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UNCTAD 
 
Sustainable development goal (SDG) investments and debt sustainability 
 
1. Considerations regarding debt sustainability play a prominent role in the Addis Ababa Action 

Agenda on Financing for Development. The document calls for a set of policies aimed at 

attaining long term debt sustainability, in addition to improvements in public debt 

management, methodological standards and debt workout mechanisms (UN, 2015). 

However, despite this prominent position in the financing for development discussions, one of 

the most salient research gaps in the SDG agenda concerns the impact of SDG related 

expenditures on debt sustainability (Schmidt-Traub, 2015).   

2. This section provides insights into the relationship between the SDGs and debt sustainability 

based on ongoing UNCTAD research. The UNCTAD SDG model follows the debt 

sustainability definition proposed by the UN Secretary General Kofi Annan in his 2005 annual 

report. UN debt sustainability is thus defined “as the level of debt that allows a country to 

achieve the MDGs and to reach 2015 without an increase in debt ratios” (UNGA, 2005). The 

model estimates the impact on government budgets of accomplishing selected SDGs over 

the 2016-2030 period under different scenarios. Based on this estimation, the model projects 

the evolution of public debt, defined as the gross debt of the General Government, including 

both its domestic and external components. Finally, the model estimates the resource gap to 

achieve the UN debt sustainability condition. 

3. The SDGs included in the assessment are SDG 1 (“End poverty in all its forms everywhere”), 

SDG 2 (“End hunger, achieve food security and improved nutrition and promote sustainable 

agriculture”)1, SDG 3 (“Ensure healthy lives and promote well-being for all at all ages”)2 and 

SDG 4 (“Ensure inclusive and equitable quality education and promote lifelong learning 

opportunities for all”)3. The projected costs to achieve each of these goals are derived from 

research conducted by FAO (2015), Stenberg et. al. (2017) and UNESCO (2016).  

                                                      
1 FAO (2015) estimates the amount of resources required to accomplish SDG 1 and 2. The cost assumption 
included in this exercise refers to a Poverty Gap Transfer (PGT) program designed to lift the income of the 
entire population of a country above a USD 1.75/day PPP line. The underlying premise for this approach is 
that people who are out of extreme poverty are also free from hunger.  
2 Stenberg et al. (2017) estimates the resources required to achieve universal health coverage (UHC). This 
is defined as access for all people and communities to services that they need without financial hardship. 
The cost assumption included in the model refers to the public-sector component of the total funding 
required to achieve this goal in the baseline scenario used by the WHO.  
3 The Education 2030 Framework for Action sets two benchmarks on domestic financing for education: 

4% to 6% of GDP and 15% to 20% of public expenditure (UNESCO, 2016). This is the range of resources 

required to ensure that every child and adolescent in low and lower middle-income countries has access to 
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4. The assumptions for macroeconomic and fiscal variables, in addition to SDG related 

expenditures, were gathered from different international and national sources. The baseline 

scenario refers to a “business as usual” situation where government expenditures and public 

debt follow current trends. The SDG scenario looks at the impact of including in national 

budgets the expenditures required to achieve the SDGs listed above. This scenario is further 

expanded to account for support from the international community through different financing 

mechanisms. These include lending in concessional terms as well as ODA grants to finance 

SDG related expenditures.  

5. The model adopts a number of additional assumptions, primarily for reasons of simplicity. 

These assumptions can be relaxed, but are listed here for clarity: First, countries can finance 

themselves in domestic and external markets on commercial terms throughout the period of 

analysis, regardless of their public debt levels. This excludes the possibility of a debt crisis 

due to a large increase in public debt and a loss of market access. Second, as the assessment 

only includes a small section of the SDG agenda, the implications at the national level in terms 

of budget size and composition as well as debt sustainability are understated by a wide 

margin. Inclusion of key items, such as infrastructure investment and climate change, would 

further increase the fiscal gap, with its correspondent impact on debt sustainability. Third, the 

model assumes that a large increase in government expenditures, and debt will have no 

impact on the baseline rate of economic growth. However, if the impact of SDG related 

investment on aggregate demand were to be accounted for, public debt levels as a share of 

GDP would be expected to drop significantly with respect to the SDG scenario presented in 

this analysis. Fourth, the model does not as yet capture the impact on long term productivity 

growth of improvements in human capital formation associated to the accomplishment of the 

SDG agenda. This, too, implies an overestimation of actual debt to GDP levels and of the 

resource gap to achieve the UN debt sustainability condition.  

6. The analysis presented in this section focuses on 3 countries with different levels of per capita 

income to provide an overall picture of the challenges faced by main categories of developing 

countries. The countries are Ethiopia (Low Income), Kenya (Middle Income) and Ecuador 

(Upper Middle Income).  

7. The first part of the analysis focuses on the impact of SDG expenditures on public budgets. 

Figure 1 shows this impact for the 3 countries included in the analysis for the 2016-2030 

                                                      
good quality education from the pre-primary to upper secondary level. The cost assumption included in this 
assessment refers to the lower limit of the range (4% of GDP and 15% of public expenditure).  
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period. The relative impact on total government expenditures varies in each of the 3 countries, 

but in all cases represents a significant increase. In the SDG scenario, the largest increase in 

government expenditures would take place in the low-income country of the group (Ethiopia). 

The increase reaches a maximum of 8.5% of GDP in one year. An important share of the 

expenditure adjustment would be represented by direct transfers to lift the population above 

the USD 1.75/day PPP poverty line. For Ethiopia, this commitment alone would require annual 

transfers amounting to 2% of GDP. Conversely, in Ecuador, given its upper middle income 

status, PGT would only amount to 0.19% of GDP per year. Most of the adjustment here is 

associated with expenditures required to accomplish UHC as part of SDG 3. Furthermore, it 

is worth noting that in both Ethiopia and Kenya, current levels of public expenditure on 

education are already above the benchmark set by UNESCO to accomplish SDG 4. Thus, if 

current levels of expenditure on education as a share of GDP are sustained throughout the 

period, no public expenditure gap would materialize in regard to this specific SDG. 

8. The adoption of the SDG commitments would be reflected not only in overall levels of public 

expenditure but also in its composition. Figure 2 clearly illustrates the point that in order for 

the SDGs to be accomplished, national budgets would have to undergo significant changes. 

For example, in the SDG scenario, Ethiopia would have to increase the share of SDG related 

expenditures to over 50% of government expenditures by 2030. This impact would be sizeable 

but less significant for countries with higher levels of income, such as Kenya and Ecuador. It 

is important to note that without a large increase in government expenditures, such as 

envisioned under the SDG scenario, the share of these commitments in national budgets 

would be even higher. This highlights the urgency for countries to adopt measures to tackle 

at least two key issues. First, the need to focus on policies aimed at the mobilization of 

domestic resources to create the required fiscal space to fund the SDG agenda without 

crowding out spending in other sectors by the government. Second, the need to accelerate 

the integration of SDG commitments into annual budgets and to establish medium term 

expenditure plans to foster the required transition in the composition of expenditure and 

ensure a consistent degree of funding for these programs throughout the next decade.  

9. The second part of the analysis focuses on the impact of the SDG commitments on fiscal 

balances. For each of the 3 countries included in the sample, government revenues are above 

15% of GDP. This has been identified as a key threshold under which governments struggle 

to finance basic government functions. Thus, for this exercise, no adjustments were made to 

baseline assumptions of government revenues. The left panel of figure 3 shows that in all the 

cases, the combination of stable revenues and large increases in government expenditures 
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would lead to a sharp deterioration in the fiscal balances when compared to the baseline 

scenario. An additional point of comparison is included to show the fiscal balance that would 

be required to stabilize public debt at current levels. The large gap that exists between the set 

of fiscal targets that would stabilize public debt and those that would be required to accomplish 

the SDG agenda highlights the challenges faced by countries to meet the UN debt 

sustainability definition. 

10. Furthermore, the right panel on figure 3 shows the impact of the SDG commitments on public 

debt under different scenarios. In the cases of Ethiopia and Kenya, current fiscal policies are 

consistent with a stable level of public debt over the medium term. In the meantime, Ecuador 

faces a steady growth of its public debt levels during the period of analysis. Against this 

baseline, the SDG scenario shows the evolution of public debt under the assumption that SDG 

commitments are fully funded through debt issuance. In all cases, public debt experiences a 

large and probably unsustainable increase.  

11. Against this background, two additional scenarios are presented which consider the impact of 

alternative funding mechanisms. The first refers to access on concessional terms to external 

funding required to accomplish the SDG agenda. For low and medium income countries, in 

this case Ethiopia and Kenya respectively, most of whose external debt is effectively on 

concessional terms, continued access on these conditions would not have a significant impact 

on the overall evolution of debt. However, for a high middle-income country, such as Ecuador, 

for which most of its external public debt is issued on commercial terms, a special program of 

lending on concessional terms would have a sizeable impact on long term indebtedness by 

substantially reducing borrowing costs. The second scenario refers to external ODA grants to 

fund 50% of the expenditures related to the SDG agenda. In all cases, non-debt creating flows 

that specifically target SDG expenditures would significantly reduce long term debt levels. 

However, even with this kind of support, public debt would remain at high and very likely 

unsustainable levels for all countries in the sample.  

12. Even though the accumulation of debt resulting from mobilizing resources would be significant 

relative to the size of the national economies, it is useful to look at the costs of the SDGs in 

absolute terms. Table 1 provides an overview of the resource gap to achieve the UN debt 

sustainability condition. In aggregate terms for the 2018-2030 period, the fiscal gap resulting 

from providing full funding for the SDGs, while stabilizing public debt levels, would range from 

USD 92 billion in the case of Ecuador to USD 116 billion in the case of Ethiopia. On a per 

capita basis, this would be equivalent to a range of between USD 1,132 for Ethiopia and USD 

5,590 for Ecuador over the entire period. Thus, in practical terms, for a low-income country, 
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such as Ethiopia, to be able to eradicate extreme poverty and hunger, provide quality 

education and UHC, while simultaneously stabilizing public debt levels, would require USD 

87 dollars of investment per year for each of its citizens.  

13. This comparison makes clear that even with significant progress at the national level in terms 

of domestic mobilization of resources, improved resource allocation in national budgets, and 

efficient public debt management, debt sustainability in the context of the SDG agenda cannot 

be achieved without substantial support from the international community for what effectively 

represent low cost - high return investments in international prosperity and development.  

14. From a broader perspective, the obstacles to reconcile debt sustainability with the fiscal 

implications of the SDG extend to theoretical considerations. As shown in this analysis, a 

narrow focus on short term concerns regarding debt sustainability would come at a steep price 

in terms of systemic underinvestment in development needs. This would effectively amount 

to renouncing to the achievement of the SDG agenda by 2030. Thus, as called for by former 

UN Secretary General Kofi Annan, there is a need to modify the definition of what debt 

sustainability means so as to place development goals on equal terms with considerations of 

debt ratios (UNGA, 2005).  
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Figure 1 – General Government expenditures including SDG commitments  
(% of GDP) 

 

 

 
Source: UNCTAD Secretariat calculations 
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Figure 2 – Composition of General Government expenditures including SDG 
commitments 

 
Source: UNCTAD Secretariat calculations  

 
 

Figure 3 – Fiscal balances and government debt including SDG commitments 
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Source: UNCTAD Secretariat calculations  

 
 

Table 1 – Resource gap to achieve SDGs fulfilling  
UN debt sustainability definition (2018-2030) 

 
Source: UNCTAD Secretariat calculations 
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Figure 1 – General Government expenditures including SDG commitments  
(% of GDP) 

 

 

 
Source: UNCTAD Secretariat calculations 
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Figure 2 – Composition of General Government expenditures including SDG 
commitments 

 
Source: UNCTAD Secretariat calculations  

 
 

Figure 3 – Fiscal balances and government debt including SDG commitments 
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Table 1 – Resource gap to achieve SDGs fulfilling  
UN debt sustainability definition (2018-2030) 

 
Source: UNCTAD Secretariat calculations  

 


