance for the 
SDGs, and the 2017 DFI Working Group Enhanced Blended Concessional Finance Principles, and the GPEDC 
Kampala Principles for effective private sector engagement through development co-operation. These share 
broader development effectiveness principles, such as the importance of country ownership. 
 
Source: UNDESA and OECD 
1 A/RES/69/313 

 
The Addis Ababa Action Agenda also calls on countries to share risk and returns fairly in blended finance (Box 
III.C.2). For deals with high financial upside potential, the public entity could use instruments with equity-like 
characteristics that allow it to share in the financial profit (over a threshold that covers the private partner’s costs). 
Profits can then be used to fund other investments. This can be done most efficiently through a DFI or through 
pooling resources in a blended finance investment/venture fund (see chapter II). Blended finance deals should 
also be disaster-risk informed, clearly defining the risk reducing roles and responsibilities of the public and private 
sector to attract sufficient private investment.  
 
5 South-South cooperation  
 
Efforts to measure South-South cooperation advance. Following the breakthrough in 2021 by a sub-group on 
South-South cooperation as part of Inter-agency Expert Group on SDG Indicators Working Group on Measurement 
of Development Support,400 the United Nations Statistical Commission, in 2022, supported the development of an 
initial conceptual framework for the measurement of South-South cooperation, enabled by the co-custodianship 
of UNCTAD and led by countries from the global South.401 Preparatory work and early pilot initiatives have rolled 
out in 2022, with wider regional work expected from 2023. UNCTAD is also currently building a mechanism for the 
reporting of South-South cooperation, with an advisory group expected to steer capacity building efforts.402 
 
South-led development banks and financial institutions play a role in supporting developing countries. The 
Asian Infrastructure Investment Bank approved 35 projects totalling $7.3 billion in 2022, which benefited many 
MICs, as well as some LDCs, SIDS and LLDCs.403 In 2021, the New Development Bank (NDB) approved 10 new loans 
worth $5.1 billion related to COVID-19 support and infrastructure projects.404 The NDB is expected to continue to 
grow given its expanded membership (Bangladesh, Egypt, UAE and Uruguay joined in 2021). Sub-regional 
development banks and financial institutions, such as those in Latin America and Africa, also continue to support 
COVID-19 recovery, regional integration, and infrastructure development projects. 
 
Borrower-led MDBs, which are owned and controlled by borrower countries, with little or no governance input 
from donor countries, are relatively small but rapidly growing. The outstanding loan portfolios of 10 borrower-
led MDBs grew from $7.2 billion in 2000 to $73.4 billion in 2021. This was underpinned by several borrower-led 
MDBs in Latin America, Africa and Eastern Europe/Central Asia,405 driven by internal reforms and improved access 
to bond market financing. For example, the West African Development Bank (BOAD) issued the first sustainability 
bond in Africa in 2021. The bond was issued to support governments to fund non-commercial SDG-related projects 
across the BOAD’s eight member countries: Benin, Burkina, Côte d’Ivoire, Guinea Bissau, Mali, Niger, Senegal, and 
Togo.406 Some were quick to react to the COVID-19 pandemic, as well as support their members tackle the impact 
of the war in Ukraine. The operations of borrower-led MDBs align more closely with their member countries’ 
priorities compared to other MDBs but they may have more difficulty in accessing funding.407 Leveraging their 
potential can also help meet heightened demand. 
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South-South cooperation can support industrial development. BRICS countries (Brazil, Russia, India, China and 
South Africa) are exploring cross-border collaboration around industrial development and related policy matters 
to better respond to emerging development challenges and opportunities. 408  BRICS, through their Industry 
Ministers Meeting and a shared action plan, are considering joint strategies to boost trade and sustainable 
economic growth, strengthen industrial ties, promote technology transfer and innovation and improve investment 
climates and job creation. They are also considering a proposal for joint training and skill development 
programmes, collaborative research and development and business development opportunities.  
 
Triangular cooperation complements South-South and North-South cooperation. Data collected in the online 
project repository, CRS, and TOSSD show that triangular cooperation is deployed across all regions, with the 
largest share undertaken in Latin America and the Caribbean region, but there has been a swift rise in Sub-Saharan 
Africa and Asia since 2018. While triangular cooperation is used across multiple sectors, it is a popular instrument 
for sharing experiences and knowledge on how to support government and civil society, protect the environment 
and, tackle health issues. 
 
The United Nations system continues to support South-South and triangular cooperation. A 2021 survey 
indicated that 80 per cent of the 27 United Nations development system entities had included advancing South-
South and triangular cooperation in their strategic framework or planning and programming instruments at the 
global and regional levels.409 UNCDF and the Intergovernmental Authority on Development (IGAD) supported the 
harmonization of remittance policies across IGAD countries (Djibouti, Eritrea, Ethiopia, Kenya, Somalia, South 
Sudan, Sudan and Uganda). The ILO issued a peer-learning guide on South-South and triangular cooperation for 
decent work,410 as well as a good practices guide.411 This adds to the available knowledge products by the United 
Nations Office for South-South Cooperation.412 
 
6 Climate finance 
 
It is now widely accepted that the $100 billion climate finance target was not met in 2020. Under the climate 
agreements, developed countries agreed to jointly mobilize $100 billion a year by 2020 from public and private 
sources to support climate action in developing countries. Despite a lack of agreed accounting methodologies and 
boundary conditions for assessing progress under the United Nations Framework on the Convention on Climate 
Change, and a range of estimates (Figure III.C.13), it is widely accepted that the goal was not achieved by 2020.413 
The latest OECD assessment of progress showed that climate finance was $83.3 billion in 2020 (Figure III.C.14).414 
Developed countries expressed confidence that climate finance would exceed $100 billion by 2023.415 Concerns 
have been raised about lack of clarity regarding the relationship between ODA and climate finance and increased 
transparency could help to achieve the right balance between development and climate spending while 
highlighting their strong interlinkages.416  
 
Work commences on a new collective quantified goal (NCQG) on climate finance. In 2021, the United Nations 
Climate Change Conference in Scotland (COP26) agreed on the process to set a NCQG on climate finance by the 
end of 2024, starting from a floor of $100 billion and taking into account the needs and priorities of developing 
countries.417 An ad hoc work programme was set up from 2022 to 2024 with four technical expert dialogues per 
year. In 2022, the dialogues highlighted that the NCQG provides an opportunity to accelerate the implementation 
of the Paris Agreement and discussed: quantitative and qualitative elements; reflecting a long-term perspective; 
creation of incentives to allocate financial resources to address the needs and priorities of developing countries; 
and how it may be informed by a set of principles, including accessibility, inclusivity, predictability, measurability, 
transparency, and be time bound.418  
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Figure III.C.13 
Range of climate finance estimates per channel from sources of information in the latest available year 

 
Source: UNFCCC Standing Committee on Finance, “Report on Progress towards Achieving the Goal of Mobilizing Jointly $ 
100 Billion per Year to Address the Needs of Developing Countries in the Context of Meaningful Mitigation Actions and 
Transparency on Implementation,” Technical Report, 2022. 
 
Figure III.C.14 
Climate finance provided and mobilised by component, 2016-2020 
(Billions of United States dollars) 

 
Source: OECD, Aggregate Trends of Climate Finance Provided and Mobilised by Developed Countries in 2013-2020, Climate 
Finance and the $100 Billion Goal (OECD Publishing, 2022). 
 
The United Nations Climate Change Conference in Sharm El Sheikh (Cop 27) reached a breakthrough agreement 
to provide loss and damage funding for vulnerable countries hit hard by climate disasters. The historic decision 
follows decades of slow progress in global discussions on loss and damage (Box III.C.3). A transitional committee, 
to be set up by March 2023, will make recommendations on how to operationalize both the new funding 
arrangements and the fund for consideration and adoption at COP28.419  
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Box III.C. 3 
A history of discussions on financing loss and damage 

Proposed by SIDS around 1991 and long advocated by developing countries, the premise of finance for loss and 
damage is that developed countries, with major responsibility for climate change, should provide support to 
developing countries for irreversible loss and costly damages from the impact of climate change. Advances in 
global discussions have been slow, with the term ‘loss and damage’ only first introduced in the United Nations 
Climate Change Conference held in Bali in 2007 (COP13).a In 2013 in Poland (COP19), the Warsaw International 
Mechanism for Loss and Damage was established to address the loss and damages “associated with the adverse 
effects of climate change, including impacts related to extreme weather events and slow onset events.”a These 
effects occur despite global mitigation and local adaptation efforts and have economic and non-economic 
impacts. While Article 8 of the Paris Agreement devotes attention to loss and damage, it was not included in 
relation to Article 9 on climate finance.b The guidelines agreed under the Enhanced Transparency Framework 
(ETF) recognised the potential overlap with adaptation action providing space for Parties to report on averting, 
minimizing and addressing loss and damage. In Glasgow, reporting tables agreed for climate finance under the 
ETF provided scope to report on loss and damage support provided, needed or received under additional 
information. However, it was not until the decision on funding arrangements for addressing loss and damage 
agreed at Sharm el Sheikh where the issue was identified as specifically separate to adaptation in the area of 
climate finance. The decision further emphasised that it should “not involve or provide a basis for any liability 
or compensation.”b Details for implementation of the Paris Agreement also constrained potential loss and 
damage finance by stating  

 
The Warsaw International Mechanism intended to enhance cooperation and facilitation finance, technology 
and capacity-building support to help victims of climate change recover after extreme weather or slow-onset 
events,c possibly through solidarity-based instruments that transfer responsibility to the international 
community, such as taxation and transfers from developed countries to climate-vulnerable countries.b 
However, the focus has only been on private sector insurance-type mechanisms, such as risk pooling and 
transfer, catastrophe risk insurance, contingency finance, climate-themed and catastrophe bonds.b Critics 
argued that these market-based mechanisms place responsibility on the communities at risk, for example, by 
expecting them to pay an insurance premium.b,c,d They are also unlikely to be sufficient to meet the costs, with 
estimates ranging from $50 billion to $428 billion by 2030.d In addition, these mechanisms were not well suited 
to address slow-onset and non-economic events, which could be better served through development support 
for building resilience, including for social protection.b Several alternative options, including a dedicated loss 
and damage fund, have been discussed but had not previously gained traction in the Warsaw International 
Mechanism. Other options included solidarity taxes (e.g., financial transaction tax, airline levy), carbon taxes 
(e.g., levies on air and ship fuels, fossil fuel levies, global carbon tax), and issuance of additional Special Drawing 
Rights.e The COP27 decision on establishing funding arrangements to address loss and damage, including a 
dedicated fund, is thus a historic breakthrough. 
 
Source: UNDESA. 
aUNFCCC, “Chronology - L&D Workstream,” United Nations Climate Change, 2022. 
bJonathan Gewirtzman et al., “Financing Loss and Damage: Reviewing Options under the Warsaw International 
Mechanism,” Climate Policy 18, no. 8 (September 14, 2018). 
cChloe Farand, “Loss and Damage: Who Pays for the Impacts of the Heated Earth?,” Climate Home News, December 3, 
2019.  
dJulie-Anne Richards and Liane Schalatek, “Financing Loss and Damage: A Look at Governance and Implementation 
Options,” Discussion Paper (Heinrich Böll Stiftung North America, 2017). 
eJ. Timmons Roberts et al., “How Will We Pay for Loss and Damage?,” Ethics, Policy & Environment 20, no. 2 (May 4, 2017). 
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Adaptation finance is increasing but not at the pace of climate impacts and a widening financing gap. Adaptation 
finance rose significantly to $28.6 billion in 2020 despite concerns over the impact of COVID-19 on climate finance, 
accounting for 34 per cent of total climate finance, its largest share yet (Figure III.C.14). If this trend continues, the 
new commitment to double adaptation finance by 2025 could be met. However, the growth in adaptation finance 
is not keeping up with climate impacts.420 The adaptation finance gap is also growing, estimated at five to ten 
times greater than current adaptation finance flows.421 
 
As the largest provider, MDBs should play a leadership role in meeting climate finance targets, including on 
adaptation and increasing support to LDCs and SIDS with grants. In 2020, MDBs accounted for around 40 per 
cent of total climate finance attributed to developed countries, compared with bilateral climate finance of 38 per 
cent.422 In fiscal year 2022, the World Bank delivered a record $31.7 billion to help countries address climate 
change.423 Many MDBs also increased collaboration with dedicated climate Funds, such as the Green Climate Fund 
(GCF) and the Global Environment Facility. To date, GCF and MDBs have co-invested over $20.6 billion.424 MDBs 
leadership on achieving climate finance goals can help spur similar action among other providers. This includes 
scaling up adaptation finance, which in 2021 only accounted for 35 per cent of total MDB climate finance of $51 
billion. 425  By fiscal year 2022, adaptation finance reached 49 per cent of the World Bank’s overall climate 
finance.426 In other areas, the share of MDB finance to LDCs (20 per cent) and SIDS (1 per cent) is the low compared 
to bilateral providers (25 per cent and 2 per cent) and multilateral climate funds (26 per cent and 7 per cent).427  
Increasing their overall share, including for grants than loans, and continuing to ensure a balance between 
adaptation and mitigation finance can help LDCs and SIDS keep up with growing demands. Several challenges 
facing SIDS include the measurement of “return” on mitigation investment or difficulties to technically 
demonstrate adaptation needs, which might affect future allocations.428 In addition, by expediting the alignment 
of their activities with the Paris Agreement and the SDGs, MDBs can help meet climate targets. This includes 
realising their commitment to end supporting fossil fuel projects as the European Investment Bank has done.429 
The World Bank aims to align all new operations with the Paris goals by July 1 2023.430 
 
Country platforms, such as the Just Energy Transition Partnerships (JETP), can help boost climate action and 
sustainable industrialisation. A country platform is a way to organise international development cooperation and 
climate change action at the country level. Broadly, it is a government-led, multi-stakeholder partnership used to 
attract and coordinate international public finance in support of common goals.431 The JETP in South Africa, which 
was announced at COP26, aims to help the transition away from coal is an example of a country platform. Since 
then, JETPs have been announced for Indonesia, India, and Vietnam, and Senegal (Box III.C.4). Country platforms, 
such as the JETP, can also help facilitate strategic collaboration between the government and the private sector, 
which is key for sustainable industrialisation policy implementation (see chapter II).432 Financing strategies to 
deliver on the aims of country platforms should be based on a detailed understanding of different areas being 
financed.433  INFFs can help country platforms match different types of financing with the most appropriate 
investment, as well as ensure coherence with different financing policies. 
 
Box III.C. 4 

Just Energy Transition Partnerships 

Just Energy Transition Partnerships (JETPs) aims to help coal-dependent emerging economies make a just 
energy transition away from coal, including tackling the social consequences of the transition, such as through 
training and alternative job creation for affected workers and new economic opportunities for affected 
communities.a  
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The JETP model was pioneered at COP26 in 2021, where South Africa and an International Partners Group (IPG) 
of France, Germany, the United Kingdom, the United States of America, and the European Union announced 
an $8.5 billion JETP, to be provided over the following three to five years, in the form of concessional loans 
(63%), commercial loans (18%) and grants (4%).b In 2022, at COP 27, South Africa published its JETP 
Implementation Plan, which laid out its priority investment requirements in the electricity, new energy vehicles, 
and green hydrogen sectors, totalling $98 billion, much higher than the JETP commitment.c 
 
The second tranche of JETPs for Indonesia, Vietnam, India and Senegal was announced at the G7 Leaders 
meeting in Bali in November 2022.a Inclusion of Senegal, who is not currently a major coal producer/consumer 
or major carbon emitter but a future gas producer, widened the scope of the JETPs.a While negotiations are 
ongoing for JETPs in India and Senegal, JETPs have been established for Indonesia and Vietnam. Canada, Italy, 
Norway and Denmark joined the IPG for Indonesia and Vietnam. 
 
The aim of the JETP for Indonesia is to mobilize $20 billion in public and private financing over a 3-to-5-year 
period, using a mix of grants, concessional loans, commercial loans, guarantees and private investments. $10 
billion of public money will be mobilised by the IPG members and at least $10 billion of private finance will be 
mobilised and facilitated by the Glasgow Financial Alliance for Net Zero (GFANZ) Working Group.d Similarly for 
Vietnam, the JETP aims to mobilize $15 billion over a 3-to-5-year period, with IPG members mobilising $7.5 
billion and GFANZ Working Group $7.5 billion.e 
 
Source: UNDESA. 
aKatherine Kramer, “Just Energy Transition Partnerships: An Opportunity to Leapfrog from Coal to Clean Energy,” 
International Institute for Sustainable Development, December 7, 2022. 
bShakira Mustapha, “Providing Climate Finance in the Context of a Looming Debt Crisis,” ODI: Think change, November 11, 
2022. 
cRepublic of South Africa, “South Africa’s Just Energy Transition Investment Plan (JET IP) for the Initial Period 2023-2027,” 
2022. 
dUnited Kingdom Government, “Indonesia Just Energy Transition Partnership Launched at G20,” November 15, 2022. 
eUnited Kingdom Government, “Political Declaration on Establishing the Just Energy Transition Partnership with Viet Nam,” 
December 14, 2022. 

 
7 Quality, impact, and effectiveness of development cooperation 
 
Changes in the financing for development landscape calls for a stronger shared understanding of how the 
development effectiveness agenda can inform policy and action at the country level. Since the adoption of the 
Addis Ababa Action Agenda, international development cooperation has seen significant shifts in its provision, 
modalities, focus, and recipients. In terms of providers, there is: increased delivery of ODA through multilateral 
rather than bilateral providers, a rise of South-South and triangular cooperation (see Box III.C.5), and a nascent 
contribution of philanthropy. On modalities, there has been: a growth of ODA through loans relative to grants, an 
increase in blended finance (though it remains small), and greater use of regional and sub-regional mechanisms 
(see Box III.C.6 on broader measures of development support). In terms of focus, there has been a shift from a 
concentration on poverty to broader goals such as the SDGs and climate finance (particularly given the climate 
crisis and COVID-19 experience), as well as an increase in allocation for humanitarian aid. Changes in recipients 
are in part due to the graduation of low income and LDCs to higher income categories, a concentration of the poor 
and vulnerability in MICs, and increased attention to climate-vulnerable countries and those in conflict or post-
conflict situations. 434  While a recent survey of providers and recipient countries indicated that the current 
development effectiveness agenda remains relevant, respondents also indicated the need for reform and 
revitalisation due to the changed landscape and lagging attention to the agenda.435 A shared understanding of 
development effectiveness principles by all actors can help policy and action at the country level. 
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Box III.C. 5 

North-East Asia Development Cooperation Forum 

East and North-East Asia is home to countries that have emerged as key providers of development assistance. 
Several countries (e.g., the Republic of Korea and China) have transitioned from being recipients to providing 
development assistance through various modalities (e.g., knowledge-sharing platforms, South-South and 
triangular cooperation, and multilateral mechanisms).  
 
To improve the effectiveness of development cooperation efforts, the North-East Asia Development 
Cooperation Forum was set up in 2014. The annual engagement platform brings together researchers and 
experts to discuss experiences and potential areas of cooperation for North-East Asia.a Lessons from the COVID-
19 pandemic has prompted partners to reflect on the new international development cooperation landscape,b 
including the cross-border and interconnected nature of development challenges, massive finance gaps to 
address global challenges (e.g., pandemic, climate change, energy crisis) and widening within-country 
inequalities among development assistance providers.c  
 
Source: UNESCAP. 
aSee United Nations, Economic and Social Commission for Asia and the Pacific (UNESCAP), Achieving the Sustainable 
Development Goals through Enhanced Development Cooperation in East and North-East Asia (Sales No. E.18.II.F.2, 2018). 
bSee UNESCAP, “6th North-East Asia Multistakeholder Forum on Sustainable Development Goals 2022,” September 2022; 
Korea International Cooperation Agency, “The 15th Seoul ODA International Conference,” September 2022. 
cSee LI Xiaoyun et al., “New Landscape of International Development Cooperation in Post-Covid-19- Implications for North-
East Asia Countries,” UNESCAP North-East Asia Development Cooperation Forum Policy Brief, December 24, 2020. 

 
Box III.C. 6 

Broader measures of development support 

Measurement of Development Support under the SDGs Indicator Framework 

At its fifty-third session, in March 2022, the United Nations Statistical Commission adopted the proposed new 
indicator 17.3.1a by the Inter-agency and Expert Group on SDG Indicators (IAEG-SDGs) Working Group on 
Measurement of Development Support. Indicator 17.3.1 aims to capture broader measures of development 
support under target 17.3: “Mobilize additional financial resources for developing countries from multiple 
sources”. The indicator follows the recipient perspective and complies with the Addis Ababa Action Agenda by 
distinguishing flows of different types and concessionality, which have different impacts on development. It 
includes gross receipts from developing countries of: a) official sustainable development grants; b) official 
concessional sustainable development loans; c) official non-concessional sustainable development loans; d) 
foreign direct investment; e) mobilized private finance on an experimental basis (subject to review in the 2025 
review of SDG indicators); and f) private grants. The OECD and UNCTAD are the co-custodians of the new 
indicator and work is under way for the first global reporting on this indicator, including capacity-building.  
 
The UN Statistical Commission also agreed to review the issue of the measurement of global and regional efforts 
in support of SDGs. However, consultations indicated that national efforts were not sufficiently advanced to 
form the basis for further work. The Commission decided not to pursue a review at the international level at 
this time but is open to discuss the issue in the future.a 

 
Total official support for sustainable development  

Initiated by the OECD and developed by an international task force of experts created in July 2017, TOSSD aims 
to captures both cross-border resource flows and support to international public goods and global challenges 
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with substantial benefits to developing countries. It includes concessional and non-concessional support from 
traditional and emerging bilateral and multilateral finance providers, including South-South and triangular 
cooperation providers. It also captures private finance mobilized by official interventions. TOSSD data on 2021 
flows was published in January 2023, covering activities from 106 respondents, including 46 countries and 60 
multilateral organizations. Several pilot studies have also been conducted.b TOSSD 2021 data includes activity-
level information for $395 billion of official support and an additional $41 billion of private finance mobilised 
by official interventions. b TOSSD data is one of the data sources for indicator 17.3.1. 
 
Source: UNDESA. 
a E/CN.3/2023/2 
bSee the TOSSD website at https://www.tossd.org and TOSSD data at https://tossd.online/. 

 
Development cooperation platforms can help actors navigate the changed landscape and accelerate behaviour 
change in line with the development effectiveness agenda. There are currently two main global platforms dealing 
with the development effectiveness agenda – the United Nations Development Cooperation Forum (DCF) and 
Global Partnership for Effective Development Cooperation (GPEDC). The DCF holds a biennial forum, the latest in 
March 2023, generating and disseminating analysis and data through its biennial DCF survey, the seventh being 
the latest. The 2022 GPEDC Summit launched various instruments, including a new global partnership monitoring 
exercise to help members meet commitments on effective development cooperation and drive action at the 
country level (Box III.C.7).436  Ensuring the complementarity of global arrangements to advance the development 
effectiveness agenda is critical to meet the massive global development challenges and changed financing 
landscape.  
 
Box III.C. 7 

New monitoring exercise of the Global Partnership for Effective Development Cooperation 

Launched in December 2022, the new Global Partnership monitoring exercise aims to provide evidence on 
progress made by members in implementing effective development cooperation commitments.a Monitoring 
findings aim to support multi-stakeholder dialogues to advise governments and partners on their joint actions 
to achieve the SDGs, including through INFFs. There will be a focus on leave no one behind, data and statistical 
systems, as well as a new assessment area on private sector engagement in development cooperation against 
the Kampala Principles.b 
 
Source: GPEDC. 
aSee Global Partnership for Effective Development Co-operation, “2022 Effective Development Co-Operation Summit 
Declaration,” December 14, 2022. 

bSee Global Partnership for Effective Development Co-operation, “Kampala Principles for Effective Private Sector 
Engagement through Development Co-Operation,” 2019. 

 
A shared understanding of development effectiveness principles is key in the new development financing 
landscape.  Shared principles include: aligning activities with country priorities, promoting country ownership, 
strengthening partnerships, increasing transparency and mutual accountability. However, harmonising 
development effectiveness principles between traditional ODA providers and South-South cooperation has been 
challenging due to differences in historical context, scope and motivation. There are significant divides, such as 
on solidarity, equality, mutual benefit, respect for national sovereignty and non-interference in domestic affairs, 
as well as conditionalities related to human rights, good governance, or and democracy.437  
 
COVID-19 demonstrated the importance of having in place risk-informed development cooperation. This 
includes development cooperation policies that include a comprehensive assessment of known risks, while 
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building in sufficient flexibility to swiftly respond to potential future crises and emergencies. Such risk assessments 
should be reviewed and revised on a regular basis. According to the 2021/2022 DCF Survey, national development 
cooperation policies that built in disaster response contingencies were better prepared for the pandemic and able 
to rapidly mobilise resources for the COVID-19 response. Risk assessments can also be embedded in country 
results frameworks, which set out various performance targets, as well as through development cooperation 
information systems. These information systems act as the “nerve centre” of development cooperation – 
collecting, analysing and reporting information, identifying gaps, duplication of efforts and blockages to progress, 
and feeding analysis, evaluation and learning into decision-making on development cooperation. This information 
can be useful for risk planning, budget preparations and macroeconomic assessment, which, can form a key part 
of INFFs. While countries have information systems in place, lack of complete and timely data from development 
partners can hinder their effectiveness.438 
 
To enhance country ownership, donors should entrust more ODA to developing country governments and local 
stakeholders. Although CPA has increased (see section 2) and direct budget support almost doubled during the 
pandemic,439 less than half of ODA is channelled through the public sector of recipient developing countries; and 
only one-third in LDCs (Figure III.C.15). Compared to other country groups, the public sector in MICs receive a 
larger share of ODA, the majority of which is through loans (Figure III.C.7). It appears that donors who channel 
more ODA through the public sector also rely more on loans than grants to these countries.440 Many MICs have 
better governance systems in place to absorb loans directly. Directing less ODA through partner governments may 
reflect political concerns in donor countries, including over state-delivery; and those donors that by-pass 
governments may be less inclined to align their objectives with country priorities.441 INFFs can help countries align 
development cooperation with country priorities and ensure more coordinated and needs-driven interventions 
by development partners – enhancing overall control over development cooperation by governments.442 
 
Figure III.C.15 
Gross bilateral ODA disbursements by channel, 2015/2019/2021 
(Percentage of total) 

 
Source: OECD Creditor Reporting System database. 
 
Encouraging the participation of non-state actors in national development cooperation forums can help to 
better reach marginalised and vulnerable communities. National development cooperation forums are typically 
the primary platform for developing country governments, development partners and stakeholders to 
transparently discuss and enhance development cooperation efforts. While national governments generally invite 
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all stakeholders to these forums, international development partners usually dominate, with less engagement by 
non-state actors, including civil society organisations (CSOs).443 Lessons from COVID-19 underscores the important 
role of non-government organisations (NGOs) and CSOs in reaching vulnerable communities. Many developing 
countries are making more concerted efforts to enhance (particularly local) CSO engagement in decision-making 
to improve the effectiveness of development cooperation.444 Development partners can also help to develop the 
capacity of local CSOs.445 
 
Recent work to increase transparency of the tax treatment of ODA-financed goods and services, reveals 
considerable diversity in donor positions on the tax exemptions for ODA. At the end of 2022, of the 21 donors 
included in the new OECD tax transparency hub, twelve had either undertaken a review, or were planning a review 
of policy in this area, while nine had no plans to review. In terms of the policy positions, six countries had no 
general policy, eight countries generally request exemptions, three sometimes request exemptions, and four 
never or rarely request exemptions.446 There are also differences in how recipient countries approach the taxation 
of ODA.447 
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III. D. International trade as an engine for development 
 
1 Key messages and recommendations 
 
The war in Ukraine has impacted the trade rebound from the COVID-19 pandemic; the war has also affected 
food supplies, which has spurred a global food crisis. The growth in global trade in goods and services slowed in 
early 2023, after reaching a historical high in 2022. Maritime costs remain elevated due to continued shipping 
capacity shortages, underpinning higher prices of imported goods. High food and fertiliser prices, currency 
depreciations against the United States dollar, and export restrictions have also affected food supplies worldwide. 
The Black Sea Grain Initiative helped to resume exports of Ukrainian grain amid the ongoing war, and World Trade 
Organization (WTO) members agreed to exempt food purchases by the World Food Programme for humanitarian 
purposes from export restrictions to address growing food insecurity. 
 
The impact of the COVID-19 pandemic, digitalization, and climate crisis are bringing renewed attention to trade 
and industrial policy. Trade measures can help build or improve the competitiveness of domestic industries, 
supporting industrial policies. There is renewed attention on the role of industrial policy in tackling the climate 
crisis amid rapid digitalization. However, developed countries need to consider the impact of industrial policies 
on poorer countries. There is risk of a new industrialization divide, unless developing countries, especially least 
developed countries (LDCs) and landlocked developing countries (LLDCs), are supported. 
• The international community needs to update multilateral rules on subsidies in the face of compounding 

challenges. More dialogue is needed to develop an agenda to better understand subsidy programs and their 
consequences.  

• LDCs and LLDCs should be prioritised for support, including for trade finance, trade facilitation measures and 
aid for trade. 

 
While there is progress on implementing trade facilitation measures, the trade finance gap continues to widen. 
Implementation of trade facilitation measures is uneven, with LDCs needing more support. Current global 
challenges have also widened the trade finance gap. 
• Multilateral Development Banks (MDBs) and development finance institutions can help scale up trade finance. 
• Seeking opportunities in digital trade finance can help narrow the trade finance gap. 
 
Sustainable development considerations remain central to discussions in regional and multilateral trading 
systems. The sustainability focus of the new WTO Agreement on Fisheries Subsidies marks an historic 
achievement by the WTO and will be instrumental in tackling harmful fisheries subsidies. Regional trade 
agreements have expanded, with environment and labour issues increasingly featured.  Recent trends also show 
a new wave of sectoral agreements based on regulations mechanisms. More International Investment 
Agreements (IIAs) are being terminated than new ones signed, with newly concluded IIAs featuring reform-
oriented provisions, including promoting corporate social responsibility standards and addressing gender equality 
and women’s economic empowerment. However, immediate IIA reforms are needed to better support climate 
action as the current IIA regime, largely based on old-generation IIAs, can constrain States taking measures to 
combat climate change and protect the environment, with a high risk of Investor-State dispute settlement (ISDS) 
cases. 
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2 Trade and Industrial Policy 
 
There is a clear interplay between industrial policy and trade. Industrial policy aims to transform a country’s 
productive and supply capacity. This affects the composition of goods and services that the country can trade in 
the world market.448 Trade measures are instruments to implement industrial policy to build or improve the 
competitiveness of domestic industries vis-à-vis foreign competitors.449  
 
An open and predictable trading system is essential for effective industrialization. Trade allows domestic 
industries to have access to capital goods, primary and intermediate inputs, and services necessary for building 
and upgrading productive capacity. Beyond access to inputs, interactions with foreign firms through backward 
and forward linkages can promote technology diffusion and knowledge spillover. A study of 27 emerging 
economies shows that both competition from foreign firms and linkages with foreign firms, through importing, 
exporting, or supplying multinationals, increases product innovation, the adoption of new technologies and 
enhances product quality.450   
 
There is renewed attention on the role of industrial policy in tackling the climate crisis amid rapid digitalization. 
Industrial policy has received renewed attention as a strategy for achieving green growth and climate goals. For 
example, clean energy transition and industrial transformation are critical components in reducing carbon dioxide 
(CO2) emissions and adapting to the impact of climate change through nationally determined contributions under 
the Paris Agreement.451 Industrial strategies must also account for the various ways in which digital technologies 
can affect their development. Leading economies, such as G20 members, will likely focus on maintaining industrial 
leadership and on supporting innovation in digital technologies; in contrast, the main challenge for developing 
countries is ensuring access to technologies, including through trade, and enhancing absorptive capacities.452  
 
When developed countries pursue sustainable industrial policies, they need to consider the impact on poorer 
countries. The European Union is set to introduce the Carbon Border Adjustment Mechanism in 2026, which will 
require importers of certain carbon-intensive products to buy certificates to account for embedded emissions. 
The CBAM is intended to complement the European Union Emissions Trading System and address carbon leakage, 
that is, shifting production of carbon-intensive goods from the European Union to third countries that have more 
carbon-intensive production methods. Such mechanisms remain controversial as they would increase the price of 
goods from countries without carbon pricing, which include the poorest, most vulnerable and least technologically 
advanced countries, and could act as a trade barrier. 
 
Successive global supply shocks, including the COVID-19 pandemic and the war in Ukraine, have triggered a 
significant increase in government interventions, many of which share the same characteristics as industrial 
policy instruments. During the COVID-pandemic, tariff and non-tariff measures have been widely used to promote 
or restrict the import and export flows of “essential” goods, such as medical supplies and food.453 To combat the 
triple crises of food, fuel and finance following the war in Ukraine, many governments also resorted to a variety 
of subsidies. In addition, linking supply shocks with national security concerns, several developed and emerging 
economies have enacted measures to gain or maintain a competitive edge in strategic industries, such as 
semiconductors, artificial intelligence, electric vehicles or decarbonization technologies.  
 
2.1 Understanding subsidies in modern industrial policy and strengthening multilateral cooperation  
 
Subsidies can help support certain industries; but they can also have adverse effects on trade and the allocation 
of resources. Properly crafted subsidies can correct market failures, spur technological innovation and diffusion, 
and provide social safety nets. Subsidies may take the form of direct payments, price support, tax incentives, or 
other economic incentives, with the purpose of nurturing infant industries, boosting the competitiveness of 
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domestic “strategic” industries, or meeting national security concerns (e.g., food security), among others. While 
the provision of subsidies may serve legitimate policy objectives, they can also have adverse effects on trade and 
the efficient allocation of resources, such as providing unfair advantages to inefficient firms in wealthier countries. 
Hence, subsidies are subject to multilateral regulations, namely the Agreement on Subsidies and Countervailing 
Measures (SCM) of the World Trade Organization (WTO) and the WTO Agreement on Agriculture. The latter’s 
primary objective is to discipline agricultural policies that create distortions to production and trade, including 
through certain types of subsidies. The SCM Agreement regulates subsidies based on the principle that the more 
trade-distorting the subsidy, the stricter the disciplines applied. Export subsidies contingent on local content 
requirements that are the most trade-distorting are prohibited and can be challenged under the WTO's Dispute 
Settlement Mechanism. Other subsidies are deemed to be “actionable”, that is subject to countervailing measures 
or challenges by other WTO members when a WTO Member is adversely impacted.  
 
There is a need to update multilateral rules on subsidies in the face of compounding global challenges, including 
the climate crisis and rapid digitalization. Recent announcements of new subsidy programs in some major 
economies covering key sectors such as electric vehicles, renewable energy, and semiconductors, have raised 
questions about current multilateral rules. To enhance the transparency, openness, and predictability of global 
trade, broad-based cooperation is needed to update the multilateral rules on subsidies. 454 More work is required 
to develop an agenda to better understand present subsidy programs and their consequences for trade partners 
and the global good.  
 
2.2 Addressing inequality to avoid a new “industrialization divide”  
 
Least developed countries (LDCs) face significant challenges in industrialising their economies and need 
international support to narrow the industrialization divide. While developed and advanced emerging 
economies are focusing on sustainable industrial policies, such as greening or digitalizing their existing productive 
industries, many low-income developing countries remain focused on diversifying their commodity-dependent 
economies. In 2018-2020, commodities still accounted for 63 per cent of total merchandise exports of LDCs.455 
Although the share of manufacturing value added (MVA) of LDCs grew faster than other economies between 2010 
and 2020, the actual value of MVA per capita of LDCs remains quite low overall at a fraction of that of industrialised 
economies.456 Against current global challenges, LDCs face a challenging task of narrowing existing technological, 
digital, infrastructural, and services gaps.457 Limited fiscal space due to low domestic resource mobilisation (see 
chapter III.A) and a high debt burden (see chapter III.E) also constrains LDCs from industrialising their economies. 
Without support from the international community, LDCs will further lag developed and advanced economies, 
widening the industrialization divide. 
 
Landlocked developing countries (LLDCs) also face structural impediments to industrialization and trade 
competitiveness. LLDCs continue to rely on primary commodity exports, with made up 83.9 per cent of total 
merchandise exports in 2021. Transport connectivity constraints hinders the growth in manufacturing, which has 
slowed further due to the pandemic. LLDCs need technical and financial support on industrialization and 
manufacturing, as well as assistance on infrastructure development, trade facilitation and transit services to 
alleviate their transport connectivity issues.  
 
3 Trends in international trade  
 
3.1 Impact of the war in Ukraine  
 
International trade rose to an all-time high in 2022, but growth slowed following the impact of the war in 
Ukraine. Global trade in goods and services reached an all-time high of $32 trillion in 2022 (Figure III.D.1), 
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underpinned by a surge in e-commerce after the COVID-19 pandemic spurred businesses and consumers to take 
up or increase their use of e-commerce. However, growth in trade slowed following the outbreak of the war in 
Ukraine. Many developed and emerging economies implemented trade-restricting measures, such as export bans 
on agricultural products and fertilisers (Figure III.D.2) to mitigate the supply shocks triggered by the war in Ukraine 
(see chapter I). By February 2023, many of these restrictions were lifted, with more trade-facilitating measures in 
place, such as eliminating import tariffs on wheat and other staple foods, and price subsidies to importers and 
businesses. The outlook for global trade remains pessimistic, due to lower economic growth, commodity price 
fluctuations, sustained inflation in many economies (see chapter I), as well as the ongoing impact of the war in 
Ukraine and restrictive trade policies.  
 
Figure III.D.1 
World trade in goods and services, 2015-2022  
(Trillions of United States dollars; Percentages)  
 

  
Source: UNCTAD.  
Note: Data for 2022 are estimates. 
 
Figure III.D.2 
Trade-related measures in agriculture and fertilizers, February 2022-February 2023 
(Percentage) 

 
Source: UNCTAD. 
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Commodity prices rose steeply following the outbreak of the war in Ukraine; while prices have fallen more 
recently, they remain elevated. Prices of all commodities shot up following the outbreak of the war in Ukraine, 
especially fuel and food prices (Figure III.D.3). In October 2022, the price of fuels was 99 per cent higher than in 
December 2019, with food prices 34 per cent higher. Prices have since eased but remain elevated due to the 
ongoing impact of the war. 
 
Figure III.D.3 
Commodity Price Index, 2015-2022 
(Index) 

  
Source: UNCTAD.  
Note: 2015=100; Data for 2022 are estimates. 
 
High food and fertiliser prices, currency depreciations against the US dollar and export restrictions have affected 
food supplies worldwide, underpinning a global food crisis. Economies and supply chains had not fully recovered 
from the COVID-19 pandemic when the war in Ukraine broke out. In March 2022, both the FAO food price index 
and  fertiliser prices, 458 rose to record highs, and although prices have since declined, they remain at historically 
highs (see chapter I). Many developing countries also saw their currencies fall against the US dollar. This affected 
net-food importing developing countries, as the price of imported wheat increased significantly. For example, 
estimates suggests that Pakistan would have to pay 132 per cent more to buy the same quantity of wheat the 
country purchased in 2020, due to an 89 per cent increase in the world wheat price and a 43 per cent increase 
due to Pakistan’s currency depreciation against the US dollar.459 The Black Sea Grain Initiative, signed in July 2022, 
helped to resume exports of Ukrainian grain via the Black Sea amid the ongoing war. The Initiative has helped to 
stabilize global wheat and maize prices.460 As of February 2023, more than 20 million metric tons of grains and 
other foodstuffs have been exported from Ukraine.461 FAO has also proposed a Food Import Finance Facility to 
ease immediate food import financing costs for low-income countries.462 
 
LDCs trade growth surged on the back of high commodity prices, outpacing other country income groups (Figure 
III.D.4) but its share of world trade remains unchanged. The major exports of LDCs are primary commodities, 
which increased significantly in tandem with higher prices in 2022. The share of exports of LDCs remained around 
1 per cent of global exports in goods and below 1 per cent of global exports in services in 2021 (Figure III.D.5), still 
below SDG target 17.11 to double the share of global exports to approximately 2 per cent by 2020. In contrast, 
the share of developing countries exports in world exports has steadily increased (Figure III.D.5), with trade growth 
among developing countries (South-South trade) outpacing other trade flows (Figure III.D.4).  



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

132 
 

 
Figure III.D.4 
Trade trends by country income group and by trade flow  
(Percentage change) 

Country income group Trade flow 

  
Source: UNCTAD. 
 
Figure III.D.5 
Share in world exports by country group, 2005-2021 
(Percentage)  

Merchandise Exports Services Exports 

  
Source: UNCTAD. 
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3.2 Trends in transport, trade facilitation, and trade finance  
 
Maritime transport  
 
Maritime transport costs remain elevated due to continued shipping capacity shortages. Container shipping 
rates, as reflected in the Shanghai Containerised Freight Index, peaked in mid-2021, four times higher than pre-
pandemic levels (Figure III.D.6). Rates have fallen but remain elevated due to the slow recovery of shipping 
services capacity after the COVID-19 pandemic, coupled with the rebound of trade volumes.463 High freight rates 
are underpinning higher prices of imported goods worldwide.  
 
Figure III.D.6 
Shanghai Containerized Freight Index, September 2018 to September 2022 
(Index) 
 

 
Source: UNCTAD. 
Note: Monthly spot rates for selected routes. 
 
Trade facilitation 
 
Progress on implementing trade facilitation measures advances but implementation is uneven, with LDCs 
needing more support. The 2017 WTO Agreement on Trade Facilitation (TFA) aims to simplify, standardize, 
harmonize and modernize the procedures for cross-border trade of goods. Since the TFA entered into force, 154 
out of 164 WTO Members had ratified the Agreement by February 2022, while the overall implementation rate 
stood at 74 per cent at the end of 2022 (Figure III.D.7). The level of implementation of the Agreement varies 
among countries. Developed-economy WTO Members have implemented all their commitments, while the 
implementation rate of developing-country Members was 77 per cent. In contrast, the implementation rate by 
LDCs is 38 per cent, due to their less advanced starting point, knowledge gaps, limited resources, as well as limited 
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support in recent years, partly due to COVID-19 restrictions. To improve their implementation rate, LDCs need 
more support, especially in complex areas, such as border agency cooperation, risk management, authorized 
operators, single window systems, and test procedures. 
 
Figure III.D.7 
Progress on Implementation Commitments on the WTO TFA 
(Percentage) 

 
Source: WTO. 
 
Strengthening collaboration among key actors within and across borders is crucial to trade facilitation. National 
Trade Facilitation Committees can help bring together all relevant stakeholders, including the private sector, to 
advance reforms needed for trade facilitation, as well as for crisis preparedness and risk management. Establishing 
regular contacts with neighbouring countries can also help to coordinate cross-border procedures in a transparent 
manner, including ensuring digital interconnectivity and the interoperability of systems (see chapter IV), as well 
as improving trade compliance, risk management and revenue collection. For example, through the UNCTAD 
Automated System for Customs Data (ASYCUDA), Bangladesh and Burundi were able to increase their customs 
revenues by 33 per cent and 19 per cent, respectively, between 2020 and 2021, while Djibouti increased them by 
95 per cent by 2021.464    
 
Trade finance  
 
Current global challenges are expected to widen the trade finance gap. Trade finance – credit facilities used by 
importers and exporters to transact business – is important for enabling trade. Although trade finance is routinely 
provided by banks to importers and exporters in advanced economies, developing countries face chronic 
shortages.465 In 2020, the trade finance gap widened to $1.7 trillion, affecting small and medium-sized enterprises 
(SMEs), especially those run by women. 466  Collateral requirements, lack of credit history, and archaic and 
bureaucratic application processes hinders SMEs access, disproportionately affecting women-owned SMEs.467 The 
war in Ukraine, inflation, food and fuel crises are expected to exacerbate the gap. Country risk has increased in 
some regions due to a more uncertain international political environment and the prospect of global stagflation. 
Local currency values have fallen, in some cases, dramatically, making trade finance in foreign currency scarce. 
The strain can be seen through dwindling foreign exchange reserves.  
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Multilateral development banks, development finance institutions and their trade finance programs can help 
bridge the trade finance gap. During the COVID-19 pandemic, MDBs rallied to support trade flows, providing an 
estimated $35 billion in trade finance.468 However, this is only a fraction of the trade finance gap. The International 
Finance Corporation (IFC) and the WTO are working together to explore ways to improve the availability of trade 
financing for regions in need.  They are looking to improve the estimation and analysis of trade finance gaps, with 
a view to direct capacity building and other resources where unmet demand is greatest, particularly in Africa (Box 
III.D.1). They are also working with governments and other multilateral institutions to support SMEs and to 
strengthen the ability of local financial institutions to meet compliance challenges, similar to efforts by the Asian 
Development Bank, the African Development Bank and the European Bank for Reconstruction and Development.   
 
Digital trade finance has the potential to address the growing trade finance gap. Digital trade finance has the 
potential to narrow the trade finance gap by providing a more efficient, resilient, and inclusive trading system. 
The Pan-African E-Payment and E-Settlement is an example of the use of new technologies and working practices 
that cuts transaction times to minutes and reduces depository requirements to those sufficient for overnight 
settlements. Digital trade finance would cost less and be easier to manage, potentially making trade finance more 
available to new SME entrants. Digital trade finance can also support the tracking and mapping of trade flows, 
improving the transparency of trade finance. Important steps must be taken to realize its potential: (i) global 
standards are needed to drive interoperability between various platforms and components of the trade ecosystem 
(from exporters to shippers, ports, customs, warehousing and logistics, and finance to importers); 469  (ii) 
governments need to adopt legislation that recognises digital documents in law. The United Nations Committee 
for International Trade Law has drafted model legislation and a few governments have adopted the Model Law 
on Electronic Transferable Records.470  
 
Box III.D. 1 

Trade finance in West Africa 
 
A survey of banks in the four largest economies of the Economic Community of West African States (ECOWAS) 
– Côte d’Ivoire, Ghana, Nigeria, and Senegal – found that these countries’ trade expansion was vastly 
constrained by limited and costly access to trade finance.  Trade finance supported only 25 per cent of trade in 
these countries, lower than the African average of 40 per cent and the global average of 60-80 per cent. 
Rejection rates by banks for trade finance applications are high, at an average 21 per centof requests and 25 
per centin value terms. Rejections 
fall disproportionately on SMEs, particularly those owned by women. The unmet demand for trade finance—
the trade finance gap—is around $14 billion annually for the four economies combined. 
Banks report that common barriers to trade finance availability include difficulty meeting the requirements of 
foreign correspondent banks, insufficient collateral for the high perceived risk of borrowers, and shortages of 
low-cost funding. Increasing the availability of trade finance and lowering its costs could boost ECOWAS4 
merchandise exports and imports by around 8 per cent, or  around $14 billion in annual trade. 
 
Source: World Trade Organization. Trade Finance in West Africa. WTO, 2022. 

 
3.3 Trends in regional trade agreements and international investment agreements  
 
Regional Trade Agreements  
 
Regional Trade Agreements (RTAs) have steadily expanded. By the end of 2022, 355 RTAs were notified to the 
WTO (Figure III.D.8), the majority in Europe (159), East Asia (101) and South America (70) (Figure III.D.9). The WTO 
Secretariat estimates that there are 60 additional RTAs that are currently in force but have not been notified to 
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the WTO, including the Regional Comprehensive Economic Partnership Agreement in the Asia-Pacific region471 
and the African Continental Free Trade Area.472 While the main component of RTAs is market access in goods and 
services, RTAs increasingly cover "behind the border" regulatory issues, such as competition, State-owned 
enterprises, Government procurement, e-commerce, environment, and labour.  
 
Figure III.D.8 
RTAs notified to the WTO, 1948-2022 
(Number) 

 
Source: RTA Section, WTO Secretariat, December 2022. 
Note: Notifications of RTAs: goods, services & accessions to an RTA are counted separately. The cumulative line shows the 
number of RTAs/notifications that were in force for a given year. The notifications of RTAs in force are shown by year of entry 
into force and the notifications of inactive RTAs are shown by inactive year. 
 
Figure III.D.9 
RTAs by region 
(Number) 

 
Source: RTA Section, WTO Secretariat, December 2022. 
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Environment and labour issues are an increasingly important feature of RTAs. In 2022, almost 60 per cent of 
RTAs notified to the WTO and in force contained provisions on trade and environment, and 35 per cent on trade 
and labour (see section 5.3). For example, as of 15 October 2022, 127 of 223 signed and enforced preferential 
trade agreements in Asia and the Pacific had sustainable development-related provisions, including provisions 
related to labour protection, human rights, gender, health, environment and SMEs. 473  There are varied 
approaches in how these provisions are included in RTAs. For example, the EU has a standalone trade and 
sustainable development chapter that includes environment and labour provisions, while other RTAs treat them 
separately. These provisions generally commit parties to honour their international commitments, such as those 
under multilateral environmental agreements. They also typically recognize that parties have a right to set their 
own laws, but that they should not be used to restrict investment or trade. In 65 per cent of RTAs with trade and 
environment provisions, there are commitments to prevent a "race to the bottom" to ensure that partners do not 
weaken their environmental legislation to attract investment or trade. To ensure implementation, recent RTAs 
have made these commitments subject to consultations and/or dispute settlement through various mechanisms. 
However, around a third of RTAs with environment provisions exclude them from dispute settlement.  
 
Recent trends also show a new wave of sectoral agreements based on regulations mechanisms. These include 
mutual recognition agreements to make it easier to meet trade conformance testing requirements. There are also 
non-market access-based agreements on trade and technology, including: the digital trade agreements between 
Singapore and several countries; the digital economy partnership agreement between Chile, New Zealand, and 
Singapore; the EU-US Trade and Technology Council, which meets regularly to discuss trade and investment issues 
related to technology standards and data governance; and the Smart African Alliance which includes 32 African 
countries, international organizations and global private sector players and aims to accelerate the digitalization of 
the African continent. In other areas, the Supply Chain Ministerial Forum involving 19 partners was set up in 2021 
to tackle supply chain challenges. There are also broader initiatives that have emerged, such as the Americas 
Partnership for Economic Prosperity, which aims to address labour standards, supply chain issues, pandemic 
responses and cooperate on climate issues;474 and the Indo-Pacific Economic Framework for Prosperity, which 
aims to address digital economy and technology standards, labour standards, energy efficiency standards, and 
cooperation on tax, among other areas.475 
 
International investment agreements 
 
More international investment agreements (IIAs) are being terminated than new ones signed (Figure III.D.10). 
In 2021, for the fourth year in a row, the number of treaty terminations exceeded new IIAs. There were 13 new 
IIAs (6 bilateral investment treaties and 7 treaties with investment provisions), compared to 86 IIA terminations, 
of which 75 were terminated by mutual consent, 4 were unilateral terminations, 4 were replacements (as newer 
treaties entered into force), and 3 IIAs expired. By the end of 2021, the total IIAs in force were 2,558. 
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Figure III.D.10 
Number of IIAs signed, 1961–2021. 
(Number of IIAs by decade) 

 
Source: UNCTAD. 
Note: BITs – bilateral investment treaties; TIPs – treaties with investment provisions.  
 
Newly concluded IIAs feature reform-oriented provisions to preserve regulatory space and promote investment 
for development. 476 For example, some have provisions to promote corporate social responsibility standards, as 
well as gender equality and women’s economic empowerment. There is also greater attention to investment 
promotion and facilitation, climate change, anti-corruption, and human rights. Investor-State arbitration remains 
at the core of broader IIA reform actions, and countries continued to implement many related reform elements 
in IIAs signed in 2021. 
 
The number of new Investor-State dispute settlement (ISDS) cases remained high. In 2021, investors initiated 
68 publicly known ISDS cases under IIAs (Figure III.D.11). As some arbitrations can be kept confidential, the actual 
number of disputes filed in 2021 and previous years is likely higher. To date, 130 countries and one economic 
grouping are known to have been respondents to one or more ISDS claims. Two IIAs signed in the 1990s – the 
Energy Charter Treaty and the North American Free Trade Agreement – continued to be the instruments invoked 
most frequently. The cumulative number of known ISDS claims reached 1,190 by 1 January 2022. 
 
Figure III.D.11 
Trends in known treaty-based ISDS cases, 1987–2021. 
(Annual number of cases) 
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Source: UNCTAD, ISDS Navigator.  
Note: (i) Information has been compiled from public sources, including specialized reporting services. UNCTAD’s statistics do 
not cover investor-State cases that are based exclusively on investment contracts (State contracts) or national investment 
laws, or cases in which a party has signalled its intention to submit a claim to ISDS but has not commenced the arbitration. 
Annual and cumulative case numbers are continually adjusted because of verification processes and may not match exact 
case numbers reported in previous years. (ii) ICSID – International Centre for Settlement of Investment Disputes. 
 
More immediate IIA reforms are needed to better support climate action. The current IIA regime, largely based 
on old-generation IIAs, can constrain States taking measures to combat climate change  and protect the 
environment, with a high risk of ISDS. 477 For example, investors in the fossil fuel sector and, more recently in the 
renewable energy sector, are frequent ISDS claimants against different types of State conduct. The 1994 Energy 
Charter Treaty is often invoked by fossil fuel investors to mitigate the losses incurred due to government policies 
on environmental protection, human rights, and local communities. Around 92 per cent of claimants are from 
high-income countries, with 70 per cent of arbitrations initiated against developing countries.478 Around 53 per 
cent of the total arbitration claims were issued on the legal basis offered by the Energy Charter Treaty. While new-
generation IIAs are better in safeguarding the States’ right to regulate, both old and recent IIAs lack provisions 
that support climate action. States are, however, willing to take action to align their investment policies with their 
climate goals. For example, despite a reform proposal, many States have withdrawn from the Energy Charter 
Treaty. More immediate IIA reform steps are needed to alleviate ISDS risks and create the necessary policy space 
for States to take urgent climate action.  
 
4 Current Issues in the Multilateral Trading System  
 
4.1 Agreements and decisions at the 12th WTO Ministerial Conference (MC12) 
 
Fisheries Subsidy Agreement 
 
The sustainability focus of the new WTO Agreement on Fisheries Subsidies represents a historic achievement. 
The 12th WTO Ministerial Conference held on 17 June 2022 adopted a binding multilateral agreement on fisheries 
subsidies, only the second agreement reached at the WTO since its inception. The WTO Agreement on Fisheries 
Subsidies tackle some forms of harmful fisheries subsidies, a key factor negatively influencing the sustainability of 
the world’s fish stocks. It is the first-ever multilateral trade agreement with environmental sustainability at its 
core. The new rules will become operational when the Agreement enters into force, which requires two-thirds of 
WTO Members to deposit their instruments of acceptance. WTO Members have also agreed to continue a wave 
of the negotiations on the mandate on fisheries subsidies set at the Doha WTO Ministerial Declaration in 2001, 
including subsidies contributing to overcapacity and overfishing and the associated special and differential 
treatment provisions for developing countries. 
 
By curbing harmful fisheries subsidies, the WTO Fisheries Subsidies Agreement is expected to significantly 
contribute to global efforts to preserve oceans and reverse the decline in fish stocks. Based on FAO’s assessment, 
the fraction of fishery stocks within biologically sustainable levels decreased to 64.6 per centin 2019, 1.2 per 
centlower than in 2017. This fraction was 90 per centin 1974. In contrast, the percentage of stocks fished at 
biologically unsustainable levels has increased since the late 1970s, from 10 per centin 1974 to 35.4 per centin 
2019.479 Fisheries subsidies create perverse incentives to fish in unsustainable ways and levels, regardless of 
operational costs in many cases. The WTO Fisheries Subsidies Agreement creates a new multilateral framework 
by: (i) curbing subsidies to illegal, unreported and unregulated fishing,480 which will support the combat and 
elimination of such detrimental practices; (ii) prohibiting fisheries subsidies on overfished stocks, an essential 
element to facilitate the recovery of stocks; and (iii) prohibiting fisheries subsidies when the high seas are not 
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regulated for fishing activities, reinforcing the importance of fisheries management and cooperation between 
countries towards the global sustainability of stocks. The Agreement supports achieving SDG 14 (conserve and 
sustainably use the oceans, seas and marine resources for sustainable development), particularly SDG Target 
14.6.481  
 
The WTO Agreement on Fisheries Subsidies also created a Fisheries Funding Mechanism to support WTO 
Members in meeting the new obligations. With the new regulatory framework, countries must meet various new 
obligations, including notification issues, implementation, and adjustments in multiple national fisheries policies. 
Some areas may be challenging to adapt for compliance, especially for developing countries and LDCs, including 
fisheries management elements, monitoring, control and surveillance, and setting up or strengthening fisheries 
information and management systems. The WTO Fisheries Funding Mechanism has been established to provide 
technical assistance and capacity building to support WTO Members in meeting these new obligations. WTO, in 
collaboration with the United Nations Food and Agriculture Organization, the World Bank, and the International 
Fund for Agricultural Development, will bring their collective expertise together within the fund framework to 
support WTO Members and to maximize the expertise of each agency, avoiding duplications. 
 
COVID-19 vaccines 
 
WTO Members adopted the Pandemic Declaration and the Trade-Related Aspects of Intellectual Property 
Rights (TRIPS) COVID-19 Vaccines Decision at MC12. These two instruments – the Ministerial Declaration on the 
WTO Response to the COVID-19 Pandemic and Preparedness for Future Pandemics (Pandemic Declaration) (Box 
III.D.2) and the Ministerial Decision on the Agreement on Trade-Related Aspects of Intellectual Property Rights 
(TRIPS COVID-19 Vaccines Decision)  – provide the trade-related framework to improve access to COVID-19 
vaccines and medical technologies, as well as for enhancing technology transfer and the geographical 
diversification of manufacturing capacities.  
 
Box III.D. 1 

The Ministerial Declaration on the WTO Response to the COVID-19 Pandemic and Preparedness for Future 
Pandemics (Pandemic Declaration)a 
 
The Pandemic Declaration covers a wide range of trade policy areas:b 

• Ministers recognized "the role of the multilateral trading system in supporting the expansion and 
diversification of production of essential goods and related services needed in the fight against COVID-
19 and future pandemics." They affirmed their commitment to transparency and timely information 
sharing on trade-related measures taken to identify potential disruptions in supply chains. 

• The Declaration highlighted that emergency trade measures to tackle COVID-19 be "targeted, 
proportionate, transparent, temporary, and do not create unnecessary barriers to trade or unnecessary 
disruptions in supply chains"; and encouraged regulatory cooperation and information sharing to 
expedite access to essential medical goods. 

• The Declaration reiterated the Doha Declaration on the TRIPS Agreement and Public Health (2001); that 
the TRIPS Agreement should be interpreted and implemented in a manner supportive of WTO 
Members' right to protect public health; and that Members have the right to fully use the flexibilities 
provided for in the TRIPS Agreement and the Doha Declaration.  

• The Declaration underscored the importance of promoting technology transfer and for developed 
Members' to provide incentives to transfer technology to LDC Members. Several programmes reported 
under this provision cover health technologies.c 

 
Source: UNCTAD 
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a WTO, 2022. ”Ministerial Declaration on the WTO response to the COVID-19 pandemic and preparedness for future 
pandemics“ WT/L/1142. 
bOther issues not covered below include balance of payments, development, export restrictions, food security, intellectual 
property, regulatory cooperation, tariff classification, trade facilitation, trade in services and transparency. 
c See IP/C/R/TTI series of documents, available on e-TRIPS. 

 
Box III.D. 2 

The Ministerial Decision on the Agreement on Trade-Related Aspects of Intellectual Property Rights (TRIPS 
COVID-19 Vaccines Decision)a 
 
The Decision provides a platform for eligible Members to work together to overcome potential intellectual 
property obstacles to expanding and geographically diversifying COVID-19 vaccine production capacity.  
 
According to the Decision, eligible Members may produce vaccines without consent or consultation with right 
holders and can export any proportion of the resulting production to other eligible Members, either directly or 
through international humanitarian programmes. Thus, the Decision enables eligible Members to collaborate 
and exploit economies of scale by establishing production hubs that are designed to serve the needs of other 
Members, free from the obligation to retain the predominant portion of production within the borders of the 
producing Member. 
 
The Decision is not self-executing, and its implementation depends on domestic action as IP rights are granted 
and administered at the domestic level; and depends on specific domestic plans to establish or expand vaccine 
production. Members of regional IP systems (e.g., l'Organisation Africaine de la Propriété Intellectuelle) could 
take advantage of regional coordination to implement regional plans to expand vaccine production capacity 
and could benefit from partnerships with technology holders. 
 
While the Ministerial Decision is limited to COVID-19 vaccines, the decision to extend coverage to the 
production and supply of COVID-19 diagnostics and therapeutics will be considered in 2023. 
 
Source: WTO 
a WTO, 2022. ”Ministerial Decision on the TRIPS Agreement“ WT/L/1141. 
b See report of the TRIPS Council to the General Council as agreed on 16 December 2022, IP/C/95. 

 
4.2 Negotiations on agriculture 
 
WTO members agreed to exempt food purchases by the World Food Programme from export restrictions and 
addressed issues on the emergency response to food security. At MC12, there were two major outcomes to 
address food insecurity. 482  The first, the Ministerial Decision exempting food purchases by the World Food 
Programme for humanitarian purposes from export restrictions, 483  is expected to save time and money in 
delivering critical relief to people in need. The decision also acknowledges the right of Members to ensure their 
domestic food security. The second, the Ministerial Declaration on the emergency response to food insecurity,484 
aims to achieve a fair and market-oriented agricultural trading system, support food security and improved 
nutrition, and promote sustainable agriculture and food systems, considering the interests of small-scale food 
producers in developing countries (Box III.D.4).  
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Box III.D. 4 
Ministerial Declaration on the emergency response to food insecuritya 
 
The Declaration underscores that trade - along with domestic production - plays a vital role in improving global 
food security. It expresses Members' commitment to take necessary steps to facilitate trade and improve the 
functioning and long-term resilience of global markets for food and agriculture – including for fertilizers, and 
other inputs. It stresses the importance of Members not imposing export restrictions in a manner inconsistent 
with WTO disciplines, and of ensuring that emergency measures introduced to address food security concerns 
minimize trade distortions as far as possible and are temporary, targeted, and transparent. The Declaration also 
encourages Members with available surplus stocks to release them on international markets. In addition, it 
reaffirms the importance of ensuring information is properly available to ensure markets function well and to 
mitigate against volatility. It acknowledges in this regard the importance of fulfilling WTO notification 
requirements, as well as the positive role played by the Agricultural Market Information System, which was 
initiated over a decade ago by the G-20. 
 
The Ministerial Declaration also acknowledges the specific needs of LDCs and net food-importing developing 
countries (NFIDCs), and launched a dedicated work programme in the WTO Committee on Agriculture (CoA) to 
examine how the Marrakesh Decision on Measures Concerning the Possible Negative Effects of the Reform 
Programme on LDCs and NFIDCs could be made more effective and operational, taking into account the needs 
of LDCs and NFIDCs to increase their resilience in responding to acute food instability.b A working group has 
been set up to deliberate on the thematic areas approved under the work programme and to finalize its report 
and recommendations by 30 November 2023 for the approval of the CoA.  
 
Source: WTO 
a WTO, 2022. “Ministerial Declaration on the emergency response to food insecurity”      WT/MIN(22)/28 
bWTO, 2022. ” Work Programme Pursuant To Paragraph 8 Of The Ministerial Declaration On The Emergency Response To 
Food Insecurity“. Document G/AG/35 

 
Discussions are ongoing on ways to advance negotiations on several agricultural issues. These include: domestic 
support provided to farmers, public stockholding for food security purposes under which procurement is made at 
administered prices, market access for food and agricultural products, export related mechanisms such as export 
finance regrouped under the export competition pillar, export restrictions applied to food and agricultural 
products, cotton, a product of particular importance for cotton producing LDCs, the special safeguard mechanism 
to allow developing countries to temporarily raise tariffs in response to a sudden surge in import volumes or a 
price depression, and the cross-cutting issue of transparency. This was largely due to intractable differences on 
domestic support. The WTO Director General convened an agriculture retreat in October 2022 to discuss ways to 
advance negotiations, building on the MC12 momentum. 
 
4.3 Negotiations on special and differential treatment 
 
Despite divergent views, many members are committed to continuous engagement on special and differential 
(S&D) provisions. Members reaffirmed the S&D provisions for developing country members and LDCs (Box III.D.5) 
as an integral part of the WTO and its agreements in the MC12 outcome document. In September 2022, the 
Committee on Trade and Development meeting in Special Session (CTD SS), where negotiations on S&D provisions 
takes place, discussed ways to move forward. The Group of 90 (G90), an alliance between the poorest and smallest 
developing countries, announced that it would submit a formal proposal on how the work of the CTD SS could be 
organised and structured, which would be further discussed at the next CTD SS. 
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Box III.D. 5 
Issues on special and differential treatment in the WTO 
 
S&D provisions are flexibilities granted to developing countries and LDCs, with the aim of increasing their trade 
opportunities, and safeguarding their interests, e.g., by providing longer periods for the implementation of WTO 
agreements and provision of technical assistance. Over 100 such provisions exist in the WTO's agreements and 
decisions. 
 
In the 2001 Doha Ministerial Declaration, Ministers agreed that all S&D provisions would be reviewed with a 
view to strengthening them and making them more precise, effective, and operational. Since then, the G90 has 
made several proposals on the S&D provisions, with recent discussions focussed on ten Agreement-specific 
proposals on topics including transfer of technology, trade-related investment measures, technical barriers to 
trade, sanitary and phytosanitary measures, customs valuation, subsidies and countervailing measures and the 
accession of LDCs to the WTO. 
 
There are divergent views on the ten proposals. Some Members support the proposals and continue to believe 
that they provide a good basis to take the discussions in the CTD SS forward. However, other Members continue 
to repeat their concerns about the proposals. For example, it is felt that progress in the discussions on S&D will 
require a focus on the smaller and most vulnerable developing countries – which is not appropriately reflected 
in the proposals – and that the proposals appear to suggest that trade rules are not conducive to development. 
 
Source: WTO 

 
4.4 Cross-border e-commerce  
 
Digitally delivered services experienced a strong growth during the pandemic. While COVID-19 greatly disrupted 
trade in other services (such as transport and travel), digitally deliverable services remained resilient, increasing 
as a share of total services exports (Figure III.D.12). These services include telecommunications, computer and 
information services, financial and insurance services, as well as various business services such as professional and 
management consulting. Worldwide, their share rose from 52 per cent in 2019 to 63 per cent in 2021. The share 
of digitally deliverable services in total services exports increased across all regions. However, digitally deliverable 
services in LDCs declined during the 2019-21 period, likely due to low pre-existing digitalization levels and poor 
digital connectivity issues that may have worsened from increased demand during the pandemic.  
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Figure III.D.12 
Digitally deliverable services exports, 2015-2021 
(Index of export value in current prices) 

 
Source: UNCTAD (2022), “Supporting countries to measure the digital economy for development” 
Note: 2019=100 
 
E-commerce can benefit SMEs, women, and marginalized groups. Digital trade allows firms to expand their pool 
of potential customers and increase their exports earnings by reducing export barriers. For example, the Africa 
Trade Exchange, a business-to-business e-commerce platform helps to improve cross-border trade, including by 
addressing agricultural and input scarcity resulting from the war in Ukraine, and supporting the implementation 
of the African Continental Free Trade Area Agreement.485 It has the potential to significantly reduce barriers that 
firms, especially SMEs, face in pursuing export opportunities.486 E-commerce also has the potential to benefit 
women and marginalized groups by making available the purchase of a larger variety of products at lower cost. E-
commerce can also foster the service economy, in which many women are employed; and increase access to 
information about entrepreneurial possibilities, knowledge and skill. Overall, digital solutions relieve mobility 
constraints, discrimination, and even exposure to violence faced by women entrepreneurs.487  Yet, there are 
several barriers affecting women’s participation, including shortcomings in education, skills, and knowledge, 
limited access to productive resources and networks, time poverty, and discriminatory gender norms. It is 
estimated that e-commerce markets in Africa and Southeast Asia, for example, could grow by around $14.5 billion 
and $280 billion, respectively, between 2025 and 2030 if better training were to be provided to women digital 
entrepreneurs.488  
 
Efforts are being made to reinvigorate the Work Programme on Electronic Commerce, both in the General 
Council and in the WTO bodies489 charged with its implementation. At MC12, Members agreed to reinvigorate 
discussions under the Work Programme and extend the moratorium on customs duties on electronic 
transmissions until the 13th Ministerial Conference or March 2024. Discussions on the moratorium – including on 
scope, definition, and impact of the moratorium – are expected to continue until then. The General Council has 
had several discussions since MC12, including on issues ranging from bridging the digital divide and the legal and 
regulatory framework, to cooperation with other stakeholders and sharing of experiences. Some Members have 
also presented submissions to advance the discussions, including ideas to reinvigorate the Work Programme, a 
submission on consumer protection in e-commerce and one sharing perspectives on customs duties on electronic 
transmissions. Discussions on these and other topics identified by Members will continue in 2023.  
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E-commerce discussions are also advancing under the Joint Statement Initiative on e-commerce. A group of 87 
WTO Members continues to negotiate possible new rules on trade-related aspects of e-commerce. Negotiations 
are organized under six broad themes: enabling e-commerce; openness and e-commerce; trust and e-commerce; 
cross-cutting issues, such as transparency, domestic regulation, and cooperation; telecommunications; and 
market access. On the margins of MC12, the co-convenors issued a Ministerial statement acknowledging progress 
made, underlining the importance of developing global rules on e-commerce and charting the way forward. In 
addition, together with Switzerland, they launched the E-commerce Capacity Building Framework to strengthen 
digital inclusion and to help developing and LDCs harness the opportunities of digital trade. Participants have also 
reached consensus on articles on e-signatures and e-authentication, e-contracts, consumer protection, paperless 
trading, open government data, unsolicited commercial electronic messages (spam), and transparency. In 
addition, substantive progress has been made in the areas of open internet access, cybersecurity, and electronic 
transactions frameworks. Building on this progress, negotiations are advancing on several other articles, such as 
electronic invoicing and privacy issues. Participants aim to finalise negotiations by the end of 2023 or early 2024. 
 
5 Strengthening Synergies between Trade and Sustainable Development  
 
Trade can contribute to sustainable development by reducing food insecurity, fostering the energy transition, 
and creating decent jobs. Trade can help improve the availability of food and nutrition and improve access to 
food by creating jobs and raising incomes. However, significant market distortions, protectionism, and 
underinvestment in public goods continue to adversely affect the functioning of global markets. Persistent 
challenges also remain in the role of trade in climate action, decent jobs and gender equality. Increasing aid for 
trade can help address developing countries, especially LDCs, address these challenges. 
 
5.1 Trade and food security  
 
Maintaining open international markets is necessary to secure food supply worldwide, particularly during a 
crisis. At MC12, Ministers emphasized the vital role trade plays in improving food security and nutrition. However, 
global food and agriculture markets continue to be characterized by significant distortions and high levels of 
protection, as well as low levels of investment in public goods. Furthermore, where environmental regulations are 
absent, inadequate, or poorly implemented, food and agricultural products in domestic and international markets 
may not reflect their true costs over time. Progress has been made in curbing agricultural export subsidies, which 
have fallen sharply since the 2000s. In contrast, harmful fisheries subsidies continue to exacerbate overfishing 
(see section 4.1). Many support programmes still incentivise unsustainable consumption and production patterns 
and undermine fair competition in global markets. At the national level, food security can be strengthened by 
supporting developing countries to improve trade policy. For example, the International Trade Centre is helping 
developing countries strengthen the agriculture and agri-food value chain and improve their trade policies.490 
Food security can also be strengthened through adopting internationally-recognized voluntary marketing 
standards, such as the UNECE agricultural quality standards, which facilitate market access and trade.491  
 
5.2 Trade and climate change 
 
Climate-smart trade policy can help with the global energy transition. Trade and climate change are intricately 
connected.492 Trade can have a negative impact on climate as trade directly contributes to emissions due to 
transportation and trade procedures, but it can also have a positive impact as trade is crucial for spreading 
technologies that can help with the global energy transition. Since 2000, trade in energy from renewable sources 
increased 2.7 times, and trade in energy systems and components increased 4.1 times.493 As tariffs on renewable 
energy products are generally higher than those on fossil fuels, trade policy can help reduce trade barriers 
affecting environmental goods and services to support the energy transition.494 A group of WTO Members are 
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exploring options to reach an agreement on reducing or eliminating tariffs and non-tariff measures affecting 
specific environmental products, including solar panels and wind turbines. These are part of broader efforts 
undertaken by WTO Members through the Trade and Environmental Sustainability Structured Discussions (TESSD) 
to consider how trade policy can support environmental and climate goals and promote sustainable production. 
The TESSD are focusing on technical barriers to trade for environmental goods; identification of action areas for 
environmental services; cooperation on carbon pricing and non-pricing measures; mapping of trade aspects of 
the circular economy; and the environmental impact of subsidies.495  
 
Maritime shipping, which accounts for over 80 per cent of global merchandise trade volume, remains heavily 
dependent on fossil fuels. Despite efficiency improvements, total emissions from the global fleet increased by 4.7 
per cent in 2021, led by increases from container ships, dry bulk and general cargo vessels.496 Decarbonisation of 
maritime transport will help reduce the carbon footprint of traded products. However, the current cost of 
alternative fuels (liquefied natural gas, methanol, green hydrogen, or electricity) is two to five times higher than 
conventional fuel. Policy efforts should aim at incentivizing the shift to low- and zero-emission fuels and 
technologies, including through carbon pricing. 497  A shift away from fossil fuel subsidies to investment in 
renewable energy can also help the energy transition (see chapter III.A and 2022 Financing for Sustainable 
Development Report).  
 
5.3 Trade agreements and decent work  
Trade agreements can help promote decent work priorities by including provisions to comply with international 
labour standards. By the end of 2022, 35 per cent of RTAs that were notified to the WTO and in force, contained 
provisions on trade and labour (Figure III.D.13). These provisions committed parties to honour their international 
commitments under the International Labour Office Organization (ILO)’s Conventions (Box III.D.6). Much like 
agreements with environment provisions, agreements with labour provisions maintain national policy space 
without restricting investment or trade. Historically, labour provisions in RTAs have been more aspirational than 
legally enforceable. Around 45 per cent of RTAs with labour provisions specifically exclude them from dispute 
settlement. However, recent agreements involving developed economies show more willingness to enforce 
labour provisions. For example, the United States-Canada-Mexico Agreement (USMCA) introduced a rapid 
response labour mechanism to fast-track the resolution of labour disputes. Institutional mechanisms can also help 
advance trade and labour considerations. For example, in January 2023, the United States and Japan launched a 
“Task Force on the Promotion of Human Rights and International Labour Standards in Supply Chains,” a bilateral 
framework to combat worker exploitation and forced labour in global supply chains. Several other recent trade 
and economic initiatives are also looking at addressing decent work priorities through supply chain reorganization, 
including the Indo-Pacific Economic Framework; Americas Partnership for Economic Prosperity, and the US- 
European Trade and Technology Council.  
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Figure III.D.13 
Selected Provisions in RTAs 

 
Source: RTA Section, WTO Secretariat, December 2022. Figures are based on a batch of 341 RTAs notified to the WTO and 
currently in force. For more details on these provisions: http://rtais.wto.org/ 
 
Box III.D. 6 

The ILO/IFC Better Work Programme 
 
The ILO/IFC Better Work programme monitors compliance with international labour standards and national 
legislation, including where incorporated in labour provisions in trade agreements focusing on the garment 
industry:  
• Launched in 2001, Better Factories Cambodia monitored compliance with labour standards at the 

workplace under the 1999 US-Cambodia Textile Trade Agreement. All exporting garment factories 
participated in the programme, with compliance with national law and international labour standards 
improving significantly under the programme.  

• Established in 2009, Better Work Haiti assesses and promotes compliance with core labour standards and 
national labour law in the factories that are eligible for tariff advantages under the Haitian Hemispheric 
Opportunity through Partnership Encouragement and the Haiti Economic Lift Program.  

• Better Work Jordan helps to monitor and promote decent work conditions in factories exporting to the EU.  

 
Source: ILO 

 
5.4 Women in trade  
 
Gender-based discrimination and barriers often constrain women’s access to domestic and international 
markets, preventing them from reaping the full benefits of trade.498 Women’s involvement in international trade 
is still minimal compared to men in developing countries, as women tend to have more limited access to inputs, 
resources, services and opportunities in education, technology, and markets, among others.499 Trade and trade 
policies can have gender-differentiated redistributive impacts, which should be considered in international trade 
agreements and national policies on gender equality. In addition, it is essential to formulate and implement 
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gender-responsive policies and programmes aligned across all relevant sectors, including but not limited to trade 
and agriculture, labour, social protection, health, and education. 
 
Achieving gender equality through trade policy has gained momentum in recent years. The first move by WTO 
Members came through the 2017 Joint Declaration on Trade and Women’s Economic Empowerment, adopted at 
the 11th WTO Ministerial Conference. It was significant in establishing the link between gender equality, women's 
economic empowerment, and trade,500 with commitments to make trade and development policies more gender-
responsive, including by sharing experiences on women’s participation in trade and improving gender-
disaggregated trade data. In 2021, an informal working group on trade and gender was formed to advance these 
issues. Ministers further reiterated their commitments to address trade and women’s economic empowerment 
at MC12.501 Recent free trade agreements (FTAs) have also made efforts to address gender issues. For example, 
the 2021 UK-Australia FTA contains a stand-alone chapter on trade and gender equality,502 which aims to promote 
women’s access to online business tools and strengthen digital skills, reinforced through the digital trade chapter.  
 
5.5 Aid for Trade  
 
Aid for trade rose steeply in 2020 but fell below pre-pandemic levels in 2021. SDG Target 8.a calls for increased 
aid for trade support for developing countries, particularly LDCs. Launched in 2005, the aid for trade initiative 
helps countries to build their supply-side capacity and trade-related infrastructure. Since the launch of the 
initiative, aid for trade disbursements have increased steadily, but has been relatively stagnant since 2015 before 
increasing to $48.7 billion in 2020, following support for the COVID-19 pandemic response. Aid for trade has since 
declined in 2021 to below pre-pandemic levels (Figure III.D.14). Support for LDCs has increased although support 
to LLDCs requires attention (Figure III.D.14). In 2022, the 8th Global Review of aid for trade highlighted that aid for 
trade has grown in importance due to the economic and trade impacts of the COVID-19 pandemic, with trade 
facilitation the most frequently cited aid for trade priority.503 
 
Figure III.D.14 
Aid-for-Trade disbursements to developing countries, 2015-2021  
(Billions of United States dollars, 2020 constant prices) 

  
Source: OECD Creditor Reporting System database. 
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III. E. Debt and debt sustainability  
 
1 Key Messages and Recommendations 
 
Debt challenges show no signs of abating for many poor and vulnerable countries, threatening the achievement 
of the SDGs. While the global debt picture was varied in 2022, debt risks have risen in many of the poorest and 
most vulnerable countries. Debt overhang poses a significant obstacle to sustainable development. Addressing 
these challenges and improving the international financial and debt architecture remains an urgent priority.  
 
Global public debt as share of GDP fell in 2022, but debt dynamics diverged across countries, and debt 
vulnerabilities worsened in many developing countries. Globally, the debt-to-GDP ratio fell from its high in 2021 
due to the rebound in economic activity along with increasing inflation (which lowers the real value of debt).  
However, this number masks significant differences across countries, with non-fuel exporting LDCs and other 
LICs504 seeing further debt increases. Moreover, a range of debt indicators, such as debt service burdens, sovereign 
spreads, and external financing needs, all point to rising debt vulnerabilities and further diminishing fiscal space 
for investment in SDGs and climate action. About 60 per cent of countries that use the IMF/World Bank Debt 
Sustainability Framework (LIC DSF) are assessed at a high risk of debt distress or in debt distress, twice the level 
from 2015; in total 52 developing countries, home to half the world’s people living in extreme poverty, suffer from 
severe debt problems and high borrowing costs. 
 
Rising debt vulnerabilities were driven by a confluence of global shocks. Most governments adopted fiscal 
measures to mitigate the impact of rising energy prices following the war in Ukraine, and developing countries 
were also compelled to spend to mitigate the impact of higher food prices. Global monetary policy tightening 
contributed to increased debt vulnerabilities in developing countries by raising borrowing costs and reversing 
capital flows, leading to depreciating currencies in many countries.  
 
The trend towards a more heterogeneous creditor landscape also continued. Over the last 25 years, LDCs and 
other LICs have diversified their creditor base, with the share of borrowing from Non-Paris Club official bilateral 
creditors and private creditors rising significantly. These trends continued in 2021 and 2022. While providing a 
welcome source of new financing, the greater diversity of creditors has exacerbated creditor coordination 
challenges in the resolution of debt crises. Most recently, in the face of diminished access to bond markets, many 
LDCs and other LICs returned to the syndicated loan market, which provides less transparent, shorter maturity 
funding, in turn increasing debt vulnerabilities.  
 
With rising vulnerabilities and a more heterogeneous debt composition, effective public debt management is 
essential. Key priorities are the development and implementation of debt management strategies, domestic 
market development, improved information and transparency, and enhanced capacity support for debt managers. 
The international community is scaling up the delivery of capacity development to LDCs and other LICs in all areas 
of public debt management.  
 
Both creditors and debtors share responsibility to increase debt transparency. Borrowers should improve their 
legal frameworks and upgrade their systems of debt recording and reporting, capacity, and information-sharing 
procedures; creditors should promote transparent financing practices and refrain from confidentiality 
agreements.  
 
Developing countries need support to enable them to scale up investments in climate action and the SDGs in 
the face of severe debt challenges. For countries that do not yet have unsustainable debt burdens but have 
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limited fiscal space, innovative financing instruments, such as debt for climate swaps, could free up resources for 
sustainable development. For countries with unsustainable debt, early and deep restructurings are needed.   
 
Amid rising debt vulnerabilities, the international debt resolution architecture needs major improvement to 
incentivize sufficiently deep and rapid restructurings. Early debt resolutions can help countries avoid doing “too 
little too late.” The more heterogenous creditor landscape adds complexity to the task. Enhanced collaboration 
among creditors–including bilateral creditors and private creditors, can contribute to comprehensive and 
appropriate debt treatment. Contractual improvements in debt agreements - enhanced CACs, climate resilient 
debt clauses, majority voting provisions in loan agreements should continue to help strengthen the debt 
resolution framework. 
 
The Common Framework should continue to improve and its coordinated approach expanded to other 
countries. Beyond finalizing the debt treatment of countries that have already applied for the Common 
Framework, several steps may strengthen implementation, namely: greater clarity on the steps and timelines of 
the process; debt service suspension for the duration of any negotiations; clarification on how comparability of 
treatment will be enforced; and an expansion of this coordinated approach to other countries. It is imperative to 
further strengthen the debt architecture, to achieve more predictable, timely, and orderly processes for countries 
under the Common Framework and for those not covered by it.  
 
2 Overview of global debt trends – debt dynamics in the context of multiple crises 
 
2.1 Debt trends across income groups 
 
Global public debt fell in 2022 but remains above pre-pandemic levels.505 Global public debt reached 91 per cent 
of GDP in 2022, falling 4 percentage points compared to 2021, but remaining 7.5 percentage points higher than 
before the pandemic. Over the past year, debt as a share of GDP fell by 5.5 percentage points of GDP in developed 
countries. Although most middle-income countries saw comparable decline in public debt to GDP ratios, debt 
increases in China, Thailand, Philippines, and Pakistan caused debt for the group to remain unchanged on a 
weighted-average basis. LDCs and other LICs’ debt was broadly unchanged, falling by less than a percentage point 
for the group (LDCs’ debt decreased by slightly more than 2 percentage points) – but this conceals substantial 
differences within the group. While oil-exporting LDCs and other LICs saw debt fall by 12 percentage points, on 
average, non-oil exporting LDCs and other LICs saw their debt to GDP increase by 2.7 percentage points. Small 
island developing states (SIDS), which were hit particularly hard by the pandemic, saw their debt fall significantly 
in 2022, but also remaining above pre-pandemic levels.  
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Figure III.E. 1 
Public debt evolution in developed and developing countries, 2000 to 2022 
(Per cent of GDP) 

 

  
Source: IMF WEO (October 2022), IMF staff and UNDP calculations. 
Note: Total public debt (% GDP) is calculated as weighted average. 
 
Debt levels and vulnerabilities are expected to remain elevated in the face of high borrowing costs and large 
financing needs. Despite the rebound in economic activity in 2021 and 2022, output is expected to remain below 
pre-pandemic trends in developing countries, raising financing needs and contributing to revenue shortfalls. This 
is in contrast with developed countries, which have largely overcome the impact of the pandemic (see 2022 FSDR). 
As a result, a range of debt indicators, such as debt service burdens, sovereign spreads, external financing needs, 
and debt sustainability analyses, all point to rising debt vulnerabilities and further diminishing fiscal space for 
investment in the SDGs and climate action.  
 
Debt service payments claim high shares of public revenue in a growing number of developing countries. In 
2022, 25 developing countries had to dedicate more than a fifth of their total revenues to servicing public external 
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debt. This is the highest number of countries crossing that threshold since the year 2000, which also marked the 
beginning of the last large-scale debt relief initiative for developing countries, the Highly Indebted Poor countries 
(HIPC) initiative (Figure 2). In LDCs and other LICs, interest payments on public external debt resumed their upward 
trajectory in 2021, after the small respite in 2020 due to DSSI (Figure 3). 
 
Figure III.E. 2 

Developing countries with total external debt service payments of more than 20 per cent of revenue 
Developing countries LDCs and other LICs 

  
Source: UNDP and IMF staff based on general government revenue data from the IMF’s WEO (October 2022) and external 
(public and publicly guaranteed) debt data from the World Bank’s IDR 2022. Note: debt service here covers both interest and 
principal. Developing countries include low- and middle-income countries covered by IDR 2022. 
 
Figure III.E. 3 
Interest payments on external public debt of LDCs and other LICs United States dollars Billion 

 
Source: IMF staff calculations based on World Bank International Debt Statistics Database. 
 
Rising vulnerabilities are reflected in deteriorating financing conditions for developing countries, illustrated by 
widening sovereign bond yield spreads. At the beginning of 2019, only 3 countries had spreads at levels that 
make it prohibitively expensive to access capital markets (over 1,000bps above US Treasuries) (Figure 4). Average 
spreads on developing country debt rose steadily throughout 2022, reflecting the tightening of global financial 
conditions in addition to fiscal and debt vulnerabilities of individual countries, and peaked around September. At 
the start of 2023, 14 countries still face prohibitively high borrowing costs in markets, with a median spread of 
2750 bps]. 
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Figure III.E. 4 
Developing economies with bond spreads higher than 1000 basis points  
(number and percentage of countries) 

 
Source: UNDP based on data from Haver Analytics / JPMorgan’s Global Emerging Market bond Index (EMBI).  
Note: the EMBI index measures the spread of United States dollars denominated debt to similar maturity US Treasury bonds. 
Start refers to the first day of reporting in January. *As of September 30, 2022. In 2019, spreads were reported for 49 DEs, 
and 53 from and including start 2020. Figure only includes low- and middle-income countries in the EMBI. 
 
External financing needs are projected to increase further, particularly in LDCs and other LICs. LDCs and other 
LICs’ external financing needs are expected to increase from $172 billion in 2021 to $220 billion in 2027. This 
includes both fuel and non-fuel exporting countries despite different short-term dynamics; both groups are 
projected to remain at historically high levels for the 2022-2027 period, due to high debt amortizations that need 
to be refinanced. The average annual amortization falling due in 2022-27 is $120 billion (including around $12.9 
billion of payments suspended during DSSI), compared to $55 billion in the pre-crisis (2010-19) (Figure 5). The 
tightening of global financial conditions may undermine availability of external financing to meet rising needs. 
Estimates of LDCs’ and other LIC’s overall financing needs to respond to the Covid pandemic, accelerate 
investment to resume the income convergence path with advanced economies, and build adequate external 
buffers, have been around $440 billion over the next five years.506 
 
Figure III.E. 5 
LDCs and LICs’ External Financing Needs  

Gross External Financing Needs (United States dollars billion) 
Total LDCs and other LICs Fuel exporting LDCs and other 

LICs 
Non-fuel exporting LDCs and other 
LICs 

   
Source: IMF WEO database (October 2022). 
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2.2 Debt risk ratings 
 
Risks of fiscal crises and debt distress in developing countries remain elevated, particularly in LDCs and other 
LICs. In 2022, the short-term risk of a fiscal crisis remained largely stable for developed countries, and deteriorated 
for many middle-income countries and emerging markets.   Debt risk ratings for LDCs and other LICs remained 
elevated. About 60 per cent of countries that use the IMF/World Bank Debt Sustainability Framework (LIC DSF) 
are assessed at a high risk of debt distress or in debt distress, twice the level from 2015 (Figure 6). Fifteen 
countries’ debt risk ratings were downgraded since the beginning of the pandemic: two fuel exporting and thirteen 
non-fuel exporting countries. Several countries experienced debt risk rating upgrades, mostly reflecting the 
positive results from debt restructuring (e.g. Chad, Cabo Verde, the Gambia, Mozambique, Mauritania, and South 
Sudan). Among the countries assessed at high risk of debt distress or in debt distress, four countries have 
requested a Common Framework debt restructuring, Chad, Ethiopia, Zambia, and recently Ghana. Somalia and 
Sudan are undertaking debt restructurings under the HIPC initiative. Several others (e.g., Djibouti, Lao. PDR, 
Malawi) have also recently announced their intention or interest to restructure their debt through bilateral 
negotiations.  
 
Figure III.E. 6 
External Debt Distress Ratings for LDCs and other LICs using IMF/World Bank LIC DSF, 2007 to 2023  
(in per cent of LDCs and other LICs per risk category) 

 
Source: IMF/World Bank Debt Sustainability Framework. Data as of 20 February 20, 2023. 
 
A large number of developing countries face debt challenges and extremely high market-based financing costs; 
while they represent only a small share of the global economy and hence may not pose a systemic risk for global 
financial stability, they are home to 40 per cent of the world’s poor, and among the most climate-vulnerable 
countries507. There are different ways to assess the total number of developing countries suffering from severe 
debt problems or facing fiscal crisis. According to an IMF methodology for assessing the risk of a fiscal crisis using 
machine learning, 32 per centof all emerging markets1 are at high risk as of end 2022, up from 25 per centin 
2021.508  When all countries that have either a credit-rating of either ‘substantial risk, extremely speculative or 
default’, and/or a Debt Sustainability Analysis (DSA) risk rating of either ‘in distress or at high risk of debt distress’, 
and/or a bond spread of more than 1000 basis points are included, almost 40 per cent of all developing countries 
(a total of 52 countries) – suffer from severe debt problems and extremely expensive market-based financing.509 
Together these 52 countries account for only 2.5 per cent of the global economy, but for 15 per cent of the global 
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population (around 1.2 billion people) and 40 per cent of all people living in extreme poverty. They include more 
than half of all LDCs (26 LDCs), 16 SIDS, and more than half of the world’s top-50 most climate vulnerable countries.  
 
2.3 Drivers of debt and debt vulnerabilities  

 
Global crises and shocks were key drivers of rising debt vulnerabilities of developing countries.  While dynamics 
varied across countries, rising food and energy prices, tightening global financial conditions, US dollar appreciation 
and a reversal in cross-border capital flows made for an extremely challenging global macro-environment for many 
countries.   
 
Debt dynamics varied across countries.  Debt fell in developed countries, as economic activity and revenues 
rebounded, and governments wound down pandemic era support measures. Rising prices also deflated debt to 
GDP ratios across the board. However, dynamics were more varied in developing countries. Emerging markets 
and middle-income countries benefited from a stronger recovery, as did fuel-exporting LDCs and other LICs. Debt 
continued to grow in non-fuel exporting LDCs and other LICs: this was due to fiscal pressures caused by rising fuel 
and food prices, and currency depreciations that increased US dollar denominated debt. Fuel exporters faced 
similar inflationary pressures, but these were mitigated by appreciating national currencies (see Figure 7).   
 
Figure III.E. 7 
Drivers of Change in Public Debt 2020-22  
(Per cent of GDP) 

 
Source (as of November 30, 2022): IMF Fiscal Monitor, October 2021, with update to October 2022 using World Economic 
Outlook database. IMF staff estimates. 
Note: The stock-flow residual is the change in the debt ratio resulting from factors such as bailouts or changes in exchange 
rates. The drivers of change in each country income group were calculated as simple average. LICs include DSSI eligible 
countries plus Eritrea, Sudan and Zimbabwe. (Simple average) 
  
Most governments adopted fiscal measures to mitigate the impact of rising energy prices. LDCs and other LICs 
were also compelled to spend on food price mitigation, amplifying the impact on fiscal balances and debt. 
Countries across income groups deployed fiscal support to counter the impact of high food and fuel prices 
following Russia’s war in Ukraine, exerting further upward pressure on public debt. On average, countries spent 
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around 0.4 per cent of GDP to mitigate rising energy costs, with emerging markets spending slightly more than 
other groups. LDCs and other LICs spent another 0.17 per cent of GDP on food price measures, with middle-income 
and developed countries spending about 0.13 per cent and 0.04 per cent of GDP on food price mitigation, 
respectively (Figure 8).  
 
Figure III.E. 8 
Fiscal Support in response to rising fuel and food prices, by income group 
(Per centof GDP)  
 

 
Source: IMF WEO October 2022, IMF staff calculations Source: IMF staff calculations based on data from IMF Fiscal 

Monitor October 2022 
Note: Whiskers reflect the 20th and 80th percentiles. Dots 
reflect the median and the number of announced measures of 
each type. 
 

 
The global tightening of monetary policy also contributed to increasing debt vulnerabilities in developing 
countries, by raising domestic and external borrowing costs, depreciating national currencies, and draining 
liquidity. Beyond measures needed to counter inflationary pressures, monetary authorities in developing 
countries have been compelled to follow the global policy tightening to contain currency movements, regardless 
of their exchange rate regime, compounding the impact on domestic borrowing costs (Figure 9). The current 
tightening cycle is especially challenging for resource-poor countries, as unlike in previous episodes, US dollar 
appreciation is accompanied by higher commodity prices. Tighter financial conditions and the prospect of lower 
global demand usually dampen commodity prices, particularly the price of oil, but the war in Ukraine has kept 
them at elevated levels (Figure 10). 
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Figure III.E. 9 
EMs and LDCs and other LICs tracking the US tightening cycle  
(per cent) 

  
Sources: IMF International Financial Statistics database, Board of Governors of the Federal Reserve System, and Wu and Xia 
(2016)510 
 
Figure III.E. 10 
Currencies of LDCs and other LICs, especially non-fuel LDCs and LICs, have been under pressure 
(domestic currency per United States dollars, Index January 2020=1, mean by country group) 

 
Sources: IMF International Financial Statistics database and Haver Analytics 
Note: The fuel LDCs and other LICs group does not include South Sudan. Underlying series are period average exchange rates. 
 
Developing countries also saw a sharp reversal in cross-border capital inflows in 2022, exacerbating liquidity 
constraints and further raising the cost of external refinancing. Such reversals are typically triggered by rising 
interest rates, global market volatility, and risk aversion – but they also put further pressure on domestic interest 
rates and currencies. Further tightening in global financial conditions may thus elevate the risk of debt distress in 
many developing countries.511  
 
2.4 Changes in the composition of debt  
 
Over the last two decades, the creditor landscape has become much more heterogeneous, particularly in LDCs. 
Most notably, the share of total external debt owed to Paris Club (PC) official bilateral creditors fell from 41 per 
cent in 1996 to 10 per cent in 2021, while the share owed to Non-Paris Club (NPC) official bilateral creditors rose 
from 7 to 19 per cent over the same period. The share of private creditors in total external debt also nearly 
doubled, from 13 to 24 per cent, due to bond issuances. Only the share of multilateral debt remained steady at a 
significant 47 per cent in 2021, up from 40 per cent in 1996 (see Figure III.E.11).512  
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Figure III.E. 11 
External Creditor Landscape in LDCs and other LICs 
(in per cent of total PPG debt stock) 

 
Sources: World Bank IDS and staff calculations 
Note: As of 06 December 2022. 
 
Financing patterns in 2021 and 2022 continued the trend towards greater heterogeneity in creditor 
composition. In 2021, the stock of LDC and other LICs’ external public debt owed to bondholders grew from 
approximately $73 Billion to $88 Billion. The strong bond issuance reflected continued market access during 2021 
prior to the tightening of global financial conditions observed in 2022. Credit from official bilateral lenders, 
including China, continued to grow in 2021, though at a slower pace. Support from multilaterals also increased, 
though it did not match the increase during 2020, which was driven by pandemic response.513 (see Figure III.E.12).  
 
Figure III.E. 12 
Evolving external public and publicly guaranteed debt composition in least developed and low-income countries, 2000 to 
2021 
($Billions, public and publicly guaranteed) 

A. Total Public External Debt  B. Public External Debt to Official Bilateral Creditors 

  
Source: IMF staff calculations based on World Bank International Debt Statistics Database. 
 
Faced with diminishing access to bond markets, many LDCs and LICs resorted to syndicated loans, which could 
be harder to restructure. Issuance of Eurobonds by developing countries fell sharply during the first ten months 
of 2022 compared to the same period in 2021514: almost by half in emerging markets (from $145 billion to $74.6 
billion), and by 79 per cent for LDCs and other LICs (from $18.7 billion to $4 billion). The market virtually dried up 
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for non-fuel exporting LDCs and other LICs. Many countries shifted to syndicated loans instead. Such loans 
increased significantly across developing countries: Emerging markets’ syndicated loans rose 62 per cent to $39 
billion, LDC and other LICs’ borrowing rose by 93 per cent to $12 billion. Syndicated loans usually have shorter 
maturities and are less transparent than sovereign bonds. They typically include significantly fewer creditors than 
sovereign bonds (i.e. a consortium of banks compared to many dispersed bondholders), but they also include 
fewer safeguards against holdouts in debt resolution compared to Eurobonds (even although work is currently 
being carried out to introduce majority voting provisions into syndicate loan contracts, see section 4.6).  
 
Developing countries continued to increase their local currency borrowing during 2022. Local currency debt 
financing for the median LDC and other LIC rose from about 11 per cent of GDP in 2010 to almost 21 per cent of 
GDP in 2021, at comparable pace to foreign currency debt increases.515 Domestic bond markets can contribute to 
financial resilience and mitigate exchange rate risks at a time of tightening external conditions. At the same time, 
domestic sovereign borrowing can crowd out credit to the private sector and intensify the sovereign-bank nexus, 
with larger holdings of domestic sovereign debt at domestic banks. With an increasing number of countries at 
high risk of debt distress, this exacerbates risks of an adverse feedback loop that could undermine macro-financial 
stability in these countries. 
 
3  Addressing the crisis  
 
In the wake of multiple global shocks, many countries face difficult trade-offs between maintaining fiscal 
sustainability and investing in structural transformation, including productive investment, climate action and 
the SDGs. Domestic efforts must be complemented by international actions to mitigate systemic risks, support 
quick and fair debt restructurings when necessary, and create fiscal space for sustainable development 
investments.  
 
3.1 Domestic efforts 
 
Effective public financial management, transparency, sound debt management and responsible borrowing help 
reduce the likelihood of debt crises. Countries should pursue policies tailored to their risk of debt distress and to 
the nature of debt vulnerabilities. Countries at low risk of debt distress can maintain development spending while 
maintaining fiscal sustainability. Those at moderate risk of debt distress have relatively smaller fiscal space to deal 
with shocks, while countries with high risk of debt distress often face difficult trade-offs between financing 
sustainable development needs and fiscal consolidation. For example, foregoing investments in sustainable 
transformations not only undermines development progress, but could heighten vulnerabilities – to disasters, 
other external shocks, and ultimately debt sustainability –down the line. Where needed, countries may seek 
preemptive debt restructuring to free up fiscal space. Other preemptive maturity managing tools that countries 
can use include debt reprofiling operations, swaps, or other liability management operations.  Countries facing 
solvency or large and growing financing constraints may need to restructure their debt, including through the 
Common Framework where relevant (see below). 
 
3.2 The international crisis response to date 
 
To avoid debt crises and meet large financing needs, international and multilateral financing support remains 
critical. With external financing needs expected to increase over the coming years, and global uncertainty high, 
developing countries, and vulnerable countries, such as many LDCs and other LICs and SIDS, will continue to need 
significant international support. Overall, multilateral creditors scaled up support during the acute phase of the 
COVID pandemic, and disbursements remained slightly above pre-pandemic levels in 2021 (see Chapter III.C.). 
Financial support from the IMF to LDCs and other LICs from 2020 to date (end November 2022) totaled $32.3 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

160 
 

billion. New instruments such as the Resilience and Sustainability Trust (RST) and the temporary Food Shock 
Window were operationalized (see Chapter III.F. for more details). RST support is conditional on long term debt 
sustainability assessments, which take into account climate change and/or health expenditure impact, thus 
underlining the link between sustainable development and sustainable debt.  
 
In response to the pandemic, the G20 agreed on a Common Framework for Debt Treatment to support LDCs 
and other LICs with unsustainable debt in achieving orderly restructurings. Under the Common Framework, G20 
and Paris Club creditors agreed to coordinate and cooperate on debt treatments for DSSI eligible countries that 
need debt relief, in the context of and consistent with the parameters of an Upper Credit Tranche (UCT) quality 
IMF program. The Common Framework states that it requires that participating debtor countries seek debt 
treatment on terms at least as favorable from other official bilateral and private creditors.  
 
Despite some recent progress, implementation has been slow, undermining confidence and limiting take-up. 
Since November 2020, four countries have requested treatment, with Ghana, in early 2023, joining Chad, Ethiopia, 
and Zambia. Three countries that initially requested treatment have seen the formation of Creditor Committees 
responsible for coordinating a solution among the main actors. In November 2022, Chad reached the first 
Common Framework agreement with its official bilateral creditors (China, India, Saudi Arabia, France) and its 
private creditor on a debt restructuring consistent with the parameters of its Fund-supported program. The 
agreement will provide Chad with debt service relief (in 2024) and protection against downside risks including the 
risk of a drop in oil prices. Zambia’s official creditor committee provided financing assurances that have allowed 
IMF Executive Board approval of an ECF-supported program in August 2022, but as of yet there is no agreement 
among creditors on the debt treatment. The long delays and uncertainties surrounding these treatments have 
been a major challenge, due to significant difficulties and delays in forming creditor committees, reaching 
agreement among creditors and implementing memorandums of understanding. This has undermined confidence 
in the process, with some debtor countries reluctant to request a debt treatment under the Common Framework. 
More work needs to be done to accelerate implementation of the Common Framework. Similar challenges in 
current restructurings outside the Common Framework (such as Sri Lanka or Suriname), as well as the elevated 
debt vulnerabilities and the uncertain global environment underscore the importance to improve mechanisms for 
sovereign debt restructuring (as discussed later in this chapter).  
 
4 Debt transparency and debt management  
 
4.1 Transparency  
 
Against the background of rising public debt vulnerabilities, debt transparency remains a critical challenge. 
Transparency is important to ensure that governments and creditors take informed decisions and that debt 
sustainability assessments are based on a comprehensive coverage of the entire public sector debt burden. It is 
also critical for governments to be able to adequately monitor and mitigate debt-related fiscal risks.  
 
Debt transparency is also essential for ensuring effective debt restructuring. Comprehensive and accurate debt 
data are necessary to estimate the debt relief needed to restore a borrower’s debt sustainability. In addition, only 
the maximum level of disclosure can generate the trust that creditors need to achieve an equal burden sharing 
(see also below). 
 
Achieving higher level of transparency is a shared responsibility of borrowers and creditors. Borrowers should 
improve their legal frameworks and upgrade their debt recording and reporting systems, capacity and 
information-sharing procedures to facilitate timely and comprehensive reporting. Creditors on the other hand 
should promote transparent financing practices and provide detailed information about their lending portfolio, 
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which can fill in any gaps in borrowers’ statistics, and refrain from including confidentially agreements in their 
lending.  
 
Some progress has been made on both fronts, but many challenges remain. The number of countries eligible to 
borrow from the International Development Association (IDA) that do not publish any debt data has declined from 
40 per cent to 23 per cent in the last 2 years, in part due to the World Bank’s new lending policy that promotes 
public debt data disclosure. Countries like Benin, Burkina Faso, Madagascar, and Nepal have made impressive 
progress on debt disclosure. On the creditor side, following the G20 recommendations on responsible lending, 
some countries have started disclosing their lending portfolios. The United States for instance started uploading 
the details of every loan to sovereigns on its Treasury website. The OECD’s Debt Transparency Initiative has 
established a data repository that allows private creditors to publicly disclose financing to developing countries 
on a voluntary basis. But progress has been uneven, and some countries have backtracked on their debt-reporting 
standards because of either inadequate debt recording and reporting systems, weak legal and institutional 
frameworks, or insufficient capacity.516 Innovative IT solutions could be explored to improve debt recording, 
validation, and reporting. Such reforms could further improve the quality and the coverage of existing data 
collection exercises, including the World Bank’s International Debt Statistics which is the most comprehensive 
database for external debt.  
 
4.2 Debt management and capacity support 
 
Amid rising vulnerabilities and a more complex debt composition, effective public debt management is 
essential. Although fiscal policy is the main driver of public debt levels and public debt vulnerabilities, effective 
debt management is an important element of the toolkit of prudent macroeconomic policies. As the composition 
of public debt in developing countries has evolved from traditional multilateral and Paris Club borrowing toward 
non-Paris Club bilateral and commercial creditors, including through a large increase in the volume of domestically 
issued debt, the challenges facing debt managers increased in tandem. But while many debt management offices 
are structured according to international practices of back, middle, and front office, several countries face capacity 
challenges.517 
 
Improvements in public debt management are thus critical and can contribute to mitigating debt vulnerabilities. 
Effective debt management is built on both technical capacity and a strong institutional framework, which 
requires a clear mandate, resources, and political support. While capacity development provision covers all areas 
of public debt management, specific attention should be given by governments to the basic enabling conditions: 
Governance, Resources, Information and Policy (Box 1). 
 
Box III.E. 1 

Getting a GRIP on Public Debt Management 
 
Governance. Robust sovereign debt management starts with adequate legal and institutional arrangements 
and authority for debt management activities, consistent with sound practices. A comprehensive public debt 
management law, that clearly delineates responsibilities and reporting requirements is essential for an 
effectively operating debt management office.  
 
Resources. The debt management office needs to be provided with adequate human and physical  capacity. 
The resources allocated to public debt management need to be commensurate with the tasks to be fulfilled by 
the debt office and the complexity of the current (and expected) debt portfolio.  
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Information. For a debt management office to fulfill its tasks effectively, it must have ongoing access to all 
relevant data and information. This may include data collected from multiple other parts of government, 
making it critical that the debt manager has the authority to request this information. Likewise, it must have 
the necessary capacity to record and manage debt data effectively. In particular, the debt management office 
needs to be provided with reliable and comprehensive budget and cash management forecasts from the 
Treasury at high frequency. 
 
Policy. Debt policy should ensure consistency with the overall macroeconomic framework through appropriate 
coordination mechanisms with fiscal and monetary authorities. Moreover, debt management policy should be 
supported, and approved, by the highest levels of government and legislature. 
 
Source: IMF 

 
The development and implementation of debt management strategies, as well as domestic market 
development, continued to be the main priorities for debt managers. A survey of debt management offices in 
LDCs and other LICs identified the integration of cash and debt management, and the implementation of debt 
management strategy through an annual borrowing plan as the most notable areas of challenges.518  This is 
consistent with other issues revealed by the survey, including challenges in issuing benchmark government bonds, 
and engaging in liability management operations to manage the redemption profile. Moreover, respondents 
highlighted a strong desire to both deepen the investor base and support the development of the local debt 
market. 
 
Insufficient resources and inadequate information flows undermine effective debt management. Debt 
managers noted that resourcing, both in terms of staffing and physical/IT equipment, and institutional 
arrangements surrounding data recording, monitoring, and receiving debt data (including from other parts of 
government) are among the main impediments to effective debt management. Resource constraints are more 
evident among fragile and conflict-affected states and small and developing states.  
 
While public debt management capacity has improved, progress will remain gradual. Improvements can be seen 
in all aspects of debt management, from the implementation of public debt management strategies to developing 
local currency bond markets to improvements in debt management frameworks. That said, these achievements 
have come slowly, with frequent setbacks, e.g. in the context of the pandemic. In this regard, debt management 
capacity development should be undertaken and assessed over a time horizon of years, not months, and its 
success relies heavily on strong political support from the authorities.  
 
The IMF delivers capacity development to LICs in all areas of public debt management. The bulk of capacity 
development has focused on the technical aspects of debt portfolio management and debt strategy formulation 
and implementation but has also covered capacity development the institutional aspects of debt management, 
market development, and debt recording. The Fund also provides technical assistance on legal frameworks, 
strengthening public debt management policy frameworks, on tax issues related to public debt, and on fiscal risks. 
 
The World Bank has delivered technical assistance to low- and middle-income countries through a range of 
modalities. A significant amount of assistance is funded by the joint World Bank-IMF administered Debt 
Management Facility (DMF), but support is also provided increasingly in the context of WB operations. Debt 
Management Performance Assessments (DeMPAs) and customized Reform Plans aim at strengthening debt 
management institutions and functions. Debt Management Strategy and domestic market development 
assistance aim at helping countries develop and implement cost reducing and risk minimizing debt strategies and 
develop the local currency bond market. A second trust fund, the Government Debt and Risk Management 
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(GDRM) program provides customized advisory services for strengthening public debt and risk management 
capacity and institutions in select middle-income countries.  
 
UNCTAD also supports developing countries in strengthening capacity for effective debt management, focusing 
on the “downstream” areas of debt recording, monitoring and reporting. These efforts complement the 
technical assistance in “upstream” areas (including governance, debt sustainability analysis and debt strategy) 
provided by the IMF, World Bank, other international financial institutions and regional entities. UNCTAD’s Debt 
Management & Financial Analysis System (DMFAS) Programme provides support to 60 developing countries to 
ensure the availability of high-quality debt data needed for reporting and decision-making, the accuracy and 
completeness of public debt records and comprehensive and timely reporting. It also aids with the 
implementation of debt reorganization initiatives.  
 
5  Sustainable debt financing and the SDGs  
 
Large financing needs for climate action and the SDGs have increased interest in financial instruments and 
analytical approaches that more closely link debt financing to sustainability considerations. Thematic bonds and 
debt-for-SDG swaps could provide the financing for sustainable development. Countries with additional borrowing 
space can issue thematic bonds, while debt-for-SDG swaps could be especially beneficial for countries that have 
high levels of debt but do not face unsustainable debt situations. (Countries with unsustainable debt require 
generally a more comprehensive restructuring of debt, debt resolution is discussed in section 6 below.) Efforts are 
also under way to improve the understanding of the interplay between long-term investments in the SDGs and 
climate action, the closing of financing gaps for SDG investments, and long-term debt sustainability. The Secretary-
General has put forward a comprehensive SDG Stimulus to scale up SDG and climate investments in support of 
these and other proposals, while addressing debt overhangs (see Box 2).  
 
Box III.E. 2 

The SDG Stimulus  
 
The SDG Stimulus put forward by the UN Secretary-General calls for urgent action to significantly scale up 
investments in the SDGs. It puts forward three areas for immediate action: (i) reduce the cost of debt for 
developing countries and address rising risks of debt distress, (ii) significantly scale up affordable long-term 
financing for development, with multilateral development banks uniquely positioned to accelerate investment; 
and (iii) expand contingency financing for countries in need to enhance their ability to respond to shocks. 
 
In the area of debt, the SDG Stimulus calls for both immediate actions, and longer-term reforms to the sovereign 
debt architecture.  
 
The Stimulus proposes (i) an independent review and evaluation of past debt initiatives, with a view to assess 
the benefits, impact, and shortcomings of the mechanisms, and propose improvements to the Common 
Framework and debt architecture with a view to arrive at an improved multilateral debt relief initiative; (ii) the 
development of concrete tools to incentivize or enforce the participation of private creditors in debt 
restructurings to ensure comparability of treatment; (iii) the expansion of debt swaps, where appropriate; and 
(iv) more systematic use of state-contingent debt instruments. The SDG Stimulus also calls for concrete steps 
towards a permanent mechanism to address sovereign debt distress. 
 
Scaling up long-term finance must go hand-in-hand with debt management, as countries that are facing a 
solvency crisis are unable to increase their borrowings. Several strands of work are ongoing in the UN system, 
with a view to better distinguishing solvency  and liquidity crises, better understand the interplay between SDG 
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financing needs and debt sustainability, and for incorporating the impacts of such long-term investments in the 
SDGs  and resilience (such as through the SDG Stimulus) on debt sustainability. In his SDG Stimulus, the 
Secretary-General proposed a ‘solvency-focused’ sustainability analysis, which could complement existing 
assessments, to help official creditors better distinguish between liquidity and solvency crises. ESCAP is 
developing an approach that considers a country’s SDG spending needs, structural development policies, and 
national SDG financing strategies to illustrate trajectories of government debt under different scenarios of 
public policies, financing strategies, and adverse shocks. Application on a pilot Asia-Pacific country (Mongolia) 
will be discussed in the forthcoming ESCAP’s Economic and Social Survey of Asia and the Pacific 2023. UNCTAD 
is developing a Sustainable Development Finance Assessment (SDFA) framework focused on the dual 
vulnerabilities of debt and climate in developing countries that do not currently have the fiscal space to mobilize 
sufficient resources to finance a green transition and the achievement of the SDGs. It shows that a range of 
policy options is available to developing countries to maintain or attain external financial and external and 
public debt sustainability while also achieving the SDGs. Currently, UNCTAD is working on incorporating climate-
related costs into the SDFA framework, and to adapt the tool to the needs of specific country groups (e.g., SIDS). 
 
Source: UN DESA, based on: United Nations Secretary-General’s SDG Stimulus to Deliver Agenda, February 2023519, ESCAP 
and UNCTAD 
Note: This box summarizes ongoing work in the UN system, but the description of the proposals, workstreams or positions 
in this Box have this work has not been endorsed by members of the Inter-agency Task Force on Financing for Development 

 
5.1 Sovereign green or SDG-linked bonds  
 
Thematic bonds could offer additional resources for sustainable investment. The issuance of sustainable, green, 
or SDG-linked sovereign debt creates new opportunities for sovereign issuers but comes with challenges. 
Issuances have expanded, providing greater financing choices to governments, but require an increase in 
authorities’ monitoring and evaluation capacity. 
 
There is growing demand for investment in sustainable assets, and sovereign issuers are trying to take 
advantage. Green bonds are more oversubscribed on average compared to conventional bonds, which could 
translate into lower borrowing costs for sovereigns. Some studies have found that green bonds issued by 
developing countries have benefited from a ‘greenium’, which has been estimated at between 5 and 50 basis 
points520, though with more issuances that premium could disappear over time (see Chapter III.B). Sovereign green 
bond issuances have increased significantly since Poland pioneered them in 2016, but remains concentrated in 
developed countries, with European sovereigns accounting for the vast majority of issuances. Countries have also 
started issuing other sustainable bonds, such as social, sustainability, and SDG bonds, which tie the use of proceeds 
to pre-defined investments, and sustainability-linked bonds. The latter relate debt-service payments to 
improvements in pre-defined  environmental or social indicators, usually an increase in coupon payments if the 
promised targets are not being achieved (see Chapter III.B.).  
 
The objective for sustainable bond issuance should be well defined and integrated into a sovereign’s debt 
management strategy and issuance plans. Commonly cited objectives for sustainable debt issuance include: (i) 
raising the issuer’s profile in the global arena; (ii) leading the way in building markets for sustainable debt 
instruments inside a country; and (iii) accessing cost-effective funding and diversifying the investor base. The latter 
depends on the size of the ‘greenium’ but should also take into account the pre- and post-issuance costs 
associated with sustainable bonds, as well as costs associated with changes to government operations that are 
needed to issue such bonds credibly and successfully. Cost savings are also not of 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. In countries that continue to have borrowing space, donors could consider supporting the issuance of 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

165 
 

sustainability-linked bonds, e.g. by providing support to the development of localized standards and guidelines, 
or by providing a grant element or a guarantee, essentially allowing them to provide a form of budget support for 
SDG-linked investments (see also Chapter III.B).521 
 
5.2 Debt for climate and SDG investment swaps 
 
Debt for investment swaps can free resources for SDG and climate investments and could be further scaled up. 
Debt for climate and SDG investment swaps, which have attracted growing interest, allow countries to redirect 
debt service payments toward investments in sustainable development and climate action. They are a useful 
instrument in countries that do not yet have unsustainable debt burdens but limited fiscal space for SDG 
investments; they are not a means to restore debt sustainability in countries with solvency challenges. There have 
been more than 100 debt-for-nature swap operations since the late 1980s in Latin America and, after a hiatus, 
they have regained popularity since 2015.  Despite successful examples of such debt swaps – e.g., debt for food 
security swaps by the World Food Programme, which have mobilized $118 million for investments in nutrition, 
agriculture and school feeding in 5 African countries (see also last year’s report) – uptake has remained limited, in 
part due to high transaction costs. A reference framework, e.g., with template term sheets and performance 
indicators, could help standardize contracts. This could be complemented by official financial support, such as 
partial guarantees or collateralization (see also Box 3 on debt-for-climate swaps). Several regional and thematic 
debt swap initiatives are advancing on these issues, including for example UN ESCWA’s Climate/SDGs Debt Swap 
– Donor Nexus Initiative (see also last year’s report). 
 
Box III.E. 3 

Debt for climate swaps 
 
Climate and public debt risks are intertwined. Climate change negatively impacts productive capacity and 
revenue potential while increasing the likelihood of costly natural disasters, all of which undermine countries’ 
fiscal and debt sustainability outlook. Public debt risks and vulnerabilities constrain policy space while making 
borrowing more expensive, limiting investment in climate mitigation and adaptation which exacerbate climate-
related risks. Debt-for-climate swaps have emerged as a promising instrument for dealing simultaneously with 
climate and debt challenges. 
 
While the case for debt-for-climate swaps is strong under some circumstances, other types of climate-
conditional financial instruments are preferable at times. Generally, climate-conditional grants (or grant/loan 
combinations) are a more efficient way of supporting public investment in a recipient country. In addition, debt 
swaps are not the right tool to address unsustainable debt situations which require more comprehensive 
restructuring. Debt-for-climate swaps can be beneficial when they catalyze climate action and help mobilize 
resources, including through private financing and/or for middle-income countries that are less likely to receive 
grants.  
 
So far, debt-for-climate swaps have remained a niche instrument, due to high transaction costs associated with 
project identification, structuring and monitoring. In addition, the pool of debt held by creditors that could 
potentially be interested in debt swaps has remained relatively small.  
 
Policy measures could help to scale up debt-for-climate swaps, supporting climate instruments holistically while 
leveraging creditors appetite for financing climate action. Such measures could include bundling related 
projects and policy reforms, linking debt-for-climate swaps to the budgetary use of funds, and developing 
standardized climate performance indicators, among other initiatives to reduce transactions and agency costs. 
The measures could be complemented by official financial support in the form of partial guarantees or Brady-
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bond style collateral. The recent Belize and Barbados swaps were supported by U.S. International Development 
Finance Corporation (DFC) and IDB & TNC, respectively. 
 
Source: IMF, based on Chamon, Klok, Thakoor, and Zettelmeyer (2022) Debt-for-Climate Swaps: Analysis, Design, and 
Implementation, IMF WP/22/162 

 
6  Debt Crisis Resolution 
 
Amid rising debt vulnerabilities, the international debt architecture needs to be improved to allow for 
sufficiently deep and rapid restructurings. Progress toward an architecture that allows for more effective and fair 
restructurings is urgently needed, particularly in view of a more heterogenous creditor landscape, greater reliance 
on commercial finance, particularly by LDCs and other LICs, and amid geopolitical uncertainty.522  Early debt 
resolutions can help countries avoid doing “too little too late”; if restructurings are delayed or too shallow, 
protracted debt crises can ensue, which can set back development progress by up to a decade.523 The current 
architecture needs continued improvement to deliver on this objective.  
 
This section discusses options and approaches to improve debt resolution frameworks in the areas of debt 
transparency and strengthened debt analytics, contractual approaches, domestic debt restructurings, and in the 
global architecture, for restructurings under the Common Framework and beyond.  
 
6.1 Transparency and timely recognition of debt sustainability problems to support debt resolutions 
 
Improving debt transparency supports cooperation in restructuring negotiations. Comprehensive and detailed 
information on public debt helps ensure that all creditors can assess the severity of a country’s debt burden and 
how the reduction in a country’s debt service as part of a restructuring is shared among creditors. It allows 
sovereigns to manage investor relations effectively and build trust among involved actors. In that context, the 
IMF’s role in setting program parameters and performing debt sustainability analysis (together with the World 
Bank in the case of countries using the LIC DSF) provides a quantitative anchor to inform restructuring negotiations 
and consensus building.  
 
Timely recognition of debt sustainability problems is another priority to support debt restructurings when they 
are needed. As part of its mandate to foster economic and financial stability, the IMF plays a central role in the 
prevention and resolution of sovereign debt crises. The IMF (i) conducts surveillance of its members’ policies for 
systemic stability, including through debt sustainability analyses (DSAs) prepared jointly with the WBG for those 
countries using the LIC DSF, (ii) assists members in solving their balance of payments problems through IMF-
supported programs to restore the member to medium-term external viability, and (iii) in particular, in cases of 
unsustainable debt and a request for an IMF-supported program, assists the member in designing a 
macroeconomic adjustment framework as well as setting the debt restructuring envelope that is necessary to put 
debt on a sustainable path while being consistent with the IMF-supported program’s parameters.524 
 
The IMF continues to strengthen the analytical tools to assess debt sustainability. Most recently, it has 
commenced the rollout of the new Sovereign Risk and Debt Sustainability Framework for market access countries 
(SRDSF) that was approved by the Board in January 2021 and a guidance note has been prepared (of the LDCs and 
other LICs covered in this chapter Angola, Fiji, Kosovo, Mongolia and Pakistan use the SRDSF).525 526 The new 
SRDSF will help signal sovereign stress more accurately and better assess debt sustainability in market access 
countries, which is a prerequisite for most IFI lending. Compared to its predecessor, the SRDSF will provide more 
comprehensive and consistent debt coverage, enhanced debt transparency, clearer signals of sovereign debt risks 
based on improved analytical methods, and new risks assessments at three different horizons (short, medium, 
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and long term). After a pilot phase, SRDSF rollout started in September 2022 for all program countries. All market 
access countries are implementing the new framework since December 2022. 
 
Public debt has been established as a cross-cutting theme in the World Bank Group to address vulnerabilities 
in a comprehensive and integrated manner. The main building blocks of the Bank’s engagement on public debt 
vulnerabilities have remained consistent over time, including: i) debt sustainability; ii) debt transparency; iii) debt 
management; and iv) implementing global debt initiatives. They have been implemented through operational 
engagements, analytical work, and technical assistance. The Sustainable Development Finance Policy (SDFP) was 
instrumental in mainstreaming public debt issues into operations and country-specific work. Under the SDFP’s 
Debt Sustainability Enhancement Program (DSEP), moderate, high-risk, and in-debt-distress countries need to 
propose annual policy and performance actions (PPAs) to address main debt sustainability and transparency 
issues. Setting PPAs has been critical in further integrating public debt issues in operations, technical assistance 
programs, and country dialogue systematically across IDA countries.   
 
6.2 Contractual approaches  
 
Collective action clauses (CACs) and bond exchanges have helped speed up restructurings, but challenges 
remain. Restructurings of sovereign bonds take significantly less time than in the past. Participation rates are also 
higher than in the past, and more restructurings are preemptive (before payments are missed) than in previous 
periods. This largely reflects the increased use of enhanced CACs, which allow vote pooling across bond series, 
unlike the first-generation of CACs which had to be voted on separately for each bond series. However, a number 
of outstanding bonds do not include enhanced CACs: while over 90 per cent of issuances of international sovereign 
bonds since 30 June 2020 have featured enhanced CACs, around 50 per cent of all outstanding bonds still do not 
include them. 527 Non-bonded debt also currently requires unanimous creditor consent to change payment 
terms. This increases the potential for a small number of holdout lenders to hinder a restructuring supported by 
the majority. This issue is becoming more acute, given increasing heterogeneity of the creditors holding such 
instruments and the disproportionate impact it has on LDCs. Collateralized debt, which has become more 
prevalent among LDCs, also poses specific challenges during restructurings. 528   
 
Other contractual features, such as state contingent clauses and majority voting provisions, could further 
strengthen borrower resilience and facilitate restructurings. Contingent features in debt instruments could help 
deal with uncertainty and protect the sovereign from downside risk (see previous editions of the FSDR). So far, 
state contingent debt instruments have mostly been used in restructurings, where first-mover problems do not 
apply. Most state-contingent provisions have taken the form of hurricane or other disaster clauses or conditioned 
some payments on GDP or commodity prices. A restructuring of Grenada’s debt applied a disaster clause, while 
Barbados’s 2022 bond issuance includes provisions for tropical storms, earthquakes, flooding and pandemics. To 
facilitate greater uptake of such clauses in issuances, the UK Treasury recently convened a Private Sector Working 
Group, including members of the Institute of International Finance, to develop a set of climate resilient debt 
clauses (CRDCs). Such clauses will automatically defer debt payments following the occurrence of certain climate 
events and natural disasters (such as droughts, earthquakes, flooding and extreme weather). They would free up 
liquidity to support emergency relief in the aftermath of such events, promoting resilience. Public actors are also 
well placed to more systematically include such clauses in their lending, and there is some momentum to expand 
on existing experiences by bilateral (France) and multilateral (Inter-American Development Bank) lenders. For 
example, the United Kingdom’s export credit agency (UKEF) has announced that it will include CRDC clauses in its 
lending. Public lenders and development banks should discuss including such clauses in their lending where 
appropriate.  
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Majority voting provisions in sovereign loans would allow for easier amendment of payment terms. Syndicated 
loans currently require unanimous creditor consent to change payment terms, which means that one or a small 
number of holdouts or non-responsive lenders can derail a restructuring supported by a majority of creditors. This 
increases complications for restructuring such debt and undermines intercreditor equity. Official and private 
creditors have cooperated to develop model majority voting provisions for payment terms in syndicated loans 
and encourage their widespread adoption. The Private Sector Working Group has developed a set of specimen 
majority voting provisions for sovereign loan agreements, which allow a qualified majority of lenders to amend 
payment terms in a sovereign loan agreement. The model clauses would offer other complementary provisions, 
such as clauses to promote efficient and smooth canvassing and communication of voting preferences.  
 
‘Most favored creditor’ clauses have been proposed by some legal scholars as a tool to help overcome 
protracted coordination challenges in restructurings. With creditor coordination in restructurings becoming even 
more challenging in a more complex debt landscape, there have also been proposals to overcome related 
impasses in restructuring negotiations through contractual approaches using so-called ‘most favored creditor 
clauses.529 Such clauses could in theory be useful to break the “first mover” prevalent in current sovereign debt 
restructurings by ensuring comparability of treatment both within and across creditor classes and thus, potentially 
unlock financing necessary to restore debt sustainability. However, they may also present issues, including with 
respect to enforceability and monitorability. 
 
6.3 Domestic debt restructurings 
 
Rising debt vulnerabilities and the growing share of domestic debt may lead to more domestic debt 
restructurings. With a high number of countries at risk of debt distress, domestic restructurings may be needed 
more frequently to restore sustainability. While they avoid some of the costs of external debt restructuring and 
can be easier to execute, they also pose unique challenges. 530  Sovereigns have considerable flexibility in 
restructuring domestic debt, including through changes in domestic laws. At the same time, domestic debt is 
disproportionally held by domestic banks and pension funds – sovereign stress can thus easily spread to other 
parts of the economy, with potentially serious adverse effects on the economy. 
 
Sound design can help achieve the required debt reduction while minimizing risks to the domestic financial 
system and broader economy. Financial stability considerations play an important role in a domestic restructuring 
– stress tests prior to a restructuring can provide critical information to inform the design of, and need for, policy 
support. Depending on the severity of spillovers to the financial system, the policy response may need to include 
liquidity support, regulatory measures, recapitalization, and the establishment of a financial sector stability fund. 
In 2021, the IMF introduced a policy toolkit for analyzing and restructuring domestic debt, including a 
comprehensive dataset of domestic debt restructuring events. It includes a decision framework that allows 
authorities to adopt a “net benefits” approach to domestic debt restructuring – whereby the benefits of reduced 
sovereign debt burden are weighed against the future fiscal and broader economic costs.531 
 
6.4 The global architecture  
 
There is general recognition among the international community that the Common Framework should be more 
quickly and efficiently implemented.532  The Common Framework marks a step forward in the global architecture 
for sovereign debt restructuring, bringing together the key official bilateral creditors, including those not that are 
members of the Paris Club. However, limited and slow progress for countries that have requested debt treatment 
have undermined confidence and uptake; in response several areas for strengthening the Common Framework 
have been put forward:533  
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• Greater clarity on the steps and timelines of the process. Creditors’ Committee’s should ideally be formed 
within 4-8 weeks after the request from the debtor country and provide financing assurances within three 
months of reaching a staff-level agreement (SLA) with IMF staff.  

• Debt service suspension for the duration of the negotiation. Such a standstill would be provided by official 
creditors, upon request, to countries requesting a CF, once they have reached a staff level agreement with 
the IMF. The suspension would be maintained until the completion of the debt treatment, to alleviate liquidity 
constraints, avoid the accumulation of arrears and incentivize quicker resolutions. 

• Clarification on how comparability of treatment will be enforced. Official bilateral creditors should provide 
more clarity on how comparability of treatment will be determined and enforced, beyond the parameters 
already included in the Common Framework.  

• Expansion of the coordinated approach. Expanding the coordinated approach to non-DSSI eligible countries 
in need of debt treatment (e.g., Sri Lanka) would facilitate more timely and orderly resolutions of these cases.  

Legislative actions can, in some cases, be used to complement the contractual approach. For example, national 
legislation in key jurisdictions could limit the ability of holdout creditors to recover higher amounts than creditors 
participating in a Common Framework restructuring, or to seize assets of a distressed government, akin to similar 
legislation in the context of HIPC. The duty for all creditors to cooperate in a sovereign restructuring in good faith 
is already embedded in legal frameworks and principles for responsible borrowing and lending. It has been 
proposed by some stakeholders that this be codified in legislation, which would strengthen the ability of judges 
to curb opportunistic behavior and reduce incentives for holdouts accordingly. 534  Broader, albeit targeted, 
domestic or international law options could be necessary to incentivize private sector restructurings (e.g., limits 
on creditors’ asset recovery), but these would be expected to be used only as a last resort and on a time-bound 
basis to address a systemic crisis.535 Depending on their design, legislative solutions can raise important legal and 
policy issues that need to be carefully tailored to accomplish their objectives. 
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III. F. Addressing systemic issues 
 
1 Key messages and recommendations  
 
The global financial and monetary systems are not designed to deliver the financing or stability needed to 
achieve the SDGs. Current global systems evolved piecemeal from a now-outdated architecture created at the 
end of World War II. The volatility of financial markets and capital flows complicates macroeconomic management 
and undermines the stability of currencies and exchange rates. While these global systems have adapted over 
time to try to address some of the worst symptoms of instability and volatility, they remain not well suited to 
deliver for all countries nor for the changing economic and social environment. The existing rules and governance 
arrangements for the financial institutions and markets have not fully incorporated all three dimensions of 
sustainable development. The cross-border nature of the challenges means that countries must work together to 
address these systemic issues. The current set of crises (see Chapter I) has increased the urgency of doing so. The 
UN Secretary General has already called for an SDG Stimulus to provide immediate investment, but in doing so 
strengthen the global financial architecture. Political leadership will be needed to see through the scale of reforms 
that meet the ambitions of the SDGs. Global governance systems should be more representatives of the current 
economic realities and  guide the design and actions of the international financial system to finance the SDGs and 
climate action. 
 
The global financial safety net urgently needs to be further strengthened and made fit for purpose. The safety 
net will require a larger total resource envelope to ensure effective insurance coverage for all countries and 
regions. 
• Governments should continue to explore ways to effectively utilize special drawing rights (SDRs), such as 

encouraging unused SDRs to be more quickly re-channelled, including through MDBs, and discussing how to 
ensure timely counter-cyclical issuance of SDRs when there is a long-term global need to supplement existing 
reserve assets. 

• Regional arrangements could be made larger and give access to more countries with fewer preconditions. 
• The international community could also explore how to build on the success of bilateral swap arrangements. 
 
The global community could work to smooth the transition away from a single national currency as the anchor 
of the global reserve system. Active discussions might need to advance, while digitalization and geoeconomic 
fragmentation evolve. 
• A larger role for the SDR in buffering external adjustment or providing a flexible source of finance to bolster IMF 

lending capacity would require revisions to the IMF Articles of Agreement. 
 
To address risks from non-bank financial intermediaries, policymakers should ensure a coherent regulatory 
umbrella according to the principle of “same activity, same risk, same rules”.  
• This includes using this principle for regulatory frameworks for digital assets. 
• The principle implies monitoring leverage, liquidity, and capital buffers in non-bank financial intermediaries. 
• Comprehensive, coordinated, and consistent global standards are important to manage risks to users, markets, 

and financial stability, and should be applied to financial technologies as they are applied to traditional financial 
intermediaries. 

 
Addressing risks will help curtail capital flow volatility, which can be further reduced through cross-border 
coordination on macroprudential and capital flow management policies. 
• Governments should use the full policy toolbox – including monetary, exchange rate, macroprudential, capital 

flow management, and other policies – to address the impacts of volatility.  
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• Source countries of capital flows should coordinate with destination countries to help reduce volatility. 
Regulators and central banks should continue to incorporate climate change and other environmental factors 
coherently into their financial regulations and operations. Given that climate change and biodiversity loss create 
financial risks, and the financial sector can exacerbate or help mitigate climate and other environmental risks, it 
is essential to ensure coherent policy responses. 
• Regulators should systematically incorporate climate and environmental risk into overall macro-prudential 

financial stability frameworks and into the micro-prudential frameworks that promote the safety and soundness 
of individual financial institutions; international standards can be developed to support these efforts. 

• Greening regulation, supervision and central bank operations requires robust, comparable data, which can be 
accomplished by mandatory reporting against an agreed international reporting standard.  

• Where needed to enable monetary and financial policies conducive to climate action, countries could consider 
providing the mandates for central banks and regulators to align their regulations and operations with the SDGs 
without prejudice to their price and financial stability mandates. 

 
Central banks should also use the principle of same activity, same risk, same rules for addressing digital assets, 
while exploring the use of CBDCs to address longstanding inefficiencies and oligopolies in payments.  
• Private providers of digital assets and digital asset services should be licensed, registered, regulated, and 

supervised based on the risks they pose regardless of what they call their asset or service; this might entail 
prudential requirements, transparent reporting, and consumer protection rules.  

• Central banks should take design decisions with CBDCs that promote financial inclusion, increase payments 
competition and promote efficiency, while managing risks, including to other jurisdictions. 

• CBDC design should also early on address interoperability in order to facilitate low-cost cross-border payments 
while preventing illicit financial flows. 

 
Member States should use the United Nation’s inclusive forums to enhance the coherence of global economic 
governance.   
• As governments prepare for the Summit of the Future in 2024 and a possible fourth international conference on 

Financing for Development in 2025, they can use the ECOSOC Forum on Financing for Development and the 
General Assembly High Level Dialogue on Financing for Development as decision points to take action. 

 
2 International financial architecture 
 
The international financial system (which includes both private and public institutions) should facilitate the 
allocation of resources for investment in sustainable development as well as countercyclical access to financing 
in times of crises. It needs to be coherent with other relevant parts of the international architecture, including 
international tax norms and the global trading system, to best contribute to sustainable development. Yet the 
current international financial architecture – the governance arrangements for both safeguarding the functioning 
of the global monetary and financial systems and ensuring that the system is aligned with sustainable 
development – has not kept pace with the changing global landscape. Some have used the term “non-system”536 
to describe the existing set of international financial frameworks and rules, institutions and markets that has 
evolved with different phases of economic globalization, often in ad hoc fashion and in response to economic and 
financial shocks. Even in a narrow economic context capital is not allocated to its most productive uses and the 
architecture fails to avert boom-and-bust cycles.  
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2.1 Strengthening the global financial safety net   
 
The global financial safety net is meant to support short-term liquidity needs for countries in balance-of-
payments crises, which may be triggered or exacerbated by capital flow volatility. With the IMF at its centre, the 
global financial safety net also includes regional financing arrangements, bilateral swap arrangements and 
countries’ own foreign exchange reserves. The safety net has grown in volume since the 2008 world economic 
and financial crisis (see Figure III.F.1), but has remained relatively steady since 2012. Foreign exchange reserves 
have fluctuated around 15 per cent of world gross product, while institutional mechanisms for liquidity provision 
have remained in the range of 4 – 5 per cent of world gross product. While countries have accessed all four layers 
of the global financial safety net, the recent crises have exposed gaps and revealed uneven access. 
 
Figure III.F. 1 
Size of global financial safety net, 2000–2021 
(per cent of world gross product) 

 
Source: IMF  
Notes: Two-way arrangements are counted only once. Unlimited bilateral swap lines are among major developed country 
central banks and valued based on estimates of known past usage, following the methodology in Denbee et al. (2016, Bank 
of England Financial Stability Paper).  Limited bilateral swaps include all arrangements with an explicit amount limit. Regional 
arrangements are based on explicit lending capacity/limit where available, committed resources, or estimated lending 
capacity based on country access limits and paid-in capital. IMF borrowed resources excludes prudential balances. IMF quota 
includes countries in the Financial Transaction Plan (FTP) after deducting prudential balance. 
 
COVID-19 offered the first test of the expanded global financial safety net, which provided emergency support 
to countries suffering from the impacts of the pandemic.  The historic $650 billion allocation of IMF special 
drawing rights in August 2021 increased countries’ reserves, enabling some to draw down reserves for emergency 
finance. Countries also accessed IMF lending, and to a much less extent regional financial arrangements. The 
World Bank mounted a large counter-cyclical lending response (see Chapter III.C). Central banks instituted or 
expanded many bilateral swap lines in 2020 accounting for the lions share in the increase of the overall safety net 
seen in that year. Each layer of the safety net performed differently in the COVID era, and lessons can be learned 
to strengthen the permanent international financial safety net, as committed in the Addis Agenda. Amid tightening 
global financial conditions, burgeoning debt levels, and a deteriorating economic outlook for some countries (see 
Chapter I, III.E), more countries are expected to require support from the safety net going forward. The safety net 
subsequently was called upon to assist countries to address the food fuel, and finance crises sparked by the war 
in Ukraine. 
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Special drawing rights (SDRs) 
 
SDR allocations were helpful to developing countries during 2021 and 2022, with active use of their holdings 
despite their small share of the allocation. The new allocation of special drawing rights in August 2021 helped 
bridge some of the gaps in the global financial safety net. It provided member countries with unconditional 
liquidity, allowing them to boost their international reserves. The mechanism for allocating special drawing rights 
in proportion to countries’ quota shares at the IMF meant that developing countries received only about one third 
of the 2021 allocation (see Figure III.F.2). The portion going to countries most in need was even smaller. Countries 
actively made use of the new allocations through 2022. Figure III.F.3 shows aggregate SDR holdings by country 
groups as a percentage of the total SDR allocation to that group at different points in time since the August 2021 
allocation. Anything below 100 per cent indicates that that SDR holdings were exchanged for other currencies, 
with countries in the LDCs and LLDCs groups being the heaviest users of their SDRs.  
 
Figure III.F. 2 
Size of SDR allocation, by region and country group, 2021  
(Millions of SDRs)  

 
Source: UN DESA calculations based on IMF data 
Note: M49 geographic regions, country groupings landlocked developing countries (LLDC), small island developing States 
(SDIS), least developed countries (LDC). 
 
Figure III.F. 3 
Holdings of SDRs as a percentage of total SDR allocation, 2021–2022  
(Percentage)  

 
 
 
 
 
 
 
 
 
 
 
 
 
 

Source: UN DESA calculations based on IMF data 
Note: Aggregate spot holdings at the end of the day indicated, country groupings landlocked developing countries (LLDC), 
small island developing States (SDIS), least developed countries (LDC). 

Developed

Middle 
income

LLDC SIDS
LDC

Europe

Asia

Americas
Africa
Oceania

0
50.000

100.000
150.000
200.000
250.000
300.000
350.000
400.000
450.000

60%

70%

80%

90%

100%

110%

Middle
income

LDC LLDC SIDS Developed

8.31.21 12.31.21 6.30.22 12.31.22



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

174 
 

Exchanging SDRs for other currencies carries a cost for any country, and that cost has been rising along with 
tightening global liquidity. While exchange of SDRs for other currencies is not considered debt creating, countries 
are liable to pay (or entitled to receive) interest on the difference between their SDR holdings and their SDR 
allocations. This charge is based on the SDR interest rate which is a weighted average of the interest rates on the 
financial instruments of each component currency in the SDR basket. In 2021, the SDR interest rate was very low, 
but moved from less than 0.1 per cent at the start of 2022 to almost 3 per cent at the end of the year. This resulted 
in significant increases in the charges applied to countries that have exchanged their SDRs for hard currencies (see 
Figure III.F.4). 
 
Figure III.F. 4 
SDR charges and average SDR interest rate, 2021–2022  
(Millions of SDRs, percentage)  

 
Source: UN DESA calculations based on IMF 
Note: Country groupings: landlocked developing countries (LLDC), small island developing States (SIDS), least developed 
countries (LDC). 
 
While both the G7 and G20 have called for a voluntary channelling of $100 billion of unused SDRs, actual re-
channelling has happened at a much slower pace. As of November 2022, the G20 reported pledges of a total of 
$81.6 billion, 537  with re-channelling a fraction of that number. Rechannelling decisions must be made 
independently in each country subject to their own regulatory, policy and institutional arrangements. 
Rechannelled SDRs are primarily being used to finance the IMF Poverty Reduction and Growth Trust (PRGT), which 
provides subsidy resources for loans to low-income and other vulnerable countries on concessional terms, and 
the IMF’s new Resilience and Sustainability Trust (RST) (see below). By early November 2022, 5 countries 
committed 8.6 billion SDRs to the RST under loan agreements, with countries transferring over 1.8 billion SDRs 
into the RST.538 
 
Less progress has been made on re-channelling SDRs through multilateral and regional development banks. 
Member States have acknowledged that another option is to channel SDRs through multilateral and regional 
development banks. Only IMF members and certain other designated institutions may hold SDRs, including four 
regional central banks, three intergovernmental monetary institutions and 13 development banks, five of which 
were recently authorised.539 The African Development Bank has advanced the furthest, presenting to the IMF 
board a mechanism that allows countries to provide them their SDRs as hybrid capital, which the bank would 
leverage to provide long-term financing.540 The AfDB’s liquidity backstop, modelled on the PRGT/RST, seeks to 
maintain the reserve asset characteristics of SDRs by allowing lenders to redeem their loan in case of balance-of-
payments issues.  
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Proposals on a greater role for SDRs in addressing systemic risks could be analysed and discussed further. 
Currently the IMF Managing Director, with the agreement of the Executive Board, can recommend new allocations 
of SDRs, which must be approved by the IMF board of governors, made up of finance ministers and central bank 
heads from IMF members. SDR allocations can be made if there is a long-term global need to supplement existing 
reserve assets. For SDRs to contribute more broadly to the smooth functioning and stability of the international 
monetary system the IMF Articles of Agreement require revisions.541 
 
IMF financing mechanisms 
 
At the centre of the global financial safety net, the IMF increased emergency lending in 2021 and 2022. The IMF 
agreed to 20 arrangements with countries in 2021 worth 47.5 billion SDRs ($63.7 billion), and 21 arrangements in 
2022 worth 66.3 billion SDRs ($88.8 billion). IMF lending disbursements in 2021 totalled 9.2 billion SDRs ($12.4 
billion), while in 2022 it rose to 27.3 billion SDRs ($36.6 billion). Of that total concessional lending disbursements 
were $4.0 billion in 2021 and $2.7 billion in 2022. Disbursements are lower than commitments because lending 
arrangements can last several years, some countries do not draw down the fully agreed amount, and some 
arrangements are precautionary. The IMF has a number of lending facilities and in the previous two years most 
non-concessional disbursements have been under the Extended Fund Facility and concessional disbursements 
under the Extended Credit Facility – a pair of facilities that are designed for lending over the medium-term of 3-4 
years. The IMF implemented several short-term measures including to increase access limits and temporarily 
streamline approval processes. From January 2022, cumulative access limits were reduced to their pre-pandemic 
levels for most facilities.542 The IMF reported a forward commitment capacity of 156 billion SDRs ($207.7 billion) 
at the end of 2022, as well as having the ability to borrow more than $500 billion from its member through 
unactivated borrowing arrangements.543  
 
The IMF created three new financing facilities within the last years to help with short-term liquidity, food crisis 
support, and resilience. In April 2020, the IMF established a new short-term liquidity line (SLL) for countries with 
very strong policies and fundamentals, the first addition to the IMF financing toolkit in almost 10 years. Its unique 
design means that the IMF proactively offers an arrangement to countries under the SLL, rather than countries 
having to request it. The first offer of this instrument was in May 2022, which was accepted by a large middle-
income country for a three-month period. A spike in food prices has also prompted changes. Research showed 
that 50 countries are facing food insecurity and terms of trade shocks, with the costs of addressing the impacts at 
$5-10 billion.544 In September 2022 the IMF Executive Board approved a new, time-bound 12-month Food Shock 
Window under its rapid financing instruments.545 The Food Shock Window provides resources for one year to 
member countries that have urgent balance of payment needs and meet a set of qualification criteria related to 
the global food shock as well as the standard qualification criteria under the rapid financing instruments. Four 
countries, including one major food exporter and three African countries, have already accessed emergency 
financing under the window, with other requests being considered.  
 
The IMF Resilience and Sustainability Trust (RST) is a new direction for the IMF as it provides longer term lending 
than other IMF programmes. The RST, and its associated facility, aims to help low-income and vulnerable middle-
income countries build resilience to external shocks and ensure sustainable growth, contributing to their long-
term balance of payments stability. About three-quarters of the IMF’s country membership is eligible for RST, 
including all small island developing States (SIDS). It provides longer-term, affordable financing to support policy 
reforms that reduce macroeconomic risks arising from longer-term structural challenges, including climate change 
and pandemic preparedness. It also increases policy space and financial buffers to mitigate prospective balance 
of payments risks. Arrangements have a 20-year maturity and a 10.5-year grace period during which no principal 
is repaid. The RST was operationalized in October 2022; by end 2022 it had received pledges to contribute 
resources of 29 billion SDRs ($37 billion) from 13 countries. There are 143 RST-eligible countries, and four 
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programmes under the resilience and sustainability facility have already been agreed with a total amount of 1.9 
billion SDRs ($2.6 billion). To access RST funding, countries need a concurrent IMF-supported program under 
another facility. The IMF staff coordinate with the World Bank, World Health Organization, regional MDBs and 
other relevant agencies to provide relevant subject matter expertise. 
 
Bilateral swap arrangements  
 
Bilateral swap lines may have been effective at dampening volatility of capital flows, but are available to few 
developing countries. The global network of swap lines, voluntary currency exchange arrangements between 
central banks of countries, expanded dramatically since the 2008 world financial and economic crisis, when swap 
lines were opened amongst six developed country central banks (see Figure III.F.1). Now there are over 90 swap 
lines in existence (see Figure III.F.5), with both permanent ones and temporary ones opened during the COVID-19 
pandemic.546  Typically swap lines are unconditional in nature, though most of them are limited in volume. There 
may be multiple motivations for signing swap lines, which could include reducing balance of payments pressure, 
reducing pressure on exchange rates, or to facilitate international trade. Available evidence is indicative that the 
existence of a swap line had no effect on interest rates or credit risk estimates before the COVID-19 pandemic but 
seems to have helped countries contain increases to sovereign borrowing risk premia after the onset of the 
pandemic.547  Swap lines tend to be made available from major central banks to partners that have large financial 
or trade linkages,548 which leaves many developing countries, particularly the poorest out of the global network 
of swap arrangements (see Figure III.F.6). 
 
Figure III.F. 5 
Bilateral swap line networks, 2021 
(United States dollars)  
 

 
Source: IMF, based on Perks et al 2021; central bank websites; and IMF staff estimates. 
Note: The size of each bubble represents the total amount of bilateral swap lines in US dollar terms. 
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Figure III.F. 6 
Access to bilateral swap lines, by country group, 2021  
(Percentage of countries)  

 
Source: UNDESA calculations based on Perks et al 2021; central bank websites; and IMF staff estimates 
 
Regional financing arrangements  
 
Regional financing arrangements can play an important role in strengthening the global financial safety net, but 
were relatively unused during the pandemic. Developing countries have access to six regional financing 
arrangements, with a combined lending power of $1 trillion.549 Between February 2020 and February 2023, RFAs 
disbursed $9.9 billion to member countries, partly in combination with IMF programmes. More than one-third of 
this was provided to a single country in Europe. This is a small amount compared to bilateral currency swaps 
between central banks, standing at more than $1.5 trillion, and IMF lending described above (see Figure III.F.7). 
Some of the larger arrangements, notably the Chiang Mai Initiative Multilateralization (CMIM) and Contingent 
Reserve Arrangement (CRA) of the New Development Bank were not used at all. The relatively low mobilization 
from RFAs was consistent across both poorer and more developed countries.550 Nonetheless, the quick disbursal 
of RFA loans provided fast and flexible relief for those countries that accessed them. 
 
Figure III.F. 7 
Use of the global financial safety net, 2020-2021  
(Billions of United States dollars)  

 
Source: UNCTAD. 
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Regional financing arrangements could be adjusted to provide more resources on better terms with more 
predictability. Compared to bilateral swap arrangements, regional facilities are predictable and not decided based 
on historical political, financial, or trade linkages. Regional arrangements also give voice and representation to 
their member countries, most of which are not included in other multilateral forums such as the G20. During 
COVID-19, the most used regional arrangements were those which did not require an IMF programme to be in 
place to access funds. 551  Cooperation between regional financing arrangements and the IMF is essential to 
coordinate across layers of the safety net; formal linkages could be revised to give more autonomy to regional 
arrangements decisions. An expansion of their member base could help regional arrangements further strengthen 
their role. For instance, the Latin American Reserve Fund (FLAR) recently introduced the new member category 
“associated central banks”, under which the Central Bank of Chile joined in February 2022. 
 
2.2 Role of global reserve currencies   
 
Use of a national currency as the global reserve creates asymmetries at times of shock. Global monetary policy 
conditions, including shocks, are transmitted from reserve issuing countries to the rest of the world — through 
interest rates, capital flows, and asset prices — with the potential to create challenges to economic and financial 
stability.552 Monetary policy spillovers affect developing countries regardless of exchange rate regime (see Box 
III.F.1) and in times of crises there is a flight to safety among international investors, who rush to hold reserve-
issuing country assets.  
 
The United States dollar remains the preeminent global reserve currency and has the central role in the financial 
system as the currency vehicle for most international financial transactions. The dollar has retained over 80 per 
cent share as being one of the currencies involved in over-the-counter foreign exchange transactions since 1998, 
when the data survey of such transaction began (see Figure III.F.8). For exchange traded derivatives, it has almost 
99 per cent share.553 While the share of the dollar in official foreign exchange reserves has declined from its peak 
in the year 2001, it remains at about 60 per cent of the known allocations (see Figure III.F.9). 
 
Figure III.F. 8 
Turnover of OTC foreign exchange instruments, by currency, 1989–2022  
(Percentage)  

 
Source: BIS. 
 

0

10

20

30

40

50

60

70

80

90

100

1989 1992 1995 1998 2001 2004 2007 2010 2013 2016 2019 2022

USD EUR JPY GBP CNY



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

179 
 

The dollar is likely to retain its role as the major vehicle currency for the immediate future because of the depth 
and liquidity of US dollar markets.  The world’s capital markets are deep and highly integrated and cross-currency 
capital movements combine huge scale with high mobility. United States dollar denominated securities markets 
are the deepest and most liquid, which allows any financial market actor to store large amounts of funds at lower 
risk than in other currencies. Central banks who want to minimize the impact of these movements on their 
domestic currencies keep in reserve financial securities that: (i) have a large and safe value storage capacity, (ii) 
are available in abundance, and thus (iii) are highly liquid. No other financial securities and no other financial 
instruments, including crypto and digital currencies, can match United States Treasuries in these criteria.554 
 
Figure III.F. 9 
Share of United States dollars in official reserves, 1999–2022 
(Percentage)  

 
Source: IMF. 
 
The need to holding reserves creates costs for developing countries. Developing countries have built up 
international reserves as a form of self-insurance against capital flow and exchange rate volatility, reducing the 
risk of balance of payments crisis. However, these benefits are weighed against the costs, as foreign currency 
reserve accumulation has an opportunity cost of forgone domestic investment, when reserves could have been 
invested into productive capacity and infrastructure at much higher financial returns and with greater positive 
social and environmental impact. Additionally, when countries accumulate reserves, they often do so by selling 
local currency to buy foreign securities, thus increasing the domestic money supply. To mitigate the inflationary 
impact, central banks might “sterilize” the foreign exchange accumulation by buying back the currency, pushing 
up domestic interest rates. Making the global financial safety net more reliable can provide benefits by reducing 
the design to hold foreign exchange reserves. Regional monetary cooperation could be designed to refinance and 
promote intraregional trade and develop intraregional value chains, particularly with local currency invoicing 
arrangements and regional payments systems. These systems could be created or enhanced through the 
strengthened monetary cooperation that is burgeoning as a result of experimentation with central bank digital 
currencies and their potential interchange (see section 5 below). 
 
2.3 Managing capital flow volatility   
 
Private capital markets promulgate volatile international capital flows which complicate macroeconomic 
management. Theoretically, resources should flow to countries and sectors where capital is scarce and returns, 
adjusted for risk, are high, thus providing the resources necessary for development. However, capital has not 
always flowed to areas where returns are greatest for a host of reasons, including skewed incentives, short-
termism, and risk-aversion. Volatile boom-bust patterns of capital flows have led to instability in the real economy 
and made macroeconomic policy management more challenging.555 As discussed in Chapter I, the last year has 
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seen periods of strong capital inflows and outflows from developing countries. Capital flows, especially portfolio 
investment in debt and equity markets, also trigger exchange rate movements as investors repatriate funds, or 
redeploy them to other markets. The increased volume of gross capital flows is reflected in the increasing share 
of developing country currencies in all currency transactions (see Figure III.F.10). Downside risks to portfolio flows 
remain elevated compared to historical norms amid persistent dollar strength, market volatility, and heightened 
uncertainty about the economic and political outlook. 556 
 
Figure III.F. 10 
Share of developing country currencies in global foreign exchange turnover, 2001–2022 
(Percentage)  

 
Source: BIS. 
 
Box III.F. 1 

Are all emerging markets susceptible to US monetary policy spillovers? 
 
Countries with flexible exchange rate regimes may be better insulated from U.S. monetary policy spillovers, as 
they do not need to maintain a peg against the US dollar and can therefore pursue an independent monetary 
policy.557 Countries with fixed exchange rates, on the other hand, need to follow the Fed’s decisions almost 
mechanically to avoid large swings in cross-border capital flows. However, a growing body of research has 
shown that even a floating exchange rate regime may not afford countries complete monetary sovereignty. 
This could be because shifts in US monetary policy are the primary drivers of the global financial cycle, which 
affects monetary conditions in all economies, irrespective of their exchange rate regimes. In addition, countries, 
concerned about contractionary effects of a currency depreciation following US tightening, may want to raise 
policy rates to prevent substantial weakening of their currencies. They can also raise rates to tame inflation, 
which could be on the rise if there is high exchange-rate pass-through to domestic prices and inflation 
expectations are not well anchored.558 Reluctance to allow exchange rates to fluctuate (“fear of floating”) on 
the part of policy authorities may be a useful policy response and can justify policy choices, such as foreign 
exchange rate interventions.559 

 
A suite of policy tools can be used to address volatility by both source and destination countries. At the start of 
the COVID-19 crisis, more countries than in the past were able to deploy countercyclical monetary policies, 
including interest rate cuts and, in some cases, quantitative easing; foreign exchange interventions; easing of 
macroprudential regulations; and, capital flow management measures.560 Countries should be able to draw on the 
full range of tools – monetary and fiscal policies, exchange rate policies including foreign exchange intervention, 
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macroprudential measures, capital flow management measures and others – at their disposal to mitigate the 
impacts of volatile international capital flows. The IMF institutional view (see below) holds that capital flow 
management measures should not substitute for warranted of macroeconomic adjustment, and should be phased 
out once the high level of capita flow volatility (inflow surges, or disruptive outflows) has abated. International 
coordination and transparent forward guidance on monetary policy decisions in source countries for capital flows 
are important to help reduce negative spillovers. Source countries should also continue efforts to enhance 
financial stability and incentives for long-term sustainable investment, which could reduce cross-border capital 
flow volatility. Following integrated policy frameworks, developed by the IMF, can help countries determine the 
best policy mix and could be implemented as part of a broader integrated national financing frameworks or other 
national planning systems. 
 
The IMF now recognizes that pre-emptive capital inflow management measures, which are also 
macroprudential measures, may be appropriate in certain circumstances. In March 2022, the IMF completed a 
review of its 2012 institutional view on capital flows. The review recognized the potential role of measures that 
combine elements of both capital flow management and macroprudential measures for reducing systemic 
financial risk from currency mismatches, such as limits on or taxation of banks’ foreign currency exposures, which 
limit the build-up of financial vulnerabilities by reducing capital inflows in relevant sectors. As a result, new IMF 
guidance sees a role for pre-emptive measures to reduce systemic risk not only when capital inflows surge but 
also at other times.561 This is in line with Member States’ recognition in the Addis Ababa Action Agenda of the 
potential role of capital flow management.  
 
3 Financial market regulation for sustainable development 
 
Systems for financial regulation have dramatically improved coverage of systemic risks since 2008, but parts of 
the financial system are not subject to this regulation, and efforts on integrating climate and other 
environmental risks are only beginning. Implementation of the reforms to banking regulation and supervision 
agreed by the G20 after the 2008 financial crisis is nearly complete, with implementation of most of the final 
reforms to the Basel III capital adequacy standards for regulated banks meant to take effect from January 2023.562 
However, with a worsening climate emergency and biodiversity crisis, public authorities are developing rules for 
addressing non-financial and non-economic risks, such as climate change. In addition, the regulatory systems for 
non-bank financial intermediaries leave many systemic risks ineffectively addressed. Policies on both of these 
agendas may not yet be strong enough to guide the financial system towards desired economic, social, and 
environmental outcomes. 
 
3.1 Addressing risks from non-bank financial intermediation 
 
The recent growth of non-bank financial intermediaries means that financial risks are increasingly being held 
outside of the regulated financial sector. Non-bank financial intermediaries (NBFIs) now hold almost half of global 
financial assets, up from 42 per cent in 2008 (see Figure III.F.11).563 NBFIs includes money market funds, pension 
funds, hedge funds, mutual funds, insurers, and vehicles for securitization, as well as fintech providers that act as 
financial intermediaries, among others. Many NBFIs, such as money market funds, are open-ended allowing 
investors to withdraw their money with little or no notice, and therefore can be subject to runs. Some NBFIs, such 
as many hedge funds and structured financial products, make ample use of leverage to increase returns from their 
trading strategies, while others may have exposure to highly leveraged entities, for example though the leveraged 
loan market. 
 
Non-bank financial intermediaries can transmit and amplify market shocks, which could precipitate a wider 
scale financial crisis. While NBFIs contribute to a diversified financing landscape, their vulnerabilities can amplify 
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volatility and market stress, particularly through derivatives and leverage. Liquidity mismatches (e.g., when 
holdings of illiquid long-term investments are funded with short-term borrowings), currency mismatches and 
leverage are vulnerabilities associated with NBFIs.564  In the event of a shock these can lead managers at NBFIs to 
sell assets to cover redemptions or margin calls.565 These rapid spikes in demand for liquidity may be difficult for 
market intermediaries to absorb.566 The increased importance of non-bank financial intermediaries for the real 
economy means that the rapid selloffs, which may involve deleveraging, of these institutions is likely to be 
transmitted into the real economy, for example through reduced credit availability for non-financial businesses. 
Investment funds, a type of non-bank financial intermediary, are the largest holders of cross-border claims, 
constituting the portfolio capital flows discussed earlier.567 
 
Figure III.F. 11 
Total global financial assets, 2006–2021  
(Trillions of United States dollars, percentage of total assets)  

 
Source: FSB. 2022. Global Monitoring Report on Non-Bank Financial Intermediation 
Notes: Banks includes all deposit-taking corporations. The NBFI sector includes insurance corporations, pension funds, other 
financial intermediaries (particularly investment funds) and financial auxiliaries. Includes data doe 21 jurisdictions plus entire 
euro area, data for Russia only available through 2020. 
 
Existing regulations on NBFIs traditionally focused mostly on protection for investors, rather than systemic risk. 
Regulations on some of these entities include market conduct rules to ensure fair treatment for end users and 
micro-prudential rules focussed on the stability of the entity and fails to reflect the systemic dimension.568 Other 
types of NBFIs lack even micro-prudential regulation, with rules mainly on market conduct, such as disclosure, 
fraud prevention, and barring market manipulation. This is in contrast to requirements for systemically important 
regulated banks, which now include measures to mitigate systemic risks, such as capital surcharges and crisis 
management rules. The governance and internal incentive structures for NBFIs do not cover systemic risks.  
 
The growth in non-bank financial intermediary investment flows to developing countries has created additional 
vulnerabilities, which materialized during the pandemic. Non-bank financial institutions played an increasing role 
in cross-border flows, as both public and private entities shifted to tapping capital markets. This includes growth 
in investment funds benchmarked to local-currency bond indices in developing countries, which have risen 
fivefold since the mid-2000s to around $300 billion.569 Studies focusing on NBFIs’ behaviour suggest that they tend 
to act more pro-cyclically than banks, especially when it comes to cross-border activity.570 In March 2020 amid a 
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flight to safety at the start of the pandemic, developing country assets experienced large declines in price. Sales 
by foreign investors resulted in large-scale capital outflows in some jurisdictions and contributed to local currency 
depreciation.571 Sovereign rating downgrades may have added to the pressures, particularly when countries lost 
investment grade ratings, forcing sales by pension funds and other managers that are prohibited from holding 
assets below investment grade. Sovereign downgrades also affected the cost of borrowing for corporations 
located in those countries due to the sovereign ceiling on ratings. 572  The episode reinforces the need for 
developing countries policymakers to use the full policy toolbox to respond to volatile capital flows as appropriate, 
such as implementing measures to incentivise longer time horizons for investors. Regulators and supervisors 
overseeing non-bank financial intermediaries in developed countries generally have no mandate to address 
spillovers to other countries, though policies in source countries that impose appropriate regulation and 
supervision to address high leverage, or at least smooth deleveraging, could help constrain volatility (see above).  
 
Regulatory authorities are working together to change international standards to address the growing risk from 
non-bank financial intermediaries. As standards are translated into regulations on NBFIs, they should aim to 
better align incentives with stability goals. The main focus of the proposals being developed at the Financial 
Stability Board and the International Organization of Securities Commissions is to reduce excessive spikes in the 
demand for liquidity by addressing the vulnerabilities that drive those spikes (e.g. by reducing liquidity mismatch 
or the build-up of leverage) or by mitigating their impact on financial stability (e.g. by ensuring that redeeming 
investors pay the cost of liquidity and by enhancing the liquidity preparedness of market participants to meet 
margin calls). Some countries are considering providing access to central bank liquidity for some non-bank 
financial intermediaries, however such access should come coupled with the creation of an appropriate regulatory 
framework for those institutions to manage risks and ensure a level playing field with banks and prevent 
regulatory arbitrage.  
 
3.2 Addressing climate- and nature-related risks and greening the financial system 
 
Climate-related and nature-related risks can impact asset values and financial performance and threaten 
financial stability, necessitating systemic regulatory and supervisory responses. Climate change impacts the 
entire financial system and needs to be addressed with a consistent global approach to assess, manage, and 
mitigate the resulting financial vulnerabilities, which some call ‘climate-related financial risks’.573 While individual 
financial institutions are increasingly recognizing environmental and climate related risks, they are not necessarily 
being fully incorporated into decision-making and risk management frameworks. Similar to other exogenous 
shocks, embedding climate-related risks in risk management frameworks is difficult because of the forward-
looking nature of shocks, amongst other reasons. A system-wide perspective should be applied to understand: (1) 
physical risks as well as risks associated with transitioning to a low-carbon economy574 at the national level, and 
(2) the transmission and amplification channels for how these risks can spillover across sectors or borders. Most 
private financial institutions have also not yet incorporated environmental sustainability concerns into their 
internal governance structures that set incentives for staff. To help guide policymakers, the World Bank has 
developed a framework that provides a range of practical approaches that authorities can take to promote green 
finance and manage climate-related and environmental risks (see Figure III.F.12).575 Financial policy makers should 
have a good understanding of specific local barriers and climate-risks related to green finance, in order to prioritize 
and tailor policy actions to local contexts.    
 
Standard setters for regulated banks are advancing principles for how regulation can address climate risks. The 
Basel Committee on Banking Supervision (BCBS) has agreed to 18 high-level principles for how regulators and 
supervisors should improve risk management and supervisory practices of climate-related financial risks. The 
principles, which seek to accommodate banking systems at different levels of size and complexity, span the 
following topics: 1) corporate governance, 2) internal control frameworks, 3) capital and liquidity adequacy, 4) risk 
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management process, 5) management monitoring and reporting, 6) comprehensive management of credit risk, 7) 
comprehensive management or market, liquidity, operational and other risks, and 8) scenario analysis. By issuing 
principles rather than standards, the BCBS is allowing flexibility in how national regulators act on climate-related 
financial risks.576 
 
Regulators are still considering how to adapt principles on climate risk into regulations for banks’ capital 
requirements. The primary role of financial regulators is to ensure safety and soundness in the financial system. 
To address climate change, most of the focus to date has been on how climate-change impacts financial returns 
(single-materiality) and not on how the bank’s loan portfolio impacts climate-change (or double materiality). Three 
approaches can be used to incorporate environmental issues into the capital requirements of regulated banks: (1) 
micro prudential approaches based on how environmental risks impact a bank’s financial performance; (2) ‘weak’ 
macroprudential approaches that address systemic risks linked to how specific sectors and geographic areas might 
impact the banking system more broadly; and (3) ‘strong’ macroprudential approaches that explicitly consider 
feedback loops and double materiality.577 On micro prudential approaches, regulators are debating whether to 
apply adjustment factors to capital requirements depending on the “greenness” or “environmental harmfulness” 
of an asset. While aligning regulatory requirements with underlying risks is critical, methodological challenges and 
data gaps hamper the both the assessment of climate-related risks and the measurement of exposure to these 
risks in individual institutions. Many regulatory authorities have indicated that better assessments of potential 
losses for financial firms and the overall financial system are necessary to gauge more precisely the financial 
stability implications of climate risks and to inform policy decisions. 578  Regulators should build on existing 
voluntary transition planning by businesses579 and require financial institutions to develop internal processes to 
evaluate the impact of climate risks on their solvency and include them in their internal capital adequacy process. 
A network of central banks and regulators has suggested the development of forward-looking assessments of 
climate-related and environmental risks based on climate change and policy scenarios.580 Some national members 
have experimented in calculating default probabilities of specific sectors based on the scenarios, but no regulators 
or supervisors have yet changed capital requirements using this approach.581  
 
Figure III.F. 12 
Toolkits for policymakers on greening the financial system 

 
Source: World Bank (2021) Toolkits for Policymakers to Green the Financial System 
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There is not yet a focus on how to address the impact of financial institutions’ activities on the environment. 
Major central banks and supervisors have acknowledged that climate change and biodiversity loss are not only a 
source of risk for financial performance of individual financial institutions; they could also have significant 
macroeconomic implications.582 Banks, insurers and investors have signed on to voluntary commitments and 
statements (see Chapter III.B), but turning this into action on a scale to address systemic risks will require 
government policies and regulations. Macroprudential regulation for both banks and non-bank financial 
intermediaries could help incentivise the reallocation of finance away from environmentally harmful activities and 
towards transition finance.583 Prudential supervisors should operate within their legal mandate, which is usually 
focussed on promoting a safe and sound financial system. Where needed in the longer term to ensure a financial 
system compatible with the sustainable development agenda, policymakers may wish to consider the need to 
augment mandates without compromising financial stability.   
 
Improved corporate sustainability disclosure will be necessary. Better data on climate and SDG impacts is needed 
for financial intermediaries to incorporate these into decision-making, as well as for regulatory and supervisory 
bodies. Sustainability disclosure is most advanced with respect to climate, 41 per cent of banks aligned with the 
voluntary guidelines of the Financial Stability Board’s Task Force on Climate-related Financial Disclosures (TCFD) 
based on an assessment of their 2021 financial statements584, but in order to report accurately on their 
underlying portfolios they would need comparable data from all their borrowers.  Several jurisdictions have 
begun to enforce mandatory climate-related risk disclosures in line with or based on the TCFD 
recommendations.585 Some financial institutions have also come together to set up a Task Force on Nature-
Related Financial Disclosure, which has issued a nature-related risk management and disclosure beta 
framework.586 The International Sustainability Standards Board (ISSB) under the IFRS Foundation is working to 
create a global baseline reporting standard, with a goal to have final standards published by early 2023,587 though 
again these will be focused on financial materiality of climate risks and not the impact of the financial system on 
climate change (see chapter III.B).  
 
To the extent allowed by their mandates, central banks, regulators, and supervisors could support just 
transitions and include social impacts. If allowed by their legal frameworks, authorities could go further than 
micro-prudential or even macro-prudential approaches, to include social considerations. Economic transitions to 
address climate change will have distributional implications, creating inequalities based on sector or geography. 
There is a two-way interaction between inequality and economic downturns, which has implications for monetary 
policies.588 Further, inequality can impact financial stability, growth, and employment.589 Thus, macroeconomic 
and financial regulatory policies geared to address climate change and the transition to net-zero may have positive 
or negative social implications, particularly for workers in polluting industries. Financial authorities, potentially as 
part of intragovernmental policy coordination, could consider the potential feedback loops between 
macroprudential policy, climate strategies, economic inequality and financial stability. 
 
Central banks are also increasingly addressing climate-related risks, as part of their mandates on price and 
financial stability. Central banks face the same challenges as the private sector with regard to the lack of 
comprehensive, accurate and timely data (see Chapter III.B).  Central banks also vary in whether their mandates 
require (or even allow) them to incorporate sustainability issues into their activities. While most central bank 
mandates do not explicitly refer to sustainability, close to half of central banks worldwide have an indirect 
mandate to support the policy objectives of their respective Governments.590 Given that climate change will have 
effects on risks in the financial and economic system, central banks should consider climate-related risks in their 
risk frameworks. As central banks develop their approach to climate risk assessment and incorporating 
sustainability into their operations, they should look at options related to credit policies, collateral policies, and 
asset purchases.591 For example, through their foreign reserves holdings, central banks may be exposed to climate-
related physical and transition risks through their portfolios of sovereign and other assets.592 In addition, many 
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central banks use credit assessments by credit ratings agencies in their operational frameworks (e.g. asset 
purchase programmes and collateral frameworks) but the agencies vary in how they take on board climate risks 
in the ratings.593  
 
4 Digital finance and digital currencies  
 
Rapid developments in digital financial technology, further accelerated by the pandemic, have transformed 
financial services. While creating new opportunities for efficiency gains and financial inclusion (see Chapter III.G), 
the large-scale adoption of these technologies also creates new risks, including for financial stability and integrity. 
A new range of digital assets including crypto-assets and so-called stablecoins have proved especially volatile. 
Many central banks are also exploring the development of central bank digital currencies (CBDCs), in part to 
address these risks by offering a safer alternative.  
 
4.1 Digital financial services 
 
Under a robust regulatory framework, financial technology (fintech) can contribute to financial inclusion and 
innovation and support efficiency gains, while maintaining financial stability. It can deliver increased 
transparency and access to information, and enable risks to be more accurately assessed and better priced. 
Fintech innovations can support improvements in business models of financial institutions, thereby contributing 
to the overall efficiency of the financial system and the real economy, for example by reducing remittance costs 
(see Chapter III.G). The benefits of decentralization and diversification espoused by fintech could potentially also 
help limit the contagion effects of financial shocks in some circumstances. 
 
Without strong regulatory frameworks, however, fintech can generate significant risks to financial stability. In 
the absence of effective regulation, fintech will generate new risks or amplify existing ones. For example, increased 
transactional speed might exacerbate contagion and cross-border spillovers. Additionally, new technologies like 
blockchain can allow entities to set up operations in one jurisdiction and market their services globally, making 
domestically focused regulation and supervision more challenging. Decentralized Finance (DeFi) goes a step 
further where participants on a single application are often pseudonymous and could continue to operate without 
a headquarters. The provision of cloud computing has the potential to shift risks from regulated financial 
institutions to entities such as BigTechs that are not well regulated (see Chapter III.G). The use of complex 
algorithms can lead to greater homogeneity in risk assessments and credit decisions and rising 
interconnectedness. Even regulatory responses such as creating new institutional arrangements like sandboxes 
can create financial stability risks if not designed and implemented correctly. While global standard setting bodies 
take a technology neutral approach to fintech regulation, there are limited standards governing the way certain 
activities are delivered by fintech. Authorities may need to address those technology specific risks during the 
implementation of those global standards.  
 
4.2 E-money, Crypto-assets and so-called “stablecoins” 
 
E-money has grown rapidly in many jurisdictions, delivering benefits of financial inclusion and payments 
efficiency but also generating new risks. E-money services evolved in conjunction with the rapid growth in mobile 
networks and internet access. There are no tailored international standards for e-money providers, and regulatory 
practices are evolving on a country-by-country basis, reflecting local needs and constraints. E-money providers 
are typically required to match one-to-one the aggregate balance of their clients’ e-wallets to a pool of liquid funds 
(generally bank deposits or short-term government debt) of at least equivalent value. Managing risks to financial 
stability is particularly important where e-money providers are large and provide specialized services for which 
there are limited alternatives, and where there is a high degree of interconnectedness between e-money 
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providers and banks. Key areas of regulatory focus include taking an entity-based supervisory approach; 
segregation and safekeeping of funds; capital requirements; and internal controls, including operational 
resilience.594 
 
Crypto assets have shown volatile growth and could generate financial stability risks in the future, while not 
yet showing benefits such as contributions to payments efficiency. Crypto-assets, such as bitcoin, are privately 
issued virtual tokens, many of which are based on decentralized networks using distributed ledger (blockchain) 
technology. Large swings in valuation render crypto-assets unfit to fulfil the three main functions of currencies, 
i.e. to serve as a store of value, as a unit of account, and as a medium of exchange.595 
Total market crypto-asset capitalization fell from $3.1 trillion in November 2021 to under $1 trillion by early July 
2022. While interest in crypto-assets and so-called stablecoins increased during most of 2021, the sharp drop in 
valuations in May 2022 was accompanied by many high-profile bankruptcies in the sector. Large drops in crypto-
asset prices in 2022 coincided with rises in benchmark interest rates in most developed countries as well as 
reduced daily usage of the major crypto trading apps (see Figure III.F.13), an indicator that crypto trading is driven 
by speculative activity rather than payments.596 Analysis of blockchains also shows that peer-to-peer and small 
retail are a tiny percentage of overall transaction volume in all regions of the world.  
 
Crypto-assets also generate significant risks to market integrity, financial integrity and consumer protection. 
The use of leverage, operational failures of key crypto-asset services providers, and a lack of cyber security of 
many services providers has led to significant losses to some users. The largest related to the collapse of crypto-
asset exchange FTX in November 2022, with allegations of fraud and mismanagement. The opacity of the market, 
particularly regarding price formation, has led to market manipulation, including pump-and-dump schemes and 
rug pulls (when developers abandon projects but keep investors’ funds), generating significant risks to market 
integrity.597  The pseudo-anonymous nature of crypto-asset transactions also raises concerns with respect to 
increasing the risk of illicit financial flows (see Chapter III.A). The high energy consumption required to process 
transactions on large blockchain networks such as bitcoin, is also a challenge, with a large carbon footprint 
associated with the energy used by the computers involved. The cross-border nature of crypto-assets makes them 
particularly challenging to regulate. Many crypto-asset service providers operate from one jurisdiction but market 
their services globally, which creates significant challenges for regulation and supervision. 
 
Figure III.F. 13 
Bitcoin price and crypto-exchange app daily active users, 2015–2022 
(United States dollars, millions of users)  

 
Source: R Auer, G Cornelli, S Doerr, J Frost and L Gambacorta (2022) 
Note: Cross-country monthly average of daily active users, calculated on a sample of more than 200 crypto-exchange apps 
over 95 countries. 
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Stablecoins also create financial stability risks, and widespread use may create challenges for macro-economic 
management. So-called stablecoins share many of the characteristics of crypto-assets, including their pseudo-
anonymous nature. However, most existing stablecoin issuers promise (implicitly or explicitly) to maintain a stable 
value, typically relative to a single currency, such as the US dollar. However, many of these existing stablecoins 
are issued by unregistered and unlicensed entities and do not have credible mechanisms to support their promise 
of price stability. 598  When stablecoin reserve compositions are complex, less liquid, or opaque there are 
heightened risks to consumers and markets and greater possibility of risks to financial stability.599  Most are 
currently used for trading between crypto-assets and for conversion between crypto-assets and currencies. 
Despite their name, stablecoins can be vulnerable to runs when users lose trust and rush to redeem their holdings, 
generating bank run like dynamics. This occurred in May 2022, when a loss of trust led to the collapse of the 
algorithmic stablecoin TerraUSD, previously one of the top five stablecoins by market capitalization (see Figure 
III.F.14).600 Dollar-denominated stablecoins are growing in popularity in developing countries as a potential store 
of value and hedge against inflation and exchange rate volatility, raising the same macroeconomic risks of 
dollarization.601 Alongside fiscal risks (see Chapter III.A), widespread adoption of crypto-assets could undermine 
the effectiveness of monetary policy and allow the circumvention of capital flow management measures.602 
 
Figure III.F. 14 
Stablecoin market capitalization, 2020–2022 
(Billions of United States dollars) 

 
Source: FSB, based on CoinGecko, CryptoCompare, Tether. 
 
Crypto-assets, so-called stablecoins, exchanges and related providers should be subject to regulatory standards 
proportionate to their economic function and risks, rather than their legal form. In October 2022 the Financial 
Stability Board issued a consultative document603 that proposed a set of high-level recommendations for the 
regulation, supervision and oversight of crypto-asset activities and markets 604  and revised high-level 
recommendations for global stablecoins605. One of the key proposals is that authorities should apply effective 
regulation, supervision, and oversight to crypto-asset activities and markets in line with the principle “same 
activity, same risk, same regulation,” as this Task Force has called for in previous Financing for Sustainable 
Development Reports. This principle is already embedded in the July 2022 guidance issued jointly by the 
Committee on Payment and Market Infrastructures and IOSCO for how stablecoins should be able to access the 
payments system.606 The same principle underlies IMF guidance, which identifies nine elements for effective 
policies for crypto assets, that when adopted would help policymakers better mitigate the risks posed by crypto 
assets while also harnessing the potential benefits of innovation. The elements are aligned with the FSB standards 
but add additional guidance, including to safeguard monetary sovereignty and stability by not granting crypto-
assets official currency or legal tender status.607 
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4.3 Central bank digital currencies 
 
Central banks worldwide are exploring digital currencies, which can be an alternative, safer way to address 
some of the issues highlighted by the interest in crypto-assets. Central bank digital currencies (CBDCs) could be 
designed to address financial inclusion concerns and the inefficiency of some payments systems, while eliminating 
the speculative investment element that dominates crypto-asset use. A retail central bank digital currency is 
meant for use by the general public; a wholesale CBDC is used for transactions between financial institutions. A 
recent survey found that 90 per cent of central banks were engaged in CBDC-related work, with 68 per cent 
considering it likely or possible that they would issue a retail central bank digital currency within the next six years 
(see Box III.F.2 for discussion on CBDCs in Asia and the Pacific).608 Retail CBDCs have already been launched in 
several developing countries, with others in the pilot stage. Some of these operate like a publicly issued e-money, 
with agents operating gateways and onboarding customers. So far take up has been lower than expectations in 
some markets, with usage below 1 per cent in one case, due to lack of awareness, limited additional benefits for 
use, and limited acceptance by merchants.609 This parallels the experience of private sector payment innovations, 
for example despite large marketing budgets and eight years of promotion ApplePay still is only actively used by 
a very small share of consumers, even though the majority of Apple phone owners have set up the service.610  
 
CBDCs are an opportunity to improve financial inclusion and address oligopolies in payment systems. According 
to the BIS survey for developing countries, the main motivating factor for exploring retail CBDCs is improving 
financial inclusion. While CBDCs do not directly address some of the structural barriers to financial inclusion, they 
can provide open infrastructure, promote financial sector competition, and build trust in the system.611  For 
developed countries the main drivers for CBDC work are domestic payments efficiency, payments safety, 
monetary sovereignty, and financial stability. Payment service markets are often marked by oligopoly due to 
network effects, resulting in rent seeking and high service costs. 612  Emerging research shows that existing 
payments providers, dominated by the credit card industry, may exacerbate inequality.613 Introducing a retail 
CBDC provides a competitive alternative that can reduce rents, improve competition and reduce costs.614  
 
Figure III.F. 15 
High-level models of interoperability and interlinking of CBDC systems 

 
Source: BIS et al (2022) 
 
While CBDCs can offer various benefits, there are also associated risks for national financial systems. From a 
policy perspective, interest-bearing CBDC may prompt many people to switch their savings from bank deposits to 
a CBDC, which could lead to financial instability if such financial disintermediation is sizeable. CBDCs could also 
exaggerate systemic bank runs because a digital flight to safety could occur at a significant scale and speed. From 
an operational perspective, examples of risks are fraud, cyber-attacks, and reputational and financial damage 
caused by outsourced firms. 
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CBDCs can improve cross-border payment efficiency. Interoperability between central bank digital currencies in 
different jurisdictions could help to enhance cross-border payments. Currently most cross-border payments use 
correspondent banking networks, which are slow, costly, untransparent and are experiencing declining linkages, 
potentially leaving some countries underserved and raising the cost of remittances (see chapter III.B).615 Resolving 
the frictions requires legal, regulatory, and technical changes which are difficult to graft onto existing payment 
systems. CBDCs provide a “clean slate” onto which design choices can ensure CBDCs have efficient cross-border 
interoperability and cheaper means of implementing anti-money laundering controls. For CBDCs to enhance cross-
border payments, jurisdictions working on a CBDC must take the cross-border functionality into account at an 
early stage to avoid unintended barriers later.616 There are three high-level arrangements for interoperability: 
compatibility, interlinking, and single system, and three options for different types of interlinking (see Figures 
III.F.15 and 16). Compatible standards would be the easiest and least costly to implement, while interlinking and 
single systems would be more efficient but have higher costs and greater governance challenges. 
 
Figure III.F. 16 
Key features of interoperability and interlinking of CBDC systems 

 
Source: BIS et al (2022) 
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Cross-border access to CBDCs could also create new risks involving possible currency substitution and capital 
flow volatility. If residents of one country were to adopt and use CBDCs from another country, this could create 
significant macroeconomic challenges similar to the impacts of dollarization. For this reason, most central banks 
are focussing CBDC interoperability on the wholesale segment. Regulatory guardrails might be needed even for 
wholesale CBDCs to prevent financial institutions from using CBDC interoperability to build up excessive foreign 
exchange positions. Design choices for retail CBDCs could help to mitigate some risks, for example many retail 
CBDC prototypes are considering limits on aggregate balances and transaction size limits. Central banks should 
consider how to manage the potential trade-offs between efficiency gains for users and the systemic risks. This 
consideration should include potential negative spillovers on other jurisdictions, which indicates the need for 
careful multilateral coordination before CBDC issuance in countries that issue reserve currencies. In principle, 
technological tools make it possible to embed some capital flow management measures into the design of CBDCs, 
though this has not yet been tested in practice. This may allow central banks to strike a better balance between 
efficiency gains and risk reduction.617 
 
Box III.F. 2 

Central bank digital currencies in Asia and the Pacific 
 
An increasing number of central banks in Asia and the Pacific are exploring the issuance of central bank digital 
currencies (CBDCs). Currently, at least 30 central banks in the region are either at the stage of research, proof 
of concept or pilot.3 Central banks in countries such as Australia, China, India, Japan, Malaysia, and Thailand are 
exploring more than one CBDCs. In China, the central bank began pilot testing for the digital yuan in late 2019. 
As of end-August 2022, the digital yuan trial reached almost $14 billion in transaction value through 360 million 
transactions.4  
 
Several Asia-Pacific central banks have established dedicated units on CBDC.5 The Bank of Korea set up a new 
unit to work on CBDC research and technology and a task force to review the impacts of CBDC issuance on its 
mandates. Bank Indonesia also formed a group to study CBDC technology. Meanwhile, CBDC work at the 
Monetary Authority of Singapore is supported by working groups comprising staff and representatives from the 
financial industry and blockchain ecosystem. The Fintech Facilitation Office within the Hong Kong Monetary 
Authority coordinates a joint CBDC project with the Bank of Thailand. 
 
Central banks in Asia and the Pacific need to be clear about their own objective(s) for issuing CBDC and consider 
whether non-CBDC options could better meet those objectives. There are also considerations on operational 
issues, such as legal and governance frameworks and availability of relevant market infrastructure. In many 
Asia-Pacific economies, central bank laws still do not allow the issuance of currency in a digital format or 
individuals to open deposit accounts with the central bank. Those Asia and Pacific central banks in less 
developed or smaller economies might benefit from multilateral cooperation on areas such as regional payment 
and settlement systems. 

 
  

 
3 CBDC Tracker (https://cbdctracker.org/) 
4 “China’s digital currency passes 100 bln yuan in spending – PBOC”. Reuters, 13 October 2022. 
5 See Bangko Sentral ng Pilipinas (BSP) (2021). Central Bank Digital Currency for the BSP: Fundamentals and Strategies. Manila. 
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5 Global governance and policy coherence  
 
5.1 Governance at international institutions and standard-setting bodies 
 
The representation of developing countries in international financial institutions, regional development banks 
and standard setting bodies has remained largely unchanged in recent years.  The Addis Ababa Action Agenda 
includes commitments to governance reforms on international bodies and to open, and transparent, gender-
balanced and merit-based selection of the heads of the international financial institutions. These commitments 
were subsequently repeatedly reiterated. Some improvement to voting rights can be witnessed between 2005 
and 2015, especially at the IMF (see Figure III.F.17). Major developed countries continue to hold de facto veto 
powers in these institutions’ decision-making bodies. Several standard setting bodies have seen declining 
representation of developing countries in their highest decision-making bodies (see Figure III.F.18).  Developed 
countries remain predominant, as most of those bodies were set up by developed countries’ national regulatory 
and supervisory authorities. The World Bank will also choose a new president in the first half of 2023. 
 
Figure III.F. 17 
Representation of developing countries in international institutions and standard-setting bodies, 2005–2022  
(Percentage of voting rights or members)  

 
Source: UN DESA 
Notes: International Monetary Fund (IMF), International Bank for Reconstruction and Development (IBRD), International 
Finance Corporation (IFC), Asian Development Bank (ADB), African Development Bank (AfDB), Inter-American Development 
Bank (IADB) show per centof voting rights. Financial Stability Board (FSB) does not have voting rights, and thus data shows 
number of seats at the plenary. All data categorised according to the M49 classification of developed and developing regions.  
 
Figure III.F. 18 
Representation of developing countries in standard-setting bodies, 2010–2022  
(Percentages of voting rights or members)  

 
Source: UN DESA. 
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Notes: The main international SSBs include the Basel Committee on Banking Supervision (BCBS) for standards on banking 
regulation; the Financial Action Task Force (FATF) for standards on combating money laundering, terrorist financing and other 
related threats to the integrity of the international financial system; the International Organization of Securities Commissions 
(IOSCO) for standards on securities regulation; the International Association of Insurance Supervisors (IAIS) for standards on 
insurance industry regulation and supervision; the International Accounting Standards Board (IASB) for accounting standards; 
the Basel Committee on Payments and Market Infrastructure (CPMI) for standards on payment, clearing, settlement systems 
and related arrangements; the International Association for Deposit Insurers (IADI) for deposit insurance standards; and the 
International Organisation of Pensions Supervisors (IOPS) for pension regulation. 
 
An IMF quota review to be completed in 2023 provides an opportunity to meet the commitments in Addis 
Agenda for enhance representation of developing countries. The ongoing IMF sixteenth general review of quotas 
should be concluded no later than 15 December 2023. In 2019, when it was clear that the 15th general review 
would be concluded with no agreement on changed quotas, the International Monetary and Financial Committee 
stated: “Any adjustment in quota shares would be expected to result in an increase in the quota shares of dynamic 
economies in line with their relative positions in the world economy and hence likely in the share of emerging 
market and developing countries as a whole, while protecting the voice and representation of the poorest 
members.”618 Following the major revision of voting rights in the International Development Association in 2021, 
the World Bank is now considering an evolution roadmap to adjust its mission, operational and financial model 
(see Chapter III.C). Any agreed increases to the World Bank’s capital structure, such as called for under the UN 
Secretary General’s proposed SDG Stimulus, also present an opportunity to adjust the governance of the 
institution to increase the voice of developing countries. A World Bank shareholding review was previously set to 
take place in 2025. 
 
5.2 Improving coordination and policy coherence 
 
Institutional coordination has improved since 2015, but there are risks of global geoeconomic fragmentation. 
The Addis Ababa Action Agenda broadened long-standing calls for increased coherence of the international 
financial, monetary and trading systems to cover a wider range of policy areas across all three dimensions of 
sustainable development. It also called on development finance institutions to align their business practices with 
the 2030 Agenda for Sustainable Development and the SDGs. Enhancing coherence will require strengthened 
multilateralism and new forms of global cooperation which bring together different policy communities and give 
voice to the most vulnerable. This Task Force has already advanced institutional cooperation among international 
organizations. However, conflict and geopolitical rivalries are threatening the effectiveness of multilateralism.619 
 
The United Nations continues to provide a fully inclusive and legitimate forum for addressing global challenges. 
It is a body of governments that convenes with relevant stakeholders across multiple domains, and is uniquely 
placed to move forward coherent reforms to the international architecture that enhance coordination and 
alignment with the SDGs. The UN Secretary-General has already published some proposals for systemic reforms 
to address a wide set of global challenges and is preparing a more comprehensive proposal for financial 
architecture reform. 2023 will be a critical year as the half-way point of the 2030 Agenda and when the United 
Nations will host the High-Level Dialogue on Financing for Development, a Climate Ambition Summit, and an SDG 
Summit in September. These discussions will be opportunities to deliver on the ambitious structural reform 
agendas set out in this report. 
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III. G. Science, technology, innovation and capacity building 
 
1 Key messages and recommendations 
 
STI solutions have great potential to support SDG progress, including through promoting sustainable industrial 
transformation. Sustainable industrial policies can be a useful strategic approach to building technological 
capabilities and directed structural change. To achieve this, governments need to create an enabling domestic 
environment for firms to enhance absorptive capacities, including laying out the necessary infrastructure and 
fostering an enabling policy environment. Economic incentives and support for firms are also crucial, including 
measures to support firms’ access to finance, as well as targeted incentives for specific technologies. The 
international environment, including intellectual property protection also greatly influences a country’s ability to 
build technological capabilities.  
 
While the adoption of new and emerging technologies can promote sustainable development, they have also 
given rise to new risks and policy challenges. Governments need to be cognizant of recent technological trends, 
including understanding the differential impact these technologies have on various segments of society. Increased 
digitalization has promoted greater efficiency gains, but it has also been associated with broader trends of rising 
inequality and job polarization. While financial technology (fintech) has fostered financial inclusion, some 
innovations are generating risks to financial stability. In this context, institutions, policy and regulatory frameworks 
must keep pace with the rapidly evolving technological landscape.  
 
The energy crisis presents an opportunity to accelerate the sustainable energy transition. In 2022, global 
spending on the energy transition rose to a new record, driven by the energy crisis and targeted policy support 
measures in a few large economies. Yet, current investments in sustainable energy sources remain insufficient to 
meet international climate goals. Most developing countries still face large shortfalls in sustainable energy 
investments. This is in spite of recent innovations in energy technologies and systems that are making it 
increasingly feasible to decouple economic progress from GHG emissions. There is a strong case for government 
policies to support the development and adoption of low-carbon and environmentally friendly technologies to 
catalyse the energy transformation. Stronger support from the international community and private sector are 
also needed to mobilize sufficient financial resources towards climate investments.  
 
The United Nations system has adopted multiple actions to boost countries’ STI capacities. These actions include 
technical and financial support, knowledge and information sharing, help with policy design, and norm and 
standard setting. Continued collaborative efforts of Member States, supported by the United Nations system, are 
needed not only to facilitate developing countries’ adaptation of new technologies for sustainable development, 
but also to align finance, investment, and technology for countries to recover better from the recent crises. 
 
2 Digital finance and financial inclusion  
 
2.1 Trends in fintech 
 
Financial technology (fintech) has continued to evolve and diversify, creating new opportunities and policy 
challenges. Fintech is increasingly disrupting core financial services traditionally provided by banks and has gained 
stronger momentum following the COVID-19 pandemic. 620  In 2021, lending by nonbank fintech companies 
expanded by 23 per cent, significantly outpacing lending by traditional banks and traditional nonbanks which 
expanded by 10 per cent and 3 per cent, respectively (Figure III.G.1). Fintech innovations are happening most 
rapidly in the payments sector, enabled by policies such as open banking in developed countries. In developing 
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countries, the expansion of large technology conglomerates (BigTech) firms into financial services has been more 
rapid and broad-based compared to developed economies.  
 
Figure III.G. 1 
Asset growth of fintech and traditional lenders 
(1H 2013 = 100) 

 
Source: IMF GFSR April 2022 
 
Global fintech investment declined in 2022, but investors remained optimistic in several subsectors and regions. 
Investment in fintech fell to $164.1 billion in 2022, after reaching a record-high level of $238.9 billion in 2021 
(Figure III.G.2). While the weak economic outlook and high uncertainty dampened investor sentiments, global 
fintech investment in 2022 was still the third highest in value and the second highest in deal volumes. Fintech 
investments declined in the Americas and in Europe, but rose further in the Asia-Pacific region, slightly surpassing 
its 2021 peak. Investments in the crypto assets and blockchain space declined, amid sharp volatility in the crypto 
market and growing regulatory scrutiny in this area. In contrast, investment in regulatory technology (RegTech) 
grew by over 50 per cent, reaching a new high of $18.6 billion in 2022. The rapid growth in RegTech reflects strong 
demand for technologies to manage ongoing regulatory changes, including in digital payments, crypto markets, 
and ESG standards.  
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Figure III.G. 2 
Global fintech investment  
(Billions of United States dollars, Number of deals) 
 

 
Source: KPMG, The Pulse of Fintech 2022.  
Note: Total investment includes Mergers and Acquisitions (M&A), Venture Capital (VC), and Private Equity (PE). 
 
Fast-growing fintech firms have the potential to further broaden access to financial services, but are creating 
challenges for regulators. The shift towards fintech lending has been accompanied by rapid growth in new 
innovative financial services, including those that circumvent the financial intermediation chain such as peer-to-
peer (P2P) lending and decentralized finance. While these financial innovations can potentially help to increase 
the efficiency, inclusivity, and affordability of financial services, they have also given rise to systemic risks with 
implications on financial stability (see chapter III.F). For example, decentralized finance - a crypto-based financial 
network that is often highly leveraged - is susceptible to market, liquidity, and cyber risks.621 Furthermore, the 
linkages between fintech companies and traditional banks also pose challenges in the form of regulatory arbitrage 
and contagion. Growth in digital financial services has exacerbated risks from cyber-incidents, data protection and 
privacy breaches, digital fraud, and new forms of financial exclusion. Many jurisdictions still lack regulations on 
such risks carried by new technologies622 In some developing countries, mobile money platforms have become 
systemically important, with great divergence in regulatory protection between jurisdictions.623 
 
The growing presence of BigTech in financial services has potential to further deepen financial inclusion but 
could generate financial stability risks.  BigTech platforms have a unique business model that is often based on 
the exploitation of network externalities, leveraging the extensive use of customers’ data across business lines. 
This can lead to benefits in the provision of financial services, including the potential to offer greater and more 
tailored products, at lower prices. They have the potential to promote financial inclusion through combining 
financial services with their traditional business models such as social media and e-commerce platforms that are 
often ubiquitous. However, BigTech can generate financial stability risks, including through operational 
interconnectedness (for example, through cloud service providers), and financial interconnectedness (where 
BigTech firms provide the front-end of financial services such as credit, while banks provide the funding and take 
on the majority of credit risk on their balance sheets). The cross-border and cross-sectoral nature of BigTech firms 
also makes them particularly challenging to regulate. These developments highlight the importance of updating 
regulatory frameworks, including consumer protection laws, to ensure that risks associated with new fintech 
services are well-contained.  
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2.2 Digital payments 
 
Digital payments have continued to expand strongly, in tandem with rapid growth in new forms of payments, 
such as e-money and mobile wallets. In developing economies, the share of adults making or receiving digital 
payments has grown rapidly in recent years, rising from 44 per cent in 2017 to 57 percent of all adults in 2021.624 
This trend was also seen in low-income countries, where the share rose from 22 per cent in 2017 to 35 per cent 
of adults in 2021. In low-income countries, digital financial services are driven by mobile money transactions, 
which grew from about 40 per cent of GDP in 2019 to 70 per cent of GDP in 2021.625 While overall transactions 
growth is projected to moderate amid a weakening global economic outlook, the shift towards digital payments 
is likely to continue. Traditional payment methods (cards, credit transfer, direct debits) still constitute over 80 per 
cent of all non-cash transactions, but the usage of new payment instruments (instant payments, e-money, mobile 
wallets, and QR codes) is fast gaining traction.  
 
The rapid adoption of mobile payments during the pandemic is reflected in the strong expansion in mobile 
money accounts worldwide. In 2021, the number of mobile money accounts worldwide increased by 18 per cent 
to 1.35 billion accounts, with a 31 per cent increase in the value of transactions to $1 trillion.626 This trend, 
contributed to the overall growth in the banked population, especially in economies, where financial access via 
commercial banks is becoming relatively scarce. Indicators of SDG Target 8.10 reflect a declining number of 
commercial bank branches or ATMs per 100,000 adults in recent years, in part due to cost-cutting efforts by 
banks.627 Underserved regions – especially in Africa and Asia, were predominantly reached by innovative measures 
of financial intermediation, including mobile money agents, which number per 100,000 adults almost doubled 
globally (from around 450 to 880) between 2019 and 2021.628 Of note, 26 per cent of adults in Sub-Saharan Africa 
used mobile money to save formally in 2021, rising from 15 per cent in 2017. 
 
The growing use of digital payments is paving the way for a wider adoption of financial services. The strong 
expansion of digital payments is serving as a catalyst for the use of other financial services. Almost two-thirds of 
digital payment recipients also used their account to store money for cash management; 40 percent used their 
account for savings; and 40 percent borrowed money formally. 629 
 
Policy support helped to facilitate the adoption of digital financial technologies during the COVID-19 crisis. 
Across developed and developing countries, governments introduced new policies and regulatory measures which 
helped to promote the more widespread usage of digital technologies, including digital financial services. 
Governments are also promoting electronic payment for duties, taxes, fees, and charges collected by customs as 
part of a broader effort to facilitate trade and increase customs revenues. 630In efforts to encourage the use of 
mobile money, many countries temporarily lowered or waived transaction fees, and increased limits on digital 
transactions. Some governments also launched regulatory sandboxes to test innovative digital financial services 
and postponed the planned imposition of stricter regulations on fintech companies.631 
 
2.3 Financial inclusion  
 
Fintech is playing a key role in bolstering financial inclusion. By easing market frictions and reducing the costs of 
financial services, digital financial innovations have broadened access to finance for previously excluded or 
underserved populations. The COVID-19 pandemic underscored the important role that digital infrastructure can 
play in rapidly delivering financial services and social assistance to people. Amid strict lockdowns and mobility 
restrictions, the pandemic accelerated the global shift towards the use of digital financial services, particularly 
mobile money. Fintech is creating new opportunities to drive financial inclusion by increasing account ownership 
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among the unbanked6 and expanding the use of financial services among those who already have accounts (see 
chapter III.B). For example, in developing economies, 39 per cent of adults opened their first account at a financial 
institution, specifically to receive a wage payment or receive money from the government.632 Nonetheless, 85 
million unbanked adults still receive government payments, such as wages and government transfers in the form 
of cash. Digitalizing some of these payments will help spur an increase in account ownership. Many segments of 
society still lack access to the Internet and digital devices (see Box III.G.1), preventing them from fully reaping 
gains of the growth in fintech. 
 
Box III.G. 1 

Recent digital trends 
 
The acceleration in digital trends present both immense opportunities and challenges for sustainable 
development. The COVID-19 pandemic has sped up the pace of digital transformation and the adoption of 
digital technologies. Many of these technologies have the potential to boost efficiency and strengthen resilience 
while supporting a sustainable energy transition. At the same time, the growing digitalization of economies is 
bringing about new risks and challenges. The pandemic has made digital connectivity a growing necessity, 
benefiting those with already stronger technology capacities, leaving others further behind. This has 
exacerbated existing digital divides, contributing to deeper inequities between and within countries.  
 
Internet usage has continued to expand worldwide, but progress is highly uneven across regions. According 
to the latest data from the International Telecommunication Union (ITU), 5.3 billion people, or 66 per cent of 
the world population, were using the Internet in 2022, growing by 6.8 per cent compared to 2021, and 27 per 
cent higher compared to 2019. The aggregate figure, however, mask stark disparities across regions and 
countries, with a global total of 2.7 billion people still offline and not using the Internet regularly. In the LDCs 
and LLDCs, on average, only 36 per cent of the population uses the Internet, compared to 92 per cent in 
developed countries (figure III.G.3).  
 
Figure III.G. 3 
Individuals using the Internet, by country groups 
(Percentage) 

 
Source: ITU World Telecommunication/ICT Indicators database.  
 
Internet access and digital devices remain unaffordable for many vulnerable groups in developing countries, 
exacerbating the cost of digital exclusion. Amid a sharp drop in incomes due to the pandemic, the affordability 

 
6 Unbanked refers to people without an account at a financial institution or through a mobile money provider. 
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of broadband services worsened for all income groups in 2021, with the exception of high-income economies. 
For the LDCs, the median monthly price of the cheapest broadband subscription with at least 5 GB of data is 20 
per cent of GNI per capita, which is in sharp contrast with Europe where the same bundle costs only 1.3 per 
cent of GNI per capita.633  In addition, digital devices still remain unaffordable for many segments of the 
population, particularly in low- and middle-income countries. In 2022, the average cost for a smartphone was 
a mere 2 per cent of monthly income in North America, but this figure stood at 53 per cent in South Asia and 
39 per cent in sub-Saharan Africa, meaning that a smartphone represents a major purchasing decision for many 
people in these regions.634  
 
The digital gender divide remains wide in many developing countries. In 2022, 69 per cent of all men were 
using the Internet compared to 63 per cent of women, representing a small reduction in the ratio compared to 
2019. However, when measured by the absolute difference between the number of men and women online, 
the gender gap has increased by 20 million.635 While the developed countries and small island developing States 
have achieved gender parity in Internet usage, many low- and low-middle-income countries still face persistent 
large gaps of over 10 percentage points, which are wider today compared to pre-pandemic levels. Recent data 
has also showed a slight widening in the gender gap for smartphone ownership, with women 18 times less likely 
than men to own a smartphone in 2021, compared to 15 times in 2020.636 

 
Digital technologies are reshaping the global remittances landscape. Fintech innovations have been instrumental 
in reducing the cost of cross-border payments, notably in the case of remittances. The pandemic fueled the 
adoption of digital remittances, as lockdowns prevented migrants from accessing traditional remittance methods, 
such as over-the-counter cash remittances and informal networks. In 2021, the number of international 
remittances via mobile money grew by 48 per cent to $16 billion. 637 However, digital channels still account for 
only less than 1 per cent of total transaction volume,638  illustrating the immense potential for the further 
digitalization of remittances. This could help improve the affordability of remittance services, while the increase 
in access and usage between transaction accounts could foster greater financial inclusion. Of note, over 40 per 
cent of mobile money providers still do not offer any international remittance services to their customers, due in 
part to strict or opaque licensing requirements in some countries. 639In this context, the easing of regulatory 
barriers could help innovative remittance services to flourish.   
 
Targeted policy initiatives are needed to strengthen digital financial inclusion, including improving women’s 
access to digital technologies. In contrast to the gender gap in overall Internet access, the gender gap in account 
ownership shrank for the first time in 2021, narrowing from 9 to 6 percentage points in developing economies.640 
However, there remains a considerable gender gap in the use of accounts for digital payments, with 52 per cent 
of all women using digital payments in 2021 compared to 61 per cent of men, reflecting a gap of 9 percentage 
points. In addition, the gender gap in access to financial services remains significant, particularly in many low and 
middle-income countries. There are early signs that mobile money accounts may be helping to close the gender 
gap. However, women are still 7 per cent less likely than men to own a mobile phone, a key prerequisite to mobile 
money use.641 A recent study found that while an increase in the usage of fintech is associated with a narrowing 
of the class divide and rural divide, it has no impact on the gender divide, implying that fintech development alone 
is insufficient to close the gender gap in access to financial services. 642  Importantly, fintech needs to be 
complemented by targeted policy strategies, including those aimed at improving women’s access to the Internet, 
as well as raising financial literacy and digital skills.  
 
While digital financial services have enabled a wider reach to vulnerable populations, they also created new 
risks to consumers, including digital fraud. The introduction of digital payments to low-income adults has been 
accompanied by risks, such as fraud and phishing scams, over-indebtedness in digital credit, and incomplete or 
incorrect information with regards to fees and costs of financial products. In this context, there is a need to 
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strengthen customer protection and redress mechanisms. Authorities should also enhance digital and financial 
education of vulnerable and underserved groups, including the poor, women, rural dwellers, and MSMEs. This will 
enable them to reap the benefits from account ownership, and to better detect and avoid digital fraud.  
 
3 STI and sustainable industrial transformation   
 
Technological change and innovation are major sources of growth and sustainable industrial transformation. 
Industrial transformation depends on firms progressively acquiring and mastering technological capabilities. Amid 
lack of dynamism, many firms in developing countries are still far from the technology frontier, and thus unable 
to close productivity gaps and create decent jobs.643 The broader digital divide identified in Box III.G.1 is mirrored, 
and even exacerbated, in stark technology divides across firms. Closing these gaps is key to achieving sustainable 
industrial transformations.   
 
Efforts to close the technology divide among firms take place in a context of several global trends that have 
increased policy focus on production technologies. First, the rise of advanced digital production technologies – 
sometimes referred to as industry 4.0 – is raising the bar for firms to become competitive or join global production 
networks, putting in question traditional industrial development pathways around exports in low-tech and low-
wage sectors. The pandemic has further increased pressures for greater automation and flexibility in production 
processes.  Second, the urgency to combat climate change has led to accelerated efforts to develop and massively 
speed up the deployment of low-carbon and clean technologies. These broad trends shape the global technology 
landscape and inform countries’ efforts to create preconditions for, and provide support to firms to, upgrade their 
technological capabilities.  
 
3.1 Global trends  
 
Advanced digital production technologies - towards ‘industry 4.0’   
 
Advanced digital production technologies are reshaping production processes. Advanced digital technologies, 
such as artificial intelligence (AI), big data analytics, cloud computing, Internet of Things (IoT), advanced robotics 
and other digital technologies are increasingly applied in various combinations in manufacturing and industry. 
Together, these technologies, which some are calling industry 4.0 or the fourth industrial revolution, allow for 
increased automation and the growing usage of “smart” or intelligent manufacturing production systems. Most 
of them focus on automation, but an increasing number are also supported by AI that can support firms making 
better-informed decisions.  
 
Industry 4.0 technologies consist of hardware and software and are typically connected through networks and 
connectivity. Hardware components include modern industrial robots (robots that operate separately from 
workers in the execution of tasks), cobots (robots that co-operate with workers), intelligent automated systems, 
and three-dimensional printers. Software components include information and communications technologies 
(ICT) such as enterprise systems, computer-aided manufacturing and design, and data analytics that leverage AI 
and big data. Digital networks, such as the Internet of Things (IIoT), which connects machines with sensors, can 
collect, transmit, and act on real-time data.  
 
The adoption of digital technologies in manufacturing can lead to both productivity and efficiency gains. Such 
technologies enable more agile production, increased flexibility, and more data-driven decision-making, offering 
the potential to increase input efficiency and boost productivity. For example, smart production can boost 
productivity by reducing downtime and maintenance costs, while the incorporation of real-time data capabilities 
can improve operations and lead to cost savings for manufacturers. Firm-level surveys in Ghana, Thailand, and 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

201 
 

Vietnam show that firms using advanced digital production technologies display higher productivity, regardless of 
industry and firm size.644 This corroborates findings at the aggregate level, where countries that actively engage 
with these technologies tend to exhibit much faster growth of manufacturing value added compared to those that 
are lagging behind.645 
 
Yet, advanced digital production technologies remain extremely concentrated across countries, firms, and 
sectors. While some emerging economies are entering into the ongoing race, large parts of the world remain 
marginalized from the productive dynamics of the new digital era. Moreover, even within economies actively 
engaging with new technologies, the share of firms using them remains very limited. This finding is consistent with 
the experience of previous technological revolutions, which have divided the world into leading and following 
economies, depending on countries’ involvement in creating and using emerging technologies. Based on patent 
and trade data on four core digital production technologies—industrial robots, CAD-CAM, additive manufacturing 
and machine learning—four broad categories of economies emerge: 
• Frontrunners: This group includes the top 10 economies in terms of innovation and use. They account for 91 

per cent of all global patent applications and almost 70 per cent of exports of all capital goods associated with 
those technologies, and include China, Japan, Germany, the United States of America and several others;  

• Followers: A second group of 40 economies is actively engaging with new technologies, but to a much lower 
extent than frontrunners. They include countries active in the production and export of digital production 
technologies—including advanced emerging economies such as Brazil or India—and those specialized in its use 
(mainly importers), composed largely of emerging economies such as Mexico, Thailand and Turkey;  

• Latecomers: Included here are 29 economies with low patent or trade activity involving Advanced Digital 
Production Technologies (ADP). While they have marginally engaged with new technologies, it is not clear 
whether they will succeed in becoming followers;  

• Laggards: These are economies with no or very low engagement with ADP technologies.646 

 
UNCTAD’s frontier technologies readiness index shows that countries differ greatly in their capacity to use, 
adopt, and adapt to new digital technologies. Latest data shows that while average technology readiness has 
improved over the past five years, there remains a stark disparity across countries, with LDCs least well prepared 
(Table III.G.1). By geographical region, the index shows that the economies best prepared for an equitable 
deployment of frontier technologies are countries in North America, Europe, and North-East Asia, while the least 
prepared countries are located in sub-Saharan Africa.   
 
Table III.G. 1 
Frontier Technology Readiness Index   

Country group  2018 2022 
World 0.43 0.50 
Developed  0.76 0.79 
Developing  0.43 0.51 
Commodity-dependent  0.25 0.32 
LDCs 0.13 0.19 
LLDCs 0.22 0.29 
SIDS 0.30 0.37 

Source: UNCTAD Technology and Innovation Report 2023. 
Note: The index comprises five building blocks, namely ICT deployment, skills, R&D activity, industry activity and access to 
finance. It scores 158 countries on a scale of 0 to 1, where 0 is the least ready and one the most.  
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Most manufacturing firms in developing countries are far from using advanced production technologies. Basic 
digital technologies, such as the Internet and mobile phones are used widely by businesses also in developing 
countries. However, this does not translate into greater use of advanced manufacturing technologies, with many 
firms yet to acquire and adopt Industry 3.0 technologies, such as automation and ICT technologies, in the 
manufacturing process. There remain large gaps in technologies used to perform production tasks (such as 
tractors for harvesting or electric sewing machines in apparel). According to one survey, 83 per cent of businesses 
continue using manual processes and manually operated machines to fabricate their main product (but with 
important variations across sectors).647  
 
These inequalities are mirrored in robotics – with growth highly concentrated in a few countries and sectors. 
Industrial robot installations surged to a record-high in 2021, with over half a million new installations worldwide, 
31 per cent higher than 2020 (figure III.G.4). Across regions, the use of robots in the manufacturing industry has 
accelerated, with average global robot density rising to 141 robots per 10,000 employees - more than double than 
in 2015.648 However, this trend is highly concentrated in some sectors, and largely driven by a small number of 
countries. The highest robot densities can be found in the Republic of Korea, Singapore, Japan, Germany, and 
Sweden. Not far behind follow the USA and China with similar robot densities. Since 2020, the largest number of 
robots have been installed in the electronics sector, followed by in the motor vehicles parts suppliers. However, 
most of these new robots have been installed in China, with little activity in most developing countries. In fact, 
China’s operational stock of industrial robots has grown by 28 per cent per year since 2016, much faster than 
anywhere else in the world – today it is larger than the combined stock of robots in Europe and the Americas.  
 
Figure III.G. 4 
Annual installation of industrial robots worldwide  
(Thousand units) 

 
Source: International Federation of Robotics.  
 
Green and low-carbon technologies  
 
The green economy is rapidly emerging and has become the fifth largest industrial sector by market value. The 
market capitalization of green equities more than doubled from $3 trillion in 2018 to $7.2 trillion in 2021 (reaching 
about 7.1 per cent of global equity markets), which was larger than retail, financial services or oil & gas or retail, 
and almost as big as the banking sector. The green economy is diversified with energy efficiency as well as e-
vehicles and their supply chain growing fastest, compared to modest growth in renewable energy equipment.649 
 
Green economy action to limit climate change requires deployment of low-carbon technologies everywhere at 
unprecedented speed and scale. Limiting global warming to 1.5 degrees above pre-industrial temperatures and 
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reducing greenhouse gas emissions to net zero by 2050 requires major transformations of economies and societies 
around the world. This will require development of new low-carbon technologies and innovations, but to a 
significant extent, it is a challenge of rapid deployment of existing technologies, at massive scale: expanding the 
use of commercially viable low-carbon technologies in energy, industry, transportation, and construction could 
reduce the global emission gap by almost two-thirds.650 This requires scaling up capital expenditure in low-carbon 
technologies and technology transfer to poorer countries. The overhaul of entire systems needs different 
approaches for innovation policies to facilitate the development of complementary innovations across various 
fields, such that cumulative efforts will have a transformative impact.  
 
Governments have significantly stepped-up efforts to accelerate the low-carbon transition. In efforts to build 
back better from the COVID-19 pandemic, fiscal stimulus packages have increasingly incorporated green spending, 
with a focus on sustainable energy. While concentrated in a few countries, the share of green funding in recovery 
measures greatly increased from 18 per cent in 2020 to 51 per cent in 2021, as new initiatives with longer lead-
times were incorporated into public budgets.651 The large-scale financial stimulus packages show the feasibility of 
closing the remaining gap on the unfulfilled promise of $100 billion per year in climate finance for developing 
countries, especially if the political will materializes.  
 
Global spending on the energy transition rose to a new record in 2022, driven by the global energy crisis, 
growing policy support and rapid technological advances. The war in Ukraine drove many countries to ramp up 
investment in the energy transition, in efforts to bolster energy security and reduce reliance on imported oil and 
gas. Investment in the global energy transition skyrocketed, almost doubling from 2020 to 2022. In 2022 alone, 
they rose by 31 per cent to a record-high of $1.11 trillion, buoyed by record investments across all sectors, with 
the exception of nuclear. The renewable energy sector remained the largest, with about $495 billion in new capital 
spending. More than 60 per cent of renewable investments were in solar photovoltaic (PV) energy. Investments 
in electrified transport, i.e., electric vehicles, batteries, charging stations and related technologies, grew at an 
incredible 54 per cent in 2022. Investments into hydrogen production and carbon capture and storage (CCS) 
technologies remain comparatively low, but grew rapidly, effectively tripling and doubling in that year, 
respectively (figure III.G.5).652 
 
Figure III.G. 5 
Global energy transition investments 
(Billions of United States dollars) 

 
Source: BloombergNEF. 
Note: Start-years differ by sector, but all sectors are present from 2019 onwards. 
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In 2022, energy transition investments slightly surpassed fossil fuel system investments for the first time. New 
policies in several key markets helped drive the surge in clean energy investments over the past few years. The 
sharp increase in global prices of fossil fuels relative to the cost of clean energy, including the installation of 
renewables such as solar and wind, has also contributed to the increase in cost competitiveness of clean energy. 
The IEA estimates that clean energy investment could be on track to exceed $2 trillion by 2030, 50 per cent higher 
than current levels.653 The IEA also revised upwards its projections of global renewable capacity by almost 30 per 
cent. Renewables are now set to account for over 90 per cent of global electricity expansion over the next five 
years, overtaking coal to become the largest source of global electricity by early 2025.654  
 
The recent rise in clean energy investments have been catalysed by targeted policy strategies to support the 
energy transition. Many of the recent policy measures have been announced as part of pandemic recovery fiscal 
packages or in response to the global energy crisis. Between April 2020 to October 2022, governments worldwide 
rolled out $1, 215 billion in support measures for clean energy investment, with about 95 per cent of this amount 
announced by developed economies.655 The United States’ Inflation Reduction Act alone allocates $370 billion 
towards facilitating the energy transition, while the European Union’s REPowerEU Plan lays out additional 
investments of €210 billion, which includes spending for renewables and clean hydrogen infrastructure. The rapid 
rollout of clean energy in China, noticeably renewables and EVs, has been supported by a range of incentives and 
regulatory policies, guided by official targets. Clean energy spending has also been incorporated in national 
budgets of France, Germany, the United Kingdom, Japan, and the Republic of Korea, among others.656 
 
Developing countries, excluding China, still face large shortfalls in sustainable energy investments. The recent 
strong growth in clean energy investments has been concentrated in the developed countries and China. In 2022, 
China alone accounted for almost half of global investment in the energy transition, with the bulk of it in the 
renewable energy (solar and wind power) and EV sectors. In many developing countries, annual capital 
expenditure on clean energy has remained stagnant at 2015 levels,657 in part reflecting challenges that these 
countries face in mobilizing finance for capital-intensive, low-carbon energy projects. Amid the tightening of global 
financial conditions, rising public debt and narrowing fiscal space will exacerbate these financing challenges, given 
that public sources of finance are dominant in energy investments in developing countries. Financing for energy 
transitions in developing countries, excluding China, needs to quadruple by 2030 to above $1 trillion, and an 
estimated 70 per cent of this capital needs to be privately financed.658 
 
Recent innovations in energy technologies and systems offer opportunities to accelerate the energy transition. 
These include technological developments in various areas including electrified transport, solar PVs, clean 
hydrogen, smart grids, and digital consumer technologies.  
 
Electrified transport  
 
Trends in the EV sector have implications for future power generation capacity needs. The EV market has 
continued to expand rapidly, with the sale of EVs amouting to over 10 per cent of global automotive sales for the 
first time in 2022.659 The recent rapid growth in EVs has been supported by substantial public spending including 
tax credits and consumer subsidies in large countries such as China, Germany, and the United States. The further 
electrification of road transport would require a significant expansion of existing power generation capacities as 
well as an increased availability of public charging infrastructure. Moreover, the growing prevalence of larger 
models of EVs, such as sports utility vehicles (SUVs), is expected to increase demand for larger batteries as well as 
the raw materials needed to produce them. In 2021, about half of the EV models available in the United States 
and Europe were SUVs.660  
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Solar photovoltaic cells 
 
A third generation of solar PV cells is emerging. While current solar photovoltaic (PV) technology has the highest 
power density among all modern renewables, a third generation of solar PV cells has the potential to enable higher 
power conversion efficiency with lower manufacturing complexity and costs.661 While their power densities would 
still be 10 to 100 times less than fossil fuels, they represent a feasible option at global scale, with multiple 
environmental advantages beyond GHG emissions. Further research and knowledge exchange could facilitate a 
larger-scale deployment of this emerging technology in developing countries. In addition, despite rising materials 
and equipment costs, production costs of conventional solar PV have continued to fall. The cost reduction for 
solar PV has been much faster than for any other modern renewables. Between 2010 and 2021, the global 
weighted average levelized cost of electricity of newly commissioned utility-scale solar PV projects declined by 88 
per cent. 662 
 
Hydrogen 
 
Green hydrogen is gaining interest as a new source of energy, with around 45 countries devising or have already 
published green hydrogen strategies.663 Hydrogen has power densities that are six times higher than those of 
even the best Lithium-ion batteries, which makes them a better option for long-range transport and heavier 
vehicles.664 Following the adoption of the ambitious European Green Deal, many European countries are pursuing 
more rapid development and deployment of hydrogen technologies.665 The industrial sector is among the most 
difficult to decarbonize, but green hydrogen can offer a solution. Renewable hydrogen production is rapidly 
expanding for refining, steel, ammonia, and chemicals production, mostly combined with on-site electrolysers to 
avoid the need for hydrogen storage and transport.  
 
Smart grids 
 
Smart grid technologies can facilitate the integration of renewables into the global energy system. Given the 
inherent variability of many renewable energy sources, power grids need to be modernized to incorporate 
renewable energy into the electric distribution and transmission system. Smart grids can accentuate the viability 
of renewable energies, enhance the efficiency of electricity distribution, and improve the reliability of energy 
systems. To do this, smart grids rely on the collection of data, leveraging on IoT and the use of advanced sensors 
to monitor and control systems. Amid the growing use of electric vehicles, smart power grids can also match and 
integrate intermittent sources of electricity such as solar and wind power with transport systems. In developed 
economies, investment in electricity grids has continued to expand strongly to support the electrification of 
buildings, industry, and transport, as well as to accommodate variable renewables on the power system.666 
Despite rapid growth in energy demand, however, many developing countries are lagging in their progress 
towards updating their electricity grids for a green energy transition.   
 
Digital consumer technologies 
 
The wider adoption of consumer technologies can significantly lower primary energy demand. A range of 
disruptive digital consumer-facing innovations in buildings, mobility, food, and energy distribution and use are 
readily available for local adaptation and deployment across the world. In some instances, digitally enabled home 
energy systems have led to energy savings of 91 per cent, though in some outliers they have instead led to 
increased energy usage.667 Consumer innovations that change how energy is supplied to, generated, or managed 
by households can also help reduce GHG emissions. Digitalization and smart grids make possible that consumers 
who generate renewable energy can also be sellers to the grid (“prosumers”). 
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3.2 Opportunities and challenges for developing countries  
 
The impressively rapid increase in investments and deployment of new technologies represent opportunities but 
also major challenges for developing countries.  
 
Development pathways and job creation  
 
Advanced digital production technologies could ‘raise the bar’ for firms in developing countries and foreclose 
traditional development pathways. Historically, manufacturing served as an escalator of progress because it 
allowed firms in developing countries to import and combine advanced technology embodied in capital goods 
with low-skilled labour and export to world markets (see Chapter II). The spread of advanced digital production 
technologies is putting that model at risk, and is raising the bar for firms and for countries to join global production 
networks. At the moment, robot-intensity remains very low in the sectors that have typically served as entry points 
for developing countries, such as textiles, apparel and footwear (see above). But there are deep concerns that 
robotization and the adoption of emerging technologies could have large adverse effects on industrial 
employment, particularly in developing countries.668 Studies on robotization show a high risk of losses in routine 
and manual jobs, which make up a large share of manufacturing jobs in developing countries. Many heavily traded 
manufacturing sectors are increasingly automated, including electronics, computers, machinery, and equipment. 
The bar for entry and for retaining competitiveness will be rising more generally: as more tasks can be automated, 
labour will account for a smaller share of production costs; demands on the quality of infrastructure, logistics and 
connectivity, as well as educational and skills requirements, will rise.669  
 
The overall impacts of trends in automation, robotization, and frontier technologies remains uncertain. While 
many studies have predicted that frontier technologies will destroy jobs and cause major disruptions to labour 
markets, the evidence is still inconclusive. Thus far, the deployment of new digital technologies has not led to a 
rise in overall unemployment. While robots and machines are increasingly able to perform more complex tasks 
thus making it easier to displace workers, advancements in technology can also spur the creation of new industries 
and occupations, thus generating new employment opportunities. The use of AI and robotics can also complement 
the jobs of skilled workers and increase relative demand for labour in non-routine tasks, such as those that require 
creativity, problem-solving, and entrepreneurship.  
 
At the same time, the expansion of low-carbon technologies holds the promise of sizeable job opportunities for 
developing countries. Over the past decade, global employment in the renewable energy sector has grown at an 
average rate of over 6 per cent annually, reaching 12.7 million people in 2021.670 The solar PV industry has been 
the fastest-growing sector, employing 4.3 million people, or more than a third of the global workforce in 
renewable energy. This is followed by the bioenergy, hydropower, and wind energy industries. China accounts for 
42 per cent of the world’s renewable energy jobs, with another 20 per cent in the rest of Asia. This reflects the 
region’s strength in installation markets and equipment manufacturing. Given the growing potential of the 
renewable energy sector to create more jobs, countries need to ensure that appropriate policies are in place to 
ensure the quality of these jobs and decent livelihoods for workers.  
 
Inequalities 
 
Advanced digital production technologies have contributed to broader trends of rising inequality and job 
polarization linked to digitalization. In developed countries, there is evidence that the adoption of digital 
technologies has contributed to greater wage inequality.671 As routine and manual jobs, often in manufacturing 
and industry, disappear, those affected are forced to accept lower-skilled and lower-paying jobs, such as in the 
services industries. In addition, digitalization more broadly is disproportionately benefiting firms that are already 
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more productive, increasing their lead and competitiveness over other firms. Across OECD economies, increased 
inequality in firm productivity and profitability is mirrored by increased inequality in labour incomes.672  Job 
markets are increasingly polarized, with a declining employment share of middle-skill jobs and a rising share of 
higher-skill jobs.673 A study based on data on robot adoption within industries found that increased use of robots 
reduced the employment share of low-skilled workers.674  
 
The rapid growth of frontier technologies also risks widening income gaps between and within countries. 
Countries with a large share of high-skill employment and technology-intensive manufacturing stand to reap the 
highest productivity gains from frontier technologies, leaving others behind.675 This poses a grave challenge for 
many developing countries, particularly low-income countries, as well as population groups and regions where 
technology adoption rates remain low. The AI revolution can also widen income gaps between and within 
countries by shifting investment to places where automation is already established.676  Moreover, given the 
uneven gender balance in occupations, men and women will also be affected differently, which may exacerbate 
existing gender inequalities in employment. In the agriculture sector, while emerging digital technologies hold 
great potential to transform agrifood systems, they also entail significant challenges (see Box III.G.2). 
 
Sustainability gains  
 
Frontier technologies can generate productivity, energy efficiency and sustainability gains. Smart manufacturing 
processes can drive more sustainable production and reduce the environmental impact of industrialization. New 
technologies such as the Internet of Things (IoT) and 3D printing can improve resource planning in order to reduce 
wastage, thus contributing to greater cost efficiency and sustainability. The adoption of smart manufacturing 
systems can also lead to greener global value chains (GVCs). For instance, the use of IoT enabled sensor 
technologies across supply chains enables firms to monitor, analyse, and manage carbon emissions, while 
reducing energy consumption. This results in operational improvements and cost savings for manufacturers. In a 
case study of a multinational company, the use of industry 4.0 technologies reduced power consumption in one 
plant by around 40 per cent, saving over $200,000 a year in energy costs.677 A study of over 400 firms in China and 
Pakistan showed that the integration of blockchain technology helped to improve firms’ circular economy 
practices, which in turn improved their environmental performance.678   
 
The growing use of digital devices and services could also cause net increases in energy use, if not carefully 
managed. While digital technologies can enhance resource and energy efficiency, the growing digitalization of 
economies will raise the needs for power demand. Digital currencies could increase energy demand strongly in 
coming years, given the energy intensity of some types of distributed ledger technology that underpin digital 
assets. In addition, it is estimated that power demand from data centres could grow from around 1 per cent of 
total power consumption to 2 – 6 per cent by 2030. 679 
 
Box III.G. 2 

Digital technologies and agrifood systems  
 
Although the agriculture sector still has the lowest levels of digital technology adoption compared to other 
economic sectors, emerging digital technologies offer great potential to transform agrifood systems going 
forward. There are strong expectations that these technologies could contribute to increasing agricultural 
production and productivity, while helping with climate change adaptation and mitigation. New technologies 
could also support early warning systems on pests and diseases, increase efficiency of natural resource usage, 
improving resilience in farming. In addition, digital technologies can also enable small-scale producers to better 
integrate into markets and reach consumers through e-commerce, thereby increasing efficiency in the design 
and delivery of agricultural policies. 
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The adoption of digital technologies however can also entail damaging “disruptions” in agrifood systems. They 
can deepen the digital divide, intensify vertical consolidation, increase energy costs, enhance data asymmetries, 
and generate e-waste. Exclusion of the most vulnerable remains a critical challenge. Only 24 to 37 per cent of 
small farms have access to 3G or 4G services, compared to almost 80 per cent of large farms. In Africa, only 27 
per cent of women have access to the Internet and only 15 per cent of them can afford to use it. As a result, 
small-scale rural producers, especially women in low and middle-income countries, have largely been left on 
the sidelines. The rapid progression of digital technologies also poses significant challenges for institutions to 
adapt, and a concerted action is required for them to develop and benefit society at large.  
 
Source: Adapted from FAO. 2022. “The future of food and agriculture: Drivers and triggers for transformation” 

 
3.3 Policy options  
 
A country’s policy strategies to fully reap the benefits of new and emerging technologies depend on its state of 
technology development. The technology ladder illustrates the different stages of technology transfer (figure 
III.G.6), from the importation of foreign technologies to domestic production through imitation, collaborative 
innovation with foreign firms, or fully indigenous inventions.680 The appropriate policy strategies that a country 
needs to develop its domestic capabilities differs based on its position on the ladder. For example, countries reliant 
on technology imports will benefit from policy measures to promote greater adoption and diffusion of these 
technologies across economic sectors. Countries at the ‘imitation’ and ‘collaborative innovation’ stages will 
benefit from policies that facilitate the adaption of these technologies to the local context. 
 
Efforts to build technological capabilities is best achieved through a strategic approach, including through 
sustainable industrial policies. For countries to climb the technology ladder, firms in these countries would need 
to build increasingly advanced technological capabilities. In this context, the use of sustainable industrial policies 
can be particularly effective (see Chapter II), helping to bring together a range of instruments and interventions 
that spur the adoption and eventual domestic creation of new technologies.  
 
Figure III.G. 6 
The technology ladder  

 
Source: World Bank. 2020.  
 
The use of sustainable industrial policies is particularly important to promote a directed change in the structure 
of the domestic economy, such as the adoption of green technologies. Recent technological advancements and 
trends are making it increasingly feasible to decouple economic progress from non-renewable resource usage and 
GHG emissions.681 In this context, there is a strong case for government policies to support the development and 
adoption of low-carbon and environmentally friendly technologies. These policies differ from traditional industrial 
policies in several ways, notably in their focus on addressing environmental externalities. As GHG emissions are 
grossly under-priced, private returns to investments in green technologies lie significantly below social returns. In 
addition, the development of new green technologies generates positive spillovers that the inventors cannot fully 
capture in markets.682 These factors necessitate interventions, including through policies, incentives, regulations, 
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and financing instruments, in order to initiate a shift in the behaviour of producers and consumers, as well as to 
steer investment towards the direction of green technologies. Such policies should emphasize inclusiveness to 
ensure that the technological transition does not exclude vulnerable groups, and to consider related issues such 
as data ownership and protection.  
 
To close large technological gaps between countries, technology transfer is needed. Technological learning and 
innovation depend on the ability of countries to access, adapt, and diffuse technological knowledge. There are 
many channels through which technology transfer occurs, including trade, licensing, foreign direct investment, 
movement of workers and managers, inter-university technology collaborations, and open sources of knowledge. 
The effectiveness of these channels in promoting technology transfer are influenced by several factors, namely i) 
the overall enabling environment; ii) economic incentives and support for firms, and iii) international factors. 
 
Enabling environment 
 
Supporting firms in climbing the ‘technology ladder’ requires an overall enabling environment. This includes 
physical infrastructure, such as transport, energy, and digital infrastructure, education, and skills, and enabling 
policy and institutional environments.  
 
- Physical infrastructure: infrastructure gaps remain large in many developing countries, including in the area 

of affordable connectivity, which remains a challenge particularly in least developed countries and remote 
regions. However, such digital infrastructure is one of the basic preconditions for participating in increasingly 
digitalized production processes and acquiring relevant technological capabilities. Reliable and affordable 
access to energy is another critical factor. 

- Human capital is often found in empirical research to be the most binding constraint for adoption of more 
advanced technologies; investments in education, skills development, health and related areas are thus also 
important. Curricula should be adapted to meet current technology challenges, such as through a focus on 
digital literacy, basic and more advanced ICT-related skills. 

- The broader policy environment should be aligned with objectives of adoption and development of 
technologies; in the case of low-carbon technologies, for example, this includes removing carbon subsidies; in 
an increasingly digitalizing economy, data policies are becoming more important to allow domestic actors to 
unlock the economic opportunities that lie in collecting, sharing and analyzing individual data. 

- Competition laws need to be adapted to the digital age. Digital markets have created significant challenges 
for competition policies in recent years, including those related to market structure, the conduct of firms, and 
merger activity. The scalability of digital assets at very low cost has led to highly productive and profitable 
industry leaders, which has in turn increased market concentration. Given the international nature of many 
digital firms, abuses of dominance in digital markets could be more effectively addressed through deeper 
international co-operation between national competition authorities683 

- Public investments in R&D also plays an important role in supporting innovation, particularly in countries 
further up the technology ladder. Building minimum levels of technological and production capabilities 
typically requires independent R&D efforts as well as access to the global knowledge base. The public research 
system can contribute to strengthening firms’ capabilities to absorb, use, and eventually develop digital and 
other technologies. Governments can also encourage partnerships between existing academic organizations 
and firms, by creating spaces for co-creation and applied research, or set up targeted research institutions 
that act as incubators for new businesses. 

 
Economic incentives and support for firms 



ADVANCE UNEDITED VERSION – 13 MARCH 2023  Not for citation or distribution 

210 
 

 
The effectiveness of technology transfer depends on the discovery of economically relevant knowledge that 
can make the transfer commercially viable. Economic experimentation, internal trials, and market tests are 
needed to identify what can be produced competitively, thus translating technology into innovation. Economic 
viability is also linked to other required productive capacities, such as backward and forward linkages, as well as 
infrastructure and regulations, which may be missing in the economy. In addition, informational and financing 
problems usually impede technology transfer and innovation. Matching the supply of technology and knowledge 
with demand is a considerable task for public agencies responsible for development and technology transfers. 
Once a technology has been identified, there is a need for financial resources to cover the costs of adjustment 
and reconfiguration for its new natural, technological, and economic environment. 
 
Governments can introduce a range of policy measures directly targeted at building firms’ capabilities to adopt 
new technologies. To support technological upgrading by firms, there is a need for direct measures to improve 
the absorptive capacity of firms, particularly SMEs. 684 Measures to ease firms’ access to finance for technology 
upgrading are crucial, given that financing for such projects in developing countries is limited and costly. These 
measures could include credit guarantees, publicly backed finance programmes, and the provision of grants and 
loans for firms to purchase new technologies and digital solutions. In addition, governments can expand the 
provision of business advisory services and technology extension services to boost firms’ skills and technological 
know-how. While business advisory services firms aim to promote the usage of digital technologies by SMEs in 
management functions, technology extension services offer on-site assistance to SMEs to facilitate the 
modernizing of production. At the same time, the establishment of technology centres can spur the development 
or adoption of more sophisticated technologies.  
 
Governments can also introduce targeted incentives or provide dedicated funding for specific technologies and 
outcomes. Many countries have rolled out initiatives (such as tax rebates, or grant funding), to support the 
development of specific digital technologies. Governments can also steer research and innovation efforts towards 
augmenting workers’ skills and capabilities, rather than labour-saving technologies that replace workers and 
contribute to wage polarization. 
 
Market competition is an important driver of technological adoption. The World Bank’s Firm-level Adoption of 
Technology survey revealed that more than 40 per cent of firms highlighted competition as the main motivation 
for upgrading their technologies.685 Competition from firms in other countries has been shown to incentivize the 
adoption of new technologies. A study of twelve European countries showed that increased import competition 
from China drove significant innovation and technological upgrading in firms in these countries.686 Nevertheless, 
growing digitalization is reshaping competition dynamics across firms and countries, with markets characterized 
by strong network effects, substantial economies of scale, disruptive innovations, and reliance on large volumes 
of data. There is a growing need to review existing competition policies given the increasingly complex 
environment.  
 
The international dimension – international agreements and institutional environments  
 
The level of intellectual property protection that is most conducive to sustainable development is dependent 
on a country’s stage of development and technological capabilities. Intellectual property rights (IPRs) are an 
important factor that influences all technology transfer channels. As legal instruments, IPRs can facilitate greater 
sharing and dissemination of knowledge and technology. The impact of IPRs is strongly dependent on the context 
in which they apply, including a country’s production structure, its scientific and technological infrastructure, the 
availability of risk capital, and market size. IPRs have different impact and play different roles across the different 
stages of industrial development (Table III.G.2). Stronger IPR regimes provide tougher protection against 
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infringement or imitation, thus better enables innovators to appropriate the returns to their investments in 
innovation. Strong IP protection is favored at the generation stage of innovation, where mostly developed 
countries are.   
 
Table III.G. 2 
Industrialization stages and IPRs 

Initiation stage Little or no impact of IP on local innovation. IP may affect access to goods. 

Internalization stage Little impact of IP on local innovation.  
IP may reduce technological diffusion and affect access to goods. 

Generation stage IP may help to consolidate local innovation strategies. 
Problems of access remain for part of the population. 

Source: Lee et al. (1988: 242). Adapted from Correa (2015) 687 
 
Stronger IPRs can raise the cost of innovation by raising the price of technological inputs. Economies that 
innovate at the internalization stage (mostly developing countries) or at the stage of initiation (mostly LDCs) may 
not stand to benefit from strong IPR regimes, as follow-on inventors who use proprietary or patented products 
must pay licensing fees or royalties. Article 66.1 of the World Trade Organization (WTO)’s TRIPS Agreement 
recognized that the implementation of the high standards of IPRs protection contained in the Agreement would 
be detrimental to LDCs’ development. Additionally, the enforcement of IPR laws requires the establishment of 
proper governmental bodies. This poses a challenge to many developing countries, in particular due to budget 
constraints.688  
 
Policy makers should recognize the complementarities between IPRs, market liberalization and deregulation, 
technology development policies, and competition regimes. Impact of IPRs on technology transfer is highly 
dependent on country-specific structural conditions, such as technological capabilities and institutional quality. 
Innovation policies in developing economies should allow as much margin as possible to acquire foreign 
technologies and facilitate sharing of knowledge vital to sustainable industrialization. For example, the UNECE 
Team of Specialists for Innovation and Competitiveness Policies ToS-ICP addresses issues related to the creation 
of a supportive environment for innovation-based development and knowledge-based competitiveness in UNECE 
Member States. Governments must be aware that adapting their innovation and IP policies to achieve optimal 
flexibility might be limited by TRIPS Agreement and, in some cases, by the even higher standards established by 
free trade agreements. The design of IPRs legislation should, however, make full use of the flexibilities left to allow 
reverse engineering and technological diffusions.  
 
4 Development cooperation and United Nations actions on STI 
 
The Addis Ababa Action Agenda led to the creation of two mechanisms in 2015/2016 to harness science, 
technology, and innovation for the achievement of the Sustainable Development Goals (SDGs): The UN 
Technology Facilitation Mechanism (TFM) and the UN Technology Bank for the Least Developed Countries (LDC 
Tech Bank). The launch of these mechanisms encouraged additional work by UN entities on science, technology 
and innovation. A small selection of these recent activities is featured in this section.  
 
The UN Technology Facilitation Mechanism has brought the UN closer to the pulse of scientific and technological 
progress, through a one-UN and multi-stakeholder model that addresses concerns of all countries. The 
Technology Facilitation Mechanism is where the many activities of the UN system and  stakeholders come 
together and forge partnerships. Most importantly, the Mechanism has become an important entry point not only 
for organized science and engineering communities, but also for individuals. The Mechanism “facilitates” 
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collaboration and partnerships – for sharing information, experiences, good practices, and policy advice among 
relevant stakeholders. This includes Member States, civil society, private sector, scientific and technological 
communities, UN entities, and others. It also supports tech transfer through knowledge sharing, capacity building, 
and matching of technology providers with users. 
 
Participation in the TFM has increased. As of February 2023, the Inter-Agency Task Team on Science, Technology, 
and Innovation for the SDGs (IATT) brings together more than 100 expert staff of 48 UN entities who work together 
in ten dedicated work streams. This ranges from a pilot programme and partnership on national STI4SDG 
roadmaps, to policy analysis and research work on emerging science and tech futures, as well as awareness raising 
on gender in STI.  The IATT also mobilizes science-policy briefs and perspectives from experts, enabling them to 
propose issues to be put onto the UN agenda. The Secretary General’s 10-Member-Group of High-level 
Representatives of Scientific Community, Private Sector and Civil Society has not only mobilized the engagement 
of many experts but has emerged as hub for science and technology advice in the UN system. The Multi-
stakeholder Forum on Science, Technology and Innovation for the SDGs brings together governments with 
thousands of science and technology stakeholders every year. Many of them are new to the UN. They range from 
young, engaged scientists, to start-ups, to world-renowned experts. Finally, the TFM online platform 2030 Connect 
provides one-stop-shop access to technology and knowledge databases of an increasing number of UN and non-
UN organizations. 
 
The Technology Facilitation Mechanism and its STI Forum have faciliated discussions on sensitive political 
issues, and opened new avenues for all UN Member States, including those that may feel that they are being 
left behind in the latest scientific-technological revolution. The Mechanism and Forum are among the most 
prominent and inclusive UN entry points for engagement by scientists, engineers and tech entrepreneurs. One 
key insight from past STI Forum discussions has been that new technologies, - biotech, AI, and nanotech - are vital 
for all kinds of SDG breakthroughs. They progress at accelerated, exponential rates – so rapid that it remains 
unclear whether traditional institutions and regulators are able to cope. The STI Forum has been a UN space where 
it has been possible to discuss these issues. 
 
The Technology Bank is mandated to strengthen the STI capacity of LDCs. The Technology Bank continues to 
work towards promoting and facilitating the identification, utilization of, access to and transfer of appropriate 
technologies to the LDCs. In 2022, the Technology Bank completed 6 technology needs assessments – in 
Bangladesh, Benin, Djibouti, Kiribati, Mozambique, and Sierra Leone, and continued other ongoing programs.  
 
The Global Environment Facility (GEF) has played a vital role in providing developing countries financial support 
to address climate change. Since its inception in 1991, the GEF has allocated more than $22 billion in grants and 
blended finance, mobilized $120 billion in co-financing for more than 5,000 projects in 170 countries, 
supplemented by 27,000 community-led initiatives through its Small Grants Programme. 
 
The Climate Technology Centre and Network (CTCN) promotes the accelerated transfer of environmentally 
sound technologies for low carbon and climate resilient development. In 2010, the Technology Mechanism of 
the UN Framework Convention on Climate Change was established, which also comprises the Technology 
Executive Committee (TEC) and the Climate Technology Centre and Network (CTCN), to support development and 
transfer of climate-compatible technologies to developing countries. CTCN, the implementation arm,  provides 
technical assistance with the help of a global network of climate technology experts that design and implement 
solutions tailored to local needs. This includes: (1) technical assessments, including on technology needs, barriers, 
efficiency,; (2) technical support for planning documents, such as policies, strategies, roadmaps and action plans, 
regulations and legal measures; (3) training; (4) tools and methodologies; and (5) implementation plans. Technical 
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assistance is provided free of charge to developing countries (with a value up to $250,000) for a broad range of 
climate adaptation and mitigation technologies. Assistance can be provided for all stages of the technology cycle. 
 
International cooperation helps raise awareness in developing countries through sharing lessons learned and 
best practices, while drawing attention to new and emerging technologies. The Commission on Science and 
Technology for Development (CSTD) brings together Member States in information-sharing and 
intergovernmental discussions on issues related to the adoption of frontier technologies for sustainable 
development. In recent years, the CSTD has assessed the impact of various STI trends, including renewable energy, 
Industry 4.0, space technologies, and blockchain technologies. At the same time, the World Summit on the 
Information Society (WSIS) Forum facilitates sharing information and knowledge about ICTs’ social, economic, 
cultural, and environmental impacts. The WSIS Forum is witnessing an increased number of sessions for sharing 
national strategies, policies, and initiatives on clean technologies, environmental-related policies and strategies, 
and ICTs' role in advancing competitiveness and increasing productivity. 
 
The United Nations system undertakes a range of programmes for building countries’ capabilities to develop 
and deploy technologies for more sustainable production and consumption. For example, the International 
Trade Centre’s Netherlands Trust Fund V (NTF V) Programme has delivered a Greening ICT training to 80 
technology start-ups and IT companies in Africa, encompassing the areas of energy efficiency, electronic waste 
management, and ICT sustainability standards. The International Telecommunication Union (ITU) has supported 
achieving a circular economy for electronics, including through expertise on e-waste data, national e-waste 
policies and regulation (including in Botswana, the Dominican Republic, and Namibia). UNEP has implemented 
capacity building programmes on green technology through the Climate & Clean Air Coalition. UNIDO has rolled 
out the “SWITCH to circular economy value chains” project, which aims to support enterprises in adopting circular 
economy practices. ESCWA has supported implementation of national consultation sessions on resilience and 
sustainability of the agriculture sector in the Arab region. The UNECE Team of Specialists on ESG Traceability of 
Sustainable Value Chains in the Circular Economy is developing holistic approaches for fostering ESG throughout 
global supply chains. UNECE has also launched Circular STEP - a platform for policy dialogue on the circular 
economy.689 The International Atomic Energy Agency (IAEA) has assisted countries in using nuclear technologies 
for development, including in the agri-food systems and energy sectors. (Box III.G.3)  
 
Box III.G. 3 

The potential contributions of nuclear technologies to sustainable development 
 
Nuclear science, technology, and innovation can contribute to addressing climate change and identifying 
solutions in multiple interrelated sectors such as energy, food and agriculture, water, industry, human health, 
ecosystems, and the environment. The International Atomic Energy Agency (IAEA) supports countries in 
building capacities to apply nuclear technologies and techniques in several areas, including agri-food systems 
and energy.  
 
Agri-food systems: Nuclear techniques, such as mutation breeding, are used to develop improved drought and 
heat-tolerant crop varieties, as well as to enhance existing genetic resistance in crops towards insect pests and 
diseases. Nuclear techniques are also used to strengthen post-harvest food safety and trade, reduce food 
waste, and monitor residues and contaminants in food.  
 
Nuclear technologies also contribute to the development of climate-smart agricultural practices. These 
technologies are used to monitor agrochemical inputs to improve food safety, and to support the development 
of innovative land and water management, with improved soil and nutrient management practices and 
efficiency of water usage. 
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Energy for Net-Zero: Nuclear power can contribute to decarbonizing not only the power sector but also other 
sectors, including the building, industry, and transport sectors, through applications such as district heating, 
desalination, industry process heat, and hydrogen production. With its dispatchability, flexibility, and ability to 
provide grid services including stability, nuclear power can allow high penetration of renewables in net zero 
transitions.  
 
The IAEA assists countries that opt for nuclear energy to meet their climate objectives, through support for 
countries’ efforts in building new nuclear power plants, extending the operational lifetimes of existing ones, 
and through capacity building in energy planning. In the Atoms4NetZero initiative, the IAEA will work in 
partnership with Member States to model and measure the contribution of nuclear power to their net zero 
energy transitions and assess the potential of nuclear to be used beyond the grid – for example, to produce 
hydrogen or for desalination. 
 
Source: IAEA.  
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IV. Data, monitoring and follow-up 
 
1 Key messages and recommendations 
 
Since the adoption of Agenda 2030, the need for data and statistics has intensified, with the rapid spread of 
digital technologies bringing great opportunities as well as challenges. Big data and other innovations can help 
strengthen official statistics for the implementation and monitoring of the Sustainable Development Goals (SDGs). 
However, they come with risks in the absence of internationally accepted standards for data use, regarding, for 
example, on licensing, privacy and security. The evolving data ecosystem around new technologies, data sources 
and actors is also challenging the traditional role of official statistical systems and can be difficult to integrate. The 
extensive experience of national statistical offices in working with data should be leveraged to ensure efficient 
use of data for public good and to maximise the value of data assets in the ecosystem.  
 
Significant changes on the financing for development landscape has spurred demand for data and statistics 
beyond long-standing metrics, such as gross domestic product (GDP), towards mainstreaming indicators on 
well-being, inequality and multidimensional vulnerability. The pace of progress on data frameworks, 
measurements and collection, and critically, on financing for data and statistics, has not kept pace with these 
challenges. With seven years to the deadline for the SDGs, significant SDGs data gaps persist. Funding for statistical 
systems and data ecosystems have also remained flat since 2015 and has fallen since the COVID-19 pandemic. 
Official development assistance (ODA) for data and statistics was 0.3 per cent in 2020, a fraction of actual needs. 
 
Urgent action is needed by all stakeholders: 

• The international community should scale up funding for data and statistics. 
• Countries should prioritize resources towards the development of their national statistical and data 

systems, including establishing data stewards. 
• Stakeholders should work together to close the SDGs data gaps and develop metrics beyond GDP. 

 
2 Data frameworks, measurements and collection 
 
2.1 Global SDGs indicator framework 
 
The global SDGs indicator framework continues to be strengthened. As of 2 November 2022, the global SDGs 
indicator database includes data for 219 of the 231 unique indicators and more than 2.3 million data records 
(Figure IV.1). This improvement has been underpinned by the efforts of Member States and custodian agencies. 
Most indicators without any data have projected dates or have plans for updates in place. Improving the indicator 
framework and closing the remaining data gaps will be a focus of the statistical community and the next 
comprehensive review of the global SDG indicator framework in 2025, for which the Inter-agency Expert Group 
on SDG Indicators (IAEG-SDGs) has already started preparations.  
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Figure IV.1  
Number of SDG data records and proportion of SDG indicators with data available, 2016-2022 
(Millions) 

  
Source: UNSD Global SDG Indicators Data Platform available at https://unstats.un.org/sdgs/dataportal. Last accessed 08 
February 2023.  
 
Despite progress in SDG reporting, significant data gaps persist. Incomplete geographic coverage, outdated data, 
and lack of disaggregation by vulnerable population groups hinder the monitoring of SDGs progress.690 For 8 of 17 
SDGs, fewer than half of the 193 countries or areas have globally comparable data (Figure IV.2). SDG 3 on health 
and SDG 7 on energy have the highest data availability, with more than 80 per cent of countries having at least 
one datapoint since 2015. In contrast, only about 20 per cent of countries have reported data for SDG 13 on 
climate action. Out of 32 SDG indicators requiring disaggregation by sex, only 21 have the latest disaggregated 
data available in more than 80 per cent of countries having at least one data point since 2015. For 8 indicators, 
sex-disaggregated data is not available at all. For indicators requiring disaggregation by disability status, reporting 
is sparser, with only 2 out of 10 SDG indicators reported.691 A critical source of disaggregated data for monitoring 
the SDGs is population data, which is collected through censuses conducted every 10 years. Many countries were 
in the middle of the 2020-round of census activities when COVID-19 disrupted collection. Out of 49 UNFPA 
programme countries scheduled to conduct census enumeration in 2020, only 13 countries managed to complete 
the census, and many postponed it to 2021 and 2022. In 2021, only 12 programme countries completed the census 
enumeration, while 26 out of expected 48 programme countries completed census enumeration in 2022. Delays, 
interruptions, and re-allocation of funds to other activities may further compromise the quality or result of census 
projects. 
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Figure IV.2  
SDGs coverage of country-level data and the average number of years available as of February 2023 
(percentage of countries and number of years available) 

  
Source: UNSD Global SDG Indicators Data Platform available at https://unstats.un.org/sdgs/dataportal. Last accessed 08 
February 2023. 
 
Work advances on the new SDG indicator 17.3.1. on “additional financial resources mobilized for developing 
countries from multiple sources”. The indicator is part of SDG Target 17.3, which aims to “mobilize additional 
financial resources for developing countries from multiple sources,” and is underpinned by an agreed conceptual 
framework on South-South cooperation (see chapter III.C). OECD and UNCTAD are the co-custodians of the new 
indicator and work is underway on the first global reporting of the indicator. Capacity-building activities are also 
planned. The co-custodians aim to coordinate validated data collection from countries to ensure harmonization 
and avoid duplication. Reporting of the indicator began in 2022 from existing sources, such as the OECD Total 
Official Support for Sustainable Development (see chapter III.C) database and the UNCTAD Foreign Direct 
Investment database. Data on South-South cooperation will be added gradually.692 
 
2.2 Gender statistics 
 
Prevailing data gaps hinder progress monitoring on SDG 5 to achieve gender equality. While all 18 indicators 
and sub-indicators of SDG 5 on gender equality can be measured,693 only 47 per cent of data required to track 
progress on SDG 5 is currently available.694 As a result, a global level assessment is only available for 13 out of 18 
SDG 5 indicators and sub-indicators. Only three indicators have sufficient data for measuring the pace of progress 
at the global level.  There are also large gender data gaps in other areas,695 including on property rights, women 
entrepreneurship, unpaid care women, women in decision making, conflict and crime, technology, climate and 
environment, as well as water and energy. UN Women estimates that it will take about 22 years to make all 
gender-specific SDG data available.696 A range of agencies have undertaken efforts to make available gender 
statistics accessible through various data portals (Box IV.1). 
 
Gender mainstreaming encourages gender-disaggregated data collection, which can support gender-inclusive 
policies. As gender-disaggregated data is not collected systematically in all areas of statistics, having a gender 
perspective across all areas can improve the systematic collection of sex-disaggregated data and statistics. The 
Statistical Commission has emphasized the need for national statistical offices to commit to mainstreaming a 
gender perspective into the work of the Statistical Commission at all levels and stages.697 As part of these efforts, 
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the Inter-Agency Expert Group on Gender Statistics has established a new Advisory Group on Mainstreaming a 
Gender Perspective to develop concrete proposals on gender mainstreaming.698 This will build on related work in 
the Statistical Conference of the Americas. Support is also ongoing for gender mainstreaming work at the country 
level.  
 
Sufficient funding for gender data and statistics is required to fill the gaps allowing evidence-based 
policymaking. Funding for both overall national statistics and gender statistics has been stagnant since 2015, with 
only 13 per cent of countries worldwide dedicating a portion of their budget to gender statistics.699 In 2020, 
funding for gender data decreased by 55 per cent over the average level of 2017-2019 (Figure IV.3), corresponding 
to nearly three times the drop in funding to overall data and statistics.700 Two-thirds of all funding for gender data 
depend on only five donors, 701  leaving funding for gender statistics unsustainable and unstable without 
diversification of the donor landscape.  
 
Figure IV.3 
Funding for gender data and statistics 
(Millions of United States dollars) 

 
Source: PARIS21. 2022. ‘Partner Report on Support to Statistics 2022’. Paris.  
 
Box IV.1 

Data portals for gender statistics 
 
There are several data portals that help to disseminate available gender statistics: 
• The World Bank Gender Data Portala provides open access to over 900 indicators compiled from 

officially recognized international sources, including demography, education, health, economic 
activities, assets, leadership and gender-based violence.  

• The UN Statistics Division Gender Data Hubb features the minimum set of gender indicators agreed 
by the United Nations Statistical Commission as a guide for national production and international 
compilation of gender statistics.  

• The UN Women Data Hubc features the latest data on 52 gender-specific SDG indicators and the 
latest analytical resources.  

• The United Nations Population Fund Population Data Portal (PDP)d, contains 13 thematic 
interactive dashboards, including one on intimate partner violence. 
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Source: UNDESA 
a https://genderdata.worldbank.org/ See also specific data on women business and the law 
(https://wbl.worldbank.org/en/wbl) and on living standards 
(https://www.worldbank.org/en/programs/lsms/initiatives/lsms-plus) 
b https://gender-data-hub-2-undesa.hub.arcgis.com 
c https://data.unwomen.org/ 
d https://pdp.unfpa.org 

 
2.3 Monitoring the economic and financial sector  
 
Following the success of the Group of Twenty (G20) Data Gaps Initiative (DGI), efforts toward a new 
international cooperation initiative continues. The aim of the G20 DGI was to address data gaps in the financial 
sector that were exposed by the 2008 world financial and economic crisis. Significant progress has been achieved 
during phases 1 (2009-2015) and 2 (2015-2021) to improve data coverage, timeliness, and periodicity. Data gaps 
have been closed in many areas, including on financial soundness indicators, global systemically important 
financial institutions, non-bank financial intermediation, derivatives data and securities statistics. This has 
contributed to better and more detailed assessments of macroprudential and financial stability risks. 
Advancements under the DGI have also helped with COVID-19 responses. In November 2022, the FSB Secretariat, 
IMF, and the Inter-Agency Group on Economic and Financial Statistics, in consultation with participating 
economies, announced a high-level work plan for a new Data Gaps Initiative. It includes 14 recommendations 
designed to address priority policy needs for (i) climate change; (ii) distribution of household income and wealth; 
(iii) fintech and financial inclusion; and (iv) access to private sources of data and administrative data, and data 
sharing to improve the timeliness and granularity of official statistics.702 The plan will be submitted to G20 Finance 
Ministers and Central Bank Governors later in 2023 with its recommendations expected to be implemented within 
five years after the launch.703 
 
The number of countries reporting to the World Bank Debt Reporting System (DRS) improves. The DRS is the 
main source of the World Bank’s external debt data statistics database. The past decade has seen a marked 
improvement in the coverage, completeness and accuracy of DRS reporting. Reporting on private nonguaranteed 
debt is also rising (Figure IV.4), as countries’ debt portfolios have evolved. These improvements are underpinned 
by concerted efforts to strengthen and enhance countries’ debt recording and reporting to better understand 
rising debt vulnerabilities (see chapter III.E). It also reflects implementation of reforms to strengthen debt 
management capacity.704 In contrast, there is significant data gaps on borrowing by state-owned enterprises 
(SOEs), particularly SOE borrowing without a government guarantee. This is usually due to discrepancies between 
the country’s definition of public debt and DRS reporting standards, the absence of systems to collect data at the 
national level, and the limited authority of the national debt office.705 
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Figure IV.4 
Per cent of countries that report public and publicly guaranteed and private nonguaranteed year-end transaction data to 
the DRS, 2010-2021 
(Per cent) 

  
Source: World Bank. 2022. ‘International Debt Report 2022 - Updated International Debt Statistics’. 
Note: The dip in year 2019 reflects the countries’ challenges to report during the COVID-19 pandemic lockdowns. The list of 
reporting countries is based on year-end 2021 data. 
 
Although data availability on the contribution of the private sector to achieving the SDGs has increased, the 
quality and comparability of data needs to improve. The 2030 Agenda highlighted the role of enterprise reporting 
as a primary source of information on the contribution of the private sector to the achievement of the SDGs. SDG 
target 12.6 encourages companies to adopt sustainable practices and to integrate sustainability information into 
their reporting cycle. In 2021, more than 90 per cent of the S&P 500 companies published a sustainability report, 
up from only 20 per cent a decade ago.706 However, data and information quality provided through sustainability 
reports require improvements and chapter III.B presents concrete actions and recommendations for Governments 
to address this issue.  
 
To measure the private sector’s contribution to sustainability, corporate sustainability disclosures should be 
linked to the SDGs. Four in five companies assessed in a recent study noted commitments to the SDGs, yet fewer 
than half set measurable targets on the SDGs.707 Another study found that only 0.2 per cent of companies were 
strongly aligned to the SDGs.708 The Global Investor for Sustainable Development (GISD) Alliance works towards 
the global convergence of corporate sustainability-related disclosures based on a common reporting baseline.709  
 
For sustainability-related information from the private sector to be useful, data also needs to be comparable 
across reporting entities over time. Efforts are underway to strengthen comparability of private sector data on 
sustainability measures, such as by the World Benchmarking Alliance developing freely accessible benchmarks of 
performance on the SDGs of 2,000 influential companies. 
 
2.4 Measures of sustainable development beyond GDP 
 
The United Nations system proposes a way forward to consider measures beyond GDP. Gross domestic product 
is a longstanding measure of economic prosperity, with GDP per capita often used to broadly measure average 
living standards or economic well-being in different countries. However, there are long-standing concerns over 
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the limitations and inadequacy of GDP, particularly as it does not encompass dimensions of well-being, 
distribution, economic sustainability (such as increasing indebtedness) and environmental sustainability. In 2021, 
in “Our Common Agenda,” the United Nations Secretary-General called for new measures to complement GDP.710 
In response, the United Nations system through the UN High-level Committee on Programmes (HLCP) Core Group 
on Beyond GDP has proposed a framework for beyond GDP metrics, as well as a political and technical process to 
move forward (Box IV.2). The HLCP recognises that broad Member State agreement is needed to move the beyond 
GDP agenda, highlighting the 2024 Summit of the Future as an opportunity to launch a high-level political process, 
spearheaded by the UN Secretary General, to discuss the rationale and outline a process to go beyond GDP, 
including setting of concrete goals and targets.711 
 
Box IV.2 

UN System Proposals for Moving the Beyond GDP Agenda 
 
Foundational dimensions of a framework for beyond GDP 
The framework consists of three outcome elements and three process elements. The three outcomes 
are derived from the dimensions identified in the Brundtland Report which was prepared for discussion 
by the UN General Assembly in 1987 and later informed the Rio+20 Conference and the 2030 Agenda. 
It defines sustainable development as “development that meets the needs of the present without 
compromising the ability of future generations to meet their needs”. The report also considers that 
sustainable development is essentially about distributional justice. The framework, thus, proposes 
three outcome elements:  

(i) ‘wellbeing and agency’ to focus on wellbeing now;  
(ii) ‘respect for life and the planet’ to ensure possibilities for life and wellbeing in the future; 

and  
(iii) ‘reduced inequalities and greater solidarity’ towards a more equal distribution of 

wellbeing.  
Measures or indicators for each dimension may include flows as well as stocks and, potentially, 
composite indicators. While flow measures focus more on current changes e.g., wellbeing now, stock 
measures are particularly important for assessing sustainability, i.e., possibilities for future wellbeing, 
and metrics on inequalities require detailed information that enable analysis of distributions. 
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The three process elements reflect the 2030 Agenda and the Our Common Agenda report with a 
particular focus on factors that enable sustained progress towards the three outcomes:  

(i) ‘from vulnerability to resilience’ focuses on human interaction with the natural and built 
environment to strengthen preparedness and ensure the conditions for wellbeing given 
multiple risks;  

(ii) ‘participatory governance and stronger institutions’ steer societies towards the outcomes 
ensuring equal and safe societal conditions empowering everyone to contribute; and  

(iii) ‘innovative and ethical economies’ serve people and societies by fostering innovation to 
find solutions to their challenges with responsible and ethical actions that expand the 
capacity to coordinate and deliver positive outcomes. 

 
Proposal for a high-level political process to move beyond GDP 

1. Informal consultations, 2022-2023: Discuss the rationale for progress Beyond GDP, identify 
opportunities and challenges in progress towards better wellbeing, sustainability for future 
generations and inclusiveness, i.e., wellbeing for all. 

2. Consideration and preparation, before and at the Summit of the Future in 2024: Discuss 
how to move beyond GDP, placing true value on the environment and focusing on human 
progress and wellbeing to achieve the 2030 Agenda. Aim at a high ambition for the 
outcomes of the Summit of the Future, build rapport. 

3. Commit, at the Summit of the Future in 2024: Make firm commitments to change the 
policy paradigm to ensure progress towards the vision for wellbeing for everyone and 
everywhere (equality), now and later (sustainability). 

4. Set targets, follow up to the Summit of the Future in 2024: Set a common vision and 
concrete goals for a future policy framework to move beyond GDP. 

5. Empower, 2024-2025: Engage national, regional, and international authorities, and 
stakeholders to advance the agenda within their current and new mandates. 
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6. Lead and steer, annual recap from 2025 onwards: Monitor progress with metrics of 
Beyond GDP, engage, influence, and ensure corrective or enforcing action to achieve the 
common vision for the future of people and the planet. 

7. Reprioritize, every three to five years: Ensure a continuous discussion of priorities, adjust 
goals and targets of the Beyond GDP framework, and take corrective action. 

 
The technical reforms needed to move forward include (i) an ambitious System of National Accounts 
update and extension, (ii) development of new methods and metrics in line with the proposed 
framework and its six themes and reflecting the outcomes of the Summit of the Future, (iii) a review of 
the uses of GDP and Beyond GDP metrics within the multilateral system, and (iv) a UN Data Agenda for 
Beyond GDP that steps up statistical capacity development to enable country-owned reporting of 
progress Beyond GDP. In parallel, the UN could launch a global challenge to contribute to the 
development of new metrics to complement GDP, aiming to create a global excitement and 
engagement in contributing to Beyond GDP through a participatory process. 
 
Source: High-Level Committee on Programmes (HLCP) Core Group on Beyond GDP. ‘Valuing What Counts – United 
Nations System-Wide Contribution on Progress Beyond Gross Domestic Product (GDP)’. United Nations System 
Chief Executive Board for Coordination, 17 August 2022. 

 
Work advances on the development of a Multidimensional Vulnerability Index. In February 2022, a High-Level 
Panel was appointed to develop an MVI. In its interim report, the Panel proposes a framework for the 
development of an MVI (Figure IV.5). The framework has two components: structural vulnerability, “the risk of a 
country’s sustainable development being hindered by recurrent adverse exogenous shocks and stressors,” and 
structural resilience, “the capacity of a country to dampen the impact of, and quickly recover from shocks and to 
adapt flexibly in response to stressors.”712 Associated responses to reduce a country’s structural vulnerabilities 
and improve its structural resilience over time would depend on the source of the vulnerability to be addressed 
i.e., economic, social or environmental. The Panel also proposes the inclusion of national vulnerability-resilience 
profiles, which will represent the operational part of the MVI framework. Data availability is key to the design of 
the MVI, and the selection of indicators will depend on the quality of available data and the relevance of the 
indicator. To ensure universality, the MVI will include all developing countries. The Panel’s final report will outline 
the selected indicators, their rationale and methodology for weighting and aggregation.713 
 
Figure IV.5 
The MVI Framework 

 
Source: High-Level Panel on the Development of a Multidimensional Vulnerability Index. ‘Interim Report’. United Nations, 
August 2022. 
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2.5 Sustainable industrialization statistics 
 
Increased availability of industrial statistics can better inform sustainable industrial policy. Industrial statistics 
provides information on productivity, industrial performance, and the degree of industrialization of an economy 
(see Box IV.3).714 Many governments are constrained by the lack of basic data when formulating national industrial 
policies. Lack of industry data for financial decision-making can also increase perceived risks and hinder private 
sector investments in developing countries. Data needed for industrial statistics is typically collected through 
economic censuses and industry surveys. A proper sampling plan and an adequate survey period can ensure good 
representation of and disaggregation by geographical areas, industries, and their activities. 715  Amending 
enterprise size thresholds can also capture small-scale industrial enterprises that play an important role in many 
developing countries in their path towards sustainable industrialisation. However, censuses and surveys are done 
periodically and can be time consuming. Exploring alternative data sources, including administrative sources and 
big data, can help fill in data gaps.716  
 
Box IV.3 

Overview of industrial statistics 

Industrial statistics refers to data on a broad group of productive activities comprising mining, 
manufacturing, electricity, gas, water supply and other utility industries.a An industry is defined as a 
category of economic activity catalogued in the International Standard Industrial Classification of All 
Economic Activities (ISIC), which is the international reference classification of productive activities.b 
The International Recommendations for Industrial Statistics 2008 (IRIS) provides a comprehensive 
methodological framework for the collection and reporting of industrial statistics in all countries, 
irrespective of the level of development of their statistical systems. 
 
The Index of Industrial Production (IIP) has historically been one of the most frequently used indicators.a 
The Index, reflecting temporal changes in the value-added for individual industries, has a strong 
relationship with the performance of an economy as a whole and provides information needed for 
industrial policy formulation.c The International Recommendations for the Index of Industrial 
Production 2010 (IRIIP) outlines the methodological standards for the compilation of index numbers of 
industrial production.d  
 
The global responsibility for the annual collection of general industrial statistics lies with the United 
Nations Industrial Development Organization (UNIDO), which is also the custodian agency of six 
industry-related indicators under SDG 9 on "industry, innovation and infrastructure”. The UNIDO online 
data portal contains industrial statistics for more than 110 countries.e  
 
Source: DESA.  
a United Nations, Statistics Division. 2010. International Recommendations for the Index of Industrial Production 
2010. 
b United Nations, Statistics Division. 2008. ‘International Recommendations for Industrial Statistics 2008’. 
c UNIDO. n.d. ‘Industrial Statistics’. Industrial Statistics. 
d United Nations Statistics Division. ‘Standards and Methods - Industrial Production Index’, 2022. 
ehttps://stat.unido.org/ 
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3 Financing for data and statistics 
 
Funding for data and statistics needs urgent attention. Global data ecosystems need an estimated $5.6 billion 
per year to achieve the goals of the 2017 Cape Town Global Action Plan for Sustainable Development Data.717 An 
analysis showed that for every $1 invested, data has delivered an average economic return of $32, demonstrating 
the potential of data and statistics.718 Yet, existing domestic funding currently meets less than 40 per cent of the 
needs of developing economies.719 Only half of countries fully fund their national statistical plans, while only five 
donors provide around two-thirds of funding.720 In 2020, funding for data and statistics fell by nearly 16 per cent 
to $542 million, a record decline since 2015 (Figure IV.6),721 and accounting for only 0.3 per cent of total ODA. The 
pandemic partly accounts for the decrease, but the drop also reflects the challenge in mainstreaming data 
activities, the limited pool of donors and the low strategic priority for data and statistics persisting for decades.722  
Even prior to the pandemic, funding for data and statistics only met half of the funding required to produce 
sufficient data to meet the SDGs.723 COVID-19 has also exacerbated data demands, with the latest UN-World Bank 
survey on the impact of COVID-19 on NSOs indicating that in two-thirds of low and lower-middle-income countries, 
statistical agencies lack sufficient resources to meet the demands for data caused by the COVID-19 pandemic.724  
 
Figure IV.6 
Funding for data and statistics 
(Millions of United States dollars) 

 
Source: PARIS21. ‘Partner Report on Support to Statistics 2022’. Paris, 2022. 
 
Efforts are underway to strengthen coordination and mobilize finance for data and statistics. In 2022, the World 
Bank and the United Nations launched a ‘Data With Purpose’ campaign to scale up donor and partner coordination 
and funding to support national data and statistics priorities (Box IV.4). The ambition of this campaign is to jointly 
mobilize at least $500 million through the Global Data Facility (GDF) and Complex Risk Analytics Fund (CRAF’d) to 
meet country demand.725 The aim of the GDF is to mobilize and coordinate broad donor support for low-and-
middle-income countries’ data and statistics priorities, including modernizing data and statistical systems, 
strengthening human capital for data production, analytics, use, and dissemination, and supporting and expanding 
institutional and policy arrangements for data and statistics to support economic, social, and sustainable 
development. It is complemented by the Bern Network Clearing House for Development Data, a multi-stakeholder 
initiative designed to help increase transparency and the efficiency of international financial support for data 
activities. Launched by the UN in 2021, CRAF’d is a multilateral financing instrument to support a strong data 
ecosystem and expand shared capabilities to better anticipate, prevent, and respond to complex risks in conflict- 
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and crisis-affected settings. Guided by its Statistical Performance Indicator (SPI) profiles,726 the World Bank is 
scaling up concessional lending to low-and-middle-income countries to help close core data gaps, including in 
household surveys, enterprise surveys, agricultural data, price data, and administrative data. World Bank lending 
operations for data and statistics in the pipeline for 2023 so far include commitments of $1.1 billion for 
International Development Association countries and $0.2 billion for International Bank for Reconstruction and 
Development countries. 
 
Box IV.4 

‘Data with Purpose’ Campaign 
 
The “Data with Purpose” campaign calls on all stakeholders to revitalise support for data and statistics, 
including supporting integrated data ecosystems: (i) Bilateral and philanthropic donors to allocate a 
minimum of 0.8 per cent of their annual investment to data ecosystems through CRAF’d and GDF, as 
well as increase the transparency of their funding; (ii) Low-income country governments to allocate 
0.5 per cent and middle-income countries 0.1 per cent of their annual spending towards data 
ecosystems; (iii) The private sector to be a core partner in establishing and utilizing data ecosystems; 
and (iv) All ecosystem participants to collaboratively drive the agenda forward. 
 
Source: United Nations and World Bank. ‘Investment Case: Multiplying Progress through Data Ecosystems’. Data 
with Purpose Publication, 2022. 

 
4 Accessibility, discoverability, and innovation 
 
A strong data ecosystem and improved interoperability can enhance policy design and decision-making. A 
strong data ecosystem (see 2022 Financing for Sustainable Development Report) should support the application 
of new innovative tools to integrate data from all relevant sources. Data are increasingly used for “immediate 
action” to provide decision-makers with information needed to assess the situation, develop solutions, and 
monitor progress. Advanced and innovative nowcasting, forecasting and early warning systems are a critical part 
to be integrated through improved interoperability. Official data from national surveys and censuses remain 
fundamental sources for most policy-relevant predictive and simulation models. In contrast, administrative data 
are under-exploited, partly due to widespread quality issues, but also because of siloed systems and obstacles to 
sharing. Geospatial data are timely data with extensive geographic coverage and has the potential of integrating 
various types of data. Private intent data or “big data” offers immediacy and fine disaggregation but have 
limitations for use for development purposes.727 The lack of internationally accepted standards for integrating 
data, as well as concerns about licensing, privacy, and security, hinder data sharing. Costs of data integration also 
rise with the increasing number of disaggregated and scattered data sources administrated by different 
stakeholders with varying levels of technical capacity. There are also challenges with outdated technical 
infrastructure and skills, as well as limited government capacity and weak data governance policies. Investments 
in strengthening data ecosystems and enhancing the interoperability of data can help in the integration of diverse 
sources (see Box IV.5). 
 
Box IV.5 

Standards for the digitalization of multimodal trade and transport data exchanges  
 
United Nations Economic Commission for Europe (UNECE) and its subsidiary body, the UN Centre for 
Trade Facilitation and Electronic Business (UN/CEFACT), developed a set of standards for the 
digitalization of multimodal trade and transport data exchanges to enable the fast and paperless 
transmission of trade data across different modes of transport and ensure their international 
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acceptance. This helps with harmonizing standards on the digitalisation of trade-related cargo shipment 
documentation, capturing data exchange structures for maritime, inland water, air, road, and rail cargo 
movements. These standards for digital data sharing supports the seamless flow of information, which 
facilitates trade and transport in the European Union, notably in the areas covered by the European 
Union’s single window and electronic freight information regulations. 
 
Source: UNECE 

 
Establishment of data stewards can help promote accessibility, interoperability and governance. A data steward 
helps address issues related to the governance, management, access and equitable and inclusive use of data for 
public benefit in a systematic, sustainable and responsible way. Accordingly, the United Nations Statistical 
Commission and the UNECE Conference of European Statisticians are working towards the development of a 
common understanding of the roles of a data steward and possible models for its implementation within different 
national data ecosystems.728 With special consideration given to the role of the national statistical office, a data 
steward should promote data quality, data interoperability, open data and sharing of data among public and/or 
private sector organizations. Data stewardship strengthens public trust in official statistics and in data 
management across the public sector and is necessary for maximising the value of data assets. National Statistical 
Offices have inherent and unique expertise to lead data stewardship in the national statistical system and to take 
on data stewardship responsibilities across the national data ecosystem. A task team under the Committee of 
Experts on Big Data and Data Science working on privacy-enhancing technologies as well as a United Nations 
Privacy-enhancing Technologies Lab have been established to resolve privacy and confidentiality issues involving 
innovative data sources. 
 
More attention is needed on the usability, discoverability, and accessibility of data. International assistance 
provided to statistics and data systems in low-income countries has largely focused on the production of data. 
Less attention has been paid to enabling and promoting access to, and use of data. Datasets of multiple sources 
and types remain locked and/or under-exploited due to issues of usability, discoverability, and accessibility. There 
is considerable underinvestment in tools and processes which take data from collection to use. Improving the 
access and use of data requires improvement in the convenience (for example, formats and access mode), visibility 
and discoverability, usability, and accessibility of data. This means that data producers need to improve their 
documentation, packaging, and publishing of data so that data users can find, access, analyze, and use available 
sources. UN Statistics Division has developed an e-learning course to help improve user engagement.729 
 
High costs of innovative data methods and limited capacity hinders application in poorer countries. Official use 
of innovative big data and advanced analytics in policymaking demands new capacity, skills, and frameworks from 
governments to assess and audit data quality. New tools and standards must be developed to document the 
production process to ensure transparency and accountability. Dissemination mechanisms need to be updated to 
allow access and use of data collected through new technologies. The high cost of acquiring datasets, like high-
resolution satellite imagery, can be challenging for governments in low-income countries. The information 
technology cost, such as cloud or on-premises infrastructure, for the storage and analyses of large datasets may 
also be a barrier for poorly funded agencies.  
 
Initiatives to guide and promote the use of big data and data science support innovations in the use of data. 
New methods and data sources can support the generation of statistics in various areas, transforming the 
production of official statistics and allowing the provision of almost instant information on phenomena that were 
difficult to capture before. The United Nations Expert Group on Big Data and Data Science for Official Statistics 
have issued methodological guidelines and recommendations on the use of mobile phone data, earth observation 
data, data from automated identification systems of vessels, transaction data and web-scrapped data.730 In 2020 
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and 2021, regional hubs for big data were established in Brazil, China, Rwanda and the United Arab Emirates to 
assist national statistical offices in building data science skills and incorporating new skills in their workstreams for 
statistical production. The Expert Group also established a sector hub on Artificial Intelligence for Environment 
and Sustainability for the System of Environmental-Economic Accounting, which is operated by the Basque Centre 
for Climate Change in Spain and specializes in sustainability and environmental issues. The Data for Now initiative 
also helps countries and partners to increase the use of innovative data sources, methods and approaches.731 
 
National statistical offices can play a central role in encouraging open data. Open data enhances information 
transparency, access, and use of public sector data.732 Access to data and metadata can be accelerated when data 
is provided in a machine-readable format, allows bulk download or is stored in application programming 
interfaces.733 This requires sufficient resources and technical capacity to launch and maintain open data platforms. 
Data security and privacy protection measures must also accompany the use of open data. For example, datasets 
built on microdata across sectors (e.g., healthcare, education, transportation, criminal justice, property 
registration/housing, and voter registration data) contain private individual records that need to be safeguarded. 
The challenge of open data initiatives is to balance privacy protection with data accessibility. To ensure this 
balance, national statistical offices should play a central role in the fast-changing data ecosystem and open data 
value chain. They can help with standard-setting, regulations, as well as improving data literacy to encourage the 
use of open data.  
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