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– facilitating, for example, quantitative easing 
at massive scale. In contrast, most developing 
countries are unable to borrow in local currencies, 
limiting their macroeconomic policy space and 
exposing them to foreign exchange risks. 
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Second, the international system needs to develop 
concrete tools to incentivize or enforce private 
creditors to participate in official debt restructur-
ings, such as in debt exchanges for longer maturities 
and lower interest rates. Without such a mechanism, 
private creditors generally have an incentive to not 
participate. For example, debt buybacks, financial 

guarantees, and/or collateralization were part of the 
Heavily Indebted Poor Countries (HIPC) initiative in 
the 1990s and the resolution of the Latin American 
debt crisis of the 1980s. Several countries also 
passed laws to limit the ability of non-cooperative 
creditors to undermine debt relief achieved under 
HIPC. Additionally, the international community 

BOX 1: DEBT VULNERABILITIES HAVE INTENSIFIED, BACK TO HIPC-ERA LEVELS OF DEBT SERVICE

Debt vulnerabilities further increased in 2022 across many developing countries. For many countries 
debt-burden indicators are back at levels last seen during past periods of debt crises. It is estimated that 
in 2022, 25 developing countries paid more than 20 percent of total government revenue in external debt 
service – a number of countries not seen since the year 2000 at the beginning of the Highly-Indebted Poor 
Countries (HIPC) initiative (Figure A).i

Measured based on a combination of credit-ratings, debt-sustainability ratings, and bond spreads, more 
than 50 developing countries, including many middle-income countries, are suffering from severe debt 
problems; 26 of 91 developing countries with credit-ratings are currently rated at either ‘substantial risk, 
extremely speculative or default’, up from ten countries at the beginning of 2020.ii

Figure A: Number of countries paying more than 20 percent of government revenue in external PPG debt service
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could explore debt issuance that incorporates 
most-favoured-creditor clauses. 

Third, debt for climate and SDG swaps, which 
have attracted growing interest,8 can be helpful for 
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Development Bank has received a sizeable capital 
increase recently. 

To further increase MDB lending capabilities, 
shareholders need to increase the size of the banks’ 
capital bases. At the same time, the banks need 
to leverage their capital bases more efficiently. 
Countries have been calling for MDBs to maximise 
the use of their balance sheets since the adoption of 
the Addis Ababa Action Agenda, and recapitaliza-
tion discussions have been ongoing for years. India, 
as the 2023 president of the G20, has suggested a 
strong focus on MDB reforms, and the World Bank 
itself has drawn up an “Evolution Roadmap”.

Table 2 presents two scenarios for capital increas-
es, noting that these numbers are indicative and 
meant to give a range of possible outcomes. In the 
first scenario, the size of the current capital base of 
each bank is doubled. In the second scenario, MDB 
capital is set so that paid-in capital as a share of 
world gross product is equivalent to its highest level 
since 1960 (implying a particularly large increase 
for the World Bank). Such capital increases could 

13 Standard & Poor’s, Key Considerations for Supranationals’ Lending Capacity and Their Current Capital Endowment, 18 May 2017; Riccardo Settimo, Higher multilateral 
development bank lending, unchanged capital resources and triple-a rating: A possible trinity after all?, Occasional Papers n. 488, Bank of Italy, April 2019; Waqas 
Munir and Kevin Gallagher, Scaling Up for sustainable development: Benefits and costs of expanding and optimizing balance sheet in the multilateral development 
banks, Journal of International Development, January 2020, 32(2), 222–243.

be contributed over time, for example over 5 years. 
If the resulting lending capacities shown in Table 2 
were disbursed over a 6-year time horizon, it would 
equate to between $80 and $310 billion of addition-
al lending per year. 

More efficient use of existing capital, such as 
by adopting more fl -
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multidimensional vulnerability index (MVI) current-
ly being developed at the United Nations. 

Third, greater use of state-contingent clauses in 
MDB lending can provide breathing room to coun-
tries hit by shocks by automatically suspending 
payments in the case of a disaster, economic or 
financial crisis, or other exogenous shocks, as is 
already done by some bilateral and multilateral 
lenders (see below). These could be structured to 
be net-present-value (NPV) neutral debt service 
suspensions to have minimal impact on MDB 
credit quality. 

Fourth, providing a greater share of lending to gov-
ernments in local currencies would contribute to 
lowering borrowers’ debt risk profiles, particularly 

when lending for projects that are unlikely to 
generate foreign currency earnings. International 
financial institutions (IFIs) are better placed than 
sovereigns to manage currency risk since IFIs can 
diversify across currencies while sovereigns face a 
concentrated foreign exchange risk. Several MDBs 
have increased their local currency offerings; the 
World Bank, for example, offers currency conver-
sions for 25 local currencies. The MDBs typically 
do not take the currency risk on their balance sheet 
and the extra costs of executing mirroring transac-
tions with private market participants are passed 
on to the sovereign borrower. Instead, MDBs could 
manage the currency risks on their large balance 
sheets, which could serve as a diversified portfolio, 
as called for in the Addis Ababa Action Agenda.

i    The African Development recently received a doubling of paid-in capital, raising the size of the bank to its highest level ever. For AfDB additional 
lending represents the mobilisation of resources from the recently paid-in capital on the low end, and another doubling of paid-in capital on 
the high end. 

Source: UN calculations, S&P Global, MDB annual reports.
Note: Range of paid-in capital increases are derived from: on the low-end doubling paid-in capital, and on the high end returning the MDB to its historic 
greatest size compared to the global economy since 1960. The increase in loans assumes the banks leverage new capital in line with the average 
leverage they achieved in the 3 years pre-COVID. Figures reflect 2021 and are rounded.
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Strengthening the system of public 
development banks
Just as there is scope to increase the capitalization 
of MDBs, in many countries there is scope to in-
crease the capital base of national and subnational 
development banks, as well as ensure that the PDBs 
are putting their balance sheets to optimal use. 
This should be combined with effective risk man-
agement and strengthened governance. Regulatory 
frameworks applied to NDBs can be tailored to 
protect their financial sustainability while incentiv-
izing the sustainable development effectiveness of 
their investment. PDBs operations should be fully 
aligned with the SDGs in a holistic way and could 
be considered in Integrated National Financing 
Frameworks (as discussed below). 

Closer cooperation across MDBs and PDBs to 
strengthen the entire development bank system 
would enable greater impact and potentially higher 
lending. This can be achieved, for example, through 
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Addis Ababa Action Agenda. Blended finance 
inherently lowers risks. In no case should official 
guarantees overcompensate the private partner. It 
is also important to engage the appropriate private 
partner for a given transaction. For example, private 
partners with short to medium investment hori-
zons, who require an exit strategy, should only be 
engaged in deals where this is likely to be feasible 
(e.g. where countries have liquid domestic capital 
markets). A strong emphasis on country ownership 
is also necessary to ensure that blended finance 
projects are aligned with national strategies.  

Action area 3: Expand 
contingency financing to 
countries in need 
The current international monetary and financial 
system exposes developing countries to sudden 
changes in financial market sentiment and high 
volatility of capital flows. Many developing coun-
tries – especially those that are facing intermittent 
access to markets amid high financial market 
volatility – will need greater financial assistance 
in the near term. Urgent efforts are also needed to 
change the global financial architecture from one 
that is short-term oriented and crisis-prone, to one 
that is resilient and better able to absorb shocks. 
The SDG Stimulus includes steps to strengthen 
the global financial safety net and address immedi-
ate liquidity needs to help countries improve their 
crisis response. 

Special drawing rights (SDRs)
The allocation of SDRs in August 2021 provided 
countries with liquidity without creating additional 
debt. Amid the multiple external shocks, developing 
countries have lost an estimated $379 billion of 
reserves in 2022, almost double the amount of SDRs 
they received in the allocation. The SDG Stimulus 
calls for a new issuance of SDRs. 

The SDG Stimulus calls for countries with unused 
SDRs to urgently re-channel them to countries in 
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Implementation and 
operationalization at the 
country level 

In addition to the implementation of the SDG Stimulus at the global 
level, the UN, IMF, and MDBs should work closely together in supporting 
countries in 2023 and beyond to implement the SDG Stimulus on a 
case-by-case basis.  

17 Financing for Sustainable Development Outcome Document, G20 Development Working Group, 2021.  
https://dwgg20.org/app/uploads/2021/10/DWG-outcome-document-on-Financing-for-Sustainable-Development.pdf

18 See INFF Guidance Material laid out by building block at https://inff.org/ Building Blocks.

19 See also the 2019 Financing for Sustainable Development Report https://developmentfinance.un.org/fsdr2019.

20 Financing for Sustainable Development Outcome Document, G20 Development Working Group, 2021.  
https://dwgg20.org/app/uploads/2021/10/DWG-outcome-document-on-Financing-for-Sustainable-Development.pdf

Several countries are exploring implementing 
the SDG Stimulus at the country level through 
INFFs, which were first introduced in the 2015 
Addis Ababa Action Agenda. In October 2021, G20 
Leaders endorsed the G20 Framework of voluntary 
support to INFFs.17  

INFFs help governments chart long-term SDG in-
vestment plans and fiscal frameworks based on na-
tional priorities, consistent with a sustainable debt 
trajectory. The INFF methodology puts forward 
discrete steps countries can take to incorporate 
financing for the SDGs into national planning.18 
INFFs provide tools for Governments to assess 
financing needs (laying out alternative need as-
sessment methodologies); map out financing flows 
and link them to needs; evaluate investment policy 
options, including trade-offs across the SDGs; and 
prioritize new financing policy actions through a 
holistic approach (see Box 2).19  

Well-designed INFFs can contribute to improved 
clarity about how international resources can best 

be used. All official creditors — including bilateral 
donors, the IMF, multilateral development banks, 
and others — need to coordinate their actions with 
country-led and country-owned INFFs. The recent-
ly launched INFF Facility20  brings together interna-
tional efforts to support countries as they develop 
and operationalise INFFs.

At the country-level, INFFs can also help ensure 
that all investments are aligned with national 
priorities and ensure that investments that provide 
buffers to populations during crises and yield long-
term returns — such as universal social protection, 
decent job creation, and re-skilling and lifelong 
learning programmes — are prioritized. Several 
UN-led initiatives, including the Global Accelerator 
on Jobs and Social Protection for Just Transitions, 
are aiming to support governments in prioritizing 
and enhancing investments in these areas. 
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 ● Take concrete steps toward a perma-
nent mechanism to address sovereign 
debt distress.

Massively scale up affordable long-term 
financing for development

 ● Strengthen the MDBs by increasing their 
capital bases, better leveraging their balance 
sheets, and re-channelling SDRs through them.

 ● Improve the terms of lending by MDBs, in-
cluding longer-terms, lower interest rates, use 
of state-contingent clauses, and more lending in 
local currencies.

 ● Strengthen the system of public develop-
ment banks (PDBs), with increased capacity 
and more cooperation between national and 
multilateral banks.

 ● Meet ODA commitments with alloca-
tions of grants based on vulnerabilities, 
not only income.

 ● C ombine public and private finance towards 
public aims with a focus on development 
impact and country ownership.

Expand contingency financing to 
countries in need 

 ● A new issuance of SDRs; re-channel unused 
SDRs to those in need more quickly; set up con-
crete mechanism to re-channel unused SDRs 
through MDBs.

 ● Create a work programme to explore how SDRs 
can finance climate mitigation and be auto-
matically issued in times of crisis.

 ● Explore other innovative mechanisms to 
increase global liquidity, by increasing access 
limits to existing emergency lending windows 
at the IMF and World Bank, and through new 
instruments that are quick disbursing, with low 


