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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.1

While inflation is expected to have peaked, monetary 
policy will remain tight in most countries. The modera-
tion 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 expecta-
tions 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 popula-
tions, including women and children.

Recent shocks are threatening to further reverse 
progress on the Sustainable Development Goals (SDGs), 
especially for the poorest and most vulnerable coun-
tries. The war in Ukraine and the pandemic have reversed years 
of progress across many areas of sustainable development, in-
cluding poverty, healthcare and education. Some of the world’s 
most vulnerable countries, including the least developed 
countries (LDCs) and small island developing States (SIDS), 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 not been 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, unsus-
tainable debt and austerity. Other ongoing structural shifts in 
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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.

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 poor-
est 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 preserv-
ing fiscal sustainability. Countries will need to strike a delicate policy 
balance to rein in inflation without derailing growth. They also 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, ad-
dress 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 policy 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 of 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 (see 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 out-
look. 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 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.

Source: UN DESA.
Note: e = estimates, f = forecasts. 
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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 (see 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 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, interna-
tional 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.7 In 2020, income losses of the poorest 40 per cent of the world’s 
population were double that of the richest 20 per cent.

The recovery in global labour markets is at risk given the challeng-
ing economic environment. As pandemic-era restrictions were lifted, 
global hours worked rebounded in 2021 and early 2022 (see 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 remain 
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 attributed, in part, to the lack of policy support, 
including job retention schemes and wage 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 disadvan-
taged groups of workers, including women, youth and low-skilled workers. 

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 restric-
tions 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 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 distribu-
tion. 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 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, persis-
tent 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 (see figure I.2a). Given limited policy buffers and 

3
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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 has yet 
to recover (see 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 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

The worsening effects of climate change pose a 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 50 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 dispro-
portionately higher for already vulnerable countries, particularly the LDCs 
and SIDS. The impact of climate-related disasters has also been pronounced 

Source: UN DESA.
Note: e = estimates, f = forecasts. 

Figure I.2
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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 impacts of climate change on economic 
outlooks have become evident. For the 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 (see figure I.5). Global inflation has been fuelled by supply 
shocks, including disruptions to global supply chains and 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 (see figure I.6a), with a main 
exception being the Bank of Japan. The United States 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.

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 (see 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, 

Source: ILO.

Figure I.4
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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 food, fuel 
and fertilizer. In 2022, about one fifth of developing economies liquidated 
more than 15 per cent of their 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 expect-
ed 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 country 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.

The rapid withdrawal of monetary support has helped to rein in 
inflation, but has contributed to higher financial stability risks. 
Uncertainty over the magnitude of policy tightening exacerbated already 
weak investor risk sentiment 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 (see figure I.7) 
in 2022. Trends, however, were mixed across regions and countries. China 
experienced large debt outflows, amid COVID-19 restrictions and slowing 
economic activity. At the same time, several Latin American and Western 
Asian economies benefited from high global commodity prices, while capi-
tal flows to a few other emerging economies were affected by domestic 
political and policy uncertainties.

Tighter global financial conditions have further constrained the 
fiscal space of developing countries. The increase in borrowing costs 
and broad-based strengthening of the dollar have exacerbated debt vul-
nerabilities for many developing country governments. In 2022, the local 
currency bond markets of emerging economies saw large net non-resident 
portfolio outflows, with yields surging to the highest in a decade.16 
Between January and 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 

Source: UN DESA, based on estimates and forecasts produced with the World Economic Forecasting Model.
Note: e = estimates, f = forecasts. Data for Latin America and the Caribbean excludes the data for Venezuela (Bolivarian Republic of) .
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Source: Institute of International Finance. 

Figure I.7
Non-resident portfolio �ows to emerging economies 
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the pandemic, and many of which have seen a steady deterioration of fiscal 
balances since the 2008 world financial and economic crisis (see figure I.8a). 
In 2022, most developing regions continued to experience large fiscal 
deficits (see figure I.8b).

The rapid tightening of global financial conditions has contrib-
uted to an increase in debt service burdens. The increase in global 
interest rates and strengthening of the dollar have raised the debt service 
costs of developing countries, leading to an increase in refinancing and 
roll-over risks. As interest burdens rise, an increasing share of govern-
ment 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 develop-
ing economies, were estimated to have spent more than 20 per cent of 
revenues on interest payments during the year. In Africa, debt servicing 

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 suscep-
tible 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 (see box I.1). The protracted period of low 
interest rates since the 2008 world financial and economic crisis incentiv-
ized financial risk-taking and investors’ “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 signifi-
cantly. In the United States, corporate credit spreads widened sharply, 
and leveraged loan issuances dropped to post-global financial crisis lows 
during 2022.20 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 financial technology 
(fintech) in the global financial landscape also presents 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).

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 effec-
tive 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 inflation-
ary pressures.22 The cost-of-living crisis has exerted further pressure on 
developing country governments whose budgets were already strained by 

Box I.1
Turbulence in the banking sector
Banking failures in the United States and Switzerland in March 2023 
have once again highlighted risks in the financial sector, shortcom-
ings in financial institutions’ risk management practices and potential 
gaps in in regulatory and supervisory systems. The past several 
Financing for Sustainable Development Reports warned about the risk 
rising interest rates could pose to financial sector stability. Maturity 
mismatches and leverage—which are inherent to the financial 
system—increased during the prolonged period of low interest 
rates and the search for yield among investors. How and where these 
risks would materialize was difficult to identify. Much of the analysis 
focused on risks in the non-bank financial sector, where institutions 
are generally subject to less prudential regulation (see chapter III.F).

Though the banks that failed each had unique weaknesses, common 
factors include inadequacies in both internal risk management and 
external supervision. Rising interest rates exposed balance sheet 
weaknesses and triggered depositor withdrawals, cascading into 
liquidity spillovers across the sector. Policymakers acted decisively to 
address the financial stability risks, including by dealing on a timely 
basis with the failing banks and enhancing the provision of dollar 
liquidity to banks and cross-border to other central banks.

The recent developments have complicated monetary policy. Central 
banks are often mandated to maintain both price stability and finan-
cial stability. Interest rate hikes in pursuit of the first goal could cause 
further instability if not well managed. On the other hand, slowing 
down or abandoning interest rate hikes could risk de-anchoring 
inflation expectations.

Looking forward, economic growth prospects for developed 
economies face greater uncertainty and downside risks, which could 
impact global growth and implementation of the SDGs. While direct 
contagion to developing country banking sectors from the current 
financial market stress is not imminent, rising global interest rates 
have also amplified capital flow volatility and risks (such as those due 
to currency mismatches, see chapter III.F). It is also unclear if there 
are more pockets of risk that will be exposed by ongoing tightening 
of financial conditions, such as in the non-bank financial sector.
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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 sentiment 
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 of 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 increas-
ingly 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 would 
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 entail the scaling down of pro-
grammes that benefit women more than men, resulting in income losses for 
women, restricting their access to healthcare 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 learn-
ing 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.24 As 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).

2.4	 Weak investment prospects
Global investment growth is likely to remain subdued amid rising 
borrowing costs and high uncertainty. In several developed countries, 
including the United States, the euro area and Japan, the growth of total 

25th - 75th percentile Mean Median

Figure I.8
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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 (see 
figure I.9). Looking ahead, heightened global uncertainty will continue to 
weigh on private investment in developed economies. However, invest-
ment 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.

Weak investment prospects in developing countries follow a 
widespread slowdown in investment growth over the past decade. 
Foreign direct investment (FDI) in developing countries is also projected to 
extend its weakness into 2023,25 further hindering capital accumulation. 
The recent succession of global shocks has disproportionately affected 
investment flows to the poorest countries, with FDI flows to the LDCs 
contracting by 30 per cent in 2022.26 The subdued investment outlook fol-
lows 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 (see 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.

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. 

Figure I.9
Annual investment growth in selected developed economies, by asset type  
(Percentage)
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A prolonged period of subdued investment will dampen pro-
ductivity 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.27 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 to boost-
ing the necessary public and private investments for countries to progress 
towards sustainable and inclusive structural transformation (see chapter II).

Countries’ efforts to bolster energy security drove two compet-
ing 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 (see 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 invest-
ment has been concentrated in developed economies and China. Excluding 
China, clean energy spending in developing economies remains stuck at 
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Source: IEA.
Note: e = estimate. CCUS refers to carbon capture, utilisation and storage.

Figure I.11
Annual clean energy investment
(Billions of United States dollars)
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2015 levels. The high costs of capital and rising borrowing costs threaten to 
undercut the economic attractiveness of capital-intensive clean technolo-
gies in many developing countries. At the same time, investment in fossil 
fuels continued to rise in 2022 (see figure I.12).

Large-scale, rapid actions are needed to avert a climate ca-
tastrophe and 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 

Source: UN DESA.
Note: Regional averages are population weighted.  

Figure I.10
Gross �xed capital formation per capita in developing regions
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and inadequate.28 To achieve these ambitious targets, massive invest-
ments are required to accelerate transformations, including in electricity 
supply, industry, farming, transportation and buildings. Stronger inter-
national 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, poli-
cymakers must ensure that they do not lose sight of longer-term 
sustainable development objectives. Proactive 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 crisis recovery efforts. 
There needs to be a massive boost in public and private investment geared 
towards strengthening resilience to shocks and supporting the SDGs, in-
cluding in climate action (see chapters III.A, III.B and III.C). Stronger policy 
actions by the international community are needed to help vulnerable 
countries to mitigate the effects of recent shocks and 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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