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Foreword
The World at a Crossroads

Cooperation or division? Development or stagnation? These are the choices the
world faces as it stands at a crossroads of history.

Global development is facing serious challenges. Geopolitical conflicts are intensi-
fying, protectionism is rising, global consensus is weakening, and growth momentum
is decelerating. National security concepts have been overemphasized, global industrial
and supply chains have been disrupted, technology diffusion has slowed, and innovation
dynamics have been stifled. Global poverty reduction has not received the attention it
deserves. Decades of anti-poverty gains have been reversed, and it will be extremely
difficult to achieve the goal of eradicating extreme poverty by 2030. There is a huge
gap in global financing for development, with developed countries delaying their fulfill-
ment of assistance commitments. Investments in sustainable development such as food,
agriculture, health and education have declined and the development gap between the
North and South is widening. Developed countries are backtracking on climate policies
and the threat of climate change is increasing. All poses a historic challenge to global
development.

How we respond to these historic challenges will determine the future of the world.
Will economic globalization move towards a better version with a better balance be-
tween capital and labor, efficiency and security, or will it fall into fragmentation under
the influence of the Cold War mentality? Will greater inclusiveness prevail to promote
the global common good, or will national primacy drive global development off the
track so that it stalls and becomes ineffective and dysfunctional? Will the emerging mar-
ket and developing economies (EMDEs) continue to catch up and push global develop-
ment towards sustained convergence, or will they experience a “developmental reversal”
and an increase in global development deficit? Will the global economy make a strong
recovery and move towards sustainable long-term growth, or will it decelerate further or
even fall into prolonged stagnation? Will 2030 be a year in which humanity celebrates
major progress on the Sustainable Development Goals (SDGs) and the beginning of a
better future, or will it be a year of regret over a missed opportunity and the vision of a
beautiful world just remain a vision?
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History has shown that division brings disaster, while cooperation sustains pros-
perity. The difference in the response towards the Great Depression of the late 1920s
and early 1930s and towards the 2008 global financial crisis (GFC) demonstrated that
division or cooperation leads to vastly different destiny for humanity. During the Great
Depression, the major powers adopted a “beggar-thy-neighbor” policy and resorted to
tariff wars and competitive devaluation of their currencies. The result was a huge rever-
sal of globalization, sustained economic downturn, substantial increase in the number of
people living in poverty, and exacerbation of social tensions, which became the major
economic and social root causes that triggered World War II. On the other hand, in the
face of the 2008 GFC, countries at the epicenter of the shock and those on the periphery,
developed economies and EMDEs all came together for cooperation. That helped the
global economy to recover fairly quickly, with unemployment in the major economies
declining rapidly, and the number of people living in poverty decreasing.

In the face of the current challenges, there is only one choice for countries across
the world — to make concerted efforts to address the impact of the multiple crises and
resolve development problems through development. In September 2021, Chinese Pres-
ident Xi Jinping proposed the Global Development Initiative (GDI) at the 76th Session
of the United Nations General Assembly, contributing China’s vision for global devel-
opment and approaches to addressing development deficits and realizing the United Na-
tions 2030 Agenda for Sustainable Development (2030 Agenda). In June 2022, President
Xi Jinping emphasized, at the High-level Dialogue on Global Development, that coun-
tries needed to jointly build international consensus on promoting development, jointly
create an enabling international environment for development, jointly foster new drivers
for global development and jointly forge a global development partnership. That would
foster a development paradigm featuring benefits for all, balance, coordination, inclu-
siveness, win-win cooperation and common prosperity.

Issuing a Global Development Report was included in the Chair’s Statement and the
list of major deliverables at the High-level Dialogue on Global Development chaired
by President Xi Jinping. The Global Development Report looks at critical development
issues and urgent challenges faced by countries across the world, especially developing
countries. It presents policy recommendations for working towards a global community
of shared development and accelerating the implementation of the 2030 Agenda.

The Global Development Report 2023, themed “Global Development at a
Crossroads”, analyzes the current situation, the main trends, and possible actions for
global development. The Report consists of two parts and 10 chapters. Part I has three
chapters. Chapter I reviews the progress and challenges in the implementation of the
2030 Agenda from the three dimensions of people, planet and prosperity. Chapter 11
summarizes the current “6D” trends in global development, namely, Deceleration (world
economic growth faces the risk of deceleration), Divergence (global development
shows clear trend of division), Deglobalization (economic globalization is encountering
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headwinds), Decarbonization (green and low-carbon development is flourishing),
Digitalization (digital transformation has fostered a new momentum for global
development), and Destabilization (global development faces increasing uncertainty
and instability). Chapter III introduces China’s development philosophy and practices
of building a global community of shared development and offers recommendations
to promote global development and bridge the development deficit through staying
committed to development as a priority, a people-centered approach, benefits for all,
innovation-driven development, harmony between humanity and nature, and results-
oriented actions. China has been promoting global development through its own
development, giving momentum to global development cooperation.

Part 11 focuses on the urgent development issues in seven areas: poverty reduction,
food security, public health, financing for development, energy transition, industrializa-
tion, and digitalization. The Report proposes that developed countries and developing
countries work together — developed countries lead by example and enhance their sup-
port and developing countries contribute to the best of their capacity based on their
national conditions — to jointly bring poverty reduction back on track, jointly improve
global food security, jointly build a more resilient health system and jointly bridge the
gap in financing for development, jointly promote green energy and low-carbon develop-
ment, jointly advance the industrialization of developing countries, and jointly promote
inclusive digitalization.

As the world stands at a new starting point, the current volatile situation is simulta-
neously a challenge and an opportunity. CIKD is ready to work with all for research and
exchanges on global development theories and practices, enriching development knowl-
edge, and advancing common and sustainable development.
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In September 2015, the 193 UN member
states across the globe unanimously adopted
“Transforming Our World: The 2030 Agenda for
Sustainable Development” (hereinafter referred to
as the 2030 Agenda) with great expectations and
anticipation. The 2030 Agenda urges all nations
to meet 17 sustainable development goals (SDGs)
by 2030 to provide all human beings a more af-
fluent material life, a more harmonious society
and culture, and a more sustainable natural envi-
ronment. The SDGs cover the economy, society
and the environment, and in the following years,
have made some progress despite many difficul-
ties. In particular, significant headway has been
made in poverty reduction, health, infrastructure,
economic growth, job creation, digital economy,
industrialization and urbanization. Climate action
and development financing have also seen some
positive steps.

However, over the past three years or so,
both man-made and natural crises such as the
COVID-19 pandemic, major power competition,
regional conflicts, global financial market volatility,
and frequent extreme weather events, compounded
by “black swan” and “gray rhino” events, have
exacerbated global development uncertainty and
instability, dealing a severe blow to the 2030
Agenda. In his report to the High-Level Political
Forum on Sustainable Development in April 2023,
UN Secretary-General Antonio Guterres warned
that many SDGs were moderately to severely off
track, only 12% of the 140 targets were on track,
nearly half were making insufficient progress,
and some 30% were stagnant or regressing (UN,
2023a). At the current speed of progress, none of
the 17 SDGs will be realized as scheduled, and
some will not be achieved even within this century
(Figure 1-1). “Unless we act now, the 2030 Agenda

will become an epitaph for a world that might have
been.” (Guterres, 2023)

To assess the status quo of global develop-
ment and identify the directions for accelerating
SDGs and promoting common and sustainable
development, this chapter reviews the progress
and regression of the 2030 Agenda from three
dimensions: people, planet and prosperity'. The
first dimension analyzes the status quo of human
development, the second the progress in global
ecological protection, and the last the situation of
global economic growth. The three dimensions
are not only closely connected but are also pro-
gressive. The “people” dimension concerns the
most fundamental rights and dignity of human
beings, including the right to survival, such as
freedom from hunger and poverty, and the right
to development, such as health and education.
The “planet” dimension concerns the sustainable
development of people. Having secured the fun-
damental human rights, it is imperative to consid-
er harmonious coexistence between humanity and
nature, and protect the only homeland of human-
ity for the sustainable development of future gen-
erations. “Prosperity” concerns the well-rounded
development of people, which is a higher goal
and pursuit. Having secured the satisfaction of the
basic human needs and harmonious coexistence
between humanity and nature, it is necessary to
promote economic and social development of a
high level and high quality.

1.1 People

The 2030 Agenda is committed to ending
poverty and hunger in all their forms and dimen-
sions, and to ensuring that all human beings can
fulfil their potential in dignity and equality and in

" “Transforming Our World: The 2030 Agenda for Sustainable Development” begins by stating that “This Agenda is a plan of

action for people, planet and prosperity.”
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Figure 1-1 Estimated time when 17 SDGs can be realized as per current progress

Notes: 1. This figure assesses the SDG targets that can be quantified and have available
data. Their realization time is calculated using the progress rate since 2016.
2. Each of the gray columns means that this goal will not be realized in the 21st

century as per current progress.

Source: Calculations based on data from UN agencies

a healthy environment. To that end, all of human-
ity needs to work together to eradicate extreme
poverty, help the vulnerable groups achieve food
security, provide equitable and universal access to
education, health care and social protection, and
ensure the physical, mental and social wellbeing
of all.

1.1.1 Global poverty reduction suffers
setbacks after years of progress

The declining trend of global poverty has
been seriously impacted by the COVID-19 pan-
demic. After the adoption of the 2030 Agenda,
global extreme poverty fell from 10.8% in 2015
to 8.5% in 2019, and the number of people living
in poverty decreased from 800 million to 659 mil-
lion. But the pandemic has dealt a heavy blow to
the world’s poverty reduction cause. According to
World Bank estimates, in 2020 the global extreme
poverty rate rose to 9.3%, and the number of
people living in poverty increased to 719 million,
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with an additional 60 million people pushed into
poverty. Some improvement was seen in the
following two years, with the poverty rate (poor
population) falling to 8.8% (690 million people)
in 2021 and 8.4% (650 million people) in 2022,
before rising slightly to 8.5% (660 million peo-
ple) in March 2023, back to the pre-COVID level
(Figure 1-2).

The poverty reduction challenge has been
exacerbated by lack of access to employment
and poor job quality. Employment is the driver
for the poor to escape poverty and plays a key
role in bridging economic growth and poverty
eradication (UN, 2005). The global unemployment
rate has remained at a relatively high level in
recent years as a result of short-term factors,
such as COVID-19, the cost-of-living crisis, and
geopolitical crises, as well as some medium-
to long-term structural factors such as climate-
induced natural disasters, frequent extreme weather
events, aging populations in the developed world
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Figure 1-2 Global population in extreme poverty and poverty rate, 2015-2023

Note: The extreme poverty line is US$2.15 per person per day (2017 PPP). The 2022 data

are estimates in September 2022. The 2023 data are estimates in March 2023.

Source: World Bank

and many emerging countries, and technological
changes such as artificial intelligence. The
indicator spiked to 6.9% in 2020, reversing the
decline in 2015-2019 (Figure 1-3). Since 2020, the
global unemployment rate has shown a declining
trend, but still remained above the level before the
pandemic. The difficulty in finding employment
is particularly acute for young people aged 15-24,

(%)
7.5

7.0
6.5
6.0
55
5.0
4.5

4.0

whose unemployment rate is three times that of
people aged 25 and above. Of the young people,
23.5% are not in employment, education or
training (NEET) (ILO, 2023).

Part of the working population has not
escaped the poverty trap even with employment.
The global working poverty rate fell from 7.8%
in 2015 to 6.7% in 2019, but rose to 7.2% in

2015 2016 2017

2018

2019 2020 2021 2022

Figure 1-3 Global unemployment rate, 2015-2022

Note: The dotted line shows that the 2022 rate was still above the pre-pandemic level.

Source: ILOSTAT
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2020, offsetting the previous progress before
falling again after 2021 (Figure 1-4). The
indicator is particularly high for low-income
countries, with nearly four in 10 employed
people living in extreme poverty. Inadequate
social security coverage has further exacerbated
the plight of the poor. In 2020, the proportion of
the global population effectively covered by at
least one social protection benefit' was 46.9%.
But the proportion was just 24.9% in low-
income countries compared with 85.4% in high-
income countries (ILOSTAT, 2023). Informal
employment increased dramatically in the wake
of the pandemic (Figure 1-5), with more of the
labor force moving into informal employment of
poorer quality and inadequate social protection.

(%)
45
40

2030 Agenda for Sustainable Development: Progress and Challenges

1.1.2 Global food insecurity exacer-
bates

The prevalence of moderate or severe food
insecurity” has continued to climb. Between 2015
and 2022, global food production increased from
2.59 billion tonnes to 2.79 billion tonnes (FAO,
2023), with an annual growth rate that was faster
than the population growth during the same time.
However, this positive trend did not prevent food
insecurity from exacerbating globally, especially
in some developing countries. This was partic-
ularly acute in Africa, where nearly 60% of the
population were moderately or severely food
insecure in 2021. Latin America and the Caribbe-
an (LAC) registered a higher rate than the world
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0 T T T T
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— World

Upper-middle income

2018

Low income

2019 2020 2021 2022

Lower-middle income
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Figure 1-4 Working poverty rate, 2015-2022

Note: The poverty line is US$1.90 per person per day at purchasing power parity in 2017.

Source: ILOSTAT

" Examples include child and maternity benefits, or support for the unemployed, persons with disabilities, victims of work-

related injuries, and the elderly.

* The prevalence of moderate or severe food insecurity refers to the proportion of the population having moderate or severe dif-

ficulties in accessing food. The data was collected based on the Food Insecurity Experience Scale (FIES), which is an estimate of the

severity of food insecurity experiences at the individual or household level through direct interviews.
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Figure 1-5 Informal employment rate, 2015-2022

Source: ILOSTAT

average, with more than 40% of the population
moderately or severely food insecure in 2021
(Figure 1-6). In absolute terms, the moderately or
severely food insecure population is concentrated
in Africa and Asia. Among the more than 2.3 bil-
lion food insecure people globally in 2021, nearly
800 million were in Africa and more than 1.15
billion were in Asia (Figure 1-7).

Global food insecurity has been exacerbated

(%)
60
55
50
45 A
40 -
35
30
25
20+
15 -
10

by multiple factors such as disruptions to supply
chains. After the COVID-19 outbreak, food
supply chains were successively affected by anti-
pandemic embargoes, declining demand and
rising prices (Figure 1-8), while factors such as
intensifying regional conflicts, rising prices of
agricultural inputs like fertilizers (Figure 1-9),
frequent extreme weather events, and turbulences
in the international financial market also had a

-

-

2015 2016

—— World

2017
Africa

2018 2019 2020

LAC

2021
Asia

Figure 1-6 Prevalence of moderate or severe food insecurity in the global
population, 2015-2021

Source: FAOSTAT
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Figure 1-7 Number of moderately or severely food insecure people, 2015-2021

Note: The bars of the same color represent the years of 2015-2021 from left to right.

Source: FAOSTAT
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Source: FAOSTAT

negative impact on the production, trade and
consumption of food and jeopardized food
security. Climate change has caused a slowdown
in global agricultural productivity growth, thus
affecting people’s survival and food security

2011
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2014
2015
2016
2017
2018
2019
2020
2021
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Consumer Price Index, 2000-2022 (2015=100)

(IPCC, 2023). As climate change intensifies in the
future, its negative impact on food security will
further magnify.

Global prevalence of undernourishment'
has rebounded. After the adoption of the 2030

' The prevalence of undernourishment is defined as the proportion of the population whose habitual food consumption is insuf-

ficient to provide the level of dietary energy needed to sustain a normal life, and is one of the indicators used to measure SDG 2.1,

which is to eradicate hunger and ensure that all people, especially the poor and vulnerable, including infants, have access to safe,

nutritious and sufficient food throughout the year by 2030.
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Food Price Index

Fertilizer Price Index

Figure 1-9 Food Price Index and Fertilizer Price Index,
Jan. 2015-Mar. 2023 (2016=100)

Note: The Food Price Index includes the price indices for cereals, vegetable oils, meat, seafood,
sugar and other food such as apples (non-citrus fruit), bananas, broad beans (legumes), fishmeal,
groundnuts, milk (dairy) and tomatoes (veg). The Fertilizer Price Index covers diammonium

phosphate, potash and urea.
Source: IMF

Agenda, the global prevalence of undernourish-
ment improved slightly, but rebounded to 9.3%
in 2020 after the COVID-19 outbreak and 9.8%
in 2021 (Figure 1-10). Undernourishment is most
pronounced in Africa and Asia. Both the preva-
lence of undernourishment and the undernourished
population in Africa have been rising steadily
since 2015, worsening after the COVID outbreak
and amid the pandemic. In 2021, the continent’s
undernourished population reached 278 million,
meaning that one out of every five people was
undernourished. Although the prevalence of un-
dernourishment in Asia is much lower than in
Africa, its undernourished population is bigger
than in Africa, with 425 million undernourished
people in 2021. FAO and other UN agencies es-
timate that going by current trends, nearly 600
million people will still face hunger globally by
2030 (FAO et al., 2023), roughly the same level
as in 2015.

10
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1.1.3 Global public health was hit
hard by COVID-19

Progress has been made on some health-
related SDG indicators. For maternal and child
health, the global maternal mortality fell slightly
from 227 deaths per 100,000 live births in 2015 to
223 in 2020. The proportion of births assisted by
skilled health personnel rose from 81% in 2015
to 86% in 2022, and 146 out of 200 countries and
territories with statistics have already achieved or
are on track to meet the SDG target of reducing
under-five mortality to at least as low as 25 per
1,000 (UN, 2023b). For communicable diseases,
results have been achieved in the fight against
AIDS, with the number of new HIV infections
per 1,000 uninfected people decreasing from
0.25 in 2015 to 0.18 in 2021, and the number
of people dying of AIDS decreasing from about
900,000 in 2015 to about 630,000 in 2022 (WHO,
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Figure 1-10 Prevalence of undernourishment (left) and number of
undernourished people (right), 2015-2021

Source: FAOSTAT

2023b). For noncommunicable diseases (NCDs),
the probability of dying of any of the four main
NCDs (cardiovascular diseases, cancers, diabetes,
and chronic respiratory diseases) in the 30-to-70
age group declined from 18.5% in 2015 to 17.8%
in 2019. However, the decline is not fast enough
to meet the target of reducing the probability by
one-third by 2030 and data during the pandemic
is not available yet (WHO, 2023b).

The pandemic has reversed progress on a
number of health-related indicators. By August
17, 2023, the number of confirmed COVID-19
cases had reached 769.8 million, with more than
6.95 million deaths worldwide (WHO, 2023a). The
pandemic has impacted basic health services in
many countries, including routine immunization,
NCD services and mental health services. Health
service disruption was more severe in the Amer-
icas, with about 55% of services disrupted in 27

countries (WHO, 2022). Global life expectancy at
birth decreased dramatically. From 2015 to 2019,
it increased from 71.8 to 72.8 years. However,
due to COVID-19, it declined by about 1.8 years
to the 2012 level in 2021 (Figure 1-11), wiping
out the gains made since the adoption of the 2030
Agenda (UNDESA, 2022). Childhood vacci-
nation coverage' suffered the largest decline in
nearly three decades, decreasing by 5 percentage
points from 2019 to 2021. Tuberculosis incidence
per 100,000 population continued to fall from 150
in 2015 to 129 in 2020, but rose to 134 in 2021.
Malaria incidence per 1,000 population increased
from 57.16 in 2019 to 59.45 in 2020 and 59.25
in 2021 (WHO, 2023b) (Figure 1-12). The global
incidence of anxiety disorders and depression in-
creased by 25% in 2020 (UN, 2022).

' This refers to the proportion of children receiving three doses of the diphtheria, tetanus and pertussis vaccine (DTP3), a marker

of immunization coverage within and across countries.
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Figure 1-11 Global life expectancy at birth, 1950-2021

Note: The color bars represent the change in global life expectancy at birth after the adoption of
the 2030 Agenda.
Source: UNDESA; CIKD
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Figure 1-12 Health-related indicators reversed by COVID-19, 2015-2021

Note: Childhood vaccination rate refers to diphtheria, tetanus and pertussis (DTP3) immunization
coverage per 100 children aged 1 year; tuberculosis incidence refers to the incidence of
tuberculosis per 100,000 population; and malaria incidence refers to the estimated incidence of
malaria per 1,000 population at risk.

Source: WHO
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1.1.4 Global education has been im-
proved

The “education gap” among countries remains
huge. From 2015 to 2020, the completion rate of
global primary education stabilized at about 90%.
Low-income countries improved significantly from
63.5% in 2015 to 68.4% in 2020, but the gap with
the countries in other income groups remained
large (Figure 1-13). Low-income countries have
seen their gross enrollment rate for primary school
rise since 2015 to levels comparable to those of
the countries in other income groups, but progress
in secondary and higher education has been slow
with significantly lower rates than in high-income
and upper-middle-income countries (Figure 1-14).

The global education system has been severely
impacted by the pandemic. School closures not
only affect the progress and effectiveness of student
learning, but might also cause immeasurable
lifelong losses. Between 2020 and 2021, 147
million children worldwide missed more than half

(%)
100

95
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of their classroom instructions, billions of children
were seriously out of school, and more than 100
million were below minimum competency levels
in reading and other academic subjects. In present
value terms, this generation of children could lose
a total of US$17 trillion in lifetime earnings (UN,
2022).

1.2 Planet

The 2030 Agenda is committed to creating a
world in which natural resources are produced,
consumed and used in a sustainable manner,
human beings live in harmony with nature, and
wildlife and other species are protected. To that
end, all of humanity needs to work together to
address climate change and its systemic impacts,
contain the trend of biodiversity loss, and stop the
depletion of natural resources and environmental
degradation to protect the planet, humanity’s only
home.
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Figure 1-13 Primary education completion rate, 2015-2020

Source: World Development Indicators
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Figure 1-14 Gross enrollment rates for primary (top), secondary (middle),
and higher (bottom) education, 2015-2020

Source: World Development Indicators
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1.2.1 The challenges imposed by glob-
al climate change remain severe

The world is growing more aware of the im-
pacts of climate challenge but redressive actions
are still insufficient. Global response to climate
change has become broad consensus. Since the
adoption of the United Nations Framework Con-
vention on Climate Change (UNFCCC) in 1992,
there are now 198 parties to the Convention, 192
parties to the Kyoto Protocol and 195 parties
to the Paris Agreement. But reaching the Paris
Agreement goal of keeping the temperature rise
within 2°C remains a huge challenge. It is esti-
mated that in 2030 global emissions would need
to be reduced by 25% from 2010 levels if global
warming has to be limited within 2°C above
pre-industrial levels (IPCC, 2018). However,
going by the nationally determined contributions
(NDCs), targets and commitments communicated

(%)
15

10
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by the parties to the UNFCCC, global emissions
will increase by nearly 14% between now and
2030 (UN, 2022).

Global carbon dioxide emissions are on an
upward trend. They increased from 40.94 billion
tonnes in 2015 to 41.64 billion tonnes in 2019.
In 2020, due to the pandemic, they fell by 5.6%
(about 2.3 billion tonnes), the largest decline
since the end of World War II (Figure 1-15).
However, they climbed again in 2021 to 41.06
billion tonnes. Although emissions from land use
change have declined significantly since 2015,
falling from 5.39 billion tonnes in 2015 to 3.94
billion tonnes in 2021 with their share of total
emissions down from 13.2% to 9.6%, emissions
from fossil fuels are increasing significantly, ris-
ing from 35.56 billion tonnes in 2015 to 37.12
billion tonnes in 2021, with their share in total
emissions up from 86.8% to 90.4%' (Figure
1-16).

Figure 1-15 Growth rate of global carbon dioxide emissions, 1851-2021

Note: The curve with background color represents the change in the growth rate of global
carbon dioxide emissions after the adoption of the 2030 Agenda.
Source: Our World in Data; CIKD

" The results may be slightly off due to rounding.
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Source: Our World in Data

The adverse effects of climate change are be-
coming increasingly pronounced, and developing
countries are particularly vulnerable. Climate
and weather extremes induced by climate change
have increased in frequency and intensity, in-
cluding hot extremes, heavy precipitation events,
drought and fire weather, which have widespread
and pervasive impacts on ecosystems, people,
settlements and infrastructure. Between 2011 and
2020, global satellite and weather station observa-
tions showed a general trend of expanding global
heatwave impacts, with 25.5% of the land area
exposed to 30-day heatwaves in 2011, peaking at
31% in 2019 before falling back slightly to 29.7%
in 2020. During the same period, a global average
of 470 million people per year were exposed to
heatwaves of a moderate level, nearly 90 million
people were affected by strong heatwaves and
1.7 million by severe heatwaves'. From 1999 to
2021, the global ocean heat content of the upper

2,000 m increased at a rate of 9.5x10” J/10a,
four times the rate of warming from 1955 to 1990
(CBAS, 2022). Due to their ecological environ-
ment, industrial structure and socio-economic
development, developing countries are more vul-
nerable to climate change and are in urgent need
of support in technology, finance and capacity
building.

1.2.2 Global ecological environment
continues to degrade

Global efforts to protect the ecological envi-
ronment have increased. Humanity has increas-
ingly recognized the importance of protecting the
ecological environment and biodiversity and is
taking a series of remedial measures, including
establishing protected areas, restricting hunting,
and controlling invasive alien species. The pro-
tected area for ecosystem conservation has been
gradually expanding, with terrestrial protected

! Using the criterion of more than three consecutive hot days as one heatwave event, the level of heatwave hazard is defined as

moderate, strong and severe based on the number of heatwave events exceeding 10, 15 and 20 per year in the statistical interval, re-

spectively.
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areas increasing from 10% to 15% of total land
area, marine protected areas from about 3% to 7%,
and biodiversity conservation areas from 29%
to 44% from 2000 to 2020. By 2020, nearly 100
countries had included biodiversity values in their
national accounting systems (CBD Secretariat,
2020). The global deforestation rate from 2015
to 2020 was about 10 million ha per year, down
from 12 million ha from 2010 to 2015 (FAO,
2020). Trends varied by region, with Asia, Ocea-
nia and Europe experiencing a net increase in for-
ests, while Africa and South America continued
to lose forests (Figure 1-17).

The current efforts are insufficient to prevent
the continued degradation of marine and terres-
trial ecosystems. Marine ecosystems continue to
be damaged by acidification, eutrophication and
plastic pollution. Data collected from 308 stations
in 35 countries in 2022 indicated that the contin-
ued decline in global ocean alkalinity or pH will
have untold adverse impacts on marine ecosys-
tems. Monitoring of eutrophication by satellite
remote sensing shows the indicators have been on
the rise since 2016, with the 2020-2021 average

(million ha/year)
4
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peak up by more than 23% compared to previous
years (UN, 2022). Global plastic waste rose from
156 million tonnes in 2000 to 353 million tonnes
in 2019, with about one-fifth being mismanaged
and leading to leakage into the environment. By
2019, an estimated 109 million tonnes of leaked
plastics had accumulated in rivers and 30 mil-
lion tonnes in oceans (OECD, 2022). After the
outbreak of COVID-19, single-use plastics from
medical waste have increased, with an estimated
25,000 tonnes of plastic waste continuously en-
tering the world’s oceans (UN, 2022).

Terrestrial ecosystems are plagued by de-
forestation, land degradation and biodiversity
loss. The world’s forest area has declined, with
the share of forests in total land area decreas-
ing from 31.9% in 2000 to 31.2% in 2020 (UN,
2022). About 20% to 40% of the world’s land is
already degraded, directly affecting nearly half of
the global population. About half of global GDP
(US$44 trillion) is threatened by dependence on
natural capital (UNCCD, 2022). The risk of spe-
cies extinction continues to rise around the world,
with the International Union for Conservation of

N
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Figure 1-17 Net changes in forests by region, 1990-2020 (by decade)

Source: FAO
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Nature (IUCN) Red List of Threatened Species
Index falling from 0.80 in 2000 to 0.72 in 2022
(UN, 2022). Among the 150,388 species assessed
for the Red List in 2022, more than 42,100 are
threatened with extinction (IUCN, 2023).

1.2.3 Global resource waste is still se-
rious

The pressures of economic development on
the environment have eased. Although the glob-
al material footprint' continued to expand after
2015, its rate of growth has abated. From 2015
to 2019, the global material footprint grew at an
average annual rate of 1.1%, down from 2.8%
from 2000 to 2014, suggesting that the growth
of economic pressures on the environment has
slowed (UN, 2022). The global material footprint
per capita increased consistently from 2000 to
2014, with only zero growth in 2008 and negative

(tonne)
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288388583
S s ssssssasa
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growth in 2009. From 2015 to 2019, the indica-
tor continuously registered negative or near-zero
growth, implying that fewer materials were con-
sumed on a per capita basis (Figure 1-18).

The momentum of global renewable energy
development is strong. The global installed ca-
pacity of renewable energy expanded rapidly, up
from 1,852.8 GW in 2015 to 3,371.8 GW at the
end of 2022, accounting for 40% of the global
installed capacity of electricity (IRENA, 2023).
Global renewable electricity generation reached
8,538.5 TWh in 2022, expanding by 54.9% com-
pared with 2015; global consumption of renew-
able energy reached 20,848.7 TWh, an increase
of 18.9% from 2015 (Figure 1-19). The unit cost
of renewable energy has been dropping. From
2010 to 2019, the unit cost of solar energy, wind
energy and lithium-ion battery decreased by 85%,
55% and 85% respectively (IPCC, 2022). At the

(%)

N W R W

oo

2010
2011
2012
2013
2014
2015
2016
2017
2018
2019

Growth of per capita material footprint (right axis)

Figure 1-18 Per capita material footprint and its growth rate, 2000-2019

Source: UNEP; CIKD

' Material footprint refers to the total amount of raw materials extracted to meet final consumption needs and is an important

indicator of resource efficiency in SDG 8 and sustainable management of natural resources in SDG 12. The global material footprint

is the sum of the material footprint for biomass, fossil fuels, metal ores and non-metal ores.
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Figure 1-19 Global renewable electricity generation (top) and
renewable energy consumption (bottom), 1965-2022

Source: Our World in Data

same time, the use of electric vehicles has rapid-
ly increased. From 2015 to 2022, global electric
vehicle ownership grew rapidly from 1.3 million
to 26.2 million, a 20-fold increase (Figure 1-20),
with most of the growth coming from markets
such as China, Europe and the United States.
Waste recycling has seen positive growth.

W PR AR 2023-P indd 19

For example, the amount of global scrap used to
make steel has continued to climb in recent years
(Figure 1-21). From 2011 to 2015, the amount of
steel made from scrap in major steel-producing
countries and regions hovered around 350 million
tonnes (BIR, 2016). By 2020, it had exceeded
450 million tonnes (BIR, 2021). In addition, by
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Figure 1-20 Global electric vehicle ownership, 2015-2022

Note: “BEV” = battery electric vehicle; “PHEV” = plug-in hybrid electric vehicle. The electric car
ownership in this chart refers to light-duty passenger vehicles.
Source: IEA
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Figure 1-21 Main steel scrap used for steelmaking in the world, 2011-2020

Note: *It is “EU-28” here in the BIR report. This report refers to it as the EU 28, ruling out the
change in the number of EU countries caused by events such as Brexit and Croatia’s accession to the
EU.

Source: BIR; CIKD
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2022, the average municipal solid waste collec-
tion rate was 82% globally, and that of municipal
controlled facilities was 55% (CBAS, 2022).
Recycle and reuse of plastics has also seen some
progress. Global secondary plastics production
more than quadrupled between 2000 and 2019,
growing from 6.7 million tonnes to 29.1 million
tonnes, faster than the increase of primary plastics
production. Yet the total secondary plastics pro-
duction is still far smaller than primary produc-
tion, accounting for just 6.8% of the latter (OECD,
2022).

Large-scale food losses and waste remain.
Reducing food losses and waste is an important
step towards sustainable production and con-
sumption'. Globally, about 17% of food is wasted
at the retail or consumer level, and the food lost
and wasted each year could feed 1.26 billion
hungry people. Food losses and waste contribute
about 8%-10% of total global greenhouse gas
emissions (FAO & UNEP, 2022). Between 2016
and 2021, the global average Food Waste Index
changed relatively little, with North America and
Europe, West Asia and North Africa, sub-Saharan
Africa and Oceania reporting a surge in the index
in 2020 compared to 2016 and a decrease in 2021
(Figure 1-22). Over the same period, the global
food loss rate” increased, with a higher share from
sub-Saharan Africa, but registered a fall in 2021
compared to 2016, with an increased share from
Latin America and the Caribbean, West Asia and
North Africa, and Oceania (Figure 1-23). In terms
of the Food Waste Index, estimates at the global
level indicate that about 121 kg of food is wasted
per person per year, with a total of 931 million

tonnes of food wasted globally in 2019 (UNEP,
2021).

1.3 Prosperity

The 2030 Agenda is committed to enabling
all people to live a prosperous and fulfilling life
and to achieving economic, social and techno-
logical progress in harmony with nature. To that
end, all of humanity needs to join forces to create
sustained, inclusive and sustainable economic
growth, achieve sustainable industrial develop-
ment, utilize information and communications
technology to accelerate development, ensure
universal access to modern, affordable, reli-
able and sustainable energy services, and build
high-quality, resilient and inclusive infrastructure
that benefits all.

1.3.1 Global economic recovery re-
mains weak

Global economic growth has picked up after
being hit by the pandemic. From 2015 to 2019,
global GDP growth remained at around 3%, and
GDP per capita grew at around 2%. GDP growth
in least developed countries (LDCs) remained
above 4%, higher than the world average, and
their GDP per capita growth was comparable to
the world average, but both indicators were well
below the target level of at least 7%, as set by
SDG 8.1. With the COVID-19 shock in 2020,
global GDP growth and GDP per capita growth
fell to -3% and -4% before rapidly rebounding to
6% and 5% in 2021, respectively. However, the
average annual growth rates for these two years

' Reducing food losses and waste is generally measured by two indices. One is the Food Loss Index (FLI), which reflects

post-harvest losses in operations, transportation, storage and processing on the supply side; and the other is the Food Waste Index

(FWI), which reflects waste in retail, food service supply and household consumption on the consumption side (FAO, 2019). These

two indices are measures of SDG 12.3.
* Food loss rate = food loss/food production.
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Figure 1-22 Food Loss Index in 2016, 2020 and 2021 (2015=100)

Source: FAO
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Figure 1-23 Food loss rate in 2016, 2020 and 2021

Source: FAO
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were only 1.4% and 0.4%, respectively. In 2022,
the global GDP growth rate and per capita GDP
growth rate fell back to pre-pandemic levels (Fig-
ure 1-24).

Global economic growth is experiencing a
structural slowdown. Due to the decline in in-
vestment growth and total factor productivity
growth, the aging global workforce, geopolitical
conflicts, and the fragmentation of international
trade, the potential global growth rate between
now and 2030 will fall to the lowest level in 30
years, which will undermine the ability of emerg-
ing market and developing economies (EMDEs)
to achieve the SDGs (Kose & Ohnsorge, 2023).
For aging countries in Europe, North America
and East Asia, a declining or even negative pop-
ulation growth will lead to a significant reduction
in economic growth potential and prospects. For
countries where current fertility rates are still well
above replacement levels, such as sub-Saharan Af-
rica, the Middle East and North Africa, the creation
of stable employment opportunities for new labor
force will be key to achieving sustained economic

(%)
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growth.

1.3.2 Industrialization is generally
slow in the developing world

A few developing countries have industri-
alized relatively rapidly. In Bangladesh, China,
Iran, Malaysia, Thailand, Tiirkiye and Viet Nam
in Asia and Algeria in Africa, the share of indus-
trial value added in GDP exceeds 20%, and even
30% in some of these countries (Figure 1-25).
Among them, Bangladesh, China and Viet Nam
have maintained relatively fast growth in indus-
trial value added from 2016 to 2022 (Figure 1-26).

The industrialization of the LDCs faces daunt-
ing challenges. In the LDCs, the share of manu-
facturing value added in GDP has grown slowly,
from 12.1% in 2015 to only 14.0% in 2022, far
short of the target of doubling this indicator by
2030. Progress has been particularly slow in the
LDCs in Africa, with a growth of only 0.45 per-
centage point from 2015 to 2022 (Figure 1-27).
In terms of manufacturing value added per capita,
the LDCs are far behind developed countries,

s
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Figure 1-24 Global and LDCs’ economic growth, 2015-2022

Source: World Development Indicators
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Figure 1-25 Share of industrial value added in GDP in some developing countries, 2015-2022

Source: UNIDO National Accounts Database; CIKD
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Figure 1-26 Growth of industrial value added in some developing countries, 2016-2022

Source: UNIDO National Accounts Database; CIKD
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Figure 1-27 Share of manufacturing value added in GDP, 2015-2022

Source: UNIDO National Accounts Database; CIKD

with Europe and North America reaching a his-
torical high of US$5,093 in 2022, compared with
only US$159 for the LDCs (UN, 2023Db).

The goal of doubling manufacturing’s share

The indicator declined from 14.3% in 2015 to
13.6% in 2021 (Figure 1-28). Among them, the
proportion in upper-middle-income countries
has decreased significantly, by 1.18 percentage

of total employment in developing countries'
cannot be achieved in the foreseeable future.

points. In contrast, it remained unchanged in lower-
middle-income countries and rose slightly by

High income
Upper-middle income

Lower-middle income
Low income

World

0 2.0 4.0 6.0 8.0 100 120 140 160 180 200 (%)

W 2015 W2016 W2017 2018 = 2019 W 2020 W 2021

Figure 1-28 Share of manufacturing employment in total employment, 2015-2021

Source: ILOSTAT

' Doubling the share of industry in employment in the LDCs is one of the targets of SDG 9, and manufacturing employment as
a share of total employment is a measure of this target.
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0.3 percentage point in low-income countries, a
rate that makes it difficult to achieve the doubling
target of SDG 9.

1.3.3 Digital divide remains wide

Digital technology has made rapid progress
in recent years. Al, big data, blockchain and other
digital technologies are being increasingly used
in industrial production, public health, education,
public services and other fields. Internet coverage
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is expanding rapidly. The number of internet us-
ers worldwide has continued to climb since 2015,
with significant growth during the three years of
COVID-19. About 3 billion people worldwide,
or 41% of the global population, used the inter-
net in 2015, compared with 5.3 billion or 66%
in 2022. In 2022, 4G network coverage doubled
from 2015 to cover 88% of the global population
(ITU, 2022). Despite this rapid progress, about 2.7
billion people worldwide are still without access

2019 2020 2021 2022

B Upper-middle income ¥ High income

2019 2020 2021 2022

11 Asia-Pacific B CIS M Europe

Figure 1-29 Individuals not using the internet by income (top) and
by region (bottom), 2015-2022

Source: ITU
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to the internet, mainly in low-income and lower-
middle-income Asia-Pacific and African countries
(Figure 1-29).

The cost of internet use remains high in de-
veloping countries. In 2022, the prices of mobile
broadband services in 103 economies and fixed
broadband services in 71 economies were above
the standard of 2% of monthly GNI per capita’
(ITU, 2022). The global price of fixed broadband
service in monthly GNI per capita decreased from
3.5% in 2021 to 3.2% in 2022, which is still high-
er than the 2% target (Figure 1-30). The indicator
is well above the affordable level in low-income
and lower-middle-income countries, which se-
verely inhibits the increase of internet coverage
and is detrimental to the promotion of economic
development through the internet.
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1.3.4 Global demands for infrastruc-
ture are not sufficiently met

Global power grid coverage suffered a re-
versal. The share of the global population with
access to electricity rose from 86.5% in 2015 to
90.4% in 2020, thanks to increased and improved
electricity infrastructure in Asian countries and
some African countries. The global share of elec-
trified floor space increased from 96.95% in 2014
to 98.68% in 2020 (CBAS, 2022). After 2020,
the expansion of grid coverage slowed down or
even reversed due to a combination of factors,
such as the pandemic and soaring energy prices.
The number of people lacking access to electric-
ity globally was expected to increase by about
20 million in 2022, totaling 774 million (Figure

Upper-middle

income

High income

W 2022

Figure 1-30 Share of fixed broadband service price in
monthly GNI per capita, 2021-2022

Note: The dotted line represents the standard of 2% of monthly GNI per capita.
Source: ITU

" The Broadband Commission for Sustainable Development set the affordability standard below 2% of monthly GNI per capita.
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28

1-31), the first rise in 20 years. This means that
in order to achieve universal access to electricity
by 2030, an average of about 110 million peo-
ple would need to be brought into grid coverage
each year from 2023 to 2030. However, the IEA
estimates that under the current policies and com-
mitments, 672 million people worldwide will still
lack access to electricity in 2030, of whom 85%
live in Africa (IEA, 2023a).

Global transport infrastructure gap remains
huge. Transport volumes continued to climb from
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2015 to 2019, but the pandemic had a large im-
pact on them in 2020 (Figure 1-32). At present,
more than 1 billion people globally still have no
access to all-weather roads, and only about half
of the urban population have easy access to pub-
lic transport (UN, 2021). In Africa, it is estimated
that about 450 million people, or more than 70%
of its total rural population, remain unreached by
transport infrastructure and systems.

Since the adoption of the 2030 Agenda,
countries around the world have taken action to
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promote global development in the three dimen-
sions of people, planet and prosperity. In particu-
lar, developing countries have made unremitting
efforts to explore development paths that are in
line with their own national conditions and to
make remarkable achievements in economic and
social development. Many countries have made
great strides in poverty reduction, food security,
public health and basic education, creating better
conditions for the survival and development of
humanity. However, the impact of COVID-19 has
reversed the progress of the past few years, with
incalculable long-term negative impacts. Climate
change, continuing loss of biodiversity and over-
consumption of natural resources are becoming
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Currently, six trends are emerging in global
development, which can be summed up as the
“6Ds”: Deceleration (world economic growth
faces the risk of deceleration), Divergence (global
development shows clear trend of division), Deglo-
balization (economic globalization is encountering
headwinds), Decarbonization (green and low-
carbon development is flourishing), Digitaliza-
tion (digital transformation has fostered a new
momentum for global development), and Desta-
bilization (global development faces increasing
uncertainty and instability).

2.1 Deceleration: World economic
growth faces the risk of decelera-
tion

2.1.1 The probability of global eco-
nomic slowdowns is high

In the 1980s, the world economy ushered in
the Great Moderation that lasted more than 30
years. During this period, global economy gener-
ally achieved medium- to high-speed growth with

low inflation. While a triumph for the demand-
side macro-control policies of the world’s major
economies, the Great Moderation was mainly
driven by globalization on the supply side. The
integration of emerging market economies, rep-
resented by China, into the global supply chain
provided the world with more cost-effective
raw materials, products and services, increased
global growth potential, and curbed inflation
worldwide, especially in developed countries.
But the 2008 global financial crisis triggered the
end of the Great Moderation, and in recent years,
multiple factors such as trade protectionism, the
COVID-19 pandemic and geopolitical conflicts
have led to a decline in the global economic
growth rate (Figure 2-1).

World economic growth faces downward
pressure. From the 1980s to the 1990s, the
world’s average economic growth increased from
less than 2% to more than 4% at one time, and re-
mained above 3% for most of the time. Since the
turn of the century, global economic growth has
declined from an annual average of 3.6% in the
decade before the great financial crisis to 3.2% in
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Figure 2-1 World economic growth, 2000-2024

Note: Values for 2023 and 2024 are projections.
Source: IMF
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the decade before the COVID-19 outbreak (Gold-
man Sachs, 2022). According to a World Bank
study in 2023, if countries do not make drastic
policy reforms, global potential GDP growth will
fall to 2.2% per year during the period 2022-
2030 (World Bank, 2023a). According to a stress
test by the International Monetary Fund (IMF)
the same year, with the combined effect of risk
scenarios, like a lower global credit supply and
continued dollar appreciation, the probability of
further slowdown in global economic growth in
2023 and 2024 is high (IMF, 2023).

2.1.2 Technological progress is key to
increasing global economic growth

From the perspective of production function,
among the mid- and long-term factors driving
global economic growth, population aging and
the slowdown of physical capital accumulation
will restrict economic growth. The key to increas-
ing the potential growth rate of the global econo-
my lies in the innovation momentum brought by
technological progress.

The shadow of aging is spreading from devel-
oped countries to developing ones. Over the past
50 years, global population growth has declined
from an average annual rate of about 2% to less
than 1% today, triggering a deceleration in the
potential rate of global economic growth (Gold-
man Sachs, 2022). Global fertility has fallen from
an average of 5 children per woman in the mid-
20th century to an average of 2.3 in 2021, and
is projected to fall to a tipping point in 2050 at a
population replacement rate of 2.1 (UN, 2022).
Most developed countries have seen declining
fertility for many years, and now many develop-
ing countries, including those in Africa and Latin
America, have also begun to experience declin-
ing birth rates. Aging is a far-reaching impact of
slower population growth, as a larger proportion
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of retirees will have to be supported by fewer
young people, which will be a drag on economic
growth (World Bank, 2023a). The human capital
dividend is supposed to be the key to compensat-
ing for the demographic dividend. However, the
COVID-19 pandemic interrupted the education
opportunities of many children and adolescents in
low-income countries, exerting a non-negligible
negative impact on global human capital growth.

The contribution of physical capital accumula-
tion to global economic growth has slowed down.
In terms of production function, sustained invest-
ment in physical capital is the biggest contributor
to economic growth. The growth of physical capi-
tal depends mainly on the financial situation of the
market players, their investment expectations, and
the financing environment. With the exception of
a few sectors such as consumer electronics, bio-
medicine and digital technology, most companies
around the world have experienced a decline in
profitability due to COVID-19. They have entered
a lengthy period of “balance sheet repair”, with a
lack of capacity and willingness to invest, and a
cautious attitude towards new investment projects.
At the same time, the tight monetary policies since
2022 have raised financing rates in the markets of
developed economies, and undermined the ability
of enterprises, especially technology companies,
to raise capital, leading to less investment in inno-
vative projects.

Technological innovation and diffusion will
bring new drivers of global growth. Technolog-
ical innovation continues to expand the frontier
of human knowledge, making it possible for
various production factors and resources to be
allocated in a more efficient manner, expanding
the boundaries of economic growth. Against
the background of slowing population growth
and physical capital accumulation, technologi-
cal innovation in frontier fields and its diffusion
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are pivotal to the recovery of global economic
growth. At present, global development is at a
critical point in a new revolution in science, tech-
nology and industry. Cutting-edge technologies
such as new energy, generative Al, autonomous
driving, quantum technology and future bioengi-
neering are pervading all walks of life. Expand-
ing the goods and scope of services, combining
innovative resources and elements, and reforming
industrial organization models, these technologies
are important sources of increasing global poten-
tial growth rates. The global coverage of modern
communication and transportation infrastructure
networks continues to increase, accelerating the
technological spillovers brought about by the flow
and integration of innovative resources. Those
emerging technologies, proven by the market, are
spreading to developing countries through the
global production network. This can also generate
considerable scale effects in the industrialization
of innovation and support sustained growth of the
global economy.

2.2 Divergence: Global develop-
ment shows clear trend of division

2.2.1 The global development divide is
widening

The trend of “income convergence” between
developing and developed countries has slowed
down. In the first two decades of the 21st century,
the economic growth of the former was signifi-
cantly higher than that of the latter, resulting in
the phenomenon of “income convergence” as
described in development economics. From 2000
to 2019, the average annual economic growth
of developed countries was 1.97%, while that of
developing ones was 5.72%. In 2000, developing
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countries accounted for only 17.59% of the glob-
al economy; in 2019, their contribution reached
36.60%. However, starting from 2020, their av-
erage annual growth rate was only 2.83%, 2.89
percentage points below the 2010-2019 average.
The economic growth of the Middle East and
North Africa and sub-Saharan Africa in 2021 was
still lower than the average level of the developed
world. Between 2017 and 2021, the indicator
measuring inequality between countries rose by
1.2%, which was the first increase in a generation
(UN, 2022), and “income convergence” between
developing and developed countries slowed
down.

Income disparities between different strata of
the world have widened. COVID-19 had a greater
impact on jobs in the labor-intensive manufac-
turing and services sectors, while employment in
medium- and high-end producer services, such
as finance and information, could be sustained
through online office systems. The incomes of
middle- and low-skilled workers were affected
more. For the poorest, the percentage loss of in-
come during the pandemic was twice as high as
for the richest in the world (World Bank, 2022).
Low-income earners spend a higher proportion of
their income on food and energy, and the increase
of prices in recent years has reduced their rate of
wealth accumulation. On the other hand, high-
income earners, benefiting from the economic
stimulus introduced by governments, have seen
significant appreciation in the value of their hold-
ings in areas such as communications, pharma-
ceuticals and finance. The global wealth gap has
widened even more dramatically than the income
gap. The richest 10% of the world’s population
held 76% of global wealth in 2021, while the
poorest half of the population accounted for only
2% (Figure 2-2).
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Figure 2-2  Share of global income (wealth) by group in total income (wealth) in 2021

Source: World Inequality Lab database

2.2.2 Economic recovery in developing
countries is relatively difficult

Multiple external shocks have had a negative
impact on all countries and regions of the world.
However, developed countries have a comparatively
greater resilience for economic recovery as they
have more physical and financial resources, more
space for fiscal and monetary policies, a greater
number of more dynamic market players, and
broader and deeper markets. Developing countries,
after their growth inertia was interrupted by external
shocks, are facing the impact of multiple risks and
challenges, namely weakened growth momentum,
high government debt, increasing pressure of capital
outflow, and food price volatility, which makes
economic recovery significantly more difficult
for them than for developed countries. In the next
two years, the average per capita income growth
in EMDEs is projected to be only 2.8%, a full
percentage point below the average for 2010-2019
(World Bank, 2023a).

The “scarring effect” has weakened the
growth momentum of developing countries. The
pandemic had not only a short-term impact on
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global economy, but also a long-term “scarring
effect” that has led to medium- and long-term
problems such as reduced productivity, underin-
vestment and suppressed innovation (G20 Frame-
work Working Group, 2022). The impact of the
“scarring effect” on developing countries is more
far-reaching for three reasons. First, there is a
lack of endogenous sources of investment. Devel-
oping countries are more dependent on external
investment for growth, and there is a tendency
for global capital to flow back to developed
countries. Total investment in emerging market
economies is projected to grow by only 3.5%
between 2022 and 2024, less than half the aver-
age of the past 20 years (World Bank, 2023a).
Second, developing country governments see in-
sufficient space and limited effectiveness when it
comes to their own policy interventions. Current
macroeconomic policy adjustments in developed
economies, which have shifted from ultra-loose
to tight, have a negative spillover effect on devel-
oping countries, making it more difficult for them
to rely on fiscal and monetary policy tools to
promote economic recovery. Third, as the popu-
lation of developing countries is relatively young,
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education interruptions due to COVID-19 have a
harder impact on their human capital. This makes
it more difficult for developing countries to un-
leash their potential demographic dividend.

High indebtedness is constraining the growth
capacity of developing countries. The stock of
external debt of developing countries in 2021
(US$11.1 trillion) was nearly five times in 2000,
and the ratio of external debt to GDP rose from
22.8% in 2008 to 30.6% in 2021 (UNCTAD,
2023a). Tightening financing conditions, weak
growth and rising debt levels pose significant
fiscal challenges for EMDEs. About 15% of low-
income countries are currently in debt distress,
while another 45% of low-income countries and
about 25% of emerging market economies are at
high risk of debt distress (World Bank, 2023b).
The local currencies of some EMDEs have
depreciated at a relatively high rate, significantly
raising the risk of default on their sovereign
debt. High indebtedness not only crowds out
government spending in economic growth and
people’s livelihood in developing countries, but
also limits the ability of their governments to
cope with other shocks.

Exchange rate volatility and capital outflows
have made recovery more difficult for developing
countries. The current tightening of monetary
policies in developed countries has also triggered
international capital volatility, generating capital
outflows, currency depreciation and asset-price
adjustment pressures on EMDEs, and exacerbat-
ing financial instability and economic downside
risks for developing countries. To prevent more
severe pressures from capital outflows and cur-
rency depreciation, the monetary authorities in
many developing countries have prolonged their
domestic tightening cycles or utilized foreign
exchange reserves to counteract exchange rate
pressures. This has pushed up the financing costs
and debt-servicing pressures of developing coun-
tries, creating a chain of dilemmas: exchange rate
shocks — capital outflows — higher financing costs
— debt-servicing difficulties.

Food security risks have hit developing coun-
tries harder. In recent years, global food supply-
demand tensions have worsened as COVID-19,
climate extremes and geopolitical conflicts have
increased food security vulnerability. Currently,
about one in 10 people worldwide suffers from
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hunger, nearly one-third of the world’s population
does not have regular access to adequate food (UN,
2022), and 349 million people in 79 countries are
acutely food insecure (WFP, 2022). While the FAO
Food Price Index declined in 2022, it is still higher
than in 2021 and 2020 (Figure 2-3). Since develop-
ing countries have higher Engel coefficients, rising
food costs can have a direct impact on the survival
of the large number of low- and middle-income
households in developing countries and become an
important factor affecting social stability in these
countries.

2.2.3 South-South cooperation is an
important force in global development

EMDEs represented by the BRICS should
strengthen cooperation among themselves. Devel-
opment embodies people’s aspiration for a better
life and is the top priority of developing countries.
The BRICS countries are companions on the road
of development and revitalization. According
to IMF data, the combined GDP of the BRICS
countries accounted for 25.8% of the global GDP
in 2022, up from 8.4% in 2001. While promoting
their own development, the BRICS countries have
also made positive contributions to the common
development of EMDEs. The New Development
Bank (NDB) initiated by the BRICS has approved
98 projects with a total loan amount of more than
US$33 billion by 2023; it has played an important
role in making up the gap in financing for global
development and promoted key areas in the re-
cipient developing nations such as infrastructure,
green development, new industrialization and
the digital economy. In August 2023, the BRICS
countries achieved a historic expansion, reflecting
their determination to unite and cooperate with
other developing countries, in line with the com-
mon interests of EMDEs.

The global economic governance mechanism
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should be reformed to be more favorable for
EMDEs. As developing countries share the same
future, they should safeguard their common in-
terests and increase their representation and say
in global economic governance. From 2020 to
2025, the G20 presidency was and will be held
by developing countries except in 2021, when it
went to Italy. Developing countries have a high
degree of consensus on making the G20 give
more importance to the 2030 Agenda and support
the growth of developing countries. They are
pressing all players to pay greater attention to the
urgent risks and challenges they face such as food
and energy security, public health, and economic
and financial stability. For example, Indonesia,
the G20 presidency in 2022, pushed for the cre-
ation of the Pandemic Fund to help developing
countries tide over difficulties.

2.3 Deglobalization: Economic
globalization is encountering head-
winds

2.3.1 Overstretching the concept of
security raises the cost of global develop-
ment

Overstretching the concept of security reduces
the efficiency of global economic development.
In the last round of globalization, “efficiency”
was the dominant factor in determining the global
division of labor, and tariff and non-tariff trade
barriers were the main obstacles to globalization.
In recent years, unilateralism and protectionism
are on the rise, and geopolitics has become an
important factor affecting the new round of
globalization. In the name of “security”, some
countries have politicized, instrumentalized and
weaponized economic and trade issues, and used
investment restrictions, discriminatory subsidies
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and unilateral sanctions to undermine market rules
and the principle of fair competition. Multinational
corporations, when restructuring their global
operations, have to give greater weight to the
geopolitical factor. For some industries, it has even
become the decisive factor, leading to a slowdown
in the expansion of global value chains (OECD,
2023a). Compared with trade data, foreign
direct investment (FDI) is a leading indicator of
globalization. However, as global trade is growing
moderately, global FDI growth has slowed down
significantly. According to the IMF, global FDI
as a percentage of total global GDP has declined
from a range of 4%-5.5% around 2000 to a range
of 1.5%-2% in 2018-2022.

Overstretching the concept of security weakens
the ability of developing countries to share
the dividends of globalization. An efficiency-
oriented globalization is rooted in the division
of labor, industrial agglomeration and scale
effects. Compared with developed countries,
the headwinds of economic globalization have a
greater impact on EMDEs, especially small and
medium-sized economies. Under the division of
labor system in the global production network,
developing countries with incomplete production
systems and weak technical capabilities can also
participate in the global supply chain. Small and
medium-sized developing countries do not need to
establish a complete industrial chain but can focus
on a particular production link of commodities
and form economies of scale. But in a global
economic system overstretching the concept of
security, these countries face the risk of losing
the opportunities brought by the scale effect of
the global value chain, making it more difficult to
expand production and upgrade industries.

Overstretching the concept of security reduc-
es the security of global development. In the face
of the pandemic shocks and geopolitical risks,
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the global production network has shown strong
resilience precisely because of the efficiency-
oriented division of labor, which can be adjusted
efficiently, flexibly and rapidly. In the new round
of globalization where the concept of security
is overstretched, the reduction of efficiency and
the increase in costs have become an inevitable
trend, a cost that does not translate into long-term
security. The global supply chain is also divided
at local critical points, and if global health crises
such as the COVID-19 pandemic or global nat-
ural disasters caused by weather extremes recur
in the future, the global production network,
which is built on a less efficient and more costly
architecture, will be less capable to use resourc-
es and less resilient in responding to the shocks,
with less margin for adjustment, less buffer space
and less depth of collaboration. This will re-
duce the robustness and sustainability of global
development.

2.3.2 Economic globalization is an ir-
reversible historical trend

The global trading network remains dynam-
ic. Although the intensity of global trade (global
trade volume/global economic aggregate) has
declined, in absolute terms total global trade is
still on an upward trend amidst volatilities. Af-
ter the outbreak of COVID-19, global trade still
maintained a small average annual increase of
3% in 2020-2022. Although the pandemic re-
peatedly impacted global trade-based industrial
and supply chains, the global production network
with its deep division of labor still showed good
resistance and self-adjustment capacity. Despite
occasional fluctuations in the global supply chain
due to shortages of components, there was no
prolonged supply chain disruption in the ma-
jor industries. In 2019-2021, the total value of
exported global goods maintained an average
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annual growth of 10.3%, and the rapidly growing
global demand for medical supplies and electron-
ic products was met during the pandemic (Figure
2-4).

Trade in services has become the new high-
light of economic globalization. Even though
it was affected by the pandemic, total trade in
services declined only in 2020 and quickly re-
bounded to near pre-pandemic levels in 2021,
growing by 15% to US$6.8 trillion in 2022. The
share of services trade in total global GDP rose
from 6% in 1975 to 14% in 2019, before declin-
ing slightly after the COVID outbreak to 12% in
2021. In 2019-2022, while trade in international
travel services and transportation services de-
clined significantly, other commercial services
maintained a relatively rapid growth of 5% per
annum (WTO, 2023). Thanks to the development
of communications technology and the expansion
of telecommuting, digital trade boosted trade in
consumer services, including software member-
ship subscriptions and customer service outsourc-
ing services, as well as trade in producer services
that includes software development outsourcing,

(trillion dollars)

Chapter II

film and media outsourcing, and innovation out-
sourcing. Services trade has become an important
growth area and a new driving force for global
trade.

Promoting better economic globalization has
become a general trend. Economic globalization
is the trend of the times, and no country can afford
to go against it. From a long-term perspective,
there will be no fundamental shift in the under-
lying logic of the efficiency- and cost-oriented
international division of labor. It is undeniable
that the dividends of economic globalization have
not benefited all groups within countries. Under
the impact of the COVID-19 pandemic and geo-
political conflicts, countries have been paying
more attention to the security of supply chains.
But overstretching the concept of national secu-
rity cannot resolve the existing defects of global-
ization. The current adjustment of globalization
should not only pay attention to the concerns of
all countries on reasonable security, but also ad-
here to the concept of common, comprehensive,
cooperative and sustainable security, seek the
greatest common ground in the global division of
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labor and cooperation, and keep “security” within
a limited and well-defined scope. Only by seeking
a better globalization based on mutual trust, mutu-
al respect, solidarity and cooperation, can an open
world economy be advanced and development
dividends be shared by all countries via safe and
stable global industrial and supply chains.

2.4 Decarbonization: Green and
low-carbon development is flour-
ishing

24.1 The global green industry is
picking up the pace

Renewable energy has gained strong mo-
mentum. In the past five years, renewable ener-
gy equipment accounted for about 70% of new
power generation installations globally, and re-
newable energy accounted for about 60% of the
global new power generation (IEA, 2021). Global
renewable generation capacity reached 3,372 GW
in 2022, an increase of 295 GW from 2021, or
about 9.6% year on year, growing much faster
than fossil fuel consumption over the same period
(IRENA, 2023). The IEA predicts that the share
of global clean energy power generation will rise
to 33% by 2025. According to the Energy Transi-
tion Commission (ETC) data in 2023, an average
of about US$3.5 trillion per year in capital invest-
ment will be needed to build a net-zero global
economy between now and 2050, well above the
current US$1 trillion per year, and equivalent to
1.3% of potential global average annual GDP
over the next 30 years. In terms of commercial
viability, green energy has entered a virtuous
cycle of “technology innovation — scale up — cost

down”. Between 2010 and 2021, the cost of solar
and wind power decreased by 60%-88% (IRENA,
2023).

The new energy automobile industry has
achieved exponential development. Increasing
the proportion of new energy vehicles (NEVs) is
the most effective and commercially feasible de-
velopment path for decarbonization of road trans-
portation. In recent years, with the popularity and
acceptance of NEVs increasing around the world,
the NEV market has shown exponential growth.
In 2022, the global sales of NEVs exceeded 10
million. According to an [EA estimate in 2023, as
the global penetration of NEVs increases, glob-
al road transport oil demand will reach its peak
around 2025. At present, many countries regard
NEVs and power batteries as one of their core in-
dustries, and there is an endless stream of techno-
logical innovations in batteries, motors, electronic
controls and charging facilities. Since 2018, the
mileage of NEVs has increased by an average
of 10% per year (BNEF, 2023). In the future,
“vehicle-electricity interconnection technology””'
will enable NEVs to play a greater role in carbon
reduction.

Developing countries play an increasingly
important role in green transition. On the man-
ufacturing side of new energy equipment, the
large-scale commercialization and industrializa-
tion of new energy by major emerging countries
has an obvious spillover effect on accelerating
the global green and low-carbon transition. On
the operational side of new energy production,
developing countries have abundant and low-cost
production factors for the “green economy” and
the “blue economy” (desert areas and coastlines),
and potential for large-scale production of solar,

' That is, new energy sources such as PV and wind power provide power to NEVs. The core idea is to use NEV batteries as

stored energy. When the grid load is too high, NEV batteries are discharged to support the operation of the grid. When the grid load

is too low, they can store the grid’s excess power to avoid waste.
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wind and hydrogen power. In 2022, China’s total
installed capacity of renewable energy reached
1,210 GW, exceeding coal power capacity for
the first time (National Energy Administration,
2022); Brazil added 9.0 GW to its total installed
photovoltaic (PV) capacity, a 73.3% increase year
on year; and India added 13.96 GW of PV capac-
ity, a year-on-year increase of nearly 40%.

2.4.2 The severe global climate situa-
tion calls for further green and low-car-
bon development

Global climate change has hit developing
countries particularly hard. The period from 2015
to 2022 was the warmest eight years on record,
with glaciers melting and the sea level rise reaching
record levels in 2022 (WMO, 2022). In 2022,
persistent droughts in Africa, record-breaking rains
in Pakistan and other extreme weather phenomena
affected tens of millions of people in developing
countries, costing billions of dollars in loss and
damage, and pushing up food security risks.
Owing to their ecological environment, industrial
structure and level of socio-economic development,
developing countries are more vulnerable to the
adverse effects of climate change than developed
ones, and their generally weaker capacity to adapt
to climate change makes it easier for them to fall
into the poverty trap.

It is imperative to accelerate green and low-
carbon transformation of global development.
The extreme weather disasters that have occurred
in recent years are still phased, regional risks.
However, within the temperature rise range of
1.5-3 degrees Celsius, the risk of species extinc-
tion in the 34 global biodiversity hotspots will
increase tenfold; and when the temperature rises
above 3 degrees Celsius, the direct flood risk will
be 2.5-3.9 times higher (IPCC, 2023). In order to
avoid the irreversible impact of global warming
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on the environment, it is imperative to accelerate
green and low-carbon transformation of global
development.

2.5 Digitalization: Digital trans-
formation has fostered a new mo-
mentum for global development

2.5.1 Digital technology is forming a
new driving force for global development

The COVID-19 pandemic has accelerated the
process of digitalization globally. The pandemic
impeded the movement of people, logistics and
transportation in the physical space, but also
accelerated the empowerment of various factors by
digital technology and the digital transformation
of various industries. In 2022, about 5.3 billion
people (66%) out of the world’s 8 billion
population used the internet, an increase of 0.4
billion people over 2021, which was significantly
higher than the pre-pandemic level (Figure 2-5).
Increased digital penetration has expanded the
scope of factor allocation, improved the efficiency
of resource utilization, increased the accessibility
of goods and services, and greatly compensated
for global development loss in the physical space.
In 2021, the digital economy’s value added in 47
countries around the world was US$38.1 trillion,
a nominal increase of 15.6% year on year and
a share of 45.0% of the GDP (CAICT, 2022).
The accelerating digital transformation of global
development is reflected in all three areas of
production, consumption and distribution.

Digitalization has increased efficiency and
resilience on the production end. Digital tech-
nology has driven automation and intelligence in
production processes. The global industrial au-
tomation and control systems market is expected
to reach US$377.25 billion by 2030 and grow
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at a compound annual growth rate (CAGR) of
10.5% from 2023 to 2030 (Grand View Research,
2023). Digital technology has accelerated the
deepening of the division of labor in the global
industrial chain. Industrial organization, which
was dominated by the traditional chain structure,
is evolving into an open, collaborative network
with synergies from multiple players, where many
small and medium-sized enterprises (SMEs) are
participating in collaborative research and devel-
opment, collaborative design and collaborative
manufacturing in a crowdsourcing manner. Dig-
ital technology has also strengthened the resil-
ience of the global production network. As data
acquisition, data storage, data modelling and data
visualization technologies become more mature,
when a chain endpoint in the global production
network breaks, digital production platforms can
automatically match possible suppliers or de-
manders through intelligent means to restore the
stability of the industrial chain.

Digitalization has accelerated the emergence
of new consumption models. The pandemic
has fostered “contact-free” consumption and
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accelerated the new layout of global retailers
and consumer goods companies. An increasing
number of enterprises are relying on e-commerce
and digital payment technologies to accurately
reach and acquire consumers, with the number of
online shoppers rising from about 1.3 billion to
2.3 billion between 2017 and 2021, accounting
for 39% of the population aged 15 and above
(UNCTAD, 2021). The connection between con-
sumer internet and industrial internet platforms
has also improved the efficiency of matching the
consumer side with the producer side. Enterprises
get real-time feedback through the transaction
data of e-commerce platforms, and consumers
participate in the design and manufacturing based
on the consumer-to-manufacturer (C2M) model,
which facilitates smoother transmission of sup-
ply and demand information among consumers,
traders and suppliers, and closer connection
between consumption, design and production.
The production organization model of “small
orders and quick reorders” meets the tail-end
demand of global consumers, and a new type of
producer-consumer group of a sizable scale has
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emerged.

The digitalization of logistics has acceler-
ated real-world connectivity. In response to the
pandemic, enterprises in various countries have
accelerated the adoption of digital technology
to optimize the logistics supply chain, promoted
the construction of the internet of things (1oT),
created “digital twin” systems in both physical
and digital spaces, and formed a more secure
and efficient intelligent logistics system. Global
enterprise-level investments in the loT amounted
to approximately US$681.28 billion in 2021 and
are expected to rise to US$I1.1 trillion in 2026
(IDC, 2023). On the IoT platform, enterprises use
Al and cloud computing as the basis to improve
delivery speed and warehousing efficiency, using
unmanned vehicles, drones, unmanned containers
and other technological means. This can increase
the speed of the economic cycle from the supply
side to the demand side.

The new round of digital technology innova-
tion has great potential for development. Accord-
ing to forecasting organizations, global digital
transformation spending will reach US$3.4 tril-
lion by 2026, with a CAGR of 16.3% in the com-
ing years (IDC, 2023). Among them, investment
in more mature fields such as intelligent manufac-
turing, financial technology, digital diagnosis and
treatment, and education technology has grown
faster. Since the end of 2022, ChatGPT and oth-
er general pre-trained model application tools
have emerged, drawing the world’s attention to
the prospects of Al development. Generative Al
based on a large language model can understand
and respond to natural language, image, audio
and video. Its application areas are beyond word
processing. It will change the relationship be-
tween human beings, computers and knowledge
(Berkeley and Berlin, 2023). It can help us accel-
erate the development of new medicines, design
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new materials, and control robots through sensor
data and text training. As a general-purpose tech-
nology, Al will improve the efficiency of existing
industries and is expected to create new industries
and new tracks. It is an important potential driv-
ing force for future global growth.

2.5.2 The digital divide is restricting
developing countries from sharing the
digital dividend

Digital technology helps promote the growth
of developing countries. Overall, it has empow-
ered low-skilled workers, expanded the scope
of specialization in the global market, and pro-
moted related industries while creating new job
opportunities. The replicable and portable digital
technology will especially help EMDEs accel-
erate their industrialization and urbanization on
the digital track. For example, digital technology
has expedited technology diffusion and knowl-
edge spillover, making it easier for companies in
developing countries to enter the global market
by engaging in specific production tasks in the
global value chain; digital education has expand-
ed the scope of high-quality education in devel-
oping countries, enabling a wider range of people
to participate in the virtuous process of skill
improvement and income rise; digital payment
tools have improved the accessibility of modermn
finance in backward areas; and Al labelling jobs
are enabling more low-skilled labor to enter mod-
ern production sectors.

The digital divide may erode the compara-
tive advantages of developing countries. A large
digital divide still exists between developing and
developed countries. In 2021, for the first time,
more than half of the population (57%) in de-
veloping countries used the internet, which was
still far less than in developed countries (90%)
(UNCTAD, 2023b); in the LDCs and landlocked
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developing countries (LLDCs), only 36% of
the population had access to the internet (ITU,
2022). The existence of the digital divide means
the impact of digital technology innovation on
all countries is not homogeneous. The new round
of digital technology innovation represented by
Al is knowledge-intensive, capital-intensive and
even computationally intensive. It can attract
global factors and resources such as talent, finance
and energy and thus realize substitution of labor-
intensive comparative advantages. Goldman Sachs,
using occupational task data in the United States
and Europe, found that generative Al may replace
up to a quarter of current jobs, potentially putting
300 million jobs worldwide at risk of being lost
due to automation (Goldman Sachs, 2022). The
resource endowments and comparative advantages
of different countries in the digital field are dif-
ferent. The comparative advantages of developed
countries in technology, capital and computing
power will further enhance their ability to control
the industrial chain and value chain through digital
technology, while some developing countries with
a low level of industrialization may lose their com-
parative advantage of low-cost labor due to the
development of Al

2.6 Destabilization: Global de-
velopment faces increasing uncer-
tainty and instability

2.6.1 The world has entered a new
phase of turbulence and transforma-
tion

Global unexpected risks have become fre-
quent. The world today is undergoing both trans-
formation and upheaval, and changes of a scale
unseen in a century are unfolding at a faster pace.
Global development is undergoing major shifts,
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division and regrouping, leading to more uncer-
tain, unstable and unpredictable developments. In
recent years, the global geopolitical situation has
been severe. Some countries are still displaying
a Cold War mentality, which has triggered un-
expected risk events with global influence. The
“polycrises” created by these unanticipated tail
risks are no longer just separate “black swan”
events but are characterized as “fat tails” on the
risk probability distribution diagram (Figure 2-6).
While various countries and regions are becoming
more and more closely connected through global
production, logistics and trade networks, this also
makes it easier for unexpected risks to spread and
amplify across fields and regions, leading to a
profound impact on global development.

New technologies such as Al may introduce
new risks. Technological advances not only bring
new impetus to global development, but also give
rise to unanticipated risks of loss of control over
technology when innovation at the technology
level overtakes innovation at the institutional
level. For example, generative Al, represented by
ChatGPT, involves hundreds of billions of param-
eters, which are increasing still. Even its creator
cannot fully understand its inner workings. It is
a kind of “black box” based on machine learning
models and has the potential to produce outputs
that are impossible for human beings to under-
stand, predict and control. If a corresponding
governance system and regulatory system are not
established, Al technology can lower the techno-
logical threshold for disseminating false informa-
tion, inciting social prejudice, manipulating stock
prices, committing financial fraud, launching
cyber attacks, synthesizing biological viruses and
other negative behaviors, and make these destruc-
tive, risky behaviors more “efficient”. At present,
the new technology field represented by Al is the
focal area of competition among countries. In
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the absence of a global collaborative governance
system for technological innovation, competition
among countries will accelerate exponential de-
velopment of new technologies, but the security
issues that may arise from the loss of control over
technology are easily overlooked, along with the
potential for uncontrollable and irreversible sys-
temic risks to global development.

2.6.2 Strengthening international co-
operation and global governance is im-
perative

The power of change and development is inher-
ent in risks and crises. Risk is an insurmountable
part of the global development process, and turning
a crisis into an opportunity is one of the important
driving forces for social development. In fact, it is
through addressing the challenges of natural risks,
economic and financial risks, and health and dis-
ease risks that humanity has developed stronger
survival skills, technological levels and institutional
safeguards to achieve higher levels of development
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while effectively managing the risks. In the pro-
cess of global development, the policy objective
of risk management is not to eliminate risks, but
to increase the resilience of development and to
avoid systemic risks caused by the simultaneous
outbreaks of multiple risks, in particular to avoid
systemic risks that may cause irreversible harm to
human society.

Expanded global exposures of risks call for
a more effective governance system. In modern
society, the level of risk management capacity
has a direct impact on the size of development
opportunities. To successfully cope with risks, it
is necessary to have a proactive, systematic and
comprehensive risk governance capacity, and to
amass material, knowledge, capital and institu-
tional reserves in advance to avoid the snowball-
ing of local risks into global crises. However, the
current risk governance systems of countries are
mainly prepared for anticipated risks, while the
current and future unanticipated risks are large in
scale, wide in scope and deep in impact, and are
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beyond the risk governance capacity of any single
country. In particular, countries (mainly develop-
ing ones) with fragile ecological environments,
material bases and technological capacities have
limited risk governance capacities and are more
vulnerable to the huge impacts of unanticipated
risks. Past human experience in dealing with
global risk events shows that risks evolve and
propagate according to the Cannikin Law, or the
law of the bucket, which says that the perfor-
mance of a team depends on its weakest member.
Only by increasing the representation and say of
developing countries in global governance, build-
ing consensus among major countries and estab-
lishing a common action mechanism and a global
risk governance system, can the imbalance in risk
governance capacity between developed and de-
veloping countries and between large and small
countries be effectively remedied. It is also the
only way to deploy resources globally in a timely
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The world now faces multiple challenges, in-
cluding climate change, environmental pollution,
biodiversity loss, increasing risks to food and
energy security, and widening development gap.
Geopolitical tensions and disarray in global gov-
ernance have not been effectively alleviated. The
consensus for development has diminished, its
momentum decreased and process hindered, and
its results have fallen short of expectations. The
2030 Agenda for Sustainable Development faces
obstacles. Global development is at a crossroads
of history.

Against this unstable and uncertain backdrop,
China proposed the Global Development Initia-
tive (GDI) that focuses on development and calls
for further cooperation, making contributions to
addressing development problems and promoting
global development. The goal of the GDI is to
implement the 2030 Agenda. It calls for a united,
equal, balanced and inclusive global development
partnership and works towards stronger, greener
and healthier global development and a global
community of shared development.

3.1 Promoting global development
with a right vision

Development embodies people’s aspiration
for a better life. It is a timeless theme for hu-
manity and the key to resolving most global
problems. Development is particularly important
for developing countries and is their top priority.
Promoting global development and bridging the
development deficit requires staying committed
to development as a priority, a people-centered
approach, benefits for all, innovation-driven
development, harmony between humanity and
nature, and results-oriented actions, and promoting
sustainable development of all countries on the
basis of mutually beneficial cooperation and a
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global community of shared development.

3.1.1 Staying committed to develop-
ment as a priority

Problems arising from development can be
resolved only through development and in the
process of development. To respond more quickly
and effectively to the urgent aspirations of devel-
oping countries, the development pie should be
enlarged and international consensus forged to
promote development. Development should be
placed at the center of the international agenda,
with an enabling international environment, new
momentum and a global partnership. This will
help address problems in development and pro-
mote shared opportunities and gains.

Some of the key courses of action are: to ad-
here to the correct direction of economic global-
ization, promote the liberalization and facilitation
of trade and investment, and advance bilateral,
regional and multilateral cooperation; to put de-
velopment prominent in the global macro-policy
framework, and fully utilize the mechanisms and
platforms already in place to promote the coordi-
nation of international macroeconomic policies;
to forge a sense of development community,
augment systems thinking, enhance transparency
and information sharing in policies, and maintain
policy consistency, stability and sustainability; to
promote the reform of the international monetary
and financial system, strengthen policy commu-
nication and financial cooperation between devel-
oped and developing countries, and control the
spillover effects of monetary policy to minimize
the impacts on developing countries; to build
sustainable and trustworthy global and regional
financial safety nets and provide more systematic
protection for EMDE:s; to expand the use of digi-
tal technology to enhance financial inclusion and
the efficiency of cross-border payments.
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3.1.2 Staying committed to a people-
centered approach

A people-centered approach means taking
the right to survival and the right to development
as the first and foremost basic human right,
working for coordinated progress in the economic,
political, social, cultural and environmental
rights of all people, and caring for the life, value
and dignity of human beings. The fundamental
approach to people-centered global development
is to improve people’s wellbeing and realize well-
rounded human development, and its goal is to
meet the aspirations of the people of all countries
for a better life, leaving no country and no one
behind.

Some of the key courses of action are: to safe-
guard and improve people’s livelihoods, protect
and promote human rights through development,
and make sure that development is for the people
and by the people, that its fruits are shared among
the people, and that the people have a growing
sense of gain, fulfillment and security; to make
development efforts more balanced, equitable,
effective and synergized to provide equal access
to the opportunities and benefits of development;
to make development goals more specific, prac-
tical and operational to bring visible and tangible
benefits to people; to make the accessibility of
food and energy security a priority in upholding
people-centered global development.

3.1.3 Staying committed to benefits
for all

Humanity is a community of shared future.
Only when all countries develop and prosper
together can we achieve true and good devel-
opment. In response to problems brought by
imbalanced and insufficient development such
as the North-South divide, digital divide and
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technological divide that have emerged in current
development, countries should pay more attention
to the universal benefit, coordination and inclu-
siveness of development.

Some of the courses for action are: to recog-
nize the organic unity of individual and collective
interests, national interests and the common inter-
ests of all countries and all people; to pay atten-
tion to the special needs of developing countries,
strengthen international development cooperation,
and create more development opportunities and
space for developing countries to realize indepen-
dent and sustainable development; and to build
a more equal and balanced global development
partnership, promote synergies in the multilateral
development cooperation process, and address the
problems of imbalanced and insufficient devel-
opment among and within countries. Developed
countries should meet their official development
assistance (ODA) and climate finance com-
mitments, and multilateral development banks
(MDBs) should adhere to their key mandates in
poverty reduction and development and increase
support for developing countries.

3.14 Staying committed to innovation-
driven development

Innovation is the premier driving force for de-
velopment. The emerging new technologies and
industries create conditions and driving forces for
improving labor productivity, reducing resource
consumption and promoting economic restructur-
ing and sustainable development.

Some of the key courses of action are: to streng-
then intellectual property protection, optimize the
management of scientific research institutions,
establish a technological innovation ecosystem,
and cultivate innovative and entrepreneurial tal-
ent to create an enabling environment; to seize
the opportunity brought by the new revolution
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in science, technology and industry, accelerate
the transformation of scientific and technological
achievements into real productivity, and create an
open, fair, equitable and nondiscriminatory envi-
ronment for scientific and technological innova-
tion, tap new driving forces for economic growth,
and join forces to realize leapfrog development; to
strengthen North-South, South-South and triangu-
lar cooperation in the fields of science, technology
and innovation, and promote the dissemination
of information and communication technologies
(ICTs) and environmentally friendly technologies
conducive to inclusive development and environ-
mental protection to developing countries to im-
prove their capacity for independent research and
development; and to advance the development of
modern industries, bridge the digital divide, and
accelerate low-carbon transformation to help de-
veloping countries achieve leapfrog development.

3.1.5 Staying committed to harmony
between humanity and nature

Humanity and nature are a community of life.
Humanity, in the use and transformation of na-
ture, should respect, adapt to and protect nature,
and plan development for harmonious coexis-
tence of the two. Eco-environmental protection
and economic development can be complemen-
tary. Protecting the ecological environment and
promoting a green low-carbon cycle can create
a beautiful ecological environment and lead to
higher-quality, more efficient, equitable, sustain-
able and secure development.

Some of the courses of action are: to address
the structural contradictions between unlimited
expansion of production, unrestrained consump-
tion and finite resources; to manage the relation-
ship between current economic development
goals and future economic growth potential, and
between the wellbeing of the people of current
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generations and of future generations; and to
actively cope with climate change, implement
the United Nations Framework Convention on
Climate Change (UNFCCC) and the Paris Agree-
ment in a comprehensive and effective manner,
promote green and low-carbon transformation of
production and consumption, strengthen climate
financing, and promote research and development
and transfer and sharing of green technologies.
Developed countries should accelerate efforts
to fulfil their climate change funding commit-
ments, and the Global Climate Fund (GCF) and
the Global Environment Facility (GEF) should
make more effective use of their resources to
help developing countries in sustainable transfor-
mation, and promote climate change adaptation
and mitigation based on the principle of common
but differentiated responsibilities and respective
capabilities to achieve sustainable development.
Sustained efforts should be made in pollution
prevention and control and ecosystem protection
to build a global eco-civilization. Air, water, soil
and other pollution should be controlled and pro-
tection and restoration of important ecosystems
on land and in the oceans enhanced. Equal weight
should be given to development and protection
in accordance with the intrinsic operating laws of
ecosystems to ensure a good ecological environ-
ment that will support sustainable global econom-
ic and social development.

3.1.6 Staying committed to results-
oriented actions

A result-oriented approach requires making
full use of existing multilateral mechanisms and
platforms, enhancing communication and coordi-
nation of international development policies, and
translating consensus into substantial actions. It
is of great significance to accelerating the imple-
mentation of the 2030 Agenda. More development
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resources should be invested through multiple
channels and means, cooperation mechanisms
innovated, and cooperation advanced in key areas
including poverty reduction, food security, public
health, climate change and green development,
industrialization and digitalization.

Some of the courses of action are: to provide
budgets and corresponding mechanisms for glob-
al public goods based on aid and development
cooperation departments, and coordinate with
the UN and international financial institutions;
to increase funding sources by introducing inter-
national taxation instruments, while prudently
advancing the G20/OECD Two-Pillar solution to
global tax reform to ensure multinational corpo-
rations pay their fair share of taxes globally; to
adopt new financing instruments such as issuing
bonds dedicated to climate initiatives and agricul-
ture to support projects, institutions and mecha-
nisms in the relevant fields; to evaluate and track
overall progress of different countries in achiev-
ing the SDGs on a voluntary basis when data and
statistical conditions permit, provide incentives
for countries and regions that complete goals
ahead of schedule, and grant targeted assistance
to those confronted with significant difficulties in
attaining these goals; and to make strengthening
pre-crisis preparedness of developing countries
a priority of cooperation. To mitigate the impact
of global public crises such as pandemics and
extreme weather events on developing countries,
the scale of the Pandemic Fund initiated by the
G20 and established at the World Bank can be
expanded, investment in forecasting, early warn-
ing, prevention and control of natural disasters
and epidemics increased, and diversified expert
response teams set up to provide timely support
to regions weak in these areas.
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3.2 Promoting global development
with concrete actions

Since its founding, the People’s Republic of
China has undergone tremendous changes and
created development miracles unseen in human
history. With its economic aggregate jumping to
second place in the world and over 1.4 billion
people freed from material shortages, China has
built a moderately prosperous society in all re-
spects, mapping out a new path to modernization.
The Chinese path to modernization is for a huge
population, aims at common prosperity, and bal-
ances material and cultural-ethical progress. It
features harmonious coexistence between human-
ity and nature, and peaceful development. China’s
realization of a moderately prosperous society is
an important contribution to global development
as well, injecting confidence and strength and
creating a new choice for countries that wish to
accelerate their development while preserving
their independence. It contributes China’s vision
for development and solutions to development
issues.

3.2.1 Promoting global development
with its own development

Success in the battle against poverty. China
has set standards in six areas to make poverty
alleviation work precise: identifying the poor
accurately, arranging targeted programs, utilizing
capital efficiently, taking measures tailored to
impoverished households, dispatching first Party
secretaries and other officials based on village
conditions, and achieving the goals set. It has
also launched five key measures to lift people
out of poverty: new economic activities, reloca-
tion from uninhabitable areas, recompense for

2024-05-28 14:53:19 ’7

55




Global Development Report 2023

eco-protection, education, and social assistance
for basic needs. By the end of 2020, China had
accomplished the goal of eliminating absolute
poverty as scheduled, which was also a decade
ahead of the deadline for meeting the poverty re-
duction goal of the 2030 Agenda, making a major
contribution to global poverty reduction progress.
All of the 832 counties and 128,000 villages with
98.99 million rural residents living below the
current poverty line emerged from poverty. China
has adhered to the basic policy of gender equality
and prioritized alleviating poverty among women.
Pro-poor policies, funds and measures have ad-
dressed impoverished women’s most urgent needs
and problems. Women account for roughly half of
the nearly 100 million people lifted out of pover-
ty and their survival and development conditions
have significantly improved. Over the past four
decades, China has reduced the number of people
living in poverty by nearly 800 million, account-
ing for nearly 75% of the global population lifted
out of poverty since 1980, as measured by the
World Bank’s global absolute poverty standard of
USS$1.9 per person per day (DRC & World Bank,
2022). In 2021, China set up a five-year transition
period for areas that have just shaken off poverty
to consolidate and expand the outcomes of their
fight against poverty as part of the effort to pro-
mote rural revitalization. In 2022, the per capita
disposable income of rural residents in counties
that had emerged from poverty increased by 7.5%
year on year, and the per capita net income of
populations that had emerged from poverty in-
creased by 14.3% year on year. The buttressing
role of employment and industrial development
is being strengthened in areas that have emerged
from poverty, progress has been made in rural
reconstruction and rural governance, and rural re-
vitalization across the board has got off to a good
start.
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Sustained and healthy economic develop-
ment. Since the reform and opening up began in
1978, the economy has been growing at a rapid
pace. From 1978 to 2022, China’s GDP grew
at an average annual rate of 9.1%. Even in the
second decade of the 21st century when the av-
erage annual GDP growth rate dropped to 7.6%
(2010 to 2019), China still contributed more than
30% of global growth in most of the years and
remained the engine of global economic growth.
It is the only country in the world that has all
the categories of industries listed in the UN in-
dustrial classification system, and is the numero
uno producer of many industrial products. With a
growing middle-income group of more than 400
million people, China is a mega-market with the
greatest growth potential and sustained momen-
tum. Faced with the impacts of multiple factors
at home and abroad that were beyond initial
expectations, China has implemented the new
development philosophy in full, to the letter and
in all fields to create a new development dynam-
ic and pursue high-quality economic develop-
ment. In 2020, during the COVID-19 pandemic,
China was the only major economy in the world
to achieve positive growth; in 2022, China’s GDP
stood at RMB121.02 trillion, an increase of 3%
over the previous year. In 2022, the investment
intensity of R&D funds increased to more than
2.5%; and China rose to 11th place on the Glob-
al Innovation Index (GII) released by the World
Intellectual Property Organization (WIPO), en-
tering the ranks of innovative countries. Despite
the backlash against globalization, China has
stayed committed to opening up for mutual ben-
efit, developing an open economy of higher stan-
dards, establishing a framework for opening up
on all fronts, and creating a bigger market, more
business opportunities and broader development
space for other countries.
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Significant improvements in people’s wellbe-
ing. China follows a people-centered development
philosophy with improving people’s livelihood
and wellbeing as its fundamental goal. Outstand-
ing issues concerning people’s immediate inter-
ests have been resolved and their sense of gain,
fulfillment and security has been enhanced. Peo-
ple’s disposable income per capita increased from
RMBI171 in 1978 to RMB36,883 in 2022. The
Engel coefficient for urban and rural residents de-
clined from 57.5% and 67.7% in 1978 to 29.5%
and 33% in 2022, respectively, showing that the
quality of life for both urban and rural residents
has increased. The public health system has
been improved, and the allocation of healthcare
resources optimized. Maternal mortality, under-
five mortality and infant mortality have continued
to decline. Life expectancy reached 78.2 years
in 2021; and the major health indicators for
the entire population are among the highest in
upper-middle-income countries. China has built the
largest education system in the world, comprising
preschool, primary, secondary and higher educa-
tion. It has joined the ranks of the world’s upper
middle-level countries in the overall level of edu-
cation modernization. In 2022, the net enrolment
rate of primary school-age children was above
99.9%; the gross enrolment rate for junior sec-
ondary education remained over 100%; nine-year
compulsory education saw 95.5% retention; and
the gross enrolment rate in preschool education,
senior secondary education and higher education
was 89.7%, 91.6% and 59.6% respectively.

Remarkable progress in building an eco-
civilization. By implementing the environmental
protection laws rigorously and formulating
and updating a series of laws and regulations,
China has formed a basic framework of eco-
environmental laws and regulations. The system
of river and lake chiefs and forest chiefs has
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been implemented across the board. The system
of public participation in environmental protection
has been improved with further environmental
information disclosure and better mecha-
nisms for public participation in environmental
decision-making and supervision, as well as for
filing complaints and reporting environmental vi-
olations. With public awareness of environmental
protection increasing, universal participation in
eco-environmental protection has reached a new
stage. In 2022, the proportion of good or excellent
air quality days in the year in cities at the prefec-
tural level and above was 86.5%; and the propor-
tion of heavily polluted days dropped to 0.9%,
less than 1% for the first time. The concentration
of fine particulate matter (PM2.5) fell to 29 pg/m’,
a year-on-year decrease of 3.3% and below 30 pg/
m’ for the first time since monitoring data became
available; the proportion of surface water meeting
good or excellent water quality standards (Grade
[-11T) was 87.9% nationwide, a year-on-year in-
crease of 3 percentage points; the proportion of
near-shore waters with good or excellent seawater
quality (Grade I and II) was 81.9%, a year-on-
year increase of 0.6 percentage point. In 2022,
China had 231 million ha of forests, with a forest
coverage rate of 24.02%, and 265 million ha of
grasslands, with a steppe vegetation coverage rate
of 50.32%. China also has the largest growth in
forest resources and the largest area of planted for-
ests, contributing 25% of the new green space in
the world since the turn of the century. China has
built the world’s largest clean power generation
system with the largest installed capacity of hy-
dropower, wind power and solar power. China has
supported an average annual economic growth of
more than 6% with an average annual energy con-
sumption growth of 3%. In 2022, the proportion
of non-fossil energy production and consump-
tion increased to 18.6% and 17.4%, respectively;
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newly installed wind and photovoltaic power
generation exceeded 120 million kW, and the
national installed capacity of renewable energy
resources exceeded 1.2 billion kW, ranking first
in the world. In 2022, energy consumption per
RMB10,000 of the GDP was reduced by 15.5%
compared with that in 2015, making China one of
the fastest countries in the world to reduce energy
consumption intensity.

3.2.2 Injecting impetus into global de-
velopment

China has always placed its own development
in the coordinate system of human development,
ensuring that the interests of the Chinese are in-
tegrated with the common interests of the people
of other countries by safeguarding world peace,
contributing to global development, preserving
international order, and providing public goods.
Since it proposed the GDI, the Chinese govern-
ment, together with all partners, has steadily and
pragmatically promoted cooperation in various
areas, and achieved a series of positive results
(CIKD, 2023).

The content of the GDI has been enriched. The
GDI is an important public good and cooperation
platform proposed by the Chinese government
for the whole world. Upholding the principles
of openness, transparency and inclusiveness, it
widely accepts and adopts constructive opinions
and suggestions from all parties and improves
its cooperation programs in a timely manner to
accelerate the implementation of the 2030 Agenda.
In September 2021, China circulated a GDI
concept paper at the UN, proposing eight core
concepts and eight priority areas of cooperation.
In May 2022, the high-level virtual meeting of
the Group of Friends of the GDI unanimously
supported the overall direction of cooperation in
the eight priority areas and stressed the role of the
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GDI as an accelerator of the 2030 Agenda. It was
agreed that cooperation within the GDI framework
should be adjusted to the changing situations
and on the basis of sufficient consultation. As
development is a prerequisite for protecting and
promoting human rights, the GDI should pay
special attention to gender equality, meet the
development needs of such groups as the elderly,
children and persons with disabilities, and enhance
balanced, coordinated and inclusive development
so that no country or person is left behind. In
June 2022, the High-level Dialogue on Global
Development resulted in the Chair’s Statement,
which further elaborated the core concepts and
principles for implementing the GDI, specified
the direction and entry points for cooperation in
the eight priority areas, announced 32 practical
measures for joint efforts, and improved the
framework of actions.

GDI cooperation mechanisms have been put
in place. The Group of Friends of the GDI was
formed at the UN in January 2022. As an im-
portant platform for extensive consultation, joint
contribution and shared benefits, it serves as an
important step in the institutional development
of GDI cooperation. So far, nearly 70 countries
have joined the Group of Friends. A number
of activities have been held, such as the high-
level virtual meeting and a ministerial meeting,
at which the participants had in-depth exchanges
of views and reached broad consensus on issues
such as deepening practical cooperation under the
GDI, accelerating the implementation of the 2030
Agenda, promoting the institutional arrangement
for the Group, and strengthening synergy with the
UN development system. The Group of Friends
called for a taskforce composed of heads of UN
development agencies and experts in relevant
fields to advance the GDI. This working group
will serve as another platform for strengthening
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policy dialogue and strategic synergy with UN
development agencies and be a mechanism for
promoting GDI cooperation. In September 2022,
China set up a GDI project pool and published
the first batch of projects. In November 2022,
the Global Development Promotion Center was
launched, and in January 2023, the Global De-
velopment Promotion Center Network was in-
augurated. With the participation of more than
30 countries and regional organizations, the Net-
work provides a platform for exchanging ideas,
synergizing development plans and coordinating
resources. A Global Knowledge Network for De-
velopment is in the pipeline. The China-ASEAN
Knowledge Network for Development has hosted
multiple joint research and exchange activities.
China will work with more partners to promote
experience sharing and mutual learning in gover-
nance with the support of regional and thematic
networks. Meanwhile, relevant global or regional
cooperation mechanisms have been established in
various priority cooperation areas.

Cooperation approach under the GDI has
been identified. The Ministerial Meeting of the
Group of Friends held in September 2022 came
up with a six-pronged approach for advancing the
GDI. First, development will be the priority of
the GDI and its central task will be implementing
the 2030 Agenda. Second, it will be projects-
led and action-oriented, where policy dialogue,
experience sharing, capacity building and practical
cooperation will be promoted through specific
projects in various fields. Third, it welcomes
extensive participation, with UN development
agencies as important cooperation partners and
the Group of Friends of the GDI as the main
actor, to build a good example of cooperation and
encourage the participation of other countries and
agencies. Fourth, it will increase input, which
means to fully leverage the Global Development
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and South-South Cooperation Fund and the
China-UN Peace and Development Trust Fund to
pool more resources and encourage all parties to
fund projects in their areas of interest. Fifth, it will
advance all-round cooperation in the key areas of
the GDI to ensure that all the 17 SDGs of the 2030
Agenda are met. Sixth, it will have a special focus
on key issues, including pressing challenges such
as food and energy security, poverty reduction,
supply/industrial chain disruptions.

Practical cooperation projects under the GDI
have come to fruition. Half of the 32 deliverables
of the High-level Dialogue on Global Develop-
ment released in June 2022 have been accom-
plished or have reaped early harvests. The first
batch of the 50 projects in the GDI project pool
released at the Ministerial Meeting of the Group
of Friends in September 2022 covers various ar-
eas such as poverty reduction, food security and
industrialization. Among them, more than 10 proj-
ects have been completed, and the rest are pro-
gressing. By September 2023, projects in the pool,
totaling nearly 200, had covered more than 60
developing countries. In 2022, the Chinese gov-
ernment set up 1,000 capacity-building projects
and provided 20,000 training opportunities, cov-
ering almost all members of the Group of Friends.
Besides, China issues the Global Development
Report and establishes the Global Knowledge
Network for Development to contribute Chinese
ideas to solving development challenges.

China has made every effort to help other
developing countries. As the largest developing
country in the world and a member of the Global
South, China is actively engaged in internation-
al development cooperation and help recipient
countries improve their capacity for development.
It has cooperated with nearly 20 international
organizations, including the UN World Food Pro-
gramme, the UN Development Programme, the
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UN Children’s Fund, the UN Refugee Agency,
the World Health Organization, and the Interna-
tional Committee of the Red Cross, and executed
over 130 projects in nearly 60 countries including
Ethiopia, Pakistan and Nigeria. “Small but beau-
tiful”, these projects span fields such as poverty
reduction, food security, COVID-19 response and
climate change, and have benefited more than
30 million individuals. China has done its best
to help other developing countries improve their
capacity to cope with climate change, vigorous-
ly supported their green and low-carbon energy
development, signed 46 memorandums of under-
standing on South-South cooperation on climate
change with 39 developing countries, and trained
about 2,300 officials and technicians in the field
of climate change for more than 120 developing
countries.

China has contributed to global governance
on major issues. In the area of climate change,
China has actively contributed to the Paris Agree-
ment and constructively participated in the con-
ferences and negotiations under the UNFCCC.
China has committed itself to achieving peak
carbon dioxide emissions by 2030 and carbon
neutrality by 2060 on the basis of the principle
of “common but differentiated responsibilities”,
which means it will accomplish the world’s larg-
est reduction in carbon emission intensity and
realize the transition from peak carbon emissions
to carbon neutrality in the shortest period of time
in history. China supports green and low-carbon
energy transition in developing countries, and is
implementing more green technology and clean
energy projects. It has announced that it will no
longer build any new coal power plants overseas.
In the area of biodiversity, China, as the host of
the 15th meeting of the Conference of the Par-
ties to the Convention on Biological Diversity,
funded the Global Biodiversity Framework Fund
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and facilitated the adoption of the Kunming-
Montreal Global Biodiversity Framework. In the
area of food and agriculture, China is an active
participant in the WTO agricultural negotiations
and contributed to the commitment to remove
export subsidy for agricultural products in the
Nairobi Ministerial Declaration. During the 12th
WTO Ministerial Conference in 2022, China
contributed to the conclusion of the Ministerial
Declaration on the Emergency Response to Food
Insecurity and the Ministerial Decision on World
Food Programme Food Purchases Exemption
from Export Prohibitions or Restrictions. Along
with other developing countries, China calls for
reducing the Aggregate Measurement of Support
(AMS) privileges of a few developed members.
In the area of global public health, China was the
first country to commit that COVID-19 vaccines
developed and deployed in China would be made
a global public good. It was the first to support
waivers on COVID-19 vaccine patents, and has
provided the largest number of vaccines to oth-
er countries. China was a founding donor to the
Pandemic Fund and one of its largest developing
country donors, making a significant contribution
to increasing the availability of vaccines and med-
icines in developing countries in general, as well
as preventing and responding to the COVID-19
pandemic. In the area of financing for develop-
ment, China has fully implemented the G20 Debt
Service Suspension Initiative (DSSI) for poor
countries and become its largest contributor. It
has signed debt mitigation agreements or reached
consensus with 19 African countries, helping ease
the debt repayment pressure on Africa.

The development deficit is both the result of
multiple global issues and a major determinant of
numerous global problems. While development
is beneficial to the resolution of other outstand-
ing problems, the current global development
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concept and governance system can hardly meet
the practical needs of post-pandemic economic
recovery, bridge the existing gap between the rich
countries and the poor ones, and realize social
unity and cooperation. No single country can
effectively address the various emerging global
challenges. Only consensus on a larger scale and
coordination of development resources can create
a force strong enough to do that. In September
2023, the UN convened the 2023 SDG Summit,
providing a crucial opportunity for all stakehold-
ers to consolidate the development consensus
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Working Together to Reduce
Global Poverty
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In 2020, due to the COVID-19 pandemic
and other crises, the number of people living in
poverty worldwide increased for the first time in
nearly 20 years, a major setback in global poverty
reduction progress. The world is unlikely to meet
the goal of ending extreme poverty by 2030 and
there are several reasons for the regression. The
global economy’s uneven recovery resulted in
limited domestic and international resources for
poverty reduction. The poor’s income and spend-
ing are both squeezed with the sluggish recovery
of the labor market slowing their income growth
while food and energy inflation significantly in-
creases the basic living cost. Frequent extreme
weather events have devastated the human capital
and physical assets of low-income countries and
the poor. Concerted efforts should be made to
bring poverty reduction back on track. The global
community should put poverty reduction high on
the global recovery agenda and stay committed to
common development. Agricultural development
and inclusive industrial transformation should be
emphasized in low-income countries and among
the poor. The human capital accumulation of the
poor should be increased and their employment
quality improved as a means of poverty reduction.
Given the limited resources for poverty reduc-
tion, the use of resources should be more efficient
and policies more targeted. Developed countries
need to deliver on their ODA commitments and
improve the global poverty reduction governance
system.

4.1 Global progress in poverty
reduction suffers reversal

4.1.1 Impoverished population in-
creases for the first time in nearly two
decades

Measured by the extreme poverty standard of
the World Bank, four years of steady gains have
been erased. Multiple studies on post-2020 pov-
erty' examined the progress in global poverty re-
duction (Mahler et al., 2022; Yonzan et al., 2022).
The World Bank, which incorporated economic
growth, inequality and inflation into its projection
model’, predicted that the number of people liv-
ing in extreme poverty globally would reach 719
million by 2020, an increase of 70,704,900 peo-
ple, or 10.91%, compared to 2019, based on the
extreme poverty threshold of US$2.15 per person
per day (on a 2017 PPP basis), a net increase of
90 million people in extreme poverty (Yonzan et
al., 2022)°. The global incidence of poverty hit
9.3% in 2020, an increase of 0.865 percentage
point from 2019. According to the projections,
the number of people living in poverty globally
started to decline in 2021, but would not return to
2019 levels until 2023, which means the process
of global poverty reduction has been set back by
four years.

The number of poor people, if measured
by the poverty threshold for middle-income
countries, has increased. The number of people

" Due to the lag in household survey data, the most current poverty headcount data supported by concrete evidence is only till

2019.

* The model sets the welfare impact of food price increases 3 percentage points higher for the lowest 40% of income groups

than for the upper 60%.

* The net increase is the difference between the number of people predicted to be poor considering the current shock and the

number of people predicted to be poor in the absence of the crisis.
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living in poverty globally, as measured by the
World Bank’s poverty threshold for lower-middle-
income countries and upper-middle-income coun-
tries, has also risen, defying the general trend.
Measured by the poverty line of US$3.65 per
person per day in lower-middle-income countries,
the number of people living in poverty globally in-
creased in 2020 by 81,760,300 compared to 2019,
with the poverty headcount ratio increasing by 0.83
percentage point. Measured by the poverty thresh-
old of US$6.85 per person per day in upper-middle-
income countries, the number of people living in
poverty and the poverty incidence increased in
2020 by 134 million people and 1.20 percentage
points, respectively, compared with 2019 (Figure
4-1). The current crisis not only affects the poorest,
but is also having a significant adverse impact on
low-income populations globally.

The world is unlikely to meet the goal of end-
ing extreme poverty set in the 2030 Agenda. The
confluence of crises, including the COVID-19
pandemic, geopolitical conflicts, inflation and

Chapter IV Working Together to Reduce Global Poverty

economic slowdown, has reversed the global pov-
erty reduction process and affected every country
and region. Although the 1997 Asian financial
crisis also reversed the global process of poverty
reduction, its cumulative impact on global pover-
ty was muted because it was a single crisis with
limited reach, and it was countered by effective
regional cooperation. According to World Bank
statistics, the global population living in extreme
poverty increased by 51,378,000 in 1997-1998,
or a mere 2.84%, with more than 60% of the
increase coming from East Asia and the Pacific.
Only two years after the outbreak of the Asian
financial crisis, the number of people living in
extreme poverty globally fell to the level of 1996.
Under the current conditions of widening global
inequality, sluggish economic growth and high in-
flation, the global incidence of poverty will likely
reach 6.8% by 2030, with a total of 574 million
people in poverty, and the goal of ending poverty
will almost certainly become unattainable (World
Bank, 2022).
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Figure 4-1 Global population in poverty (right axis) and poverty incidence (left axis), 1990-2030

Source: World Bank
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4.1.2 The increase of population living
in multidimensional poverty is higher
than that of extreme poverty

Alkire et al. (2021) used data on school clo-
sures and food insecurity to estimate the number
of people living in multidimensional poverty',
which they assessed as having increased by 152-
547 million globally in 2020, much more than
the increase in the number of people living in ex-
treme poverty, resulting in a 3.6-9.9-year regres-
sion in the progress on reducing multidimensional
poverty. Additionally, multiple studies show a
worsening of non-monetary poverty indicators
globally. For example, the World Energy Outlook
2022 stated that the number of people without
access to the power grid would reach 774 million
globally in 2022, an increase of 200 million from
2021, with the majority of the increment concen-
trated in sub-Saharan Africa. This reversed the
trend of a continuous increase in electricity cov-
erage in Africa since 2013 (Cozzi et al., 2020).
According to the World Food Programme esti-
mates, in 2022, 193 million people in 53 coun-
tries and regions were in a food crisis, increasing
by nearly 400 million compared with the record
in 2020 (WFP, FAO, 2022). School closures and
shutdowns due to the COVID-19 pandemic could
reduce secondary education completion rates,
with learning poverty rising by one-third in low-
and middle-income countries, and about 70%
of 10-year-olds unable to understand a simple
written text (Olaberria & Reinhart, 2022; Feng,
2022).

There has been a reversal in relative poverty
incidence even in developed European countries.
Rising energy and soaring food prices have
severely affected prices in commodity-importing
European countries, creating significant economic,
social and political repercussions. According to
Eurostat, using 60% of median income as a relative
poverty threshold, European countries made
significant progress in alleviating relative poverty
in 2015-2019, with the incidence of relative poverty
continuing to decline. However, the incidence
of relative poverty in Europe rose in 2020-2021
against the general trend. In 11 of the 31 countries
with statistics for 2021, the incidence of relative
poverty increased from the previous year.

4.1.3 The global distribution of pover-
ty further concentrates

The “new poor” are concentrated in regions
with a high poverty incidence in the pre-COVID
period. According to the World Bank, the addi-
tional poor due to COVID-19 was concentrated
in South Asia, East Asia and the Pacific, and
sub-Saharan Africa (Table 4-1). Considering the
population base of each region, South Asia and
sub-Saharan Africa have the highest share of
new poverty as a percentage of total population.
In 2020, the share of new poverty was 3.88% in
South Asia and 0.69% in sub-Saharan Africa. In
2022, the share of new poor in South Asia fell
to 2.50%, while in sub-Saharan Africa it rose to
0.96%. The multiple ongoing crises have scarred
regions where poverty was already concentrated,
further polarizing the global distribution of poverty.

" The Multidimensional Poverty Index (MPI), developed jointly by the UNDP and the Oxford Poverty and Human Develop-
ment Initiative, covers three dimensions — health, education, and standard of living — and contains 10 indicators: nutritional status of

people under 70 years of age, mortality rate of children under 18 years of age, whether any member of the household has more than

six years of schooling, school enrolment of school-age children, use of solid fuels for cooking, access to sanitation, access to safe

drinking water, access to electricity in the household, household housing, and the level of assets of the household. Nutrition, child

mortality, years of schooling and school enrolment are each assigned a score of 1/6, and the others are each assigned a score of 1/18.

Groups with a score of more than 1/3 on the “deprivation” indicator are considered multidimensionally poor.
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Table 4-1 Newly added global poverty by region, 2020-2022

Unit: million people

) Latin America| Middle East
Poverty East Asia and | Europe and . ) Sub-Saharan
Year . . | and the Carib-| and North South Asia .
Threshold the Pacific Central Asia . Africa
bean Africa
2020 9 1 -1.4 1.3 73 8
2021 US$2.15 10 0.5 -3.1 4.2 58 9
2022 9 1 -2.8 5.4 47 11
2020 29 1.8 -1 0.6 120 17
2021 US$3.65 31 0.9 -5.8 2.6 102 18
2022 32 2.3 -6 2.5 95 20
2020 73 4 2.7 8.9 56 8
2021 USS$6.85 73 1.5 -7.2 8.1 58 8
2022 82 12.3 -7 7.5 59 10

Source: World Bank; Mahler et al., 2022

In 2019, nearly 60% of the poor lived in sub-Saha-
ran Africa and 24% in South Asia, the two regions
with the highest rates of poverty globally.
Sub-Saharan Africa faces an immense
challenge of poverty reduction. Despite its large
poor population, South Asia has accelerated
poverty reduction since 2014, halving the incidence
of extreme poverty in 2014-2019. Due to sluggish
economic growth and high population growth,
sub-Saharan Africa saw its number of poor people
rebound after 2015, reaching 391 million in 2019,
accounting for 60% of the global poor population
(Schoch et al., 2022), nearly five times the 1990
level. The multiple ongoing crises have dampened
economic recovery in the region and weakened
the underlying momentum of poverty reduction.
According to the IMF, in 2019 sub-Saharan
Africa’s GDP per capita was 34.78% of the average
for EMDEs. It fell to 34.32% in 2020 and would
further decline to only 30.97% by 2025. The World
Bank’s Global Economic Prospects 2023 also

pointed out that in 2023-2024, sub-Saharan Africa,
with the highest incidence of poverty, would have
the slowest growth in per capita income, at only
1.2%, 0.5 percentage point lower than in 2019.
By 2030, 30% of the population in sub-Saharan
Africa will be living in extreme poverty, due to
slow economic recovery, regional vulnerability and
conflict (Schoch et al., 2022).

The share of urban non-farm employment
among the new poor has increased. Compared to
the chronically poor', the new poor generated by
the multiple current crises show new characteris-
tics. Only 19% of the chronically poor lived in ur-
ban areas, and the share of non-farm employment
was 31.75%, while 28% of the new poor lived in
urban areas and 44.29% were employed in non-
farm jobs (Nguyen et al., 2020). Data obtained by
the World Bank through high-frequency phone
surveys presented a similar finding, with urban
groups with the lowest 40% incomes suffering
more from the crises than the remaining 60%, but

" The chronically poor are those who remain in poverty regardless of the multiple current crises.
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this finding did not apply in rural areas (Yonzan
et al., 2022). Those employed in agriculture were
comparatively less affected by social distancing
policies. Furthermore, agricultural self-sufficiency
in many developing countries cushioned the nega-
tive impact of the crises on household expenditure.
For wage-earning urban households, the multiple
crises have directly reduced household income and
raised the cost of living, resulting in a large num-
ber of people in non-farm employment falling into

poverty.

4.1.4 Vulnerable groups at high risk
of poverty

The assets of vulnerable populations were
significantly reduced. Vulnerable populations are
those with incomes above the extreme poverty
threshold and below the middle-income threshold,
amounting to approximately 3.4 billion global-
ly (Fengler et al., 2023). In the multiple current
crises, vulnerable groups in the lower strata of
society have not only been hit by school closures,
unemployment, lower wages and inflation, but
have also responded to the crises by selling their
assets, drawing down their savings and reducing
non-food spending. Vulnerable populations may
have avoided a significant drop in household in-
come and poverty, but due to the slow recovery of
the global economy, they have been living through
a prolonged period of low income and are unlike-
ly to repair their balance sheet any time soon or
invest in human capital. The loss of family wealth
meant the disappearance of the shield against
risks, resulting in spending suppression and under-
investment in human capital. This further increas-
es the vulnerability of the poor and undermines
the effort to reduce poverty sustainably.

The level of welfare that vulnerable popula-
tions’ assets could generate decreased. Human,
social and physical capital, as well as public
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resources, provide the basis of a household’s live-
lihood, and households need to dispose of their
assets, for example, by using or selling them,
to generate income. The current climate crisis,
economic slowdown and global inflation have
reduced the net worth of vulnerable populations
while at the same time diminishing the level of
welfare such household assets could generate.
For example, the economic slowdown has led
to devaluation of fixed and financial assets and
reduced value creation from productive assets.
Without the multiple current crises, 100 million
of the 3.4 billion vulnerable people could have a
chance of entering the middle class each year, but
the number of people entering the middle class in
2023 was expected to fall to 85 million (Fengler
et al., 2023). Vulnerable groups are not yet in-
cluded in poverty monitoring systems and present
the greatest uncertainty in the future outlook on
global poverty.

4.2 Multiple factors affect the
effects of poverty reduction

4.2.1 Significant decline in resources
available for poverty reduction

In countries with a high poverty incidence,
economic growth has virtually stagnated,
stalling the momentum of poverty reduction.
The Development Research Center of the State
Council (DRC) and the World Bank conducted
an analysis of the dynamics of poverty reduction
in major countries over the past 20 years and
found that sustained economic growth has been a
major driver of global poverty reduction (DRC &
World Bank, 2022). The slowdown of the world
economy began in 2010, and its growth has been
further depressed by the ensuing multiple crises.
The World Bank forecast the global economy
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would grow by a cumulative 2.2% from 2022 to
2030, only two-thirds of the 2000-2010 rate, with
the potential growth rate decreasing by an average
of 0.4 percentage point per year. The potential
growth rate of EMDEs is expected to decline by
1 percentage point per year on average, while for
the developed economies, it will decrease only by
0.2 percentage point (Kose & Ohnsorge, 2023).
Low-income countries with a higher poverty
incidence face larger shocks and slower economic
recovery. The average GDP growth of low-income
countries with a poverty incidence higher than
50% was -5.3% in 2020 and was estimated at 0.2%
in 2022, compared with a GDP growth rate of 0.1%
and 1.2%, respectively, for low-income countries
with a poverty incidence of less than 50% (World
Bank, 2023). Lower economic growth means
fewer jobs, less fiscal revenue and reduced
industrial performance, which will greatly affect
the employment and income of the poor and have
a substantial impact on global poverty reduction.
Low-income countries have suffered shrinks
in financial resources and financing capacity.
They face challenges on both the revenue and ex-
penditure sides, and their deficits have risen sig-
nificantly. On one hand, they introduced a host of
policies to curb inflation and had to increase fiscal
spending. On the other hand, the downturn in the
domestic economy and the decrease in corporate
and household income have stunted the growth of
fiscal revenue. According to the IMF, the deficit
rate of low-income countries was 4.94% in 2022,
an increase of 1.45 percentage points from 2019;
while the deficit rate of developed economies was
3.64%, an increase of only 0.8 percentage point
from 2019 (IMF, 2022). The deteriorating global
financial environment has led to a continued wid-
ening of sovereign spreads in EMDESs, and higher
financing costs have weakened their access to
financing. Operating under fiscal constraints,
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developing economies must balance the different
objectives of debt stabilization, economic revi-
talization, poverty reduction and climate change
adaptation. Not only has poverty reduction been
given a much lower priority in the allocation of
fiscal resources, but the choice of poverty re-
duction policy instruments has also been limited
(IMF, 2022; World Bank, 2022).

Global development resources for poverty
reduction have declined significantly. The strain
on internal resources in developing countries has
been accompanied by shrinking development
assistance from developed donor countries. For
example, in November 2020, the UK government
announced cuts to its total ODA from 0.7% to
0.5% of its GDP, which is lower than the UN’s
target and is the lowest proportion of the UK’s
total aid to its GDP for the 2013-2020 period.
While total ODA increased by 13.6% in 2022
according to Organization for Economic Co-
operation and Development (OECD) statis-
tics, the aid associated with domestic refugees
amounted to US$29.3 billion, or 14.4% of net
ODA. Ukraine-related aid amounted to US$16.1
billion, or 7.8% of net ODA. And spending asso-
ciated with the COVID-19 pandemic amounted
to US$11.2 billion, or 5.49% of net ODA. If these
three components are removed, ODA actually
declined in 2022 (OECD, 2022). The decline
in donor resources further erodes the resources
available for poverty reduction globally.

4.2.2 Rising food and energy prices
led to the cost-of-living crisis

Developing economics are largely affected
by the rising prices of food and energy. A series
of shocks — such as supply chain disruptions
caused by COVID-19 quarantine measures, labor
shortages due to “long COVID” and unjustified
unemployment subsidies, and food and energy
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crises — continued to prolong and expand the
current round of inflation and push up prices.
Concurrent food and energy price increases added
to the feedback power of the current inflation
cycle. Since 2020, the global average Consumer
Price Index (CPI) has rapidly increased, reaching
9.48% by 2022, and the median CPI was 7.9%
(Figure 4-2). In April 2021, the EU’s Harmonized
Index of Consumer Prices (HICP) exceeded
the 2% target and continued to rise unabated,
hitting double digit by August 2022. In October
2022, the US core CPI also reached a record
high of nearly 40 years. Inflation in EMDEs
reached 6.94% in 2020-2022, twice as high as in
developed economies. World Bank data show that
between December 2022 and March 2023, 82.4%
of low-income countries, 93% of lower-middle-
income countries, and 89.0% of upper-middle-
income countries had inflation levels above 5%,
with many countries experiencing double-digit
inflation. In terms of the sources of inflation, rising
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energy prices have been the main contributor in
developed economies since 2020, while inflation
in EMDEs has come primarily from rising food
prices (Figure 4-3). In 2022, energy prices in
developed economies grew by 9.67% on average,
higher than in EMDEs. However, EMDEs have
endured a higher food price increase of 8.61%,
3.48 percentage points higher than in developed
economies. Average inflation in sub-Saharan
Africa reached 12.9% in October 2022, with
higher food prices contributing more than 50% of
the inflation (World Bank, 2023).

Low-income groups experienced a signifi-
cant decline in real purchasing power. Inflation
reduced their real purchasing power. According
to the International Labor Organization (ILO)
estimates, global real wages fell by 0.9% in the
first half of 2022, the first decline since 2008. In
addition to the impact of widespread inflation,
low-income groups were hit harder as the “effec-
tive rate of inflation” varies between households
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Figure 4-2 Global CPI, 1990-2022

Source: Ha, Jongrim, M. Ayhan Kose and Franziska Ohnsorge, 2021

W BRI 2023-2 indd 72

2024-05-28 14:53:20 ’7



29 -

24

19 A

14 A

S v A Vv ®W —~ T &~ O

D DD DN N O (] S — — —_ N

S & & S S S S o o9

- e s = A A a & aaaa
Energy CPI

s 2008 global financial crisis

Developed economies

Chapter IV Working Together to Reduce Global Poverty

29 -

oS o \O D A ['a) 0 — <t o~ [N
D DD O O —_ = = AN
S & & D DS o o o 99
- — — A N N N N N [\ Ne\|
Food CPI
mmmm 2020 crises ——— World

——— EMDEs

Figure 4-3 Global energy and food CPI, 1990-2022

Source: Ha, Jongrim, M. Ayhan Kose and Franziska Ohnsorge, 2021

at different income levels due to their spending
mix. During the 2017-2019 period, the share of
food expenditure reached 44.84% in low-income
countries, 21.40% in lower-middle-income coun-
tries, and only 8.15% in high-income countries
(OECD and FAO, 2020). The World Bank esti-
mates that in developing countries, one-third of
a typical poor household’s spending is for food
(World Bank, 2022). Inflation brought about by
rising food and cereal prices has undoubtedly hit
low-income groups and the poor harder. A study
by the ILO has found that low-income households
face an “effective rate of inflation” that is 1-4
percentage points higher than that of high-income
households (ILO, 2023). A World Bank analysis
suggests that a 1% increase in food prices could
push 10 million people into poverty; if food
prices remain as high as they were in 2022 for a
year, this could lead to an increase of 100 million
people living in poverty worldwide (World Bank,
2022).

W PR AR 2023-2 indd 73

4.2.3 The quality of employment de-
clined due to the pandemic and other
factors

The labor markets in low-income countries
experienced a slow recovery, with high unem-
ployment rates and fewer working hours. At the
beginning of COVID-19, low-income countries
seldom took measures such as social distancing,
and their labor markets were less affected, with
no significant changes in working hours or un-
employment rates. However, as multiple crises
hit subsequently, in particular the contraction of
aggregate demand in high-income countries and
its transmission through the global value chain,
the labor markets of low-income countries were
greatly weakened. The number of unemployed
people globally was 205 million in 2022, corre-
sponding to an unemployment rate of 5.8%, 0.3
percentage point higher than in 2019. The main
reason was slow recovery of labor markets in
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low-income and lower-middle-income countries,
with unemployment rates 0.6 percentage point
and 0.7 percentage point higher than in 2019,
respectively (Table 4-2). The unemployment rate
only partially reflects the labor market downturn.
The actual impact of the multiple crises on jobs
was much more acute than these figures suggest,
as many people stopped searching for jobs and
were not included in the unemployment statistics.
Some workers remained employed but suffered
a loss of working hours. Employees worked an
average of 42 hours per week in 2019, which was
down to 41.4 hours in 2022. Similar to the un-
employment rate, the loss of working hours was
more severe in low-income and lower-middle-
income countries.

The quality of employment declined marked-
ly, and the working poverty incidence increased.
The decline in the quality of employment glob-
ally was characterized by both lower wages and
a higher share of informal employment. For
wages, while global labor force income in 2021
was 0.9% above pre-crisis levels, the average

obscures the fact that three-fifths of workers still
live in countries where incomes have not recov-
ered to pre-crisis levels (ILO, 2022). With regard
to informal employment, the number of infor-
mal jobs had recovered to 2019 levels in 2021-
2022, in contrast to 2005-2019 when informal
employment grew at a slower pace than formal
employment. The rapid recovery in informal em-
ployment was mainly driven by an increase in
informal jobs in low-income and lower-middle-
income countries. While the increase in informal
jobs could improve income and employment for
low-income groups in the short run, it also meant
an increase in the number of socially unprotect-
ed, low-wage workers, which in the long run
increases global vulnerability to poverty. As a
result of the deteriorating quality of employment,
the global working poverty incidence reversed a
decade-long trend of decline (Figure 4-4), rising
from 6.68% in 2019 to 7.19% in 2020. In break-
down, the 0.84 percentage point increase in lower-
middle-income countries was the main source of
the global increase in working poverty. While the

Table 4-2  Global labor market performance by national income level

) Low-middle- Upper- o
Low-income . . . High-income
Year World . income middle-income ]
countries . . countries
countries countries
Loss of working 2020 8.7 5.9 11.2 7.1 7.6
hours due to 2021 3.6 4.6 6.4 0.8 3.6
COVID-19 2022 1.4 2.1 2.7 0.3 0.6
(hours) 2023 1.6 2.1 2.6 0.5 1.6
2019 5.5 5.2 5.5 6.0 48
2020 6.9 5.9 7.4 6.8 6.5
Unemployment
2021 6.2 5.8 6.4 6.3 5.6
rate (%)
2022 5.8 5.8 6.2 6.0 4.5
2023 5.8 5.7 6.2 5.8 4.9

Source: ILOSTAT
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Figure 4-4 Working poverty incidence among the population aged above 15, 2009-2022

Note: Poverty threshold here is US$1.90 per person per day.

Source: ILOSTAT

working poverty incidence decreased to 6.38% in
2022, below the 2019 level, the working poverty
incidence in low-income countries was still 0.28
percentage point higher than in 2019.

4.2.4 Poverty caused by disasters in-
creased

Climate change leads to a loss of physical
capital for poor countries and populations. The
impacts of climate change include perennial
changes such as soil degradation and salinization
and extreme weather events such as heat, floods
and other natural disasters. Globally, 70% of the
poor depend on the extraction of natural resourc-
es for their livelihoods, and 36% of the wealth
of low-income countries is in natural resources
(Kempf, 2018). As a result, the impact of climate
change on natural resources could have a direct
impact on low-income countries, causing poverty
and economic slowdown. For the large number of
poor people who depend on agriculture, forestry
and fisheries for their livelihoods, climate change
leads to the loss of agricultural inputs and lower
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yields of agricultural products, causing unstable
incomes and malnutrition among the poor, along-
side other consequences. The destruction of shel-
ter and infrastructure caused by extreme weather
events threatens the basic conditions for survival
and prosperity of low-income countries and the
poor, further reducing their access to essential
public services. A World Bank study suggests that
if left unchecked, the number of people pushed
into poverty by climate change will reach 130
million by 2030 (Nishio, 2021). An IMF study
has found that in the worst-case scenario, climate
change could reverse the development gains of
the past decades and widen the inequality among
countries.

Low-income countries face a higher mortal-
ity rate due to extreme climate. Research by the
UN Intergovernmental Panel on Climate Change
(IPCC) has found that populations living in high-
ly vulnerable countries such as Mozambique,
Somalia and Nigeria are 15 times more likely
to die as a result of floods, droughts and storms
compared to populations in low-vulnerability
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countries such as the United Kingdom and Aus-
tralia. The loss of human capital will take a dev-
astating toll on households.

4.3 Jointly bringing poverty re-
duction back on track

Uneven recovery has exacerbated global
inequality and further widened the North-South
divide, resulting in an increase of the global poor
against the general trend. If the lives of the poor
in the midst of the multiple crises were to be pro-
filed, it would show them being forced to take up
high-risk service jobs, and risking their lives for
a meagre income to sustain their minimum liv-
ing standards because they were not equipped to
work remotely during the COVID-19 pandemic,
while poor children had to put their studies on
hold because of school closures. Girls from poor
families had to undertake heavy domestic chores
and may never return to school. Coming out of
the pandemic, the poor found that they could
never bring their lives back on track. Rising food
and energy prices eroded the living standards of a
large number of poor people, and the labor mar-
ket remained depressed even after the removal of
social distancing restrictions. Many could not re-
turn to their jobs and had to resort to low-paying
informal employment as a replacement for formal
occupations — and were then excluded from the
social safety net.

Respect for human life and dignity is the
common pursuit of human society. Leaving no
country or person behind is a commitment of the
2030 Agenda. Ending poverty would require not
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only prioritizing development and promoting
stable and sustained economic growth, but also
formulating poverty reduction strategies that are
timely, adapted to the local conditions, and con-
centrating a variety of resources on effectively
assisting the poor.

4.3.1 Prioritizing poverty reduction on
the policy agenda

Poverty reduction should be placed high on
the inclusive recovery agenda, and various re-
sources are to be mobilized for poverty reduction.
Maintaining a people-centered approach and
promoting balanced, coordinated and inclusive
global development is key to restarting the global
poverty reduction process. Inclusiveness should
be the foundation of economic development in
the post-pandemic era so that no country and no
one is left behind. Countries should integrate the
poor into their industrial, social and fiscal poli-
cies and fully consider the interests of the poor
in economic recovery. A whole-of-government,
whole-of-society system for poverty reduction
should be established and financial and human
resources mobilized from the non-state sector,
including private enterprises, foreign investors,
and non-governmental organizations, to invest in
the poverty reduction policy agenda and promote
policy synergies. In the long term, achieving the
goal of poverty reduction will also require sus-
tained improvement in governments’ capacity
to govern, which should play a constructive role
in building credible commitments, strengthen-
ing internal coordination and promoting multi-
stakeholder cooperation (Box 4-1).
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Box 4-1 Two pillars of China’s absolute poverty elimination

Over the past four decades, China has reduced the number of people living in poverty by
about 800 million, according to the World Bank’s absolute poverty threshold of US$1.9 per
person per day, accounting for 75% of the global poverty reduction over the same period. In
2021, China declared that all rural poor people below the current poverty line had been lifted
out of poverty, a decisive and historic moment of ending absolute poverty.

A joint study by the DRC and the World Bank examined China’s path to poverty
eradication and concluded that the two pillars of China’s solution to absolute poverty were
broad-based economic reform and development and government-led poverty alleviation
strategies and policies. The first created new opportunities for the poor and raised incomes. The
latter, following the government’s recognition of the need for targeted support to poor areas
and poor households, focused on geographically disadvantaged areas and then shifted to more
targeted poverty reduction interventions with poor households. The targeted poverty reduction
strategy played a positive role in addressing the “last mile” challenge. Additionally, effective
governance was the foundation of China’s success in poverty reduction. Credible government
commitments, inter-agency coordination and cooperation with the non-governmental sector

underpinned the achievement of poverty reduction goals.

Source: DRC and World Bank

Genuine multilateralism should be upheld to
promote common development across the world.
In the era of globalization, no country can thrive
alone, nor can any country independently over-
come multiple crises, such as the COVID-19
pandemic, inflation and geopolitical conflicts. All
countries in the world should continue to act in
solidarity and cooperation, uphold and practice
genuine multilateralism, and achieve inclusive
development through multilateral platforms and
solutions. Against the backdrop of a weaker-
than-expected economic recovery in developing
countries and the further widening of global in-
equality, achieving inclusive development and
returning global poverty reduction to the right
track requires clear actions against trade protec-
tionism and conditions to fully leverage the com-
parative advantages of more developing countries
for better, deeper and broader participation in the
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global value chain. Countries should strengthen
macroeconomic policy coordination, maintain
global financing for development, and jointly
create an international environment conducive to
development.

4.3.2 Emphasizing agricultural devel-
opment and committing to inclusive in-
dustrial transformation

Food security for poor populations and
low-income countries has become the minimum
requirement of the global poverty reduction en-
deavor. Promoting agricultural development and
improving food supply can provide a cushion
for the poor and raise the welfare level of poor
households engaged in agricultural production.
At the same time, for both food-producing and
food-exporting countries, increasing food pro-
duction capacity can improve the terms of trade
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and contribute to economic recovery and higher
incomes for rural populations.

Agricultural development should be integrat-
ed into poverty reduction and agricultural resil-
ience should be increased. With three quarters of
the world’s poor living in rural areas, agricultural
development is naturally linked to the poverty
reduction agenda. Low-income countries and
developing countries should make increasing the
resilience of agriculture and extending the value
chain the core objectives of agricultural devel-
opment. They should attach high importance to
agricultural development, update the domestic
agricultural governance system, and increase pub-
lic and private sector investment in agriculture.
In the research and development and production
stages, they should adopt more innovative agri-
cultural technologies and strengthen the research
and development of agricultural technologies
suitable for local environments and conducive to
sustainable development, as well as the extension
of such technologies. They should develop agri-
cultural infrastructure and improve the efficiency
of utilizing land and other agricultural inputs. Tax
policies should appropriately favor agriculture,
and long-term, stable support should be given to
agricultural development by the poor and in poor
regions. Private capital should be attracted into
the processing, storage and transportation stages
to optimize the mix of agricultural industry and
extend the agricultural value chain.

Agricultural development assistance should
combine short- and long-term programs, and soft
and hard infrastructures. At present, the most ur-
gent task is to provide timely and effective food
aid to countries and groups facing food shortages
to avoid humanitarian crises. In the longer term,
poverty reduction and agricultural assistance
should be combined, focusing on both the in-
frastructure and soft conditions for agricultural
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development to provide effective assistance to the
poor. On one hand, such assistance should focus
on the development of agricultural infrastructure
and water conservancy projects so as to lay a
good foundation for the agricultural development
of the recipient countries and create favorable
conditions for the self-development of the poor.
On the other hand, the training of agricultural pro-
fessionals and technology demonstration should
be intensified. Agricultural technology training
should be strengthened and local professionals
familiar with the local economic and social envi-
ronment should be trained. The effectiveness of
agricultural aid should be improved by scaling up
successful pilots. Through the training of model
farmers and the construction of model farms, the
confidence and internal motivation of the poor
to adopt new technologies and varieties will be
boosted.

Industrial transformation and inclusive de-
velopment should be promoted. From the per-
spective of industrial development and economic
growth, a country’s poverty reduction goal must
be realized based on inclusive economic growth.
The transformation of inefficient industries into
efficient ones and the upgrading of inefficient pro-
duction to efficient production are the fundamen-
tal drivers of poverty reduction, and high-quality
development is the core driver of improving the
wellbeing of the poor. The new technological
revolution offers developing countries the op-
portunity to achieve leapfrog development, but it
is not a panacea for all development challenges.
Economic growth and industrial transformation
must promote inclusive growth and improve the
livelihoods of the poorest groups. This is partic-
ularly true in the digital age, where creative de-
struction is likely to raise issues of inclusiveness
and inequality as human jobs are replaced by ma-
chines. Issues arising from development, such as
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the digital divide and equity deficits, should also
be addressed in development.

4.3.3 Building up human capital and
promoting employment for the poor

School closures as a result of the COVID-19
pandemic took a lasting toll on the education of
poor children, while the slow recovery of the la-
bor market led to higher unemployment among
the poor, especially young people. Addressing the
human capital deficit must be on the agenda as
the world embarks on the road to recovery.

Adequate and sustained support should be
provided for human capital accumulation. The
priority is to help poor children dropping out of
school as a result of the pandemic return to school
to avoid further loss of human capital. The focus
should be on access to education and health care
for the poor. Schools and hospitals should be ra-
tionally located to reduce the cost of education
and health care. The existing technologies, such as
distance learning platforms, should be fully lever-
aged to develop human capital while also protect-
ing the poor from falling into the digital divide.

Employment of the poor should be supported
and their skills improved to adapt to the digital
age. To accelerate the recovery of the labor mar-
ket, small and micro-enterprises should be sup-
ported with a variety of fiscal and tax incentives.
Programs such as work relief should be imple-
mented to create more jobs and prevent welfare
dependency. Informal employees should be in-
cluded in the social security system. Future-proof
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skills training should be provided to help the poor
adapt to the job demands of the digital age.

4.3.4 Developing targeted policies and
improving resource efficiency

COVID-19 control measures consumed a
great deal of national resources, and the subse-
quent anemic economic recovery failed to gen-
erate sufficient resources for poverty reduction.
Improving the effectiveness of poverty reduction
policies is a practical way to move global poverty
reduction back on track.

The poor should be identified precisely and
the quality of data on poverty improved (Box 4-2).
The multiple crises have increased the number of
poor people worldwide, but the new poor are dif-
ferent from the chronically poor. Priority should
be given to the collection of baseline data on the
number, distribution and characteristics of the
poor for accurate demographic characterization
and effective policy interventions. Monitoring
networks should be established covering both
urban and rural areas, the employed and unem-
ployed, and formal and informal workers; data
sharing among government agencies should be
strengthened and digital technology should be
fully harnessed to accurately measure household
income and expenditure. An early warning sys-
tem should be developed for the poor, vulnerable
groups should be included in the monitoring, and
preventive measures should be strengthened.

Box 4-2 China’s experience in accurate identification of poor households

Since the 1980s when China embarked on a large-scale, systematic poverty reduction pro-
gram, it has continuously adapted its approach to poverty reduction according to the changing
causes of poverty: from the nationwide minimum living standard allowance to the widespread
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regional poverty alleviation and development strategies; to specialized and more granular
poverty alleviation policies and programs in poverty-stricken areas, counties and villages; and
finally, to targeted and direct interventions with poor households.

The targeted poverty reduction strategy improved the identification of poor households.
A combination of top-down and bottom-up approaches was used to identify poor households.
Specifically, the National Bureau of Statistics (NBS) measured the size of the poor population
at the national and provincial levels based on the 2010 national poverty line. The NBS survey
found about 100 million poor people in China’s rural areas, mainly concentrated in the central
and western provinces. In the process of mapping out the poor population, the Chinese govern-
ment mobilized about 800,000 officials to conduct accurate identification of poor households
using the total number as a reference and set up records for poor households in each county and
village. It is worth noting that monetary indicators such as household income and expenditure
are no longer the only criteria used in “bottom-up” identification. In the absence of accurate
income and consumption data for rural households, local governments often supplemented the
income-based poverty criterion by counting the household assets such as housing and durable
goods. In order to ensure that “no household or individual is left behind”, if the bottom-up total
exceeds the NBS total, the NBS total may be increased by 10% or more.

The implementation of the targeted poverty reduction strategy has not been without chal-
lenges. Due to weak governance capacity in rural areas, previous exercises resulted in false
positives (households above the poverty threshold were identified as poor) and false negatives
(poor households were not identified). This calls for secondary verification of poor household
identification results during the implementation phase of targeted poverty reduction and follow-
up of the households exiting from poverty. Providing strong incentives and monitoring poverty
exit has proven to be particularly valuable in motivating local officials to achieve the poverty
reduction targets. To improve public oversight, China has also established a monitoring and re-
porting line.

Source: DRC and World Bank

A cross-sectoral and multi-level policy sys-
tem should be established and a policy evaluation
mechanism developed. All countries’ national
conditions should be respected and adequate as-
sessments and research should be conducted on
policies such as transfer payments, infrastructure
development, consumer subsidies and tax incen-
tives. Multi-stakeholder evaluation that involves
government departments, independent actors and
international organizations should be fully lev-
eraged and result evaluation should be included
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in the policymaking process to ensure policy
continuity and effectiveness. Poverty reduction
requires stronger policy coordination of multiple
sectors, including the fiscal system and the eco-
nomic development sector, as well as the social
and financial sectors; each sector should clearly
define its policy objectives and priorities to form
a concerted effort to reduce poverty. Frontline
officials should be mobilized to ensure that “last-
mile” policy implementation truly benefits the
poor.
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4.3.5 Enhancing global cooperation in
poverty reduction

The global governance system for poverty
reduction should be improved and practical coop-
eration enhanced. A global governance approach
of extensive consultation, joint contribution and
shared benefits should be adopted, and the UN and
other organizations should play an effective role
in planning and coordinating the global poverty
reduction process. The role of the 2030 Agenda
in building consensus, synergies and coordination
should be maximized. Global and regional gov-
ernance mechanisms should be fully leveraged.
Countries and organizations should be encouraged
to provide effective global public goods. The GDI
should be implemented, and the global gover-
nance framework for poverty reduction enhanced.
Monitoring of the global poverty reduction pro-
cess and evaluation of aid effectiveness should be
improved. The exchange of experience, policies
and knowledge on poverty reduction should be
facilitated, and practical cooperation should be
conducted to broaden partnerships for poverty
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increase their support for the relevant policies of
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poverty reduction in low-income countries. The
G20 Common Framework for Debt Treatments
beyond the Debt Service Suspension Initiative
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nism involving all creditors should be established.
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Working Together to Safeguard
Global Food Security
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“Zero Hunger”, the second UN Sustainable
Development Goal, is about creating a world
free of hunger by 2030 in which food security is
ensured, malnutrition improved, and sustainable
agriculture promoted. Access to adequate food
and freedom from hunger are basic human rights.
In recent years, the global food security situation
has deteriorated due to the combined effects of
the COVID-19 pandemic, geopolitical tensions,
climate change and extreme weather, economic
slowdown and inflation, with developing coun-
tries being disproportionately affected. Although
it is expected that global food security situation
will gradually improve in 2023, the challenges in
developing countries have not been effectively
addressed. To ensure that all people have access
to adequate food and to achieve a “Zero Hunger”
world, it 1s recommended that the international
community prioritize food security on the 2030
Agenda, help enhance developing countries’
agricultural development capacity without com-
promising their sovereignty and in light of their
national conditions, prevent and control the risks
of food financialization, its use as an energy
source and politicization of food trade, promote
fairer international food trade rules, and improve
the global food security governance mechanism
with the UN at the center, thus jointly safeguard-
ing global food security.

5.1 Global food security is facing
severe challenges, with developing
countries affected most

The key to food security is ensuring sufficient

supply of affordable and nutritious food for all,
meeting the basic objectives of availability, ac-
cessibility, stability and affordability. At present,
global food insecurity has worsened as a whole,
affecting developing countries disproportionately.

5.1.1 The global population suffering
from food insecurity is increasing dra-
matically

The global population affected by food in-
security has reversed from a decline to a sharp
increase. The global population suffering from
moderate or severe food insecurity increased from
1.54 billion to 2.31 billion from 2014 to 2021,
and their proportion in the global population rose
from 21.2% to 29.2%. Though the global popula-
tion of undernourishment declined from 2001 to
2017, this trend reversed from 2018 to 2021. The
prevalence of undernourishment (PoU) increased
from 7.8% in 2016 to 9.2% in 2022' (Figure 5-1).
The global population with severe food insecuri-
ty increased from 192.8 million to 257.8 million
from 2021 to 2022, an increase of 65 million
people. The population in and above Phase 3 on
the Integrated Food Security Phase Classification
(IPC/CH) increased for four consecutive years
from 2019, with the threat of severe food inse-
curity rising year over year (Figure 5-2). At this
rate, the goal of “Zero Hunger” by 2030 will like-
ly be missed’, and eliminating hunger will be an
immense challenge.

Global food insecurity is concentrated in devel-
oping countries in Asia, Africa and Latin America
(Figure 5-3). In terms of regions, the prevalence of
food insufficiency in Africa as a whole is as high

" Source: The State of Food Security and Nutrition in the World 2022. The FAO uses two indicators — the prevalence of mod-

erate or severe food insecurity in the population and the prevalence of undernourishment — to monitor progress on “Zero Hunger”,

Goal 2 of the 2030 Agenda.

* The State of Food Security and Nutrition in the World 2023 report, jointly released by five UN agencies on July 12, 2023, pre-

dicts that by 2030, nearly 600 million people globally will be facing hunger.
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Figure 5-1 Global trends in the population and prevalence of
undernourishment, 2001-2022
Source: FAO (SDG Indicators Data Portal)
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Figure 5-2 Changes in the global population and the number of countries in
and above IPC/CH Phase 3, 2016-2022

Note: The IPC assesses indicators such as the severity of undernourished population and consists
of five phases (IPC/CH 1-5): Less than 5% of malnourished children is Phase 1; 5%-9.9% of
malnourished children is Phase 2; 10%-14.9% malnourished is Phase 3; 15%-29.9% children that are
acutely malnourished with increased mortality and morbidity and potential impact on individual food
consumption is Phase 4; and 30% and more children with severe malnutrition and widespread morbidity
and/or very large gaps in individual food consumption is Phase 5.

Source: Global Report on Food Crises (GRFC) 2023
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Figure 5-3 Number of people experiencing food insecurity at moderate or
severe level by region, 2014-21021

Note: Number of people experiencing food insecurity at moderate or severe level is based on the

2014-2021 Food Insecurity Experience Scale.

Source: The State of Food Security and Nutrition in the World 2022

as 20.25%, with Central Africa, East Africa and
West Africa at 32.8%, 29.8% and 13.95%, respec-
tively; the Caribbean region is as high as 16.4%;
and South Asia and West Asia are as high as 16.9%
and 10%, respectively. Even South America,
which has a high resource endowment, remains
as high as 7.9%. North America, Europe and East
Asia as a whole all have food insufficiency rates
below 2.5%. Among the 45 countries in food crisis
that need food assistance, 33 are in Africa and 9
in Asia (FAO, 2023). According to the Economist
Intelligence Unit’s assessment of the food security
situation in 113 countries in 2022, all 28 developed
countries scored above 70, while only 12 of 85
developing countries scored 70-79.9 and 39 scored
55-69.9; the other 34 scored below 54.9; the global
average score of 113 countries is 62.2', with the

' Data is based on the authors’ calculations.
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average score of developed countries as high as
77.0, while that of developing countries is only
57.3; only 35% of developing countries are above
the global average (Table 5-1). The clear gap in
global food security between developed and devel-
oping countries is unlikely to be closed soon.

5.1.2 Global food supplies are suffi-
cient yet the gap in developing coun-
tries is widening

Global food production and consumption re-
mains in a tight balance (Table 5-2). According
to FAO estimates, in 2022-2023 global cereal
supply totaled 3.61 billion tonnes, a year-over-
year decrease of 40 million tonnes; the produc-
tion amounted to 2.76 billion tonnes, a year-over-
year decrease of 50 million tonnes; cereal trade
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Table 5-1 Comparison of the food security situation in developed and developing countries in 2022

Sample Score Average
Category .
size 80+ 70-79.9 55-69.9 40-54.9 0-39.9 score
Developed countries 28 5 23 0 0 0 77.0
Developing countries
85 0 12 39 32 2 57.3
and others
Total 113 5 35 39 32 2 62.2

Note: Food security in 113 countries was assessed using 68 key indicators in four dimensions: affordability, availability,

quality and safety, sustainability and adaptation.
Source: Economist Intelligence Unit

Table 5-2 Changes in global supply and demand of cereal grains, 2015-2024

Stock depletion ratio of
. . End-of- | Stock-to-use i .
Year Production Supply Consumption | Trade . ) major exporting

period stock ratio )

countries

Unit: billion tonnes Unit: %

2015-2016 2.58 3.35 2.55 0.39 0.79 30.0 17.0
2016-2017 2.67 3.45 2.63 0.41 0.82 31.0 17.7
2017-2018 2.69 3.52 2.66 0.42 0.86 31.9 18.1
2018-2019 2.64 3.50 2.69 0.41 0.83 30.7 18.8
2019-2020 2.71 3.55 2.71 0.44 0.83 30.0 18.6
2020-2021 2.78 3.61 2.76 0.48 0.84 29.9 18.5
2021-2022 2.81 3.65 2.80 0.48 0.86 30.9 19.5
2022-2023 2.76 3.61 2.78 0.47 0.84 29.3 19.8
2023-2024 2.819 3.68 2.805 0.47 0.878 304 20.9

Source: FAO Cereal Supply and Demand Brief; data for 2023-2024 are FAO’s projections.

reached 470 million tonnes, a year-over-year de-
crease of 10 million tonnes; and its consumption
was 2.78 billion tonnes, a year-over-year decrease
of 20 million tonnes. The stock-to-use ratio in
2022-2023 was 29.3%, well above the FAO food
security threshold (17%-18%), but down 1.6 per-
centage points year over year. At the same time,
major exporting countries continued to ramp up

W PR SR 2023-2 3 indd 87

stock depletion with their stock depletion ratio
growing from 19.5% in 2021-2022 to 19.8% in
2022-2023. In 2022-2023, global cereal supply,
production, stock, trade and consumption de-
clined year over year, showing a clear contraction
in supply and demand. According to projections
on global cereal supply and demand in 2023-2024
by the FAO and other organizations, although
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cereal supply, production and inventory in-
creased', consumption and the stock-to-use ratio
also increased compared with the previous year.
Cereal supply and demand is expected to recover
gradually from a clear trend of contraction.
Developing countries as a whole have shifted
from a surplus of production over consumption to
a gap. In terms of food ““availability”, the global
cereal production and consumption gap is more
acutely felt in the populous regions of Asia and
Africa, and the gap has continued to widen in
recent years, while other regions as a whole have
a surplus of production over consumption, espe-
cially North America (Figure 5-4). Comparing
developing and developed countries, developing
countries as a whole are generally production

(million tonnes)

below demand, except for sugar and fish. Over
the past three decades, developing countries as a
whole have shifted from a production surplus to
a production gap, and the gap has continued to
widen for some food commodities, while devel-
oped countries as a whole have been in a state of
surplus (Table 5-3). The imbalance between food
production and consumption in developed and
developing countries is unlikely to change in the
near future.

5.1.3 International food trade and
supply chain risks have increased

International food trade-consumption ratio is
declining. In terms of the global food trade, the
global cereal trade-consumption ratio reached a
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Figure 5-4 Trends in the global grain production and consumption

gaps by region, 1990-2021

Note: Gap = production — consumption.
Source: OECD database

" The OECD-FAO Agricultural Outlook 2023-2032, the World Agricultural Supply and Demand Estimates released by the Unit-
ed States Department of Agriculture (USDA), and the International Grains Council all predict that the global food supply would be

improved.
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Table 5-3 Changes in food production-consumption ratios in developing and developed countries in 1990

and 2021 Unit: %
Developing countries Developed countries
Varieties
1990 2021 Situation 1990 2021 Situation
Wheat 134.9 74.9 Undersupply 200.3 154.4 Surplus
Maize 160.5 90.9 Undersupply 112.5 116.4 Surplus
Cereals | Qther coarse
. 89.4 73.8 Undersupply 167.1 125.8 Surplus
grains
Rice 103.6 101.0 Balance 116.2 88.7 Undersupply
Soybeans 90.1 79.9 Undersupply 103.8 148.4 Surplus
Oilseeds
Other oilseeds 100.1 90.7 Undersupply 127.8 112.4 Surplus
Beef 102.5 96.9 Rough balance 119.4 103.7 Rough balance
Pig meat 102.1 913 Undersupply 114.2 115.7 Surplus
Meats
Poultry meat 123.0 97.4 Rough balance 111.6 106.3 Surplus
Sheep meat 119.3 94.6 Undersupply 124.0 126.6 Surplus

Note: Production-consumption ratio = production/consumption.

Source: OECD-FAO Agricultural Outlook 2022-2031

recent high point of around 17.4%' in 2020; the
trade-consumption ratio for rice, maize, wheat
and soybeans was about 10.2%, 15.1%, 25%,
and 44.2%, respectively. This shows that inter-
national trade plays an extremely important role
in maintaining global food security. In terms of
export trade mix, the top five exporting countries
accounted for 78.9%, 66.3%, 88.5%, and 90.6%
of total global export of rice, wheat, maize and
soybeans, respectively, in 2021.” The top three
fertilizer-exporting countries accounted for ap-
proximately 70% of total global exports of fertil-
izers. Due to the chronic imbalance of the global
export trade mix of cereal and major agricultural
materials, changing trade measures of the main
exporters had an outsized impact on the inter-
national food market (Table 5-4). Following the
outbreak of the COVID-19 pandemic in 2020 and

the Ukraine crisis in 2022, 25 and 29 countries,
respectively, adopted export restrictions. Coupled
with other factors, the international grain trade
suffered a shock. The global trade-consumption
ratio of grain dropped from 17.4% to 17.0% in
the period and was projected to drop further to
16.8% by 2023. Meanwhile, although export re-
strictions have been reduced, uncertainties remain
in the international food market due to ongoing
geopolitical conflicts, raising concerns about pos-
sible restrictions by major food-exporting coun-
tries in the future (Glauber & Laborde, 2023).
Developing countries are exposed to in-
creased transmission risks from international food
market fluctuations. From 1990 to 2021, develop-
ing countries saw widening deficits in all food va-
rieties except for rice. Meat (e.g., pork and beef)
and oilseeds (soybeans) saw the largest expansion

" Source: FAOSTAT, 2022. Trade-consumption ratio = international trade/consumption.

* Source: USDA.
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Table 5-4 Export trade restrictions in 2020 and 2022

2020 2022
Trade value Trade value
Number of | Number of (USS Trade share | Number of | Number of Us$ Trade share
countries products . (%) countries products . (%)
billion) billion)
Announce-
2 2 0.29 0
ments
Actual bans 22 34 26.22 2.5 26 50 31.89 3.0
Export
. 6 7 0.72 0.1 9 11 14.19 1.4
license
Unbound 1 1 3.83 0.4
Export tax 4 6 23.52 2.2

Source: International Food Policy Research Institute (IFPRI) database

of the deficit. By comparison, developed coun-
tries saw deficits only in rice and huge expansion
of surpluses on soybeans and wheat (Table 5-5).
Developing countries’ higher dependence on the
international markets resulted in increasing food
security risks caused by international market
fluctuations.

The global food supply chain has been dis-
rupted. The global food supply chain is crucial
to developing countries (Kassie et al., 2022). In
2022, the COVID-19 pandemic coupled with
geopolitical tensions affected global food produc-
tion, processing, trade, ports and terminals, and
other logistics supply chain and trade infrastruc-
ture in different degrees. As one of the world’s
major food-producing areas, the Black Sea region
was hit harder by the disruptions to food exports.
Russia and Ukraine are important producers and
exporters of wheat, barley, maize, oilseeds and
oil crops, and Russia is an important producer
and exporter of fertilizers, so the two countries’
production and exports of grain and oilseeds are

vitally important to the global food supply. The
outbreak of the Ukraine crisis in February 2022
greatly affected global food security. From July
2022 when the Black Sea Grain Initiative came
into force to July 2023, 57% of grain exports via
the Black Sea went to developing countries (UN,
2023). This shows that any instability in the food
supply chain around the Black Sea would send
shockwaves to the global food supply and big ag-
ricultural producers’ demand for fertilizer imports,
with developing countries being affected most.
Large international food commodity traders such
as Cargill, Louis Dreyfus and Viterra stopped
sourcing grain from Russia, and Archer-Daniels-
Midland (ADM) scaled back part of its oper-
ations, which, to a certain extent, reduced the
channels of supply for the international food
market. Besides, infrastructure such as inland
canals, land routes and ports in major food-
exporting countries have an important impact on
the international logistics corridors for exports.
Geopolitical conflicts and extreme weather may

" Source: Black Sea Grain Initiative Joint Coordination Centre. As of July 12, 2023, 43% of the grain exports went to developed

countries since the Black Sea Grain Initiative came into force. The per capita grains accessed by developed countries from the Black

Sea exports are much more than that of developing countries.
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Table 5-5 Changes in the international food trade balance of developing and developed countries in 1990

and 2021 Unit: thousand tonnes
Developed countries Developing countries
Varieties
1990 2021 Situation 1990 2021 Situation
Wheat 77,133 129,000 Surplus -55,822 -126,855 Deficit
Maize 24,178 59,381 Surplus -18,442 -67,260 Deficit
Cereals
Other coarse .
. 22,861 35,740 Surplus -11,319 -34,252 Deficit
grains
Rice 1,439 -2,741 Deficit 51 2,520 Surplus
Oilseeds
Soybeans -1,971 43,962 Surplus 6,767 -50,484 Deficit
Other oilseeds -863 8,958 Surplus -144 -6,905 Deficit
Beef -933 1,116 Surplus 307 -1,292 Deficit
Meats Pig meat 847 6,509 Surplus 320 -6,670 Deficit
Poultry meat 1,278 3,242 Surplus -456 -2,212 Deficit
Sheep meat 361 725 Surplus -221 -707 Deficit

Note: Trade balance = exports — imports. A positive trade balance indicates a trade surplus while a negative trade balance

indicates a trade deficit.
Source: OECD-FAO Agricultural Outlook 2022-2031

impact the globally-important straits and canals,
thus destabilizing the logistics channels for food.

5.14 Low-income populations’ food
affordability has declined

Global food prices are still fluctuating at
high levels. The FAO Food Price Index (FFPI)
indicates that the global average food price in-
dex was 126.8 in the first half of 2023, down
compared with 2022, but still 33.3% higher than
the pre-pandemic level in 2019, and food pric-
es remain at elevated levels (Table 5-6). The
transmission of high international food prices
to developing countries, especially low-income
countries and countries with high degrees of trade
openness, triggered concurrent increases in do-
mestic food prices, inflation, and the growing cost

of living while suppressing demand and reducing
purchasing power. The global food price crisis is
not over at present (Glauber et al., 2023).

The high international food prices have had a
significant impact on low-income populations in
developing countries. A diet is deemed unafford-
able if it costs more than 52% of a household’s
income (Hannah & Ritchie et al., 2023). Taking
this as a threshold, up to 42% of the world’s pop-
ulation could not afford a healthy diet in 2020,
most notably in Africa and South Asia. In sub-
Saharan Malawi and Nigeria, the proportion
was as high as 97% and 96% respectively, and
in South Asia it was 72%. It was 71% for India
and 19% for Brazil, even though they are large
food producers.' By comparison, in developed
countries, the proportion was generally less than

" Although Brazil’s figure is not high compared with other developing countries, it is not low as a large developing country, food

producer and exporter. Brazil has not solved the food security issue.
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Table 5-6  Global average food price indices in different periods

) Average food Average food price index (by variety)
Major event Year o

price index Cereals Meats Dairy
Last food crisis 2011 131.9 111.9 105.3 129.9
Pre-COVID-19 2019 95.1 96.6 100 102.8
First year of COVID-19 2020 98.1 103.1 95.5 101.8
Further into COVID-19 2021 125.7 131.2 107.7 119.1
Ongoing geopolitical 2022 143.7 154.7 118.9 142.5
tensions 1H 2023 126.8 137.5 115.3 124.7

Note: Take the average of 2014-2016 as the baseline 100.
Source: FAO

3.2%. By income level, the proportion in low-
income countries, lower-middle-income countries,
upper-middle-income countries, and high-income
countries was 88.3%, 69.4%, 15.42%, and 1.4%,
respectively. This led to trade-offs of eating
less or not eating at all in developing countries,
especially in low-income countries, and it also
has a significant adverse impact on current and
future food security and nutrition and health
(FAO, 2022).

5.2 Multiple factors have affected
global food security, especially for
developing countries

In the context of deteriorating global food
security, developing countries are facing even
more daunting challenges due to two reasons.
Internally, in many developing countries, agricul-
tural development has remained consistently low,
leading to inadequate capacity for food produc-
tion, reserves and trade and low resilience against
natural risks and external shocks. Externally, the
negative effects of food financialization and polit-
icization and its use as an energy source in major

" Source: USDA, 2021.
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developed economies have spilled over; and the
global food and agricultural governance is not as
effective as expected.

5.2.1 The level of agricultural pro-
duction and food security in developing
countries is low

Most developing countries have a low level of
food productivity, resulting in food insufficiency.
Global food production is mainly concentrated in
a small number of regions and agricultural coun-
trie with a favorable climate, high endowment of
arable land, and high agricultural productivity.
Taking rice, wheat, maize and soybeans as exam-
ples, the output of the world’s top five producers
together accounted for 73.3%, 64.8%, 73.7%, and
82.4% of the global total production.’ Global de-
mand for food, however, is mainly concentrated
in populous regions with relatively scarce soil and
water resources, i.e., Asia and Africa. In terms of
global food production per capita, with cereal as
an example, North America has the highest pro-
duction at 1,319.6 kg per capita, while Africa is
the lowest at only 145.6 kg, the difference being
1,174 kg. The imbalance in production capacity
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has led to imbalance in consumption. The annual
grain consumption per capita is the highest in
North America at 1,053.9 kg, while Africa is the
lowest at only 210.9 kg. The gap between the
two is 843 kg. In terms of agricultural produc-
tivity, the situation is extremely unequal across
the globe. Taking unit grain yield as an exam-
ple, there is a difference of 5,390 kg/ha between
North America, where the yield is 7,140 kg/ha,
and Africa, where the yield is only 1,750 kg/ha
(Table 5-7). In terms of self-sufficiency, regions
with superior arable land per capita and high
agricultural productivity have higher food self-
sufficiency rates, such as Oceania, which has the
highest self-sufficiency rate of 246% in 2020, and
North America and Europe, at 128% and 125%,
respectively, compared with 86% and 69.4% in
Asia and Africa (Figure 5-5).

The low levels of agricultural development and
agricultural modernization are the main reasons
for food insecurity in most developing countries

(Theodore W. Schultz, 1999; Hayami Yujiro
& Vernon W. Ruttan, 2014). Some developing
countries have lagging economic development and
limited economic strength, resulting in insufficient
support for agricultural development, especially
agricultural infrastructure such as arable land and
water irrigation, agricultural technology, and other
agricultural inputs. Most developing countries
lack agricultural mechanization, automation
and modern agricultural equipment. The level
of modern agricultural technology, especially
modern agricultural biological breeding and
biological pesticides, is low. They have low
agricultural labor productivity and weaknesses
in processing, logistics and warehousing along
the agricultural supply chain and huge post-
production waste and losses.' This is coupled with
the resource constraints of too little land for too
big a population, largely decentralized farming
by smallholder farmers, and low preparedness for
natural risks such as climate change and extreme

Table 5-7 Global agricultural factors of production and productivity by region in 2021

Population Arable land . . Share of
Unit grain .
Arable land ield regional GDP
. ie
POP}H?UOH Share (%) Ar?b.le land Share (%) | per capita (ha) Y in global GDP
(million) (million ha) (1,000 kg/ha) (%)
World 7,909 100 1,388 100 0.18 4.15 100
Africa 1,394 17.63 246 17.70 0.18 1.75 2.8
Americas 1,031 13.03 340 24.49 0.33 4.68/7.14* 32
Asia 4,695 59.36 498 35.89 0.11 4.28 38
Europe 745 9.42 272 19.64 0.37 4.55 25
Oceania 44 0.56 32 2.28 0.73 2.58 22

Note: *North America has the highest unit grain yield at 7,140 kg/ha, compared to 4,680 kg/ha in South America.

Source: FAO and World Bank databases

" According to FAO estimates, annual losses on the global food value chain from production to consumption account for approx-

imately 13.9% of the world’s food production, with developing countries suffering mainly from food losses in the pre-production and

post-production stages and developed countries in food consumption.
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Figure 5-5 Changes in food self-sufficiency rates by region, 1990-2020

Note: Self-sufficiency rate = (production + imports - exports)/consumption.
Source: OECD-FAO Agricultural Outlook 2022-2031

weather.'

Most developing countries lack effective
regulatory measures to deal with food security
risks. Using the FAO food security threshold of
17%-18% for the stock-to-use ratio as a guide
and based on OECD and FAO data, a comparison
across different continents shows that Oceania’s
stock-to-use ratio has remained well above the
line for a long time, at 58% in 2021; populous
large developing agricultural countries in Asia,
thanks to economic development and advances in
agriculture, have gradually built up their reserves
year over year as a cushion for food security and
constantly enhanced Asia’s overall stock-to-use
ratio above the threshold; and North America and

Europe have long maintained surpluses and have
had stock-to-use ratios above the threshold for
most years. Only Africa has consistently stayed
below the food security threshold. This is be-
cause, first, most developing countries, especially
low-income ones, have an insufficient food pro-
duction capacity to build up their food reserves
and lack effective means to regulate the market
against external risks; second, their economic
weaknesses mean insufficient purchasing power
for food and greater vulnerabilities to geopolitical
and economic shocks (Table 5-8) (FSIN, 2023).
Most developing countries are more vul-
nerable to external shocks. Over the past three
decades, most developing countries have relied

" According to the Global Report on Food Crises 2023 compiled by the World Food Programme, 12 countries are food insecure
in IPC/CH Phase 3 and the number of people with insufficient food doubled in 2022 compared to 2021, an increase of 56.8 million
people, due to extreme weather. These extreme weather events included persistent and devastating droughts in the Horn of Africa,
tropical storms, droughts in Southern Africa, and drought in Ethiopia. A new update from the World Meteorological Organization in
July 2023 forecast that there was a 90% probability of EI Niflo events continuing during the second half of 2023. El Nifio conditions
have developed in the tropical Pacific for the first time in seven years, setting the stage for a likely surge in global temperatures and

disruptive weather and climate patterns.
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. Number of countries and
Drivers . 2018 2019 2020 2021 2022
population
Country (number) 21 22 23 24 19
Geopolitics

Population (million) 73.9 77.1 99.1 139.1 117.1

Economic Country (number) 6 8 17 21 27
shocks Population (million) 10.2 25.0 40.5 30.2 83.9

Country (number) 26 25 15 8 12

Extreme climate

Population (million) 28.8 33.8 15.7 23.5 56.8

Note: Economic shocks include the COVID-19 pandemic in 2020 through 2021, and the Ukraine crisis in 2022.

Source: Global Report on Food Crises 2023

on imports to meet their domestic food demand
because of their own production shortfalls, and
the international trade deficit in food has gradual-
ly widened. At present, developing countries as a
whole have long been in a food trade deficit, with
the exception of rice. The trade surpluses they
previously enjoyed in soybeans, pork and beef
have turned into trade deficits. Besides, driven by
global trade liberalization, some developed coun-
tries and agricultural powerhouses with strong
international competitiveness in agricultural
products have continued to export competitively-
priced food and other agricultural products to
developing countries and use their low-cost com-
parative advantage to crowd out domestic produc-
ers in developing countries with a high degree of
trade openness and a less competitive agricultural
sector. This has made it difficult for developing
countries with weak agricultural foundations to
drive up agricultural production and enhance ag-
ricultural competitiveness through market forces.
Due to these two factors, developing countries
have been experiencing a higher dependency on

the international food market and vulnerability to
international supply shocks. Volatile international
food prices have had the most significant impact
on the consumer price indexes for food of free-
trade countries and low-income countries (Figure
5-6) (IMF, 2022).

5.2.2 The negative spillover effects of
food policies in major developed econo-
mies have increased

The food financialization of major developed
economies has intensified global food securi-
ty risks. First, the major developed economies
shifted from quantitative easing to contractionary
monetary policy in 2022, resulting in acceler-
ated currency depreciation, inflation, increased
indebtedness and reduced purchasing power
in low-income countries'. Almost all countries
whose currencies depreciated sharply against the
US dollar in 2022 are GRFC-identified countries
and regions facing with high food security risks
(FSIN, 2023). More than one-quarter of GRFC
countries and regions have public debt exceeding

" According to the Global Report on Food Crises 2023, 27 countries were affected by economic shocks in 2022 (including the

socio-economic impacts of COVID-19 and the knock-on effects of the Ukraine crisis), involving 83.9 million people, 2.78 times as

many as in 2021.
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Figure 5-6 International food price shocks to the CPI for

food in different countries in 2022

Source: IMF

60% of their GDP', and 36 out of 48 countries in
the G20 DSSI experienced food crises. Second,
in the midst of drastic turns in monetary policy,
the financial attribute of food has become increas-
ingly prominent; the volatility of international
food prices was exacerbated by speculation in the
futures markets by capital players (Han, 2022).
At last, due to a long-standing oligopoly in the
international markets and supply chains for food,
seeds, fertilizers, pesticides and other agricultural
inputs (Yang et al., 2017), the dominant market
players could directly influence price trends and
the ability of developing countries to produce and
develop the agricultural sector’ (Westhoff, 2011).

The use of food as an energy source by major
developed economies has affected food security
on both production and demand sides. On the
production side, due to the elevated internation-
al prices of crude oil and natural gas in 2022,

' Source: IMF, October 2022.

the prices of fertilizers, pesticides, gasoline and
diesel required for agricultural production also
increased, pushing up the cost of agricultural
production and the prices of food (Figure 5-7).
On the demand side, the major food-exporting
countries adjusted their food-based energy poli-
cies in order to curb inflation. They accelerated
the production of bio-gasoline from cereals such
as maize, and bio-diesel from oil crops. This has
taken up a certain amount of food available for
trade and consumption from the market. At the
same time, food and energy price rises triggered
inflation (IMF, 2022), increasing the cost of food
(Rother et al., 2023) and suppressing food de-
mand (Figure 5-8). In 2022, all GRFC-identified
countries and regions saw food price increases,
among which 47 countries saw food inflation
of more than 10%’. Between February and May
2023, food price inflation exceeded the average

* Major international grain traders are mainly from developed countries. They have an obvious monopoly on the international

trade and markets of raw materials, fertilizers, pesticides and processed products of food and agriculture, thus being able to exert a

great impact on international grain prices.
* Source: WFP, February 2023.
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Figure 5-7 Correlated changes in international food, cereal, fertilizer and
energy prices, Jan. 2005-Jan. 2023
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Figure 5-8 Impact of food- and energy-driven inflation by region, 2020-2022

Source: IMF
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inflation in 79.8% of 163 countries globally, with
Africa most affected (World Bank, 2023).

5.2.3 Food issues have been politicized
and international agricultural and food
trade rules are imperfect

The multilateral trade rules have been un-
dermined. During COVID-19 in 2020 and the
Ukraine crisis in 2022, the countries that intro-
duced export restrictions did not notify the World
Trade Organization (WTO) in advance, contrary
to the WTO’s rules of trade liberalization and
facilitation. In 2022, as a result of the Ukraine
crisis, although food and fertilizer exports from
Russia, a major food exporter, were not directly
sanctioned by the major economies, the financial
and trade sanctions on Russia seriously disrupted
food export (Glauber & Laborde, 2023). Food
trade was increasingly politicized, instrumen-
talized and weaponized, seriously undermining
multilateral trade rules.

The rules on domestic support for agriculture
are unfair. Developed countries’ first-mover ad-
vantage lies in their direct support for domestic
agriculture; they have greater flexibility in pro-
viding restricted support for agriculture (Lars &
Orden, 2023). They developed strong internation-
al competitiveness in agriculture very early on,
while developing countries’ subsidies and support
for domestic agriculture, productivity enhance-
ment and food security are forcibly bound by the
current multilateral trade rules. The highlighted
Matthew effect of accumulated advantage re-
stricts the international agricultural competitive-
ness of developing countries.

The rules on public stockholding for food se-
curity are flawed. Under the current multilateral
trade rules, the provisions for public stockholding
by developing countries for food security purpos-
es are unreasonably placed in the Amber Box. As
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a result, the efforts of some developing countries
to build their own food stockholding programs
to ensure domestic food security have been con-
strained and interfered with by relevant interna-
tional rules.

5.2.4 The global food security gov-
ernance mechanism is not smooth and
less effective than expected

The global food security governance mecha-
nism is imperfect. In 2022 the UN established the
Global Crisis Response Group on Food, Energy and
Finance (GCRG), which played a coordinating role
in the short term. However, its programs, objectives
and rules on areas such as food sovereignty, climate
change, green development, international food
trade, fiscal issues, finance and geopolitics were
not harmonized with those of other UN agencies
and other organizations (Li et al., 2022). The global
food security governance has weakened (Fan et al.,
2019) and the mechanism to coordinate short-term
and long-term activities needs to be improved.

Coordination on food security issues in mul-
tilateral and regional governance mechanisms is
inadequate. The unfair and irrational international
economic and governance mechanism has long
been an important reason for the underdevelop-
ment of agriculture and food insecurity in devel-
oping countries (Amartya Sen, 2000; Hayami
Yujiro & Vernon W. Ruttan, 2014). Multilateral
and regional governance mechanisms such as the
G7, the G20 and the OECD set up their own food
security frameworks and topics which are not en-
tirely aligned with the agricultural and food strat-
egies and policies of developing countries. These
global agendas fail to adequately respond to the
most pressing need in developing countries.

The food assistance to developing countries
is insufficient in size and inappropriate in modal-
ities. In terms of funding, growth in humanitarian
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aid funding lags behind the growth of the popu-
lation facing food insecurity, and is thus unable
to effectively address food crises and reduce food
insecurity. Between 2020 and 2021, food, agri-
culture and livelihood aid to the 53 countries in
food crisis increased by 20% to a record high of
US$9.8 billion, but the number of people in “se-
vere” food crisis increased significantly, resulting
in a 40% drop in annual aid available for people
in IPC/CH Phase 3 and above, from US$85 per
capita in 2018 to US$51 in 2021. In terms of aid
modalities, some large food-exporting countries
used aid as a means to force developing coun-
tries, especially low-income ones, to further open
up their food markets, and substituted short-term
cash aid for the long-term, sustainable dissemi-
nation of modern agricultural technology, knowl-
edge and expertise. “Giving fish” was often the
approach used to provisionally address hunger
and food insecurity issues, while “teaching how
to fish”, i.e., sustainable improvements in the
resilience of the agricultural production system
and agricultural productivity gains against natural
risks, was rarely adopted (Li et al., 2020).

5.3 Jointly safeguarding global
food security

In order to effectively address and eliminate
food insecurity at the global, regional and nation-
al levels, the international community should pri-
oritize food security on the 2030 Agenda, focus
on key regions and difficult issues on the basis of
respecting the developing countries’ sovereignty
and stage of development, pay more attention to
and respond more quickly to the legitimate de-
mands and urgent needs of developing countries
for agricultural development and food security,
work together to improve food security and sup-
ply capacity both in developing countries and
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globally, improve the governance system and
policy framework for global food security, and
enhance the resilience of the global food system
for greater food security.

5.3.1 Improving developing countries’
agricultural production and security
levels

Sharing development experience in bilateral
and multilateral forms should be promoted, with
North-South cooperation as the main pillar and
South-South cooperation as a supplementary
pillar, to help developing countries, especially
underdeveloped countries and low-income, food-
deficit countries, promote modern agricultural
development, increase food production and
improve food self-sufficiency.

The concept of cooperative development
should be upheld and developing countries helped
to improve the yield of arable land and level of
agricultural technology. Developing countries
should improve their agricultural infrastructure
such as arable land, irrigation and soil to in-
crease the yield of arable land. Cooperation in
agricultural technology innovation should be
strengthened, restrictions on the transfer of high
and new technology reduced, and the adoption
of innovative agricultural technology promoted
jointly. In particular, developing countries lagging
behind in agricultural development should be
helped in the research and application of large
and medium-sized intelligent and multi-purpose
agricultural machinery. Support for innovation
in seed technology should be increased and
research and application of core agricultural
technologies promoted in germplasm innovation,
new variety selection and breeding, and high-
efficiency breeding to improve the catalytic effect
of technology on food production. Additionally,
cooperation on new technologies in digital
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agriculture and green agriculture should be
strengthened and developing countries supported
to introduce modern agricultural inputs and
improve their level of agricultural modernization.

Strengthening exchange and sharing of expe-
rience and knowledge, and jointly dealing with
the key and difficult agricultural development
issues in developing countries. Communication
and cooperation should be strengthened among
international organizations, governments, en-
terprises and social organizations to facilitate
exchange of concepts, policies and knowledge.
Proven practices, applicable technologies and
successful experience on agricultural production
and development should be shared with devel-
oping countries through workshops, agricultural
technology demonstration centers, training in ag-
ricultural management and technology, and talent
exchanges. Efforts should be targeted at address-
ing imbalanced global agricultural development
and the real concerns of developing countries in
terms of insufficient agricultural development in
the medium and long term.

Focusing on the regions vulnerable to food
insecurity, and helping enhance developing coun-
tries’ food security resilience. Efforts should be
made to change the food security governance
mentality from “crisis reaction” to “crisis preven-
tion”. Global and regional cooperation should be
strengthened to ensure food security. The concept
of global food governance should be changed
(Zhang, 2023). The important roles of food re-
serves in macro-regulation and emergency buffer
should be correctly and objectively understood,
politicization, instrumentalization and weapon-
ization of food resisted, and the stockholding ca-
pacity improved.

Providing more assistance to developing
countries to rectify weaknesses along the food
value chain. The system of disaster prevention,
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mitigation and relief should be consolidated;
practical experience in climate change adaptation
should be shared; and resilience to climate change,
extreme weather and natural disasters enhanced.
An emergency reserve system backed by modern
storage and transportation technologies should be
built; construction of infrastructure for reserves,
logistics and waste reduction should be promoted;
and the capacity for using the reserves to regulate
food supply and demand and manage risks should
be enhanced. Market capacity building should be
strengthened and efficiency and fairness of food
distribution improved, along with food security
for low-income groups. Collaborative research
and technology development to conserve grain
and reduce waste should be strengthened to reduce
attrition throughout the food value chain before,
during and after food production; food resource
utilization should be improved; and food security
should be maintained through collaborative efforts
on both the supply and demand sides.

5.3.2 Preventing and controlling the
negative spillover risks from food poli-
cies in major developed economies

Efforts should be made to make food com-
modities regain their primary attribute of meeting
humanity’s survival needs and encourage multi-
national agricultural businesses to take on greater
social responsibility so as to maintain largely sta-
ble food prices.

Strengthening macro policy coordination.
Major economies should maintain continuity,
stability and predictability of their macro poli-
cies. The role and mandate of the IMF should be
leveraged to prevent the negative spillover effects
of monetary policy adjustments in developed
economies. In an international monetary system
centered on the US dollar, it is important to urge
the US and other major developed countries to
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adopt responsible macroeconomic policies and
strengthen policy coordination to minimize the
negative spillover effects of their monetary pol-
icy adjustments to the global food market and to
prevent economic and financial systemic risks,
thus protecting the fundamental right to food of
developing countries, particularly low-income,
food-deficit ones.

Strengthening supervision of food financial
attributes. Regulation for the global futures market
for agricultural commodities should be tightened.
Regulatory oversight on financial derivatives,
futures and options on food commodities in major
food-producing and trading countries should
be strengthened and review and supervision of
food as a speculative commodity class should be
enhanced.

Downplaying the energy attribute of food
on the demand side. Priority should be given to
meeting survival needs. Using food for energy
production in large food-producing and exporting
countries should be regulated. Energy and food
policies should be further aligned. In the global
food crises, large food-producing and exporting
countries should sensibly curb the amount of food
utilized for energy production and maximize food
exports.

Persuading large multinational agricultural
businesses and international grain traders to as-
sume greater social responsibility. Diverse food
market players and price hubs should be fostered
to allow full competition and gradually break the
oligopoly of the international food trade market.
Multinational agricultural businesses and inter-
national grain traders should be persuaded to
improve their public service capacity, especially
in the upstream of the value chain such as breed-
ing, agricultural inputs and agrochemicals. Trade
flows in the downstream of the value chain of ag-
ricultural commodities trade should be facilitated
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to ensure that international food prices in the
futures market at the end of the value chain are
relatively stable with modest fluctuations.

5.3.3 Establishing fairer rules for in-
ternational food trade

International agricultural trade rules should
be improved to help developing countries achieve
food security on the basis of self-reliance.

Incorporating food security into the scope of
international trade rules. Food should be explic-
itly recognized as the most essential commodity
and public good concerning the right to survival
and development for humanity and exempt from
the influence of geopolitics and international con-
flicts. The politicization, instrumentalization and
weaponization of food due to geopolitics, trade
tensions, unilateral hegemony and international
strategy should be prevented.

Ensuring barrier-free international trade and
trade corridors. The multilateral trading platform
led by the WTO should be strengthened, and
partnerships on commodity built to develop an
open, stable and sustainable international food
market and ensure barrier-free supply chains.
Food export restrictions should be regulated and
supervised. Open, transparent, justifiable and
appropriately-scoped conditions for imposing
trade restrictions should be set out, along with
effective penalties and restraints for restrictive
measures that go against these rules. Cooperation
and consultation should be strengthened among
multilateral trade organizations and international
ports, logistics platforms and adjacent countries
along key international trade corridors. Multilateral
and bilateral economic and trade cooperation
mechanisms should be established to ensure
the smooth flow of food trade and barrier-free
corridors and enhance the resilience of the global
food supply chain.
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All relevant countries’ national food security
objectives should be taken into account in the
reform of multilateral trade agreements. Efforts
should be made to include public stockholding
for food security purposes in developing coun-
tries, especially in net food-importing countries
and low-income countries, in the Development
Box or Green Box policies appropriate to these
countries’ stage of development.

Promoting diversified and balanced develop-
ment of the international food market. A global
or regional cooperation network or alliance of
food-importing countries should be established to
improve their collective bargaining power in the
global food market.

5.3.4 Improving the UN-centered
global food security governance mecha-
nisms

Coordination of the main bodies of food se-
curity governance should be strengthened and the
inclusiveness, fairness and effectiveness of the
global food security governance system should be
enhanced.

Improving the UN-centered global food se-
curity governance mechanisms. The work of the
UN GCRG and the three UN agencies on food
and agriculture should be supported and their
coordination strengthened under the UN frame-
work. The international food security governance
framework should be improved. Collaboration
should be enhanced among international insti-
tutions working on food sovereignty, climate
change, international food trade, finance, fiscal
and geopolitical issues in times of global food
crises. The goal of maintaining and enhancing
global and national food security should be in-
corporated in the setting of food security agen-
das and the formulation of agricultural and food
strategies and policies. Efforts should be made to
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ensure that the various institutions and platforms
make joint contribution, form consensus, and
act in concert. Incentives should be fully utilized
while authority of the UN-centered mechanisms
on food security governance should be enhanced.

Strengthening cooperation between the UN
and other multilateral and regional mechanisms,
and avoiding fragmentation and duplication of
mechanisms. Multilateral and regional mecha-
nisms should provide necessary support in food
production, storage, investment and technology.
The multilateral mechanisms such as the G20 and
the existing mechanisms such as the agriculture
ministers’ meeting under the regional framework
should be better utilized and the coordination of
the multilateral mechanisms such as the G7 and
the UN agencies strengthened to avoid conflicting
policies that may lead to ineffective governance
and other problems.

Enhancing the emergency response to global
food crises. The system for identifying risks and
crises in global food security based on the UN
GCRG should be optimized. The early-warning
signal identification mechanism for global food
crises based on big data of food production,
stockholding and trade across the globe should
be improved. The sources of risk, the intensity of
crises, and the specific causes of food insecurity
in the world should be examined so that more tar-
geted and effective emergency response actions
such as food aid will be taken.

Multilateral financial institutions should play
their role in maintaining global food security.
The IMF, the World Bank and other international
financial institutions, as important financiers of
low- and middle-income countries, should priori-
tize support for economic stability and growth of
low-income, food-deficit countries and for indus-
tries that create jobs for low-income groups, so
as to improve their food affordability. Investment
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should be increased in the construction of
cross-border corridors for food trade and logistics
infrastructure to facilitate the free flow of inter-
national food trade. Investment in the agricultural
development of low-income, food-deficit coun-
tries should be increased.

Optimizing the modalities of assistance to
developing countries, especially low-income,
food-deficit countries. For developing countries,
especially net agriproduct-importing countries
and low-income, food-deficit countries, measures
should be taken to address both the immediate
food security challenges and the root causes. In
the short term, food aid could be provided, for
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Health, the core of people’s wellbeing, is an
important foundation of global economic and social
development. But global health today faces grave
imbalance and inadequacy caused by an unsound
global healthcare system, increasing inequality in
medical resources because of the “digital divide”,
the gap between the ideas and practice in the Health
in All Policies, and the shortages and deficiencies
in global health governance. The COVID-19
pandemic has severely impacted life security
and human health, as well as socioeconomic
development and global governance. It will not
be the last public health crisis, and global health
challenges are far more than pandemics. The only
way out is to increase cooperation and accelerate
action, increasing the inclusiveness and resilience
of health systems, improving global health
governance, jointly building a global community of
health for all, and collaboratively creating a better
future for human health.

6.1 Imbalanced and inadequate
development of global public health

6.1.1 The COVID-19 pandemic has
triggered serious life and health conse-
quences

Both COVID-19-related mortality and the
number of long COVID patients are rising. As
of August 17, 2023, the pandemic had resulted
in 769.8 million cases of infection and directly
caused more than 6.95 million confirmed deaths
worldwide (WHO, 2023a). It is estimated that
global excess deaths attributable directly and
indirectly to COVID-19 may be three times as
high, or more than 20 million (Figure 6-1). A
study calculating the years of life lost across
81 countries by January 2021 due to deaths
attributable to COVID-19 found that over 20.5
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million years of life have been lost globally (Pifarré
i Arolas H. et al., 2021). It is estimated that at least
65 million people worldwide are suffering from
long COVID, or 10% of the infected will have
long-term sequelae (Davis H. E. et al., 2023),
especially new chronic fatigue syndrome and
dysautonomia, which are likely to be lifelong.

The pandemic caused a decline in global life
expectancy. According to statistics, in 2020 when
the pandemic was at its worst, average life ex-
pectancy dropped across the world. Although it
recovered somewhat in 2021 in many countries,
it generally did not return to the pre-pandemic
level, and in some countries fell even below the
2020 level (Figure 6-2).

The health and wellbeing of vulnerable
groups face significant threats. Vulnerable groups
exhibit higher infection and death rates. People
such as the poor, the elderly, those with disabil-
ities, those with chronic diseases, and ethnic
minorities usually face higher risks of infection
and death (UN, 2021). This difference is not due
to physiological factors but living conditions,
occupation, socioeconomic status and access to
health care. The pandemic also negatively im-
pacted the mental health of children and youth.
Between March 2020 and May 2022, worldwide
10.5 million youngsters aged below 18 lost a
direct caregiver to COVID-19 (WHO, 2023b).
Infant immunization coverage fell from 86% in
2019 to 83% in 2020 (UN, 2022a). An estimated
25 million children under the age of one did not
receive basic vaccines in 2021, the highest num-
ber since 2009. In addition, the number of chil-
dren missing out on one or more vaccinations in
2021 increased by 5 million compared with 2019
(UNICEF, 2023a).

Services for the prevention and control of
other infectious diseases were disrupted. In 2020,
as many as 73 countries experienced barriers
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Figure 6-1 Estimated global daily excess deaths
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and interruptions to treatment services, affecting
about 17 million HIV-positive people (Chow
E. P. F. et al., 2020). Progress in AIDS and TB
response stagnated, resources dwindled and mil-
lions of lives were at stake under the combined
impact of COVID-19 and other global crises
(UNAIDS, 2022). In 2021, 10.6 million people
contracted TB, up by 4.5% from 2020. Between
2020 and 2021, patients with drug-resistant TB
(DR-TB) increased by 3% (WHO, 2022a). This
was the first time in many years that an increase
in both the number of TB patients and DR-TB
patients was reported. In addition, 30%-40% of
malaria-endemic countries reported that malar-
ia diagnostic and treatment services were also
affected to some extent. Malaria killed 627,000
people worldwide in 2020, with an estimated 241
million cases of infection; about two-thirds of the
deaths were due to service disruption during the
COVID-19 pandemic (UN, 2022b).

Challenges posed by noncommunicable dis-
eases (NCDs) and mental health have increased.
Nearly half of the world’s countries reported one
or more disruptions to basic services for NCDs
during the COVID-19 pandemic. This, in the long
term, may lead to complications in people with
NCDs or associated risk factors, and hence in-
creased deaths. The pandemic also had a serious
impact on the mental health of people around the
world. Incidences of anxiety and depression in-
creased by 25% worldwide in 2020.

6.1.2 Global health systems face grave
challenges

The supply and utilization efficiency of health
services has decreased. The COVID-19 pandemic
put sustained pressure on global health systems
and severely affected health service supply. At

the peak of the pandemic, medical institutions
and related services were overloaded, suffering
severe shortages of personnel and materials (Myers
and Liu, 2022), delivering significantly fewer
services in total. Compared to the pre-COVID
levels, global health services as a whole declined
by 37% during the pandemic, with 42% reduction
in visits, 28% in admissions, 31% in diagnostics,
30% in therapeutics (PWC, 2021), 18% in the
average number of visits per doctor per day (Table
6-1), and 15% in discharges. The discharge figure
dropped as high as over 20% in some countries.
There was also a decline in hospital bed utilization
and average length of stay, two indicators of
hospital bed efficiency. Compared with 2019, the
bed utilization rate declined across countries in
2020 and it even decreased by more than 20% in
some countries (Table 6-2), with varying degrees
of increase in patients’ average length of stay
(Table 6-3).

Progress on universal health coverage (UHC)
has nearly stalled. Achieving UHC is crucial to
improving access to essential health care for people
of all countries and its affordability. COVID-19
has almost undone years of efforts towards UHC.
From 2015 to 2019, the UHC Service Coverage
Index' showed a steady upward trend. Since
the outbreak of COVID-19, UHC progress has
basically stalled globally and regionally, with even
a downward trend in Africa (Figure 6-3).

Healthcare workers have suffered a heavy
blow. COVID-19 has had a profound impact on
healthcare workers around the world. The WHO
estimated that 180,000 healthcare workers world-
wide might have died from COVID-19 between
January and May of 2021. The International
Council of Nurses reported that the pandemic
had exacerbated the existing shortage of nurses.

" The UHC Service Coverage Index (SDG Indicator 3.8.1) was developed by the WHO, with a maximum score of 100. The in-

dex has increased from 45 in 2000 to 68 in 2019.
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Table 6-1 Average number of patients seen by a doctor per day by country, 2015-2020
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Unit: person-time

Country 2015 2016 2017 2018 2019 2020
Australia 6.8 7.0 7.1 7.3 7.3 6.8
Germany 10.0 10.0 9.9 9.9 9.8 9.5
Italy 9.6 9.9 10.1 10.3 10.4 5.2
China 8.4 8.3 8.2 8.0 8.1 6.8
ROK 16.6 17.1 16.7 16.9 17.2 14.7
Mexico 2.7 2.6 2.5 2.4 2.3 2.1
Norway 43 4.4 4.5 4.5 4.4 3.7
Slovakia 11.3 11.4 10.9 10.9 11.1 10.1
Tiirkiye 8.4 8.6 8.9 9.5 9.8 7.2
Brazil 2.6 2.4 2.3 2.0 2.0 1.4
Source: OECD
Table 6-2 Hospital bed utilization rates by country, 2015-2020 Unit: %
Country 2015 2016 2017 2018 2019 2020
Canada 91.6 91.8 91.6 91.7 91.6 82.7
France 75.3 75.6 75.7 75.7 75.9 69.9
Germany 79.8 80.2 79.8 79.1 78.9 69.6
Italy 78.9 77.5 78.9 78.7 78.1 67.7
China 79.5 79.8 79.7 78.8 78.0 67.7
Japan 74.5 74.8 75.5 75.8 76.1 71.2
Mexico 78.0 72.3 75.9 73.4 74.1 56.7
The Netherlands 65.0 66.3 65.4 63.8 63.7 59.6
Portugal 80.9 81.7 82.6 82.0 82.0 74.1
Tiirkiye 68.8 67.3 674 66.1 65.5 52.2

Source: OECD
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Table 6-3 Average patient length of stay by country, 2015-2020 Unit: day
Country 2015 2016 2017 2018 2019 2020
Denmark 5.5 54 6.0 5.5 5.7 54

France 8.8 8.8 8.8 8.8 8.8 9.1
Germany 9.0 8.9 8.9 8.9 8.8 8.7
Japan 29.1 28.5 28.2 27.8 273 28.3
ROK 17.9 17.4 18.4 19.1 17.9 19.1
Mexico 4.2 4.0 43 4.5 4.4 4.9
Tirkiye 3.9 4.0 4.1 4.2 4.2 4.5
Brazil 54 5.4 5.2 5.2 5.1 5.2
China 9.6 9.4 9.3 9.3 9.1 9.5
South Africa 6.2 6.2 6.2 6.0 6.1 5.9
Source: OECD
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Figure 6-3 UHC Service Coverage Index by region, 2015-2021
Source: WHO
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The surge in critically ill patients and mortality
have had a serious impact on the mental health of
healthcare workers (Africa Europe Foundation,
2022).

6.1.3 Inequalities in access to health-
care services and resources have exac-
erbated

Inequality in access to COVID-19 vaccines.
COVID-19 vaccines play a crucial role in reduc-
ing mortality and infection in the pandemic, but
vaccine access problems persist. There is a clear
gap between low-income and high-income coun-
tries in COVID-19 vaccination. As of June 2023,
72.96% of people in high-income countries had
received at least one dose, compared with 34.27%
in low-income countries (WHO, 2023d). Geo-
graphically, most countries with low vaccination
coverage are in sub-Saharan Africa. In countries
such as Burundi, the Democratic Republic of the
Congo and Chad, less than 1% of the population
is fully vaccinated (UN, 2022a). The “vaccine
gap” made the COVID-19-related death rate in
low-income countries four times higher than that
of high-income countries (UNDP, 2023).

Severe inequality in COVID-19 diagnostics
and therapeutics. Regarding diagnosis, as of
March 2022, only 0.4% of the 3 billion diagnostic
tests performed globally happened in low-income
countries (Balakrishnan, 2022). Regarding treat-
ment, by November 2022, only eight low-income
countries had access to oral therapeutic treat-
ments (UNICEF, 2023b).

Inequality in healthcare human resources. Ac-
cess to primary health care is constrained by the
size of the health workforce. Estimates show that
the global shortage of health workers fell from

20 million in 2013 to 15 million in 2020 and is
expected to fall to 10 million by 2030. Despite
the significant increase in the global health work-
force, the proportion of health manpower in re-
gions with the highest burden of disease remains
the lowest. Statistics for 2014-2021 show that
the WHO European region had the highest health
worker densities for medical doctors, nursing and
midwifery personnel, and dentists at 36.6, 83.4
and 6.2 per 10,000 population respectively. The
lowest health worker density was in the WHO
African region, with only 2.9 medical doctors and
12.9 nursing and midwifery personnel per 10,000
population (Figure 6-4). At least 55 countries are
facing acute shortage of health workers, and 37
of them are in Africa (UN, 2023). The challenge
posted by health worker shortage is especially
acute in rural and remote areas.

6.1.4 Developing countries face mount-
ing pressure in health financing

Investment in health has increased sharply
due to the COVID-19 pandemic, but developing
countries suffer problems of inadequate health
expenditure. Global health expenditure account-
ed for 7.1% of GDP in 2020, up 9.6% from the
previous year; government expenditure on health
reached 10.68% of total health expenditure', up
2.2%. In Africa, Southeast Asia and Central Asia,
government spending on health did not reach
the global average’. Per capita health spending
in Africa and Southeast Asia was well below the
global per capita level, being just 4% of the Euro-
pean level, making it hard for them to cope with
health challenges such as the COVID-19 pandem-
ic. There is a wide gap between developing and
developed countries in the total and per capita

' In addition to government expenditure, there are also social and personal expenditures in health expenditure.

* Health expenditure in Africa accounts for only 5.49% of GDP, and government health expenditure accounts for only 7.29% of

total health expenditure.
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health expenditure related to COVID-19 infection.
Zimbabwe, for example, spent US$39 million
on COVID-19 infection, while Canada spent
US$22.728 billion; Ethiopia spent US$1 per capi-
ta, while Germany spent US$250 (WHO, 2023c).
The proportion of COVID-19 health spending
to total health expenditure is high in developing
countries, with considerable spending on vaccines.
While the increase in healthcare costs resulting
from the COVID-19 vaccination program is glob-
ally widespread, the pressure is more pronounced
in low-income countries (UNDP, 2021). High-
income countries must increase health spending
by an average of 0.8% to cover the cost of vacci-
nating 70% of the population, while low-income
countries have to increase it by an average of
56.6% for that purpose (UNDP, 2023). Further-
more, since only a limited number of countries
have the capacity and infrastructure to develop
and produce vaccines, there is a risk of supply
shortages and uneven regional distribution due
to overconcentration of production sites. Lower-
middle-income countries pay a higher price for
COVID-19 vaccines than high-income countries.
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Low-income countries spend just US$41 per per-
son per year on health, and the COVID-19 vac-
cines, coming at a delivery cost of US$3.7 for two
doses each person, represent a significant financial
burden for them (WHO, 2021b).

Developing countries’ health financing ca-
pacity has declined. The COVID-19 pandemic
has had a huge impact on the global economy,
crippling countries’ health spending ability. It is
projected that by 2027 government spending will
remain below pre-pandemic levels in 41 coun-
tries and regions, severely limiting their ability
to invest in health. Additionally, some countries’
capacity to invest in health has been further
weakened by the high interest they have to pay on
public debt. By 2027, interest payments are esti-
mated to reduce health spending capacity by an
average of 7% in low-income countries, 10% in
lower-middle-income countries and by as much
as 15%-30% in some countries. The decline in
government spending will make it difficult for
many developing countries to prevent and control
pandemics of infectious diseases, thereby slowing
UHC progress, exacerbating inequalities among
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countries and jeopardizing global health and se-
curity (Kurowski et al., 2022).

Global health financing has suffered a huge
deficit. The G20 High-level Independent Panel
estimated that the total global annual financing
need for creating a global Pandemic Prepared-
ness and Response architecture is at least US$31
billion and the current financial gap is US$10.5
billion per year (WHO & World Bank, 2022).
Developed countries have failed to fulfill their
ODA commitments for a long time, and the glob-
al economic recession can lead to further sharp
cuts in aid budgets, widening the health financing
gap. Amidst the global macroeconomic downturn,
countries find it difficult to meet co-financing re-
quirements for HIV and immunization programs,
among other health services. Health financing
difficulties will make it difficult for recipient
countries to meet health challenges and even cre-
ate larger health crises, further stretching limited
donor resources (Glassman A. et al., 2023).

6.1.5 Climate change has increased
health risks

Climate change is one of the major threats to
human health. More than 13 million people world-
wide die each year from avoidable environmental
causes'. Climate change and extreme weather
conditions increase the risk of infectious diseases.
For instance, extreme weather and climate have
led to the displacement of growing numbers of
people in Africa, Asia, and North, Central and
South America (IPCC, 2023), increasing the inci-
dence of TB in vulnerable countries and regions
(Maharjan B. et al., 2021). Malaria will spread to

higher latitudes in Africa, Asia and North, Central
and South America as a result of climate warming
(Tanser F. C. et al., 2023). The incidence of den-
gue fever is likely to increase with climate change
and continued rapid urbanization (WHO, 2021a).
The geography of schistosomiasis will gradually
expand. Climate change and induced migrations
and development of global trade and tourism have
led to an increase in the incidence of zoonotic dis-
eases, which may cause another global pandemic.
It is estimated that 75% of emerging viral infec-
tions are of zoonotic origin, with the Zika virus,
Ebola virus and others likely to have come from
animals (Leifels M. et al., 2022).

6.2 Multiple factors behind glob-
al health challenges

6.2.1 The global healthcare system
needs to be improved

UHC remains a long way off. The social se-
curity system should ensure equitable access to
medical services, and prevent vulnerable groups
from falling into poverty due to illnesses or disas-
ters. The world was far from meeting the targets
under SDG 3 or the goal of extending health cov-
erage to additional 1 billion people by 2023, and
the paths to achieving UHC varied widely across
regions and countries and their progress differed.
The UHC Service Coverage Index (service ca-
pacity and access) averaged 68 globally in 2021,
with Europe (81), the Americas (80) and the
Western Pacific Region (79) achieving the high-
est and Africa at 44 scoring the lowest. It began a

These causes include the accelerating climate crisis, air pollution, inadequate sanitation and clean water, exposure to chemicals

and radiation, and unsafe urban environments.
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downward trend after the COVID-19 outbreak’'.

Developing countries lack basic social security
coverage. If the impact of the COVID-19 pandem-
ic is not taken into account, given the current rate
of progress in health coverage and catastrophic
health expenditure by households’, projections
indicate that by 2023, only approximately 270
million people will have access to essential health
services and 730 million people will face the bur-
den of catastrophic out-of-pocket health expen-
ditures. The COVID-19 pandemic has increased
catastrophic health expenditure by households,
exacerbating poverty in many affected communi-
ties. In lower-middle-income countries, a higher
proportion of households have given up health
care because of financial difficulties. Nearly 19%
of households in a sample of 39 lower-middle-
income countries reported being unable to access
needed health services, according to a World Bank
survey. Financial constraints are the predominant
barrier to accessing health services, as revealed in
the survey.

Global emergency preparedness is inadequate.
Despite the lessons learned from transboundary
outbreaks of SARS, MERS, Ebola and other ep-
idemics in recent decades, the initial outbreak of
COVID-19, characterized by its suddenness and
unprecedented severity, clearly surpassed human-
ity’s existing knowledge and capacity to respond
effectively. The health systems in nearly all coun-
tries were overwhelmed, experiencing shortages
of essential equipment and unprecedented shocks.
These issues have exposed global weaknesses in

public health response capacity, stockpiling and
coordination and international cooperation. Sur-
prisingly, the COVID-19 pandemic prevention
and control outcomes have shown that they are
not directly determined by past evaluations of a
health system’s performance and capacity. Some
countries with high-performing health systems,
comprehensive infrastructure and significant tech-
nical expertise and investment experienced the
highest rates of COVID-19 morbidity and mortal-
ity. This reality demands a critical reexamination
of the performance and resilience of both global
and national health systems.

6.2.2 The digital divide has led to
greater disparities in health resources

In general, digital transformation is beneficial
for the global response to health issues, but the
uneven development of digital technology and the
digital economy also poses challenges to global
health. Against the backdrop of the digital divide,
rich countries and high-income groups have more
opportunities to enjoy the health benefits brought
by new technologies, while developing countries
and the poor find it difficult to reap them (Center
for Global Health Inequalities Research, 2020),
widening the health resource gap between coun-
tries and people (Saeed and Masters, 2021).

The digital divide has widened the gap in
accessing to health information. Individuals or
regions not covered by digital technology lack
crucial health information or may be exposed to
incorrect or false information, leading to delayed

" The SDGs emphasize achieving universal health coverage, including financial risk protection, access to quality essential

healthcare services, and access to safe, effective, quality and affordable essential medicines and vaccines for all (SDG Indicator 3.8.1).

Monitoring and evaluating progress in UHC is crucial for implementing this target, and to this end, the WHO monitors indicators

such as UHC Service Coverage Index, and household budget-related medical expenditures at the global, regional and national levels.

Monitoring indicators cover the following categories: reproductive, maternal, newborn, and child health; infectious diseases; non-

communicable diseases; service capacity and accessibility.

* Catastrophic health expenditure (CHE) is defined as medical and health expenses paid in cash by households as a ratio of

household consumption exceeding a certain level.
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treatment or ineffective interventions. In con-
trast, communities and individuals with access to
health information can respond more effectively
to illnesses, especially infectious diseases.

The digital divide has resulted in disparity in
medical expertise. Digital tools and methods can
enhance the skills of health workers and expand
their reach, helping to address the shortage of
healthcare professionals. However, the digital
divide has made impoverished regions unable to
access the digital tools that could significantly
supplement health services.

The digital divide has led to disparity in
accessing medical products and interventions.
Digital tools and methods can streamline supply
chains and improve data forecasts, addressing
supply shortages. For example, the Electronic
Logistics Management Information System en-
sures proper stock levels and efficient medicine
dispensation. However, regions without digital
technologies face potential mismatches between
need and supply or delivery delays.

The digital divide has produced disparity in
public health services. Digital technologies may
seriously underestimate the size of vulnerable
communities when data is not available, resulting
in inequities in diagnostics and health services.
Some old and young people or groups unable to
use digital tools face difficulties accessing ser-
vices through digital tools due to challenges in
obtaining their health data.

The digital divide has brought disparity in
support for catastrophic medical costs. Health in-
surance and government digital financial services
can protect individuals and families from falling
into poverty due to illness, and are important
protections for individuals and families. Howev-
er, those without bank accounts or unable to use
digital tools often lack access to such protection
(WEF, 2021).
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6.2.3 Global health governance suf-
fers from deficiencies

The WHO’s role in leading global health
governance needs to be enhanced. A strong,
neutral and professional multilateral institution
that transcends national borders is essential to
effectively lead and coordinate actions in tackling
a global public health crisis. In the response to
COVID-19, the WHO played an important role
in the prevention and control of global outbreaks
through its leadership and management, supply of
global public goods, preventive and surveillance
actions, global mobilization and solidarity. But
it now faces multiple constraints, such as weak-
ened decision-making capacity due to funding
problems.

Other key multilateral organizations on global
health governance also face multiple challenges.
In the past years, particularly in the context of the
response to COVID-19, the G20, the World Bank
and other multilateral organizations played an ac-
tive role in global health governance and financing
agenda-setting and promoting solidarity among
the members in the fight against the pandemic.
For instance, during the pandemic, the G20 held
a special summit on the response to the pandemic
as well as a global health summit. It also held a
joint meeting of its finance and health ministers to
discuss global health governance and financing,
and proposed to establish a pandemic fund in the
World Bank to strengthen the capacity of devel-
oping countries to prevent and respond to pan-
demics. MDBs such as the World Bank also made
important contributions to global health financing.
However, multilateral global health organizations
also face many challenges as they participate in
global health governance, such as insufficient rep-
resentation and voice of developing nations, and
ineffective implementation mechanisms.
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Role of non-state entities is increasing, but the
coordination with other governance mechanisms
needs to be improved. In global public health
governance, charities and specialized organiza-
tions outside the formal state system are playing
a bigger role. Non-state entities such as the Gates
Foundation, the Global Fund to Fight AIDS, Tu-
berculosis and Malaria, and GAVI, the Vaccine
Alliance, typically focusing on one or multiple
global health governance issues, are capable of
achieving their goals reasonably fast thanks to
their expertise, clear objectives, adequate fund-
ing, financial transparency and auditability. They
are increasingly valued by developed countries
and international institutions as key global health
partners. Their work, however, is often influenced
by donor countries and institutions, and multiple
actors and conflicting or overlapping priorities
can impact their agenda-setting and consequently,

fail to form a synergy.

6.3 Jointly building a communi-
ty of health for all

Protecting global health and establishing an
efficient and sustainable global public health sys-
tem for the benefit of all is an urgent issue. At this
critical juncture in history, all stakeholders must
come together to build a global community of
health for all through collective efforts, adhering
to the principle of putting the people and life first,
effectively protecting everyone’s life and health,
and respecting the value and dignity of all life.
It is only through this unified approach that the
international community can effectively confront
global health challenges, triumph over pandemics
that threaten human security, and jointly protect
human health (Box 6-1).

Box 6-1 China and the US fought Ebola together in Africa

During the Ebola outbreak in West Africa, Chinese medical workers and public health experts

worked with their US counterparts to combat the epidemic, showcasing a remarkable example of

international anti-epidemic cooperation. In Sierra Leone, personnel from both countries worked

together in a Chinese laboratory. In Liberia, the US Air Force provided large forklifts so that

critical Chinese emergency supplies could be unloaded. Additionally, the US offered to extend

medical treatment and transportation services to potentially infected Chinese individuals.

The two countries also worked closely in research and production of Ebola therapeutics and

vaccines. American company Mapp Biopharmaceutical developed ZMapp, an Ebola treatment

drug, but its production was constrained by technical and equipment limitations, preventing a

swift response to the crisis. To address this, the PLA Academy of Military Medical Sciences and

Chinese company Mabworks Biotech, after obtaining permission from the intellectual property

rights holder of ZMapp, modified the technical process to develop MIL-77, a drug suitable for

large-scale production. MIL-77 was procured in substantial quantities by the non-profit organi-

zation Doctors Without Borders and widely distributed in the areas affected, significantly con-

tributing to the control of the epidemic. Mapp Biopharmaceutical and Mabworks Biotech later

signed an agreement for MIL-77 to be marketed worldwide (excluding China).

Source: The Carter Center
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6.3.1 Continuing major infectious dis-
ease prevention and response

Working together to mitigate the COVID-19
impact. Countries and regions must adhere to
science-based prevention and control strategies,
adopt a comprehensive approach of medical and
non-medical measures, and carry out prevention
and control in accordance with ways and means
that can be effectively promoted in each country
and region. They must optimize and adjust pre-
vention and control strategies and means in accor-
dance with the characteristics of the occurrence
and development of epidemics, based on the prin-
ciples of scientific precision and according to the
times and circumstances. They must also address
the “immunization gap”, recognizing COVID-19
vaccines as a global public good, and ensuring
its equitable and just distribution worldwide.
International cooperation should be promoted in
research, development and utilization of medi-
cines and vaccines for mutant strains. Affordable
and effective COVID-19 medicines and vaccines
should be made accessible to countries.

Keeping emerging infectious diseases under
constant monitoring. Global and regional emer-
gency surveillance systems should be improved
through joint efforts and the regional resources
of different parties should be effectively coor-
dinated and managed. Monitoring and control
of infectious animal sources of zoonoses should
be reinforced, and national and regional animal
disease surveillance capabilities and infrastruc-
ture strengthened. Technical cooperation and
policy coordination on health security should be
increased, community resilience promoted and
more effective prevention and response measures
explored. Supervision of food markets and food
supply chains should be strengthened. The risks
of new or emerging infectious disease outbreaks
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should be assessed. Collaboration should be
maintained on research, surveillance and experi-
ence sharing on the link between plant/animal use
and the risk of emerging epidemics, and the rela-
tionship between biodiversity loss and infectious
disease outbreaks should be explored.

Global cooperation on vaccine and drug
research and development should be accelerated.
Global joint research and development centers
should be established for vaccines and medicines,
as well as technology transfer centers and joint
research laboratories. There should be collaboration
on research and development of vaccines and
medicines for emerging infectious diseases and
a network of epidemiologists to promote cross-
border exchanges and visits. Enterprise-university-
research institute cooperation and public-private
partnerships should be strengthened.

Emergency reserves and resource mobiliza-
tion system should be enhanced. First, the speed
of response to public health emergencies should
be accelerated, global and regional reserve and
transport mechanisms for medical emergency
supplies set up, and emergency medical reserve
centers established with features such as rapid re-
sponsiveness, accessible distribution, and 24-hour
readiness for immediate deployment. Regional
alliances for information sharing, reserve en-
hancement, unified distribution and standardized
coordination should be promoted. Second, public-
private cooperation and temporary production
capacity should be promoted. Industrial and logis-
tics parks should be leveraged to deepen produc-
tion capacity cooperation and promote localized
production, and developing countries’ temporary
production of medical emergency supplies and
emergency response capabilities enhanced. Third,
there should be cooperation on health emergen-
cy training and developing emergency response
workforces while tailored training courses and
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simulation exercises based on the specific needs
of individual countries and regions should be
designed.

6.3.2 Building a more resilient and equi-
table UHC system

UHC needs to be accelerated. More effort
should go into enhancing the accessibility and
affordability of public health services and basic
medical services. It is imperative to ensure equita-
ble access to healthcare services for all population
groups and bridge the gap in health inequalities,
particularly among vulnerable groups and those
with lower socioeconomic status. This approach
will help mitigate the risk of these groups falling
into poverty due to illness. To address the burden
of NCDs, it is essential to expand the range of
diseases covered by health services and health
insurance.

The primary healthcare system needs improve-
ment. To promote the resilience of the public health
system, it is vital to establish a health emergency
response system that integrates routine service and
emergency with emphasis on disease prevention,
and to coordinate public health services and basic
medical services. Upgrading medical service fa-
cilities should be a key area of focus, particularly
community-level medical and health service facil-
ities. Demographic forecasts and evaluations for
different countries and regions should be given a
crucial role in providing tailored medical and nurs-
ing services for senior citizens in various localities.

The health workforce needs to be future-
oriented. There should be greater investment in
the education of health professionals, who should
be given enhanced protection and support, and
medical education and health programs should be
aligned with demographic changes, so that there
will be a steady and reliable supply of well-trained
health workers. Health workers’ employment
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rights and interests should be protected, wage
equality among different genders and groups pro-
moted, their mental health promoted, and commu-
nity services and support strengthened.

Domestic health financing should be scaled up.
Countries must recognize the significance of good
health for sustainable human development and
prioritize health financing in their budgets. Access
to essential health services, such as child immuni-
zation, prenatal care, and the management of in-
fectious and noncommunicable diseases, should be
guaranteed. Improving the management of public
finance is essential, and countercyclical regulation
must be implemented in the health system to ensure
medical service coverage and basic welfare for the
poor and vulnerable. To achieve these objectives,
innovative health financing mechanisms should be
explored, and public-private partnerships strength-
ened. Moreover, increased investment and financ-
ing in health infrastructure, health workforce and
public health products are crucial for advancing the
healthcare system.

6.3.3 Tapping the full potential of dig-
ital health technology

Information infrastructure should be enhanced
to ensure the sustainability of new technology
applications. Countries should prioritize the devel-
opment of new information infrastructure. Devel-
oping countries need to enhance communication
technology and infrastructure, closing gaps in
digital production capacity and digital technology.
It is essential to establish laws and regulations on
personal information security and privacy protec-
tion, accelerate the universal coverage of digital
health care and implement digital health solutions.
Cross-border research and development coop-
eration in digital medical technology should be
encouraged, protection of intellectual property leg-
islation on digital medicine accelerated, and joint
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research on digital medical technology promoted.

Digital empowerment of biomedical research
and development should be advanced to promote
accessibility and affordability of new medicines.
Countries should proactively expand the applica-
tion of Al technologies in pharmaceutical research
and development, fostering a deeper integration of
the internet and biomedicine. Leveraging digital
tools in drug development can significantly reduce
the time and costs associated with research and
development. It is imperative to accelerate efforts
in Al pharmaceutical technology development and
application, as this will reduce the overall cost of
new drug research and development and improve
accessibility and affordability of medicines.

A protection mechanism should be established
for the application of digital technology. Countries
must enhance their top-level design in the applica-
tion of new technologies, breaking the barriers in
public health, disease control and health surveil-
lance data. They should maintain quality manage-
ment and information security in medical services,
which requires a robust medical information secu-
rity system. Policy incentives and safeguard mea-
sures should be improved, and the transformation
and innovation of service models under the new
normal of our times encouraged.

6.3.4 Improving the WHO-led global
health governance system

The WHO should be enabled to play a central
role in global health governance. The decision-
making power and voice of developing nations
should be elevated by assigning them key
positions within the WHO and other health-related
organizations. The leadership and coordination
capabilities of the WHO must be strengthened.
It is essential to maintain and improve the global
health governance system with the WHO at its
core, and the WHO’s leadership and authority in
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global health governance. The WHO should be
empowered to coordinate resources and regulate
the actions of member states in response to public
health emergencies.

Multilateral institutions like the G20 and re-
gional organizations such as the ASEAN should
play a constructive role in global health gover-
nance. The G20, BRICS, Asian Infrastructure In-
vestment Bank and the New Development Bank
should play a greater role in global health gover-
nance, while upholding the central and coordinat-
ing role of the WHO. Regional mechanisms such
as the ASEAN, African Union, and Community
of Latin American States should play a flexible
and innovative role, foster greater consensus
among member states and jointly promote insti-
tutional innovative and breakthroughs in rules.
They should better align with the interests and
aspirations of developing countries, and function
as exemplary pioneers in the global health system
and as valuable supplements.

Health aid, particularly financing mechanisms,
should be improved and innovated. It is crucial to
draft health aid agendas, priorities and solutions
based on the needs of developing countries, en-
suring the sustainability of international health
assistance and cooperation. Particularly, assistance
to vulnerable regions such as Africa should be sig-
nificantly increased and their development needs
should be learned in depth to ensure pertinent
and accurate health cooperation. To achieve this,
health financing mechanisms must be innovated,
and institutions, especially those of developed
countries and conventional multilateral develop-
ment institutions such as the World Bank, should
fulfill their ODA commitments and continue to
increase assistance to vulnerable countries. Efforts
are to be made to promote integrated management
and coordinated utilization of resources from
ODA and special funds from the World Bank
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and regional development banks, key earmarked
funding organizations such as the Global Fund,
and philanthropic organizations. Funds should be
allocated rationally and equitably based on global
health needs, especially those of developing coun-
tries, clear priorities for resource usage set, and
duplication and waste minimized, thus enhancing
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Three years after the onset of the COVID-19
pandemic, the global economy is confronted with
the challenges of weak economic recovery, deteri-
oration of the ecological environment, inadequate
global governance, heightened geopolitical ten-
sions, enlarged development gaps, and polycrises,
which include a health crisis due to the aftermath
of the pandemic, an energy and food crisis, and
a global climate crisis. Progress in achieving
the SDGs has been rolled back, with millions of
people falling back into hunger and poverty in
many countries. Developing countries in general
are facing an increased demand for development
finance and inadequate supply. Industrial nations
have not provided their committed funds for de-
velopment finance and addressing climate change,
and traditional international financial institutions
(IFIs) are responding slowly, exacerbating the in-
adequate development finance among developing
countries.

To meet these rising global challenges and
propel global development to its right track, there
is a great need to improve the system and reduce
the gaps in global development finance. This
chapter explores the issues of development fi-
nance from three aspects: It examines the concept
of development finance and reviews its current
landscape; it analyzes the causes of inadequate
global development finance; and it explores the
approaches to meet the gaps in global devel-
opment finance and provide support for global
shared and sustainable development. The focus

is on the bilateral and multilateral public and of-
ficial providers of development finance as they
play a key role in comprehensively supporting the
economic and social development in developing
countries.

7.1 Evolution and the changing
landscape of development finance

7.1.1 Evolution of development fi-
nance

Traditionally, global development finance
includes mainly the ODA from the industrial
countries (Global North) to developing countries
(Global South)." According to the Development
Assistance Committee (DAC) of the OECD,
since the 1960s, over US$5 trillion (in constant
2021 US dollars) has been provided as ODA,
including bilateral and multilateral aid and a por-
tion of non-transferred aid (Figure 7-1), but its
effectiveness is still contested. There is no clear
consensus among economists and scholars on its
effectiveness.”

The forms of global development finance
have changed significantly, from the North-South
cooperation dominated by Western donors to
South-South cooperation and multilateral co-
operation, which have become important trade
and financing channels for developing countries.
Within the framework of South-South coopera-
tion, BRICS, Saudi Arabia and other emerging

" According to the OECD, ODA includes grants and concessional loans (with grant elements of 25% and above) to eligible re-

cipients for the promotion of economic development and welfare from an official source (a bilateral government or multilateral orga-

nization) to a set of developing countries agreed to by the DAC (Development Initiatives 2013).

* Following the influential studies by Boone (1996) and Burnside and Dollar (2000), one group of scholars believe that ODA is
ineffective because it creates dependency, fosters corruption, encourages currency overvaluation and crowds out private investment
(Easterly et al., 2004, 2006; Moyo 2009). In the other camp, Sachs (2009) and Stiglitz (2002) believe that aid volumes have been too
low, and that large increases could really help reduce poverty. They advocate a major rethinking of how international aid is provided.

Rajan and Subramanian (2008) found that aid had no significant impact on growth, while Arndt, Jones and Tarp (2010) reached the

opposite conclusion: “Aid has a positive and statistically significant causal effect on growth over the long run.”
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Figure 7-1 OECD-DAC countries’ total net ODA to developing
countries and growth rate, 1960-2020

Source: World Bank AidFlows data

market economies have become increasingly
important providers of development finance to
other developing countries, contributing to global
development cooperation. South-South develop-
ment cooperation (SSDC), different from the con-
cept of ODA, is characterized as combining trade,
aid and investment, and mobilizing development
finance from multi-channels and forms, with less
emphasis on the concessionality of aid and loans.
For example, SSDC mobilizes other official flows
(OOF) like commercial loans and goes further to
leverage the private sector in public-private part-
nership (PPP) projects and innovative approaches
such as blended finance. Influenced by the SSDC
model, the OECD-DAC went beyond traditional
ODA and promoted the concept of total official
support for sustainable development, including all
concessional and non-concessional funds that are

W EERE AR 2023-2 indd 125

“officially provided” and “officially mobilized”.

Based on the new trend in global development
finance, this chapter defines a broader concept of
comprehensive development finance. The tradi-
tional concept is narrowly defined, including ODA
and OOF but not all forms of funds supporting
development. The monetary policy instruments
include M0, M1, M2 and M3. Similarly, in devel-
opment finance (DF), we can define DF1, DF2,
DF3 and DF4, from a narrow to wide concept, so
that most, if not all, forms of development finance
can be included (Figure 7-2).

DF1 =0DA

DF2 = DF1 + OOF, including preferential ex-
port credit

DF3 = DF2 + OOF-like loans (non-concessional
loans from state entities for development but at
market interest rates)
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OOF-like
investment

OOF-like
loans

Other official
flows (OOF)

Official
development
assistance
(ODA)

Figure 7-2 Expanding the definition of development finance

Note: The circles correspond to DF1 = ODA; DF2 = DF1 + OOF; DF3 = DF2 + OOF-
like loans; and DF4 = DF3 + OOF-like equity investment.

Source: Lin, J. Y. et al., 2017

DF4' = DF3 + OOF-like investment: equity
investments by sovereign wealth funds, public
wealth funds, or development projects supported
by state guarantees, or PPP projects

Conceptually, development finance can in-
clude a wide array of instruments, include ODA,
financing from bilateral and multilateral develop-
ment finance institutions (DFIs)’, philanthropy,
private foundations, and even proceeds from
green and sustainable bonds issued by developing
countries. Among these, bilateral DFIs and multi-
lateral DFIs are the main institutions carrying out
the functions of development finance and are the

focus of analysis in this chapter.

7.1.2 Growing demands and gaps in
global development finance

Stable and sufficient financing support is key
to development. Irrespective of their development
stage, all countries have comparative advantages
in certain sectors based on the structure of their
endowments. The failure of development in a
country is most likely caused by bottlenecks in
soft and hard infrastructure, whereby its compar-
ative advantages remain latent and its enterprises
fail to become competitive in the domestic and

" The concept of DF4 is consistent with but different from the total official support for sustainable development (TOSSD) pro-

posed by the OECD-DAC. The TOSSD framework includes the “private sector mobilized by the official sector” (See OECD https://
www.tossd.org/). This chapter does not discuss foreign direct investment and other private flows since the issues related to these
flows differ significantly from those of official flows.

> A DFI is a specialized financial institution that provides funding and support to promote economic development in developing
countries. DFIs typically provide long-term loans, equity investments, guarantees, technical assistance and other financial services to
businesses and governments in emerging markets that may not have access to traditional financing. Examples of multilateral DFIs in-
clude the World Bank Group, the European Bank for Reconstruction and Development, the African Development Bank and the Asian
Development Bank (ADB). Bilateral DFIs refer to those established in developed countries, providing development finance in devel-
oping countries. Examples include the Agence Frangaise de Développement of France, Department for International Development of
the United Kingdom, Japan Bank for International Cooperation, Kreditanstalt fiir Wiederaufbau of Germany, and the United States
International Development Finance Corporation.
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Source: Global Infrastructure Hub

international markets due to high transaction
costs. If development assistance is used to remove
the infrastructure bottlenecks of structural trans-
formation in developing countries, they would be
able to tap into their potential advantages, grow
faster than developed countries, and provide the
material conditions to achieve many of the SDGs.
Otherwise, the development assistance will not
be effective despite the best intentions of the
partner country or institutions. In recent decades,
most of the development assistance to developing
countries from multilateral and bilateral develop-
ment institutions is used for social development
(e.g. health and education) and improvements in
governance (e.g. transparency, law, democracy,
and the business environment). Such projects fall
largely into the category of improving soft in-
frastructure. The hard infrastructure has to some
extent been neglected.

Infrastructure investment bottlenecks remain
the major obstacle to structural transformation,
and there is a great funding gap in hard infra-
structure. According to a projection by the G20’s
Global Infrastructure Hub (GIH), global infra-
structure investment needs will reach US$93.9

W ARRE AR 2023- P indd 127

trillion by 2040 to keep pace with profound
economic and demographic changes and to close
infrastructure gaps (Table 7-1). It also forecasts
a global infrastructure investment gap of about
USS$14.9 trillion, which is equal to a 15.9% in-
frastructure investment deficit. In addition, to
achieve universal household access to drinking
water and electricity in line with the SDGs, a fur-
ther US$3.7 trillion is needed, widening the gap
to about US$18.6 trillion (Figure 7-3). Closing
the global investment gap will require annual
infrastructure investment to increase from the
current level of 3.0% of global GDP to 3.5%.
Meeting the SDGs will require this to increase
further to 3.7% by 2030 (GIH, 2018).

The estimates have been updated by the Inde-
pendent High-Level Expert Group (IHLEG) from
the angle of climate finance. The IHLEG report
pointed out that climate change is occurring at a
faster pace than previously anticipated, the im-
pacts and damage are greater than foreseen, and
the time for remedial action is rapidly narrowing.
Second, the failure to deliver the climate finance
commitment of US$100 billion per year by
2020 made by developed countries at successive
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Table 7-1 Global sustainable infrastructure investment gaps by region, 2016-2040

Unit: USS$ trillion

Africa Asia Americas Europe Oceania Total
1. Current Investment 4.3 46.0 14.0 13.0 1.7 79.0
2. Investment need 6.0 51.0 20.0 15.0 1.9 93.9
3. Investment gap without the SDGs 1.7 5.0 6.0 2.0 0.2 14.9
4. Additional investment needed to
1.6 1.6 0.3 0.1 0.1 3.7
meet the SDGs
5.1 1! t includi ti
nvestment gap including meeting 13 6.6 6.3 21 03 18.6
the SDGs
Total gap as a percentage of total
55.0% 12.9% 31.5% 14.0% 15.7% 19.8%
need (5)/(2)%

Source: Global Infrastructure Hub

Conferences of the Parties has eroded trust.
Third, the world needs to mobilize US$1 trillion
per year in external finance that will be needed by
2030 for other EMDESs except for China (Songwe
and Stern, 2022). Although climate change is dis-
cussed in other chapters of this book, the estimate
of the climate financing gap for EMDE:s is critical
for policymaking.

7.1.3 Supply of development finance
flows

Financial flows to developing countries grew
steadily after the global financial crisis, but de-
clined after the pandemic (Figures 7-4 and 7-5).
During 2010-2022, official loan commitments
by multilateral and bilateral agencies amounted
to US$1.737 trillion in total. Of this, 59% was
provided by multilaterals and 41% by bilater-
als. Over the 13-year period, the share of loans
provided by multilaterals compared to bilaterals
remained relatively stable, but picked up in re-
cent years, from 58% in 2016 to 68% in 2021.
However, in 2022, this proportion plummeted
dramatically to 43%. At the individual partner

level, the World Bank Group provided the high-
est volume of loan financing, followed by China,
the ADB and Japan. In addition, the World Bank
provided US$37 billion of grants during this time
frame through its International Development As-
sociation (IDA) basically to countries at high or
moderate risk of debt distress (World Bank Inter-
national Debt Statistics, 2022).

The net transfer of resources (NTR)' to devel-
oping countries has shown greater volatility. The
net transfers by multilateral institutions became
negative in the period between 2000 and 2007,
showing that repayments were higher than dis-
bursements (Figure 7-4). Therefore, publishing
only the gross disbursement by the World Bank
is misleading. In 2020-2021, both gross disburse-
ment and NTR for multilaterals rose rapidly in re-
sponse to the COVID-19 pandemic but declined
thereafter in 2022. This decline is not sufficiently
countercyclical, as the World Bank has claimed,
and has been one of reasons for a “World Bank
evolution” process.

For bilateral institutions, the NTR differs
significantly from those of gross disbursement.

" The NTR and commitment data is up to 2021. Only gross disbursement data is updated to 2022.
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to developing countries, 1995-2021

Source: World Bank International Debt Statistics Database

In particular, from 1996 to 2008 the NTR from
bilateral DFIs was negative, indicating that re-
payments (debt services) were much higher than
new disbursement from the traditional donor
countries.

Emerging market economies have contributed

W AFRR AN £2023-B 3 indd 129

significantly to global development finance under
the framework of South-South cooperation. Since
the global financial crisis, the BRICS countries
provided US$358 billion of loans, or 26% of loan
financing globally. They played a significant role
in filling the global development financing gap. In
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addition to BRICS countries, Middle East coun-
tries are also emerging loan financiers.

The current supply of global development
finance is far from the demand for sustainable de-
velopment. Table 7-2 aggregates the total official
development finance for 2010-2022, including
ODA (grants only), gross disbursement of mul-
tilateral financial flows and bilateral financial
flows to lower-middle-income countries, as well
as annual averages. These loans have not been
classified as concessional or non-concessional
since this chapter covers a wider range of devel-
opment cooperation including SSDC. The sum
of these three categories was the total official
development finance, standing at US$2.8 trillion
for 2010-2022. The average annual amount was
US$232 billion, which was 23% of the external
financial need for sustainable development (esti-
mated by Songwe and Stern, 2022).

In future, the challenge of inadequate supply
of global development finance will remain, with
a huge funding gap. To estimate the prospects of
development finance, projections were made for
the period 2022-2025 by using autoregressive
integrated moving average (ARIMA) regressions
based on annual gross disbursement data from
2010-2021." The projected total development
finance for the four-year period is US$1,138 bil-
lion with the average annual development finance
at US$284.5 billion. Using the total development
finance needed for sustainable investment, esti-
mated by the IHLEG (Songwe and Stern, 2022)
at USS$1 trillion per year for external finance, it
was found that the share of total official develop-
ment finance in the average annual need of lower-
middle-income countries was merely 28.5% of
the external finance needed. The rest (71.5%)
was a huge financial gap to be filled in by better

Table 7-2  Official development finance flows to lower-middle-income countries in 2010-2021, and projec-

tions for 2022-2025

Unit: constant 2021 USS$ billion

o Projections Share in the
2010-2021 Projections for
2010-2021 total for 2022-2025 global annual
average 2022-2025 total
average average need (%)
ODA (grants only) 1,232.9 102.7 516.2 129.0 12.9
ODA total 1,301.6 108.5 729.3 182.3 18.2
Bilateral official development
610.7 50.9 194.6 48.6 4.9
finance flows
Multilateral official
945.2 78.8 427.3 106.8 10.7
development finance flows
Total official development
2,788.9 232.4 1,138.0 284.5 28.5
finance flows

Note: ODA and ODA-only grants have been deflated to 2021 US dollars using a deflator sourced from the OECD database.
The denominator of the last column is US$1 trillion dollars per year (Songwe and Stern, 2022).

Source: Authors’ calculations based on World Bank International Debt Statistics Database

" The theory of forecasting is based on the premise that current and past knowledge can be used to make predictions about the

future. See Petropoulos et al. (2022) for a review of forecasting methodology.
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Table 7-3 Official development finance flows to lower-middle-income countries in 2021, and projections

for 2022-2025

Unit: constant 2021 USS$ billion

Projections for | Projections for | Projections for
2021 2022
2023 2024 2025
122.1
ODA (grants only) 116.9 L 127.9 131.1 135.0
(projection)
ODA total 129.3 158.2 173.4 188.2 209.3
Bilateral official development
46.0 99.2 34.2 32.1 29.0
finance flows
Multilateral official
99.6 76.3 112.4 119.1 119.4
development finance flows
Total official development
262.5 297.7 274.6 282.4 283.4
finance flows (1+3+4)

Note: Due to the asset-liability restructuring announced by the World Bank in April 2023, which includes an increase of
USS$50 billion in loans over the next 10 years, the forecast values for the years 2023-2025 in this table have been adjusted to

reflect an additional US$5 billion annually.

Source: Authors’ calculations based on World Bank International Debt Statistics Database

leveraging public and private resources, reform
of multilateral international financial institutions
(such as the World Bank), national development
banks (Xu Jiajun et al., 2020), and sovereign
bonds as well as FDI that focuses on sustainable
development.'

Table 7-3 presents the annual projections of
development finance from 2022 to 2025, in which

an implicit assumption is that MDBs are not able
to achieve a significant capital increase, but in-
cludes the US$5 billion increase in the World
Bank’s annual lending (decided at the spring meet-
ings of April 2023). However, bilateral financial
institutions’ lending will decline from the peak of
2022, considering these lenders’ risk aversion to
geopolitical risks.

Box 7-1 China’s contribution to global development finance

China, the largest developing country, has been a good friend/development partner of other

developing countries. Bearing in mind that development is meaningful only when it is inclu-

sive and sustainable, China has been helping other developing countries in accordance with its

capacity, based on the principle of equality and mutual benefit through investment and financ-

ing cooperation.

China has been steadily increasing the scale and expanding the scope of its foreign aid

and development finance. According to a white paper, China's International Development

' Sovereign bonds and FDIs are beyond the scope of this chapter because a) it is difficult to identify the uses of these funds and b)

issues related to them are very different from those with respect to official development finance flows.
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Cooperation in the New Era, from 2013 to 2018, China allocated a total of RMB270.2 billion
for foreign assistance, covering 122 countries and 20 international organizations. It has estab-
lished the Global Development Initiative project pool and fund, channeled US$10 billion of
its special drawing rights (SDRs) allocation to support African countries, upgraded the South-
South Cooperation Assistance Fund to the Global Development and South-South Coopera-
tion Fund, and added US$1 billion more to its original commitment of US$3 billion. It has
increased its input in the China-UN Peace and Development Fund, officially launched Phase
IIT of the China-FAO South-South Cooperation Trust Fund, contributing its share of US$50
million to international development resources, and put US$50 million into the Pandemic Fund
to help developing countries better prepare for and respond to future pandemics.

China has raised the level of development finance for developing countries by promoting
trade and investment cooperation. China has become the major trade partners of 140 countries
and regions, and its outward FDI remains steady. Ten years since the Belt and Road Initiative
(BRI) was launched, more than 180 countries and international organizations have signed
memorandums of understanding with China for jointly developing the initiative. So far, it has
garnered nearly US$1 trillion of investment globally and created more than 3,000 projects and
420,000 jobs for the participating countries and lifted 40 million people out of poverty. As
of 2022, the total volume of trade in goods between China and other BRI countries exceeded
USS$12 trillion, and non-financial market direct investment crossed US$140 billion.

China gives high priority to providing debt relief to countries in financial difficulty. Be-
tween 2013 and 2018, China canceled 98 zero-interest loans with the cumulative amount of
RMBA4.184 billion to least developed countries, heavily indebted poor countries, landlocked
developing countries and small island developing states. Together with other G20 countries,
China implemented the DSSI for the poorest countries with the largest total outstanding debt
amount deferred, accounting for nearly half of the total. China is also committed to the Com-
mon Framework for Debt Treatment beyond the DSSI endorsed by the G20 and contributes to
supporting the poorest countries to respond to the pandemic and other crises.

The development finance offered by China has promoted economic and social develop-
ment in host countries. China has assisted countries to improve their trade infrastructure and
capacity. Such finance is based on real demand from developing countries, aimed to build their
self-development capacity and guided by development goals, prioritizing investment in infra-
structure and productive sectors. Between 2000 and 2020, China built 13,000 km of highways
and railways, more than 80 power stations, and more than 130 health facilities for African na-
tions. In the short term, projects financed by China boosted local economy and improved wel-
fare and employment. In the long term, Chinese development finance helped the host countries
improve their business climate and attract more investment, and promoted economic and social
development, shifting from simply injecting help into these countries to enabling them to help
themselves. Compared with the development cooperation projects led by developed countries
and international development institutions, China-financed projects were implemented faster,
with higher efficiency, and were more effective in helping “funding constrained” developing
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countries out of the “development trap” and “poverty trap”. A study investigating over 3,126
completed projects in Africa co-financed and jointly built by China and the host countries
found that 76% of the hard infrastructure projects and 73% of the soft infrastructure projects
addressed African countries’ bottlenecks in 2000-2017. These completed projects have become
a part of the countries’ public operational assets, generating essential social services, jobs, gov-
ernment revenues, exports and growth. (Wang and Xu, 2022)

7.2 Addressing development fi-
nance gaps

The problem tree analysis is a visual tool
used to identify, analyze and map out the root
causes of a problem. These identified root caus-
es can later be used to find possible solutions or
interventions that can be implemented to address
the problem. Figure 7-6 uses this model to break
down the root causes of the core problem, namely
the perennial gaps in development finance and
the inability of bilateral and multilateral public
and official providers of development finance,
such as bilateral and multilateral DFIs, to meet

developing countries’ demands. If the core prob-
lem is left unaddressed, developing countries
will find themselves unable to transform their
economic structure towards sustainable growth.
They will fail to mitigate the risks associated with
the boom-bust cycle and end up in repeated debt
crises. They will also face continued challenges
in reaching the SDGs and improving people’s
welfare. There are three major causes for the de-
velopment finance deficit, namely the misguided
direction of development finance support, a poor
ecosystem preventing development finance from
being effective, and the institutional and financ-
ing capacity constraints of DFIs.

) Inability for developing countries to Failures for developing countries Continued challenges in reaching
B transform their economic structure to come out of boom-bust cycles the SDGs and improving people’s
~ towards sustainable growth and avoid repeated debt crises welfare in developing countries

l

l

Core Problem ’ Perennial gaps in development finance and inability to meet demands from developing countries ‘

[

|

Misguided direction of A poor ecosystem preventing development Institutional and financing capacity
development finance support finance from being effective constraints of DFIs
Inadequate funding being Less attention being paid to public Poor governance in developing
§ || channeled to infrastructure and || finance capability of borrowing | | countries and their lack of voice
§ other public assets to make those countries that need to work with DFIs impede accountability and
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Figure 7-6 Problem tree: global development finance
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7.2.1 Misguided direction of develop-
ment finance support

This is demonstrated by (i) the inadequate
funding being channeled to infrastructure and
other public assets to make those assets sustain-
able; (ii) obstacles to investment in productive
sectors while addressing climate change chal-
lenges and decarbonization; and (iii) the inability
to use countercyclical finance as a key measure to
mitigate risks and safeguard public welfare.

The World Bank used to direct 70% of its
lending to infrastructure in the 1950s and 1960s,
but by 1999, its infrastructure financing had
dwindled to 19%. The Inter-American Develop-
ment Bank allocated 70% of its lending to infra-
structure in 1981, but that fell to 10% in 2003.
The ADB’s infrastructure investment declined
less dramatically, but until the early 2000s, the
trend was downward as well (Humphrey, 2015a).

There are several reasons for the inadequate
proportion of development finance going to infra-
structure and other public assets: (i) Some devel-
oping countries and international organizations
may have limited resources to allocate to different
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areas of development, and could be prioritizing
other sectors such as health or education over
infrastructure and public assets; (ii) some govern-
ments may not prioritize infrastructure and public
assets because they do not see the immediate ben-
efits or face political pressures to prioritize other
areas; (iii) inadequate infrastructure plans and an
insufficient number of well-prepared investable
projects (ITFFD, 2023); (iv) weak institutions,
including poor governance and corruption, can
hinder the efficient use of resources and discour-
age investment in infrastructure and public assets;
(v) investing in infrastructure and public assets
can be risky, particularly in developing countries
where political and economic instability may cre-
ate uncertainty for investors; (vi) there may be a
lack of data and information on the benefits and
costs of investing in infrastructure and public as-
sets, making it difficult for countries and interna-
tional organizations to make informed decisions
about resource allocation; and (vii) infrastructure
and public assets require coordination between
different stakeholders, including governments,
private investors and communities. Lack of co-
ordination can create inefficiency and discourage

B _ =

Extraction,  Transport Power  Public admin./ Agriculture Telecom  Multi-sector/
pipelines discretionary other

Figure 7-7 Sector-wise distribution of World Bank development lending, 2008-2021

Source: World Bank
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investment (WEF, 2019).

The engagement of DFIs in manufacturing
and other productive sectors has been limited and
DFIs are usually focused on specific segments
of the markets such as small and medium-sized
enterprises or specific aspects such as energy
efficiency. This is partly due to the facts that (i)
low-income countries may have limited access
to counterpart financing for manufacturing proj-
ects due to weak domestic financial markets; (ii)
lack of adequate infrastructure as manufacturing
requires significant infrastructure, such as pow-
er supply, transport networks, and access to raw
materials (Runde et al., 2019); (iii) weak regula-
tory environments that do not adequately protect
workers’ rights, ensure health and safety stan-
dards, or protect the environment (WHO, 2017);
and (iv) political instability and conflict which
can make it difficult to attract investment and es-
tablish a stable business environment necessary
for manufacturing (Hussain, 2014).

Overall, bilateral and multilateral DFIs’ sup-
port to industrial sectors in developing countries
has been focused on policies and systems that
create a level playing field for businesses and pro-
mote sustainable and inclusive economic growth.

(US$ billion)
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Working Together to Promote Sustainable Development Finance

Previously, industrial policy was taboo among
IFIs, as it was often seen as being connected
with government interventions and “subsidies”,
distorting the free market. Gradually, DFIs’ in-
dustrial policy began to accept the importance of
government interventions that are market-friendly,
inclusive and transparent. It recognized that gov-
ernments can play a role in creating a supportive
environment for private sector development and
promoting the growth of strategic industries, but
this should be done in a way that does not distort
markets or unfairly advantage certain firms or
industries (Dickinson, 2008). Nevertheless, their
distancing from direct financing support to indus-
trial sectors does limit DFIs’ capability to directly
influence and guide the transition of traditional
industries to low-carbon and climate-resilient new
industries or leapfrog the stages of industrial de-
velopment and help developing countries benefit
from the new low-carbon development model.
Countercyclical financing suggests that during
a downturn or recession, the governments and fi-
nancial institutions in developing countries should
take measures to increase public spending, reduce
taxes and increase lending to stimulate econom-
ic growth (IMF, 2023b). Conversely, during an

2013 2014 2015 2016
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Figure 7-8 Net transfers in the World Bank’s IDA and the IMF’s PRGT, 2013-2022

Source: Center for Global Development
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economic expansion, policymakers should reduce
spending or increase taxes to prevent overheating
and inflation. Despite the theory, DFIs in general
have no ability to play a key role in countercycli-
cal finance to mitigate risks and safeguard public
welfare in developing countries in crisis. On the
contrary, declines or even negative transfer of
resources to developing countries are seen during
crises, which end up exacerbating economic
problems instead of mitigating them. Figure 7-8
shows net transfers in the World Bank’s IDA and
the IMF’s Poverty Reduction and Growth Trust
(PRGT). The need for pandemic assistance saw
the transfers increase in 2020 but they were not
sustained and fell both in 2021 and 2022.

The 2018 World Bank capital increase was
designed only for a mid-scale crisis occurring
once in a decade. The multiple global crises to-
day have significantly exposed the World Bank’s
scale limits (Ye, 2023). At the end of 2022, the
World Bank released a new Evolution Roadmap,
initiating a new round of debate on its vision,
mission, and financial and operational models.
According to the roadmap, the World Bank is
exhausting its crisis buffer and will once again
face a financial cliff in 2024. Yet a meaningful

World Bank resource expansion faces various
constraints, such as the need to maintain a high
level of capital adequacy, financial pressure faced
by traditional donor countries, and further frag-
mentation of the support both in funding sources
and the agenda, harming the consistency of World
Bank programs (Ye, 2023).

Negative transfer occurs when the aggregate
disbursement from a lender to a borrower is less
than the aggregate repayments from the borrow-
er to the lender. This can happen in a variety of
situations such as inability to fulfill disbursement
conditions connected with policy reforms, which
may not be suitable in the local context as cer-
tain policies may exacerbate existing economic
problems, such as inequality or social unrest,
particularly in economic crises. Moreover, DFIs
may consider reducing new lending as they face
challenges in managing risk during times of crisis
when the business environment can be volatile in
developing countries. If DFIs are not able to man-
age risk effectively, they may end up with a high
level of non-performing loans, which can exacer-
bate economic problems in borrowing countries.

Another countercyclical measure when an
economic crisis and boom-bust cycle occurs is to

B Multilateral
I Bilateral

B Commercial banks

M Bonds

B Other private creditors

Figure 7-9 Distribution of debt in 49 African countries in 2021

Source: World Bank International Debt Statistics Database
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help developing countries deal with the debt cri-
sis and possibly distressed debt resolution (Qian,
2023). Taking the current debt distress in develop-
ing countries as an example, the multilateral DFIs
have not yet shown leadership in distressed debt
resolution, which is needed critically given the
increasingly complex market conditions. The lack
of commitment by multilateral DFIs to provide
concessions on their own loans also makes other
creditors doubt how to reach a final agreement
on debt forgiveness and restructuring. Figure 7-9
shows that multilaterals’ share accounted for one-
third of 49 African countries’ external debt in
2021, while the share of private sector creditors,
1.e., commercial banks, bond holders and other
private creditors, increased substantially to nearly
half.

7.2.2 A poor ecosystem hindering de-
velopment finance from being effective

This is due to less attention being paid to the
public finance capability of borrowing countries
that need to work together with DFIs; develop-
ment finance is not used strategically to leverage
private sector capital, augmenting funding and
strengthening market discipline; also, it neglects
domestic and international financial market devel-
opment on which countries need to rely in future.

DFIs have seen difficulties in addressing pub-
lic finance challenges in developing countries (Te
Velde, 2011) partly due to (i) lack of institutional
capacity in terms of inadequate staffing, poor orga-
nizational structure and limited financial resources;
(i1) weak governance and accountability in DFIs
which can result in poor decision-making and
weak surveillance of corruption, leading to inef-
fective use of funds and limited impact on public
finance in developing countries; (iii) inadequate
channeling of resources to the areas where they are
needed most, resulting in limited impact on public
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finance and exacerbating existing inequalities;
(iv) insufficient coordination with other institutions
including governments, civil society organizations
and other development partners, ending in dupli-
cation of efforts, inefficient use of resources and
limited impact; and (v) limited focus on long-term
sustainability of DFIs’ own investments, leading to
limited impact on public finance.

Overall, addressing public finance in devel-
oping countries requires a multi-faceted approach
that involves strong institutions, effective gover-
nance and accountability mechanisms, targeted
and sustainable investments, and coordination
among various stakeholders. DFIs can play a
critical role in this process, but they must have
the necessary resources and capabilities to do so
effectively.

DFIs face multiple challenges. One is their
inability to leverage private sector capital effec-
tively (Ingram et al., 2018). This could be due to
various reasons: (i) Private sector investors are
often risk-averse and may perceive some projects
DFlIs are investing in as too risky and be reluc-
tant to join; (ii) private sector investors may not
have the resources or appetite to invest in large
projects, which often require significant capital
investments, with DFIs; (iii) potential private sec-
tor investors may not be aware of or be familiar
with the projects DFIs are supporting and the op-
portunities associated with them; (iv) regulations
and restrictions on currency exchange, tax, and
foreign ownership of companies in developing
countries may make private investments from
overseas difficult; (v) private sector investors are
often motivated by incentives, such as tax breaks
or investment guarantees, and DFIs may not be
in a position to provide these incentives, making
it less attractive for private sector investors to en-
gage in their projects.

DFIs’ neglect of domestic and international
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financial market development can have several
negative consequences (ADB, 2023) for busi-
ness and projects in development countries: (i)
They may have limited access to capital, leading
to lack of investment in critical sectors such as
infrastructure, energy and health care; (ii) they
may be exposed to higher levels of risks due to
the shortage of working capital and inadequate
insurance coverage, making it harder for them to
attract investment; and (iii) they may miss out on
opportunities for innovation and growth, which
need support from financial innovations, and may
struggle to remain competitive.

7.2.3 Institutional and financing ca-
pacity constraints of DFIs

The governance of DFIs needs to be improved
(Prizzon et al., 2022). Poor governance can lead
to mismanagement of funds and inefficient al-
location of resources, resulting in development
projects that do not effectively address the needs
of the target population or fail to achieve their
intended outcomes. DFIs are often large organi-
zations with significant financial resources, which
makes them vulnerable to corruption. Poor gov-
ernance practices, such as lack of transparency,
can create opportunities for corruption, resulting
in the diversion of resources from development
projects towards personal gain. In some cases,
DFIs may be subject to political interference from
the governments that fund them. Poor governance
practices can exacerbate this problem, leading to
development projects that are designed to meet
political objectives rather than the needs of the
target population. Poor governance practices can
also damage the reputation of DFIs, making it dif-
ficult for them to attract funding and partnerships
and ultimately limiting their ability to achieve
their development goals.

Developing countries often lack voice in the
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decision-making processes of DFIs. This can
lead to funding decisions that do not adequately
address the needs and priorities of these countries
(Nelson, 2020). This can be attributed to several
reasons: (i) Developing countries may not have
equal representation in the governance structures
of DFIs, which are skewed towards the interests
of developed countries or other powerful stake-
holders; (ii) developing countries may lack the
capacity to engage effectively with DFIs and
articulate their needs and priorities due to limited
resources, expertise, or institutional capacity; (iii)
languages barriers can result in communication
deficiency; and (iv) developing countries may
have limited access to information and data to
understand the criteria and priorities for allocat-
ing resources. The World Bank’s 2020 review
found that the 10 most under-represented coun-
tries in the Bank’s share structure were all from
the group of developing and transition countries
(World Bank, 2021b). However, the World Bank
decided not to adjust its International Bank for
Reconstruction and Development shareholdings
in the 2020 shareholding review but to defer it to
the next review in 2025.

Both bilateral and multilateral DFIs need to
show higher lending capacity. They often have
limited financial resources, partly due to limited
funding from donor countries and the low returns
on their previous investments, which reduce their
earning capacity and capability to strengthen their
own capital base. Other factors are DFIs’ limited
access to capital markets as they have to maintain
high prudential standards, and their limited capa-
bility to attract private sector participation.

DFIs need to pay more attention to South-
South regional initiatives (UNDESA, 2017). One
reason for this may be that they tend to focus on
individual countries or specific projects, rather
than broader regional initiatives. Additionally,
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some DFIs may be more familiar with certain re-
gions or have established relationships with spe-
cific governments, which may make it easier for
them to operate in those areas.

Fragmentation of development finance occurs
where funding for development projects is spread
across multiple sources and channels, leading
to duplication of efforts, inefficiencies and chal-
lenges in coordination. This can occur at both the
domestic and international levels, where a range
of actors are involved in development finance,
including governments, multilateral institutions,
bilateral donors, philanthropic organizations and
private sector entities.

Fragmentation of development finance can
have several negative consequences (Nishio et
al., 2021). It can result in overlapping activities
and competing agendas, reducing the impact
of individual programs and making it difficult
to measure their progress. It can also lead to
lack of transparency and accountability, as in a
multiple-actor scenario, the actors may not be
fully aware of each other’s activities or priorities.
Finally, fragmentation can also make it harder to
coordinate efforts and resources, which can lead
to inefficiencies and gaps in coverage.

7.3 Approach and recommenda-
tions

Development finance must be able to meet the
demands of developing countries and help them
transform their economic structure for sustainable
growth, successfully coming out of the boom-bust
cycles of economic growth and recession which
lead to repeated debt crises. Development finance
should also help developing countries reach the
SDGs and improve their public welfare.

The following objective tree has been drawn
based on problem tree analysis (Figure 7-10). The
objective tree breaks down a high-level objective
or outcome into smaller, more manageable and
specific sub-objectives or outputs. Development
finance’s key outcome should be meeting the de-
mands of developing countries and it can be sup-
ported by outputs such as a well-guided direction,
an effective ecosystem and strong institutional
and financing capacity. If those measures are tak-
en, there will be a beneficial impact in the form of
the transformation of developing countries’ eco-
nomic structure for sustainable growth, helping
them come out of the boom-bust cycles and avoid
repeated debt crises, and make good progress in
reaching the SDGs and improving public welfare.

7.3.1 Reorienting development fi-
nance support

DFIs should follow a well-guided direction
of development finance support so that (i) an
adequate proportion of their financing can be
channeled to infrastructure and other public as-
sets, making projects and assets sustainable; (ii)
proactive investment can be made in productive
sectors to address climate change challenges and
support decarbonization initiatives'; and (iii) they
can play a key role in countercyclical finance to
mitigate risks and safeguard public welfare.

DFIs can invest more in infrastructure and
other public assets through a variety of initiatives
and approaches (Dickinson, 2008), including
(i) collaborating with the governments of de-
veloping countries to identify priority areas for
infrastructure investment and develop strategies
for financing and implementing public projects
through technical project preparatory assistance,
as well as partnering with local stakeholders to

' Bilateral DFIs should fulfill their respective governments’ promise of providing 0.7% of their gross national income as ODA

and both bilaterals and multilaterals combined should meet the promised US$100 billion for climate finance.
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£ Ability for developing countries to Success for developing countries Good achievement in reaching SDGs
8, transform their economic structure to come out of boom-bust cycles and improving public welfare in
E for sustainable growth and face repeated debt crises developing countries
Outcome ‘ ’ Development finance able to meet demands from developing countries ‘
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l

Well-guided direction of
development finance support

An effective ecosystem for
development finance

Strong institutional and financing capacity
of DFIs

Adequate funding to be channeled
|- to infrastructure and other public
assets to make them sustainable

Good attention to be paid to public
finance capability of borrowing
countries working with DFIs

Proactive investment in productive
sectors to address climate change
challenges and support
decarbonization

Development finance to be used
strategically to leverage private sector
capital, augmenting funding and
inducing market discipline

Good governance in developing

| | countries and an equal voice for them

can ensure DFIs’ accountability and
effectiveness
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efficient processes can improve
DFIs’ effectiveness
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| mitigate risks and safeguard public
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DFIs’ support to domestic and
international financial market
development on which countries need
to rely in future

DFIs’ close cooperation with South-

|| South and (sub)regional initiatives will

enable a strong collective impact of

development finance

Figure 7-10 Objective tree: global development finance

ensure that projects meet the needs of communi-
ties; (ii) offering innovative financing solutions
to support infrastructure development, such as
long-term loans, mezzanine financing and PPPs
to attract private sector investment and reduce the
risk for investors, making infrastructure projects
more financially feasible; (iii) concentrating their
investments in specific sectors that are critical for
economic development, such as transportation,
energy and telecommunications, to address key
infrastructure gaps and promote sustainable eco-
nomic growth; (iv) investing in capacity-building
to help countries and communities better manage
and maintain their public assets, including pro-
viding technical training to local officials, invest-
ing in institutional development, and promoting
knowledge sharing among stakeholders (Hanif et
al., 2021); and (v) prioritizing investments that
promote social and environmental sustainability,
such as renewable energy projects, green infra-
structure, and initiatives that support vulnerable

140

ARRA AR 2023-P indd 140

communities to address key development chal-
lenges and promote more equitable and sustain-
able growth.

Overall, DFIs have a critical role to play in
financing and promoting infrastructure develop-
ment and other public assets. By working closely
with governments, offering innovative financing
solutions, targeting specific sectors, investing in
capacity-building, and promoting social and envi-
ronmental sustainability, they can help to unlock
the potential of infrastructure as a driver of eco-
nomic growth and social progress.

DFIs play a critical role in promoting invest-
ment in productive sectors and supporting eco-
nomic development in developing countries that
produce goods and services (Massa et al., 2013).
These sectors may include manufacturing, agricul-
ture, infrastructure, energy and technology. Invest-
ment in productive sectors is important because
it can lead to job creation, increased productivity
and economic growth. By providing financing for
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businesses operating in these sectors, DFIs can
help stimulate economic activity and support sus-
tainable development. They can also provide tech-
nical assistance and other non-financial support to
help businesses improve their operations and be-
come more competitive. This will help businesses
to grow, create jobs and contribute to the develop-
ment of their local communities.

Investment in productive sectors should take
into account the challenges posed by climate
change and prioritize decarbonization efforts
(World Bank, 2017). This is critical for creating
a sustainable future for our planet. There is a
growing awareness of the need to transition to a
low-carbon economy, shifting from fossil fuels
to cleaner and more sustainable sources of energy,
such as renewable energy. Investment in pro-
ductive sectors can help to reduce greenhouse
gas emissions and mitigate the impact of climate
change. In addition to investing in clean ener-
gy, there are other ways in which investment in
productive sectors can address climate change
challenges. For example, investing in sustainable
agriculture practices, such as regenerative agri-
culture, can help to sequester carbon in the soil
and reduce emissions from agriculture. Similarly,
investing in sustainable transportation solutions,
such as electric vehicles and public transporta-
tion, can help to reduce emissions from the trans-
portation sector.

The IMF’s US$100 billion commitment at the
Paris Summit for a New Global Financing Pact in
June 2023 in SDRs for climate-vulnerable devel-
oping countries and the World Bank’s proposal at
the same summit to allow developing countries
hit by climate disasters to suspend their debt re-
payments are welcome, but these institutions and
other DFIs need to do serious work to help devel-
oping countries achieve a paradigm shift in their
infrastructure and economic structure to embrace

W AERE AN 2023-P 3 indd 141

the climate change agenda.

Developing countries need support to establish
a conducive policy and legal environment that will
incentivize industries and businesses to follow a
low-carbon growth path and help them identify
and arrange finance for such green and climate
projects. Multilateral and bilateral DFIs have a
lot to contribute in these regards. The Multilateral
Cooperation Center for Development Finance,
currently administered by the Asian Infrastructure
Investment Bank, is a good example of providing
planning, capacity-building, and project prepara-
tion assistance to developing countries.

DFIs can play an important role in counter-
cyclical finance. DFIs are specialized financial
institutions that provide long-term financing and
investment for development projects, particularly
in emerging economies (Lee et al., 2020). They
can help to counteract economic downturns by
providing financing for critical infrastructure
projects and supporting SMEs. During a reces-
sion, private sector investment tends to decline,
leading to a reduction in economic activity. DFIs
can step in to fill the gap by providing financing
for development projects, including infrastructure
projects such as roads and railways and energy
projects. These investments can create jobs and
stimulate economic activity and help to counteract
the downturn. Moreover, DFIs can provide coun-
tercyclical finance by supporting SMEs, which are
often the hardest hit during an economic down-
turn. They can provide financing and technical
assistance to SMEs, helping them to weather the
recession and emerge stronger once the economy
Tecovers.

DFIs can also help to stabilize financial sys-
tems during a crisis. By providing long-term
financing and taking on risk, they can help to
address market failures and support the financial
sector during periods of economic stress. Overall,
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they can play an important role in countercyclical
finance, particularly in emerging economies
where private sector investment may be limited.
By providing long-term financing and supporting
critical infrastructure projects and SMEs, they
can help to counteract economic downturns and
promote sustainable economic development.

To avoid negative transfers, DFIs need to be
mindful of the local context and work closely
with local stakeholders to ensure that their in-
vestments align with local priorities and needs,
and disbursements can be maintained particularly
during the time of crisis. They should also strive
to maintain a diversified portfolio of investments
across sectors and regions, which can help to
mitigate economic imbalances. Moreover, DFIs
should develop effective risk management strat-
egies and capabilities to ensure that their invest-
ments are sustainable and contribute to long-term
economic growth and development.

Multilateral DFIs need to show leadership in
distressed debt resolution for developing coun-
tries, given the increasingly complex market con-
ditions. They can launch special programs such
as the Heavily Indebted Poor Countries Initiative
(Ramos et.al., 2023) and the Brady Plan (Qian,
2021) to help debt-distressed countries restructure
their debts and improve sustainability. Multi-
lateral DFIs can also take the lead in collective
efforts among all sovereign creditors to provide
loan forgiveness as part of the restructuring and
establish specialized agencies for distressed debt
resolution as asset management companies (Qian,
2023). Multilateral and bilateral DFIs should con-
tinue to provide new grants and new concessional
financing for developing countries.

Recently, the IMF has issued an additional
US$650 billion in SDRs. Distressed debt restruc-
turing negotiations can make full use of the ad-
ditional SDRs to provide new liquidity, promote
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credit enhancement to support proposals like the
Brady Plan, and help debtor countries lower the
cost of refinancing or debt restructuring. Financial
instruments such as the “green debt swaps” and
“debt-for-climate swaps” can transform creditors’
rights into investment in sustainable development
goals in debtor countries. SDRs can also be used
to leverage multi-party funds from public welfare
organizations, international organizations, and
environmental, social and corporate governance
investors. This, at the same time, serves as a
demonstration and generates good publicity. The
IMF and the World Bank should also improve the
existing debt sustainability analysis so that the
analysis can provide a better reference for policy
practices to improve the debt sustainability of de-
veloping countries (Xu, et al., 2022).

The G20’s agenda of enhancing the capacities
of the World Bank and other multilateral DFTIs is
an important initiative. The G20 has been urging
multilateral DFIs to increase their efforts to pro-
pose options for expanding their lending capacity
within their own governance framework while
safeguarding their long-term financial sustain-
ability, robust credit ratings and preferred creditor
status.

7.3.2 Building an effective ecosystem

DFIs need to help build an effective ecosystem
for development finance, paying special attention
to the public finance capability of the borrowing
countries working with them. They should ensure
development finance to strategically leverage
private sector capital, augmenting funding and
strengthening market discipline. They should also
support the development of the domestic and in-
ternational financial market on which developing
countries need to rely more in the future.

The public finance capability of borrowing
countries is an important aspect to consider when
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DFlIs are investing in developing countries. Public
finance capability means the capacity of a coun-
try’s government to effectively manage public
finances, including revenue collection, budgeting
and expenditure management.

DFIs should work with the borrowing coun-
tries to strengthen their public finance capability
as it is a critical component of sustainable eco-
nomic development. However, in practice, DFIs
may not always pay sufficient attention to this as-
pect when making investment decisions (Saldinger
et al., 2019). One reason for this is that DFIs
often focus on specific development goals, such as
specific development or poverty reduction, rather
than broader public finance issues. While these
goals are important, they are closely linked to a
country’s public finance capability, and neglecting
this aspect can undermine the effectiveness and
sustainability of DFI investments. Another reason
is that public finance issues can be complex and
may require a long-term, multi-stakeholder ap-
proach to be addressed effectively. DFIs may not
have the expertise or resources to address these
issues on their own, and may need to work close-
ly with other stakeholders, such as governments,
civil societies and international organizations, to
build the necessary capacity and infrastructure.

To address these challenges, DFIs should work
closely with the borrowing countries to develop
a comprehensive understanding of their public
finance capability and needs (Runde et al., 2019).
They should also engage in capacity-building ef-
forts, such as providing technical assistance and
training, to strengthen public finance management
at the national and sub-national levels. Moreover,
DFIs should collaborate with other types of inter-
national organizations to develop a coordinated
approach to public finance capacity-building.
This can help to ensure that their efforts are aligned
with national priorities and are sustainable over the
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long term. Overall, strengthening public finance
capability is critical for sustainable economic
development, and DFIs should work with the bor-
rowing countries and other stakeholders to address
this issue.

DFIs face several challenges when it comes
to leveraging private sector capital effectively
(Belot, 2020). To address these challenges, they
need to work closely with private sector inves-
tors to develop investment opportunities that are
attractive and feasible for both parties. DFIs can
also provide technical assistance to help private
sector investors navigate the complexities of
investing in developing countries. Finally, DFIs
can work with governments to remove regulatory
barriers and provide financial incentives to en-
courage private sector investment in developing
countries.

It is also essential for DFIs to prioritize finan-
cial market development both domestically and
internationally (Energy Catalyst, 2020). By doing
so, they can help to promote economic growth,
create new jobs and support the development of
critical infrastructure and services in developing
countries. They have a critical role to play in the
development of the financial market in develop-
ing countries. Financial market development is
essential for economic growth and poverty re-
duction as it provides access to credit, promotes
investment and encourages entrepreneurship.

DFIs should prioritize support for financial
market development because it helps to create
an enabling environment for private sector in-
vestment. This can include supporting the devel-
opment of capital markets, promoting financial
sector reform, and strengthening regulatory
frameworks. Financial market development can
help to increase access to finance for SMEs and
other underserved segments of the population.
This can include providing access to credit,
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promoting financial literacy and supporting the
development of innovative financial products and
services. DFIs can also support financial market
development by investing in financial institutions
that provide finance to SMEs and other under-
served segments, such as banks and microfinance
institutions. By doing so, they can help to in-
crease the availability of finance for these groups,
which will promote economic growth and reduce
poverty.

7.3.3 Building strong institutional and
financing capacity

DFIs need to strengthen their institutional and
financing capacity. An adequate lending capacity
and efficient processes can improve DFIs’ effec-
tiveness; good governance by developing countries
and an equal voice for them can also ensure DFIs’
accountability and effectiveness; and DFI’s close
cooperation with South-South and (sub)regional
initiatives will enable development finance to have
a strong collective impact.

Poor governance in DFIs needs to be addressed.
Strong governance structures and practices, in-
cluding transparency, accountability and inde-
pendence, should be implemented (Kenny et al.,
2020). This can help ensure that DFIs effectively
allocate resources to development projects and
maintain the trust of their stakeholders.

It is necessary to ensure a more prominent role
for developing countries in the governance struc-
tures of DFIs (Prizzon et al., 2022). This can be
done by increasing developing countries’ represen-
tation on DFI boards, providing capacity-building
support to help the former engage more effectively
with DFIs, and increasing the transparency of
DFIs’ decision-making processes so that develop-
ing countries can better understand how funding
decisions are made. Additionally, DFIs should en-
sure that they are providing information and data
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in languages used by developing countries, and
seek inputs and feedback from stakeholders in de-
veloping countries.

To address the low lending capacity of DFIs, a
range of strategies may be considered (G20 Expert
Panel, 2022), such as: (i) increasing the capital
of multilateral and bilateral DFIs; (ii) mobilizing
additional resources from donor countries, capital
markets, or other sources to increase their lending
capacity; (iii) managing risk effectively by devel-
oping strong risk management systems, investing
in due diligence and monitoring activities, and di-
versifying DFIs’ lending portfolios; (iv) strength-
ening the private sector in developing countries by
providing technical assistance, capacity-building
support and other resources to help private sector
actors participate in development projects; and
(v) coordinating with other development partners,
such as other multilateral institutions, to leverage
resources and expertise to increase DFIs’ lending
capacity.

The World Bank and IMF for example, should
pay special attention to their respective 2025
Shareholding Review and the 16th General Re-
view of Quotas in 2023, so that the formulas
used are simple and well defined, transparent
and democratic, reflecting the dynamisms of the
global economy. They should treat all their mem-
bers fairly, particularly developing and transition
countries (Gu and Liu, 2022).

DFIs need to recognize the potential benefit
of investing in South-South regional initiatives.
These initiatives can help to foster greater eco-
nomic integration and cooperation between
countries, which can lead to more sustainable
development outcomes (UNDESA, 2019). DFIs
can support regional initiatives by providing
funding and technical assistance, as well as
working with regional organizations and govern-
ments to promote policy reforms and regulatory
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harmonization. Overall, DFIs should strive to be
more inclusive and supportive of South-South
regional initiatives as these can play an import-
ant role in promoting economic development and
reducing poverty in these countries.

To address fragmentation in development
finance, greater collaboration and coordination
among stakeholders is needed (World Bank,
2021). This can be done by establishing platforms
for dialogue and information-sharing, as well as
developing mechanisms for joint planning and
monitoring. Additionally, efforts should be made
to streamline and harmonize funding mechanisms
and procedures, which can reduce transaction
costs and increase the effectiveness of develop-
ment finance. Finally, greater transparency and
accountability can help to ensure that develop-
ment finance is used effectively and efficiently,
and that all stakeholders are held accountable for
their contributions.

7.4 Conclusion

The global economy is facing huge uncertainty
and an overlapping of three crises: the aftermath
of the pandemic, the climate crisis as reflected in
severe weather disasters, and humanitarian crises.
The G20’s GIH projects that US$97 trillion will
be needed in infrastructure investment globally
by 2040 to support economic development and
achieve the SDGs, leaving a financing gap of
US$19 trillion, or 3.7% of global GDP. From an-
other angle, the IHLEG estimates that the external
climate finance needed for EMDESs is US$1 trillion
per year (Songwe and Stern, 2022). However, if
the multilateral DFIs are not able to achieve sig-
nificant capital increase, the projected supply of
total development finance for 2022-2025 is around
28.5% of this amount, leaving a gap of 71.5%, or
US$715.5 billion (Table 7-2).
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If the core problem is left unaddressed, de-
veloping countries will find themselves unable
to transform their economic structure towards
sustainable growth, end up in repeated debt crises
and face continued challenges in reaching SDGs
and improving people’s welfare. The key objective
for development finance is to meet developing
countries’ demands. This can be supported by
well-guided directions to support infrastructure
and productive sectors and offer countercyclical
finance, a development-effective ecosystem for
development finance, and strengthening DFIs’ in-
stitutional and financing capacity.

To fill the gaps in global development finance,
international coordination is urgently needed to
enhance global investment/financial architecture,
reform multilateral development institutions, and
reduce and resolve the debt overhang. Countries
must build on their endowments and tackle infra-
structure bottlenecks to unleash their potential for
sustainable development. With the right policy
and financing, they can mobilize the required
resources to accelerate their sustainable, resilient
and inclusive development.

Here are some proposals for sustainable de-
velopment financing.

First, prioritizing green infrastructure that ad-
dresses country-specific bottlenecks to structural
transformation and job creation, and is consistent
with a country’s NDCs and plans to reduce car-
bon emissions.

Second, advanced industrial countries should
fulfill their commitment of providing ODA that
is 0.7% of their gross national income, as well
as the US$100 billion additional funding to de-
veloping countries each year, extended to 2025,
for investing in mitigation, resilience and green
transformation.

Third, enhancing the public sector balance
sheet analysis, using the net worth of the public
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sector (public asset minus liability) as a compre-
hensive measure for debt sustainability, to support
building key infrastructure in developing coun-
tries. The heads of 24 African states have called for
improvement of the traditional Debt Sustainability
Analysis (DSA) in the “Dakar Call to Action”:
“We believe that public sector assets and liabili-
ties should now form the basis of country-specific
risk analysis beyond traditional debt sustainability
analysis.” (Item 14, Dakar Call to Action, July 9,
2022).

Fourth, strengthening innovation for debt
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treatment, and exploring the feasibility of apply-
ing innovative approaches to meet the current debt
challenges such as debt-for-bond swaps, debt-for-
nature swaps, and public asset-based refinancing
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2023).

Fifth, policymakers everywhere need to work
with patient capital holders such as multilateral
DFIs, regional and national DFIs, sovereign wealth
funds, public wealth funds and asset management
companies to ensure a steady increase of develop-
ment finance for developing countries.
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Energy is the foundation and driving force
for the progress of human civilization. From fuel-
wood and coal to oil, gas and new energy sourc-
es, energy revolutions have been propelling the
evolution of ways of human production and life.
Since the Industrial Revolution, energy, mainly
fossil fuels such as coal, oil and natural gas, has
become the material foundation that human so-
ciety relies on for survival. However, the energy
sector also generates more than three-quarters of
the world’s total greenhouse gas (GHG) emis-
sions' and most of the air pollutants. Low-carbon
energy transformation is essential to climate
change response and eco-environmental improve-
ment, but progress in climate action lags behind
expectations. Despite the fact that energy tran-
sition is a global consensus and that renewable
energy accounts for most of the newly installed
power generation capacity globally with its costs
dropping fast, the development of renewable
energy has not yet benefited all. Some develop-
ing countries are still challenged by unsatisfying
energy accessibility, stability, affordability, sus-
tainability as well as funding and inclusiveness.
The crux lies in the stagnated transition of devel-
oped countries and their failure to fulfill climate
commitments as well as the insufficient funds,
technologies and capabilities that consistently
constraining developing countries.

The Paris Summit for a New Global Financ-
ing Pact in 2023 reached the consensus that “no
country should ever have to choose between re-
ducing poverty, achieving a green transition and
preserving the planet”. It is the common respon-
sibility of all humanity to realize the UN SDG 7
and ensuring access to affordable, reliable and
sustainable modern energy for all. Accelerating

global green, low-carbon energy transition is
key to winning the race between humanity and
climate change. The principle of common but dif-
ferentiated responsibilities is the cornerstone of
global climate governance. Developed countries
should show greater ambition and action in the
process of green, low-carbon energy transition
while recognizing the contribution of developing
countries and taking into account the national
conditions and special difficulties of some de-
veloping countries. International financial insti-
tutions and countries should provide financial,
technological and capacity-building support to
developing countries under the frameworks of
North-South and South-South cooperation to help
them achieve green, low-carbon transition in the
development of their energy systems and to pro-
mote transformation and development mutually.

8.1 Green and low-carbon energy
development needs to accelerate
globally

8.1.1 Progress in global climate action
falls short of expectations

Annual GHG emissions have repeatedly
reached record highs amid multiple crises. Be-
fore the COVID-19 pandemic broke out, newly
installed coal power generation capacity was on a
downward trend globally as the deployment of re-
newable energy accelerated and the substitution,
transformation and upgrading of coal consump-
tion progressed steadily. Consequently, annual
GHG emission growth slowed down. From 2010
to 2019, the average annual global GHG emis-
sion growth was 1.1%, significantly lower than

' GHGs are gaseous components of the atmosphere produced naturally or by human activities that contribute to the greenhouse

effect. They mainly include water vapor, carbon dioxide, nitrous oxide, methane and ozone, among which carbon dioxide has the

greatest impact on global warming.
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the rate of 2.6% between 2000 and 2009 (UNEP,
2022). The pandemic brought global GHG emis-
sions in 2020 down by 4.7% compared with
2019, the largest single-year decline since 1970.
Nevertheless, the pandemic and the Ukraine crisis
have profoundly impacted global industrial chains
and the energy supply and demand landscapes.
The urgent need for economic recovery and the
volatile international situation forced countries to
prioritize energy security, causing fossil fuel con-
sumption, and probably fossil fuel investments,
to rebound. Emission prospects remain highly
undecided. In 2021, global energy-related carbon
emissions reached a record high of 36.3 Gt (IEA,
2022b), and atmospheric CO, was 149% of the
pre-industrialization level (WMO, 2022), hitting
new records of concentration and annual growth
since they began to be recorded systematically.
Insufficient global emission reduction ambi-
tions created notable emission gaps. Achieving
the Paris Agreement’s goal of limiting global tem-
perature rise to below 2°C requires global carbon
neutrality or net zero CO, emissions by the early
2070s, but current NDC targets are not adequate
to meet the goal, with the emission gap between
the stated policy scenario and the 2°C goal being
about 14 to 23 Gt of carbon dioxide equivalent'
(GtCO,e). Under the stated policy scenario, glob-
al warming will increase by 2.8°C. by the end of
this century (IPCC, 2022; UNEP, 2022), and the
gap between the expected emissions in 2030 and
emissions when the NDCs are fully realized is
about 4 to 7 GtCO,e. The annual implementation
gap of G20 members is about 1.8 GtCO,e. The
NDC update in 2021 was to bring about an annual

additional reduction of 4.8 GtCO,e per year theo-
retically, but it was only 0.5 GtCO,e¢ in reality due
to the policy implementation gap (IPCC, 2022).

8.1.2 Tight global energy supplies has
caused negative ripple effects

Energy prices are high globally. The compounding
effects of the pandemic, frequent extreme weather
events, and the Ukraine crisis have tightened
global energy supplies and rocked the commodity
market since 2020. Countries are increasingly
concerned about energy security. Actual global
crude oil production remains below the agreed
targets with limited room for production
increases. In 2022, the average annual price of
Brent crude oil reached about US$100 per barrel,
the highest since 2013. In March 2022, energy
prices peaked with a year-on-year increase of
100% (World Bank, 2023). The EU was affected
most by the rising energy prices. Europe’s
wholesale electricity and gas prices in September
2022 rose 15 times compared to the prices at the
beginning of 2021, making energy consumption
expenditures soar (Heussaff et al., 2022). Average
electricity bill in the UK increased from £760
in 2021 to £1,220 in 2022, a rise of nearly 60%
(Bolton et al., 2023). Electricity prices for non-
household consumers in the EU reached €0.16
per kWh in the first half of 2022, the highest price
and rate of increase on record (Eurostat, 2023).
Figure 8-1 shows the electricity tariff fluctuations
in the EU and some European countries from
2018 to 2022. Governments have to prioritize
energy security. According to the World Bank’s
projections, global energy prices will fall back

' Carbon dioxide equivalent (CO,e) is a unit of measurement used to compare different GHG emissions. In order to harmonize

the results of measuring the overall greenhouse effect, a unit of measure allowing comparison of the emissions of different green-

house gases was needed. Since carbon dioxide contributes most to global warming, carbon dioxide equivalent was established as the

basic unit of measurement of the greenhouse effect in order to compare the warming effects of different GHGs under a uniform stan-

dard.
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Figure 8-1 Electricity tariff fluctuations in the EU and some European countries, 2018-2022

Source: Eurostat

in 2023 but remain well above the average of the
past five years and previous projections (World
Bank, 2022).

Global energy supplies and demands are im-
balanced. Geopolitical conflicts have restructured
the global energy landscape and undermined
the stability of global energy supplies. Russia,
a leading fossil energy exporter, was once the
EU’s most important energy trading partner. In
2021, the EU imported 40% of its natural gas,
27% of its oil and 46% of its coal from Russia,
accounting for 77% of its total trade (European
Commission, 2022). Following the Ukraine cri-
sis, although the EU is striving to end its energy
dependence on Russia through programs such
as REPowerEU, energy policy reforms and in-
frastructure construction cannot be delivered
overnight. Global oil supply stabilized at 101.6
million barrels per day (mbpd) in the first quarter
of 2023, but global oil demand in 2023 was ex-
pected to reach a new high of 101.9 mbpd (Figure
8-2). The rest of the year would see a projected
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daily supply increase of 1.2 mbpd. With the re-
covery of commerce and transportation, in the
second half of the year, global oil supply would
rapidly evolve from a tight balance to significant
shortage, and the EU may face a natural gas sup-
ply gap of 27 billion m® (IEA, 2022d).

EMDEs are undergoing worsening economic
difficulties. Europe, in search of alternatives to
Russian energy supplies, began to purchase natu-
ral gas at high prices on the global energy market,
dragging emerging and less developed economies
reliant on energy imports into energy bidding rac-
es. Inflation soared in many countries, deepening
their economic woes. In 2022, natural gas con-
sumption in Asian emerging economies declined
by 4%. Pakistan and Bangladesh, unable to afford
costly imported natural gas, suffered severe pow-
er outages and foreign exchange losses, with the
worst contractions in their natural gas imports —
by 18% and 17% respectively (IEA, 2023d). The
climbing energy prices have also affected other
industrial chains, especially agriculture. Growing
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Figure 8-2 Global oil supply and demand, 2021-2023
Source: IEA

demands for biofuels have brought about food
shortages, and high energy prices have led to
higher prices of fertilizers, pesticides and other
agricultural materials and machinery and in turn
higher global agro-product prices. A food crisis is
developing parallelly and convergently with the
energy crisis. The World Bank predicted that as
energy and food prices continue to rise, the eco-
nomic growth of EMDEs dependent on imported
commodities will fall from 6.9% in 2021 to 4.0%
in 2023 (World Bank, 2023).

8.1.3 Energy accessibility and afford-
ability in developing countries are gravely
concerning

Improvement of global energy accessibility
is slowing down. Global energy accessibility
improved significantly over the past decade. The
electricity penetration rate rose from 84% in 2010
to 91% in 2021 (Figure 8-3) (IEA et al., 2023).
However, due to multiple constraints, including
the pandemic, infrastructure, geography, weather
and economic conditions, it is now slowing down.
Around the world 675 million people still do not
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have access to electricity. The population without
electricity access in Africa in 2021 rebounded for
the first time since 2013. Energy accessibility is
falling behind on SDG 7 (IEA et al., 2023).

Energy poverty continues to plague devel-
oping countries. More than half of the global
population without electricity live in low-income
countries. The 20 countries with the lowest levels
of electricity penetration are all located in sub-
Saharan Africa. In Nigeria and the Democratic
Republic of the Congo, which have the largest
population without access to electricity, popula-
tion growth outpaces electricity penetration. In
2020, 90 million people in developing African
and Asian countries were not able to afford elec-
tricity (IEA et al., 2022). By 2030, the number
of people without electricity access will still be
about 670 million to 764 million globally, and
most of them will be living in sub-Saharan Africa
(UN, 2022a).

Energy affordability in developing coun-
tries will further deteriorate. The average annual
household energy bill in EMDEs is projected to
soar by 80% by 2050 compared with the average
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Figure 8-3 Electricity access rates in different countries and regions, 2000-2020

Source: IEA

over the past five years, growing faster than the
average disposable income (IEA, 2021b).

8.1.4 Fossil energy still dominates the
global energy mix

Fossil fuels still serve as the major energy
source in the near and medium term, and energy
efficiency improvement lags behind. Fossil fuels
accounted for 82% of the primary energy con-
sumption in 2021, only marginally lower than the
83% in 2019 (BP, 2022). Despite the coal-to-gas
conversion trends, CO, emissions from burning
coal still reached a new high of 15.5 Gt in 2022,
an increase of 243 Mt from the previous year, far
offsetting the emission reductions due to using
natural gas (IEA, 2023a). Global fossil energy
demand is expected to peak around 2030, with
oil demand peaking at 103 mbpd. Natural gas
demand is projected to plateau at 4.4 trillion m’
between 2030 and 2050, and coal demand decline
by 25%. By 2050, fossil energy will account for

about 60% of the global energy mix, remaining
the dominant energy source in the global market
(IEA, 2022g). The global energy intensity decline
rate was merely 2.1% between 2010 and 2015,
and a lesser 1.6% between 2016 and 2019, which
is a far cry from the average of 2.6% between
2010 and 2030 needed for realizing the SDGs
(IEA et al., 2022).

Development and deployment of renewable
energy needs further improvement. The cost of
renewable energy has declined significantly over
the past decade, and the installed capacity has
continued to increase (Figure 8-4). Specifically,
the rapid renewable energy development in China
has brought down renewable costs globally. The
global weighted average levelized cost of energy
(LCOE)' of newly commissioned utility-scale
solar PV projects declined by 88% between 2010
and 2021, while that of onshore wind fell by
68% and offshore wind by 60% (Figure 8-5). In
the same time span, newly installed renewable

" LCOE refers to the estimated revenue required to build and operate a generator over a specified cost recovery period. It is used

to compare the costs of a wide variety of power generation projects (such as photovoltaic, wind power, and thermal power).
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energy capacity in China took up 42.8% of the
global sum (IRENA, 2020; IRENA, 2023a). In
2021, the global weighted average LCOE for
new grid-scale solar PV and hydropower was
11% cheaper than the cheapest newly established
fossil fuel power projects, reflecting a seismic
improvement in the competitiveness of renew-
ables (IRENA, 2022). By the end of 2022, global
installed renewable generation capacity was 3,372
GW, taking up 40.2% of the global total gener-
ation capacity with an annual increase of 9.6%.
Among the renewable capacity facilities installed
in 2022, 60% are in Asia, and more than 90% are
solar and wind (IRENA, 2023a). Despite the mo-
mentum, the share of renewable energy in power
generation still falls behind that of coal (Figure
8-6), and the share in final energy consumption is
growing slowly — merely 11.46% in 2019 (Figure
8-7) (IEA et al., 2023). In countries and regions
with considerable renewable energy resources,
renewable energy development is far from satis-
factory. For example, renewable energy took up

only 8.46% of final energy consumption in the
ASEAN in 2022 (ASEAN, 2022).

Fossil fuel subsidies have increased rather
than decreased. The energy crisis has encouraged
countries, especially EU members, to vigorously
promote energy transition in search of energy se-
curity. Newly installed renewable capacity in the
next five years is expected to reach 2,400 GW, an
increase of about 85% over the past five years,
pushing renewables above 90% of the world’s
new capacity (IEA, 2022e). The energy crisis,
hence, could be a turning point in the history
of global green energy transition. Nonetheless,
urgent energy needs are forcing countries to
lean towards fossil fuels. Despite the consensus
on phasing out inefficient fossil fuel subsidies
reached in the Glasgow Climate Pact at COP 26,
global subsidies for fossil energy consumption
soared to a record high of USS$1 trillion in 2022,
twice as much as in 2021 and 10 times as much
as in 2020 (IEA, 2023c).
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Figure 8-6 Shares of various energy sources in
power generation, 1971-2019
Source: IEA
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8.2 Multiple factors constrain
green and low-carbon development
of the global energy system

8.2.1 Developed countries fail to lead
emission reduction and fulfil aid com-
mitments

Developed countries are making insufficient
emission reduction efforts. Most of the GHG
emissions since the Industrial Revolution are
attributable to developed countries, who are
the major responsible parties for global climate
change and historical emissions. Developing
countries face the urgent need to eradicate pover-
ty and develop their economies, while also suffer-
ing disproportionate damage from climate crisis.
In terms of historical emissions, the LDCs ac-
counted for only 3% of the world’s total cumula-
tive emissions over the past 170 years, compared
with 58% for developed countries. Yet 69% of the
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deaths caused by climate-related disasters glob-
ally over the past 50 years occurred in the LDCs.
As for current emissions, per capita emissions
in the LDCs and small island developing states
are well below the global average of 6.8 tCO,e,
with the LDCs accounting for only 1.1% of total
global carbon emissions (IPCC, 2023). How-
ever, lacking the ambition to reduce emissions,
developed countries have failed to take up their
historical responsibility to combat climate change
or work effectively to deliver transformations in
key areas. In 2021, on the eve of COP26, coun-
tries updated their NDCs, many of which, sadly,
had not been improved compared to 2015. Some
had even regressed. The updated NDCs reduce
annual GHG emissions only by 7.5% from the
original projection for 2030, well below the 30%
reduction in the least costly pathway to the Paris
Agreement’s 2°C target (UNEP, 2021). Nearly
80% of US primary energy consumption is fossil
energy. In 2022, US carbon emissions were 0.8%
higher than in the previous year (IEA, 2023a).
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Developed countries have not fulfilled their
climate commitments. While many developing
countries are facing severe financial and techno-
logical shortages and struggling to realize a green,
low-carbon transition on their own, developed
countries have failed to provide due financial
and technical support. On one hand, developed
countries and MDBs have yet to honor their 2009
commitment to mobilize US$100 billion for de-
veloping countries annually. Developed countries
have not lived up to their pledge to provide ODA
equivalent to 0.7% of their GDPs, bringing an an-
nual shortfall of around US$150 billion per year
(UN, 2023c). Climate-related ODA in total grew
from US$23.2 billion in 2012 to merely US$52.9
billion in 2020. Neither the growth rate nor the
volume appears to be adequate for realizing the
Paris Agreement targets. In 2020, 45% of the
ODA provided for green development was deliv-
ered through debt tools, and 75% and 67% of the
ODA received by lower-middle-income countries
and upper-middle-income countries respectively
were in the form of debt tools (UN, 2023a). On
the other hand, while existing financing mech-
anisms in support of transitions in developing
countries, for example, the EU’s Just Transition
Mechanism, the ADB’s Energy Transition Mech-
anism, the Climate Investment Funds’ Accelerat-
ing Coal Transition Investment Program, refuse to
support fossil fuel infrastructure, they also fail to
adequately support sharing and transfer of green
technologies. In 2020, only 2% of the world’s
total ODA was spent on technological innovation,
of which less than 2.5% went to R&D in the ener-
gy sector. From 2018 to 2021, total green technol-
ogy imports and exports of developed countries
grew by about US$99 billion and US$96 billion
respectively, but developing countries saw only
a US$15 billion increase in green technology
import (UN, 2023b). It is expected that by 2030,
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cutting-edge technologies such as artificial intel-
ligence, green hydrogen, biofuels and the internet
of things will have created a market of US$9.5
trillion, three times the size of the current Indian
economy. However, most of the market opportu-
nities will be enjoyed by developed economies,
and the technological gap faced by developing
countries will further widen (UN, 2023Db).

Green barriers to investment and trade are
growing. Developed countries, having natural-
ly achieved peak carbon emissions in the post-
industrialization phase, are pursuing a radical
climate agenda and basically refraining from
investing in oil and gas, requiring developing
countries to raise their emission reduction am-
bitions and vigorously promote rapid coal exit
and decarbonization. However, natural resource
extraction and commodity production still play
a key role in the economic structure of most
developing countries. For example, the East Af-
rica Crude Oil Pipeline project, the world’s lon-
gest heated oil pipeline scheduled for completion
in 2024, is expected to generate an annual net
revenue of US$1.5-3.5 billion, create more than
60,000 jobs, and boost GDP by 22%, which is
critical to Uganda’s economic and social develop-
ment. However, in 2022, the European Parliament
passed a resolution condemning the project on
the grounds of human rights and environmental
protection as well as carbon emission control.
Oil and gas insurer Allianz has withdrawn from
the project, and Barclays and Credit Suisse have
refused to finance it. In the meantime, the climate
policies of the EU, the US and other developed
countries and regions are creating new green
trade barriers. For example, on January 1, 2023
the EU launched the Carbon Border Adjustment
Mechanism (CBAM), which introduces a carbon
price on imports and imposes environmental stan-
dards chosen by EU member states on developing
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trading partners. The mechanism directly im-
pacts the exports of carbon-intensive industries
in developing countries and, if implemented at
a price of US$44 per tonne of embedded CO,
emissions, would result in a reduction of 1.4%
in the exports of carbon-intensive industries in
developing countries and a reduction of US$5.9
billion in revenues, compared with an increase of
USS$2.5 billion in revenues in developed countries
(UNCTAD, 2021).

8.2.2 Developing countries face huge
financing gaps and high cost of financ-
ing

The global energy transition faces a huge
investment gap, with particular needs for greater
investment in transition technologies. To achieve
carbon neutrality or net zero emission by 2050,
the global energy transition would require in-
vestments totaling about US$150 trillion, with
a shortfall of about US$47 trillion. Rising costs
and increasing economic uncertainty, energy
security risks, and climate urgency are further
undermining the efficiency of energy transition
investments. Technology is key to realizing the
transition and requires 80% of the transition in-
vestment. A record US$1.3 trillion in global ener-
gy transition technology investment in 2022 and
about US$38 billion in global public expenditure
on energy technology R&D in 2021, 90% of
which was spent on low-carbon energy technolo-
gy R&D, still fell short of the transition needs. To
significantly reduce the share of fossil energy and
achieve carbon neutrality or net zero emission,
total annual average investment in energy transi-
tion technologies would have to increase to more
than four times the current levels (IEA, 2022a).

Transition financing is unevenly distributed,
and public investment needs to be significantly
increased. Since the pandemic, 95% of global
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clean energy investment has gone to developed
economies (IEA, 2022f). Two-thirds of the world’s
population reside in EMDEs, but clean energy
investments flowing to these regions account for
only one-fifth of the global total. In 2022, Africa’s
new renewable energy capacity accounted for
only 1% of the global increment. It is estimated
that by the end of the 2020s, EMDEs will need to
receive more than US$1 trillion per year in clean
energy investment, more than seven times the
current levels, to ensure carbon neutrality or net
zero emission by 2050. Global public investment
in energy R&D is on a downward trend, from
0.1% of GDP in 1980 during the fossil energy
supply crisis to just 0.04% today. Total public in-
vestment in clean energy in developing countries
was just US$10.9 billion in 2019, less than half
of what it was in 2017 (IEA et al., 2022).
Developing countries are facing huge econom-
ic recovery pressure with tight fiscal resources,
which is limiting energy transition investments.
Economic recovery amidst the multiple crises has
been slow globally. The international community
is generally cautious about the growth prospects
of developing countries. The World Bank pointed
out that growth forecasts had been revised down
for 70% of EMDEs for 2023 and that the expect-
ed growth for EMDESs other than China was about
2.7% in 2023. In the next two years, per capita
income growth in EMDE:s is projected to average
2.8%. By 2024, the overall GDP will be about 6%
lower than the pre-pandemic level. GDP growth
in sub-Saharan Africa is unlikely to return to pre-
COVID levels, with growth projected to be 3.8%
in 2023 before recovering to over 4% in 2024 and
2025 (IMF, 2023; World Bank, 2023; UN, 2023a).
The slowing growth, bringing further fiscal bur-
dens, has made it more difficult for developing
countries to increase energy transition inputs. For
example, technological R&D expenditures in EU
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countries generally account for about 2.3% of
their GDPs, and Israel and the Republic of Ko-
rea spend up to 5% of their GDPs, whereas the
proportion is only 1% in developing countries
such as Brazil, Egypt and Thailand, 0.5%-1% in
South Africa and Viet Nam, and 0.3% in Mexico,
with an average of 0.53% for lower-middle-income
countries (Figure 8-8) (UN, 2023b). Insufficient
investment in energy technology R&D will inevi-
tably dampen energy transition.

With deteriorating debt outlooks and high
financing costs, developing countries are seeing
a slowdown in green and low-carbon energy in-
vestments. Global public debt as a share of GDP
remained high at 91% in 2022, 7.5 percentage
points above the pre-pandemic level. The linger-
ing impacts of the pandemic, continued inter-
est rate hikes by the US, weakening economic

(%)

prospects and the volatile international situation
have further undermined the balance of payments
of developing countries. The nominal cost of
financing in EMDEs is about seven times that
in the US and Europe (IEA, 2021a). The attrac-
tiveness of investing in higher-risk fields, such as
infrastructure construction and clean energy, has
further declined, leaving the abundant and excel-
lent renewable energy resources in many coun-
tries untapped. For example, in 2021, the cost of
constructing a solar PV power plant in EMDEs
was about two to three times that in developed
economies, with financing cost accounting for
about half of the total levelized cost, notably
higher than the share in developed economies,
which was only 25-30%. If the cost of capital in
EMDESs can be lowered by 200 basis points, un-
der the stated policy scenario, their clean energy

3
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Figure 8-8 Share of technological R&D spending in GDP in

some countries and regions

Note: The latest data of most countries were obtained in 2020. That of the lower-middle-

income countries is from 2017. Those of Brazil, South Africa, and Viet Nam are from

2019, and Thailand from 2018.
Source: UN
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financing cost will be cumulatively reduced by
USS11 trillion by 2050, equivalent to 20% of the
total clean energy investment needs (IEA, 2022f).
Total investment in EMDEs is projected to grow
at an average annual rate of about 3.5% from
2022 to 2024, less than half of the growth rate
over the past two decades (World Bank, 2023).
Global annual clean energy investment needs for
carbon neutrality or net zero by 2050 are about
US$4 trillion until 2030. However, under the
stated policy scenario, the average could only
reach USS$2 trillion annually by 2040. If China
is not taken into account, the annual clean ener-
gy investment received by EMDEs globally has
remained at the level of 2015 when Paris Agree-
ment was born, if not lower (UN, 2023b).

8.2.3 Developing countries are suffer-
ing from big deficits in low-carbon en-
ergy technologies and capacity building

With slow renewable energy development,
most developing countries face pressing needs
to raise the proportion of renewable energy in
end-use and energy efficiency. There is a huge
gap between developing and developed coun-
tries in renewable energy development. By the
end of 2022, of the total installed solar and wind
capacity, Africa accounted for only 1.2% and
0.86%, and Asia (excluding China, India, Japan
and ROK) only 3.0% and 1.1% (IRENA, 2023a).
Global low-carbon transition in the end-use sec-
tors is significantly lagging behind. In developing
countries, industrial processes and household
heating still rely heavily on fossil energy, and
oil continues to dominate transportation energy
consumption. By the end of 2020, the share of
renewable energy in global heating was 10.4%,
only 1.2 percentage points higher than in 2015.
In transportation, renewable energy accounted
for 4%, up only 0.9 percentage point from 2015.
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Energy efficiency improvement in developing
countries is also dampened, with only a 0.6%
annual improvement rate in West Asia and North
Africa and 1.0% in Latin America and the Carib-
bean and sub-Saharan Aftrica (IEA et al., 2023).
Most developing countries are lagging be-
hind in low-carbon energy development capac-
ity, with large gaps in new-type power system
construction. The energy mix in most EMDEs is
dominated by traditional fossil fuels, requiring
a large amount of new infrastructure as well as
large-scale retrofitting of existing facilities. De-
spite abundant renewable energy potential, the
lack of effective technology, financing and policy
mechanisms has severely limited low-carbon en-
ergy development in most developing countries.
For example, sub-Saharan Africa is estimated
to have a potential of about 10,000 GW of solar
power, 350 GW of hydropower and 400 GW of
natural gas, a total of about 11,000 GW. Never-
theless, due to an extremely low level of power
utilization, local industrial, commercial and even
residential consumers have to turn to inefficient
and costly self-generation facilities. The lack of
basic data on resources prevents governments,
businesses and other stakeholders from fully
grasping the renewable energy potential and is
a major constraint on resource development in
many developing countries. Some countries, such
as Lesotho, Papua New Guinea, Viet Nam, Ni-
geria, Zambia and Madagascar, have developed
resource mapping programs that are still in the
early stages. Renewable energy is more demand-
ing on power infrastructure than traditional fossil
energy sources, and mismanagement of energy
infrastructure exacerbates low-carbon power
development troubles in developing countries.
Transmission and distribution losses in developed
countries are generally in the range of 5%-7%,
whereas in developing countries, due to perennial
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mismanagement and lack of grid maintenance,
transmission and distribution losses vary widely,
averaging about 11.7% in sub-Saharan Africa and
13.5% in the Middle East and North Africa (IEA,
2019).

The structural decline of the traditional en-
ergy industry is raising employment pressure,
and the development of the renewable energy
sector demands higher-quality human capital.
Carbon-intensive industries are the engine of
economic growth in many developing countries
and have attracted a large amount of capital and
provided massive employment. The rise and
development of low-carbon industries and the
dramatic shift in investment trends have impacted
the fossil fuel-based energy industry, leading to
significant job losses in sectors long dependent on
fossil energy production and bringing enormous
social pressure to the regions affected. In 2019,
the workforce in the energy sector worldwide ex-
ceeded 65 million, and 32 million of them were
taking fossil fuel-related jobs. The coal industry,
mainly concentrated in the Asia-Pacific region,
employed 6.3 million workers. The oil supply
industry, mainly in the Middle East (nearly 20%),
North America (about 15%), and Africa (about
15%), employed nearly 8 million workers. Re-
fining jobs were concentrated in the Asia-Pacific
region (IEA et al., 2022). While the renewable
energy industry can create new job opportunities,
workers in traditional industries are still required
a certain level of education and training before
being relocated to the clean energy sector because
of its relatively higher knowledge intensity. The
offshore wind industry, for example, requires not
only a large number of technicians and engineers
for construction, installation, operation and main-
tenance, but also practitioners with a wider range
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of skills, including asset management, project
management, engineering, and scientific rescue
as well as specific offshore skills (IEA, 2022h).
Taking into account the entire production value
chain including batteries and charging infra-
structure, the workforce scale required for electric
vehicle (EV) manufacturing may be similar to that
of traditional automotive manufacturing. How-
ever, given that EV manufacturing is less labor-
intensive and more technologically demanding,
auto workers still need to be retrained to shift
from combustion-engine automotive production
to EV manufacturing. The IEA has projected that
by 2030, about 16 million workers will need to
shift to clean energy-related positions, about 60%
of whom will need some level of higher educa-
tion and training (IEA, 2022b).

8.3 Jointly promoting global green
and low-carbon energy development

Achieving SDG 7 to “ensure access to afford-
able, reliable, sustainable and modern energy for
all” requires improvements in energy accessibil-
ity and inclusiveness as well as the low-carbon
level of the energy mix. It is therefore necessary
to raise the accessibility and use range of clean
energy, especially in developing countries. How-
ever, goal setting does not lead to the fulfillment
of the Paris Agreement. The pace of action is key
in our race against climate change. To this end,
governments, international financial institutions,
businesses and all parties should shoulder their
responsibilities and do their best to jointly pro-
mote a global clean energy partnership that accel-
erates the green, low-carbon development of the
global energy system.
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8.3.1 Developed and developing coun-
tries both need to shoulder their re-
sponsibilities and do their utmost

All countries should uphold the goals and
principles set by the UNFCCC and the Paris
Agreement, abide by the principle of common
but differentiated responsibilities, do their part to
strengthen their NDCs and translate their goals
into practical policies, measures and concrete ac-
tions. Developed countries need to take the lead
in reducing emissions, honor their international
commitments and implement energy transition
strategies. Developing countries need to make
their due contributions, set clear goals for green,
low-carbon energy development and establish
long-term, stable policy environments for renew-
able energy development.

Developed countries should fulfill their de-
velopment assistance obligations in a timely man-
ner and deliver on their commitment to provide
developing countries with US$100 billion in cli-
mate finance annually. The distribution structure
of international assistance needs to be improved
to increase support for energy technology inno-
vation and green technology development in de-
veloping countries. A transparent mechanism for
fund tracking and reporting should be established
to ensure that climate funds are equitably distrib-
uted to the countries and regions in need.

8.3.2 Diversifying fund sources and
reducing financing costs for developing
countries

Financing conditions for developing coun-
tries should be optimized in view of their nation-
al characteristics. The clean energy investment
assessment frameworks of international finan-
cial institutions should be improved to provide
more preferential financing tools and to reduce
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financing costs for developing countries. Multi-
lateral financial institutions should be encouraged
to set up specialized preparation funds for clean
energy projects to reduce project startup costs.

Clean energy project bankability standards
should be formulated, and the investment stan-
dards among international financial institutions
should be aligned. Financing channels for clean
energy projects should be unblocked, and funds
and projects should be efficiently connected.
Public-private partnerships should be enhanced,
investment restrictions and obstacles removed,
transparent competition opportunities provided,
and more social capital mobilized. Low-cost
funds including grants, long-term loans and
blended finance should be enlarged to propel
clean energy infrastructure construction in devel-
oping countries.

8.3.3 Promoting technology transfer,
knowledge sharing and capacity building

North-South, South-South and triangular
cooperation need to be strengthened to estab-
lish more effective international cooperation
mechanisms. Transnational and cross-regional
cooperation on clean and low-carbon technolog-
ical innovation and standards should be stepped
up. Transfer and popularization of clean energy
technologies should be promoted, especially
technologies for grid stability and flexibility, so
that developing countries can have early access to
affordable clean energy technology.

Final clean energy consumption technology
cooperation should be strengthened, including
energy efficiency improvement and end-use elec-
trification, and infrastructure should be enhanced
in parallel with developing clean energy technol-
ogies. Energy accessibility in underdeveloped
regions should be improved with realistic techno-
logical solutions, taking their national conditions
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into consideration.

A knowledge platform for green, low-carbon
energy development should be built on the basis
of existing inclusive networks of international
organizations and forums such as the United
Nations to facilitate dialogues on clean energy
development among countries and to share good
practices vis-a-vis policy options, regulatory
mechanisms, financial support, technological
innovation and talent training, supporting devel-
oping countries to strengthen their capacity for
clean energy development.

The international community, especially in-
ternational organizations, should increase their
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Throughout world history, industrialization
has been an inevitable stage for most countries
to achieve economic and social development
and rise from a low-income economy to a high-
income one.' From European countries and the
United States to East Asian countries, industri-
alization in the developed economies is closely
related to economic growth and national income
increase. It is systematically important as it can
impact the progress of at least 10 of the 17 SDGs
by direct or indirect means (UNIDO, 2020). In
recent years, though industrialization in developing
countries has advanced, the problems of inade-
quacy and imbalance have become prominent.
Many developing countries have not shared the
development dividends of industrialization. Some
find it difficult to industrialize due to medium-
and long-term structural reasons as well as the
current crises. Improving the industrialization
level of developing countries is an important as-
pect of filling the global development deficit and
sharing the fruits of global development. Devel-
oping countries should formulate industrialization
strategies based on their national conditions and
integrate into the global value chain. Developed
countries and international institutions should do
their best to increase financial, technological and

knowledge support for developing countries. All
parties should work together and accelerate action
to jointly promote industrialization in developing
countries.

9.1 Developing countries’ indus-
trialization is inadequate and im-
balanced

Industrialization is generally defined as a
process where the proportion of GDP derived
from manufacturing activities goes up” and the
proportion of the working population engaged
in manufacturing shows a rising trend (Jones,
2018). This chapter analyzes the industrialization
situation of 110 developing countries from 1990
to 2021, with reference to the country classifica-
tion used by the UN in World Economic Situation
and Prospects 2023.” Based on the pioneering
work of Chenery et al., this chapter measures
the level of industrialization in GDP per capita
and the ratio of manufacturing to total economic
activities, and classifies developing countries by
the stages of industrialization they are in, name-
ly pre-industrialization, early industrialization,
mid-industrialization, late industrialization and

| . . .
Except for a few countries with outstanding resource endowments.

* Except for cyclical interruptions.

* According to World Economic Situation and Prospects 2023 (UN, 2023a), there are 125 developing countries in the world.

Among them, the Republic of Korea, Singapore, Israel, Brunei Darussalam, the Bahamas and Barbados were already at a high lev-

el of development in 1990; the development of seven oil-exporting countries in Asia, namely Bahrain, Iraq, Kuwait, Oman, Qatar,

Saudi Arabia and the United Arab Emirates, was significantly different from other countries; data is not available for the Democrat-

ic People’s Republic of Korea and Syria. Therefore, this chapter focuses on the remaining 110 developing countries, including 46

LDCs.
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post-industrialization.' Currently, industrialization
in developing countries has the following four
characteristics:

9.1.1 The industrialization level of de-
veloping countries has improved, but the
pace has slowed down in recent years

On the whole, since the 1990s, developing
countries have significantly improved their level
of industrialization. This is mainly due to factors
such as their great attention to industrial devel-
opment, and the rapid expansion of global value
chains, which lowered the threshold for indus-
trialization in developing countries. In 1990, 56
(50.9%) of the 110 developing countries were in
the pre-industrialization stage, 31 (28.2%) in ear-
ly industrialization, and 23 (20.9%) had entered
or completed mid-industrialization. From 1990 to
2021, 62 developing countries moved up the in-
dustrialization ladder, with 37 crossing one stage
and 22 two stages. Equatorial Guinea, China
and Guyana advanced by three stages from pre-
industrialization to late industrialization. The
decade of 2000-2010 witnessed the fastest pace
of improvement, when the number of countries
in the pre-industrialization stage reduced sharply
from 55 to 35, the number of countries in mid-
industrialization increased from 14 to 21, and
those in late industrialization increased from 12

to 20. The number of countries completing indus-
trialization increased from 4 to 11. In contrast,
industrialization was significantly slower in the
decades of 1990-2000 and 2010-2021 (Figure
9-1).

About 40% of the developing countries strug-
gled for a long time to improve their industrial-
ization. While many well-developed latecomers
advanced a stage within one decade during the
period of rapid industrialization, in many devel-
oping countries, it was difficult to improve the
level of industrialization. From 1990 to 2021, 44
countries did not improve their stage of indus-
trialization. Specifically, in 2010-2021, among
the 23 countries in early industrialization, only 5
moved up to mid-industrialization, 14 remained
in early industrialization, and 4 downgraded
to pre-industrialization. Among the 20 coun-
tries in mid-industrialization, 16 remained in
mid-industrialization, only 2 advanced to late
industrialization, and 2 downgraded to early
industrialization. Among the 20 countries in late
industrialization, only 2 finished the industrial-
ization process and entered post-industrialization,
13 remained in late industrialization, and 5 down-
graded to mid-industrialization. Among the 11
countries in post-industrialization, 5 fell back to
late industrialization, and 1 country returned all
the way back to early industrialization.

" Chenery et al. (1986) used GDP per capita as the main criterion for dividing the stages of industrialization. In later studies,

especially those focusing on China’s industrialization (Huang, Li et al., 2017), other measures were added, such as the proportions

of primary, secondary and tertiary industries, employment structure and urbanization rate. This study finds that for many developing

countries with small populations, indicators such as industrial structure, employment structure and urbanization rate do not follow

specific rules and vary drastically. Therefore, this study still uses GDP per capita as the main criterion for dividing the stages of

industrialization. Chenery et al. calculated the threshold for the division of industrialization stages in the 1970 US dollar, and the
thresholds for early, mid-, late and post-industrialization were US$280, US$560, US$1,120 and US$2,100, respectively. Taking
into account the price changes in the US dollar, this chapter uses the current US dollar to determine the thresholds. In this light, the
thresholds for 1990 are US$810, US$1,620, US$3,241 and US$6,077; for 2000, US$922, USS$1,844, US$3,688 and US$6,194; for
2010, USS$1,154, US$2,308, US$4,617 and US$8,656; and for 2021, US$1,400, US$2,800, US$5,600 and US$10,501.
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Figure 9-1 Shift in stages of industrialization in 110 developing countries, 1990-2021

Note: In this figure, the developing countries are defined according to the 2023 standard and 110 countries
are selected. The same 110 countries are examined in 1990, 2000, 2010 and 2020.

Source: World Bank

9.1.2 The levels of industrialization in
developing countries are uneven

Currently, more than 40% of developing coun-
tries have entered mid- or late industrialization,
but around 30% are not on this track yet. In 2021,
of the 110 developing countries, 31 were in the
pre-industrialization stage, 25 in early industri-
alization, 26 in mid-industrialization, 21 in late
industrialization, and only 7 finished the industri-
alization process and entered post-industrialization
(Table 9-1). Region-wise, higher levels of indus-
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trialization were observed mainly in developing
countries in Asia and Latin America; developing
countries in Africa generally fell behind their peers
elsewhere, as 27 of the 53 African developing
countries were still in the pre-industrialization
stage and 12 in early industrialization stage. From
the perspective of endowment, labor-intensive
countries in East Asia, South Asia and Latin
America were integrated into the global industrial
chains more deeply and achieved higher levels of
industrialization.

2024-05-28 14:53:30 ’7




Chapter IX Working Together to Promote Industrialization in Developing Countries

Table 9-1 Stages of industrialization in 110 developing countries, 2021

Pre-IND Early IND Mid-IND Late IND Post-IND Total
Africa 27 12 8 6 0 53
North Africa 1 1 4 1 0 7
East Africa 10 2 1 0 0 13
Central Africa 2 3 0 2 0 7
West Africa 10 4 1 0 0 15
South Africa 4 2 2 3 0 11
Asia 4 9 13 5 1 32
East Asia 1 6 7 3 1 18
South Asia 2 3 1 0 9
West Asia 1 0 3 1 0 5
Latin America & the Caribbean 0 4 5 10 6 25
South America 0 1 1 5 3 10
Mexico & Central America 0 3 3 2 10
The Caribbean 0 0 2 2 1 5
Total 31 25 26 21 7 110

Source: World Bank

9.1.3 The development of manufac-
turing in many developing countries is
seriously lagging behind

Mainstream theories regard industrialization
normally as a period when the manufacturing sec-
tor grows rapidly and accounts for a large portion
of GDP. In typical economies with smooth indus-
trialization, manufacturing can take up a share
as large as between 20% and 30%, and in some
cases even more than 30% of the economy in the
industrialization phase (Figure 9-2). A manufac-
turing sector with a significant proportion and
size guarantees a higher degree of economy of
scale, and maximizes the benefits of roundabout

production' and accelerated development.

In many developing countries, manufacturing
is generally underdeveloped and small in propor-
tion. Figure 9-3 shows the share of manufactur-
ing in the economies of 44 developing countries
(which failed to advance industrialization be-
tween 1990 and 2021) in 2021, with 10.7% being
the simple average. Among the 44, manufacturing
accounted for more than 20% of the GDP in only
four, and in most, manufacturing was a small pro-
portion of the economy. Moreover, in 2021, most
of these countries had a GDP per capita of less
than US$2,000, indicating that they were stuck in
a low-income trap from 1990 to 2021.

Many developing countries have weak global

" A large part of the activity of industrial production is the production of tools and materials, and is therefore indirect and cir-

cuitous in relation to the final process of direct consumption. The roundabout nature of industrial production constitutes an intricate

input-output relationship, which is conducive to promoting a high degree of division of labor and improving labor productivity.
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competitiveness in the manufacturing sector. Fig-
ure 9-4 shows manufacturing exports’ share in the
GDP in 30 developing countries in 2019 (data for
the other 14 countries is not available). Their sim-
ple average, 3.2%, is significantly lower than the
global average of 15.1%. This demonstrates that
most of the countries that are struggling to im-
prove their industrialization lack an internation-
ally competitive manufacturing sector, and are
therefore unable to fully utilize the opportunities
presented by global technological advancements
and economic development or to achieve industry-
led growth.

9.1.4 Developing countries find it
difficult to fully share the dividends of
global technological advancements

Many studies have shown that industrializa-
tion determines whether a country can develop
successfully. Impediments to industrialization

will directly restrict the ability of developing
countries to absorb advanced global technol-
ogies, making it difficult for them to share the
dividends of global economic and technological
development.

Manufacturing is the core carrier of advanced
knowledge and technology. The complex man-
ufacturing process requires a variety of comple-
mentary tools and equipment, extensive use of
professional skills and continuous R&D input.
Therefore the manufacturing sector brings togeth-
er cutting-edge technological advancements and
serves as a major incubator of technology R&D
and innovation. In the new round of technologi-
cal revolution, manufacturing is still the core for
translating basic and mid-tier technology into
production capacity, and manufacturing businesses
continue to be the main technological learning
centers (UNIDO, 2019). Innovation brought about
by industrialization can also provide technical
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Figure 9-4 Share of manufacturing export in the GDP in 30 developing countries, 2019

Note: The abbreviated name of each country in the figure is the standard code used in international organizations.

Source: World Bank
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solutions for green development, such as energy
efficiency, low-carbon production and circular
economy.

The low level of industrialization and the
difficulty in sharing the dividends of global tech-
nological progress are often intertwined in devel-
oping countries. The low level of industrialization
makes it difficult for them to learn, digest and
absorb the implicit global knowledge through
industrial production, and to enjoy the spillover
effects of global technological progress, which
further widens the technological gap between de-
veloping countries and the global pioneers. Due
to fierce competition, if countries do not advance
their industrial production capacity and com-
petitiveness, they will fall behind. If developing
countries cannot fully integrate and absorb global
advanced technologies, their industrialization ca-
pabilities might be further weakened.

9.2 Multiple factors hinder in-
dustrialization in developing coun-
tries

The difficulties of industrialization in some
developing countries are not only due to medium-
and long-term structural factors, but are also
caused by short-term factors. The former, which
includes shortage of critical resources, poor
business environment, and insufficient support
from the international community, hinders indus-
trialization in developing countries. The latter,
including the COVID-19 pandemic, geopolitical
tensions, sluggish global economic performance,
debt distress, energy crisis and climate change,
and digital divide, poses compounded challenges.

9.2.1 Shortage of critical resources

Industrialization cannot happen without the
support of crucial factors, such as infrastructure,
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capital and talent. However, most developing
countries have run into a shortage of these, which
has limited their progress.

Many developing countries lack a reliable
and affordable supply of infrastructure such as
roads, communication, sanitation, electricity and
water supply. Currently, around 1 billion people
live more than 1.6 km away from all-weather
roads, 1 to 1.15 billion people do not have access
to reliable telephone services, 450 million peo-
ple do not have broadband coverage, 2.5 billion
lack basic sanitation, 760 million people do not
have access to household electricity, and nearly
800 million people lack water. The vast major-
ity of these groups of people live in developing
countries in Asia, Africa and Latin America (UN,
2023b). In those countries, infrastructure, if any,
is often unstable and unaffordable. Service dis-
ruptions caused by unreliability cost individuals
and businesses hundreds of billions of dollars
each year (Puliti, 2022). In Africa, lack of infra-
structure has reduced the productivity of about
40% of local businesses (UN, 2023b).

A number of developing countries have dif-
ficulty in attracting FDI and providing adequate
long-term financing and credit to enterprises. FDI
is one of the main sources of financing for indus-
trialization in developing countries, but many of
them have difficulty in attracting sufficient and
high-quality FDI. In 2021, global FDI amounted
to US$1.58 trillion, of which about 40% went to
developing Asia, 8.5% to Latin America and the
Caribbean, and only 5.2% to Africa (UNCTAD,
2022). Long-term financing and credit are import-
ant underpinnings for industrial development, but
industrial businesses in developing economies
often find them difficult to obtain. Industry-level
surveys between 2006 and 2020 show that nearly
one-third of small industrial businesses globally
benefited from loans or lines of credit, but access
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to credit was uneven among countries. The lack
of credit was the worst in sub-Saharan Africa and
LDCs, with only about one-sixth of small indus-
trial businesses receiving loans or lines of credit
(UN, 2021).

Although many developing countries have a
large labor force, the quality of manpower needs
improvement. In 2021, approximately 82% of
the global workforce was in non-high-income re-
gions, of which 33.1% (1.15 billion) were in non-
high-income regions in East Asia and the Pacific,
18.9% (660 million) in South Asia, 13.0% (450
million) in sub-Saharan Africa, and 8.0% (280
million) in the non-high-income regions of Latin
America and the Caribbean (World Bank, 2023).
Their labor reserves, despite being abundant, have
poor physical fitness and educational background,
and find it difficult to meet the requirements of
industrialization and global industrial competition
in the new era. In 2021, life expectancy at birth in
developing countries was 69.9 years and average
years of schooling reached 7.5 years, 9.1 and 4.8
years below the OECD average, and 1.5 and 1.1
years below the world average, respectively. For
sub-Saharan African countries, they were even
lower, 11.3 years and 2.6 years below the aver-
age of the developing world respectively (UNDP,
2023).

9.2.2 Underdeveloped business envi-
ronment

Sound market and institutional mechanisms
facilitate investment, innovation and business ac-
tivities, creating favorable institutional conditions
and business environment for industrialization.
However, the less-than-satisfactory business en-
vironment in many developing countries is not

conducive to business operations and industrial
growth.

According to the World Bank’s Doing Busi-
ness 2020 report, an average developing country
in Asia, Latin America, and Africa ranks 95th,
114th, and 137th respectively among 190 econo-
mies. Compared with an average developed coun-
try, which ranks 39th, the gap is still daunting'.
In these developing countries, business activities
tend to be costly and time-consuming, which neg-
atively impacts industrial development.

For example, starting a business took only
11.7 days and cost 3.2% of income per capita in
an average developed country. But in an average
developing country in Latin America, it took an
average of 28.1 days, more than double the time
in developed countries. Starting a business in an
average African developing country cost 34.2%
of income per capita, 31 percentage points higher
than in developed countries.

In terms of paying taxes, businesses in de-
veloped countries spent 174.4 hours each year,
and the total tax and contribution rate was 37.8%
of net business profits. Businesses in developing
Latin America, however, spent 316.5 hours per
year on the process, 1.8 times more than in devel-
oped countries. The total tax and contribution rate
for businesses in developing countries in Africa
was 47.3%, 9.5 percentage points higher than in
developed countries.

In terms of enforcing contracts, businesses
in developed countries spent an average of only
588.1 days and 23.2% of the claim. However,
businesses in developing countries in Asia, Latin
America and Africa spent 50.7, 178.4 and 70 days
more and 12.9, 8.6 and 16.7 percentage points
higher claims than in developed countries.

" According to the UN classification of developing and developed regions in M49 (as of December 2021), these 190 economies

consist of 47 developed countries, 52 Asian developing countries, 33 Latin American developing countries, and 54 African develop-

ing countries.
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In terms of trading across borders, the time
spent by businesses in developing Latin Ameri-
ca, despite being shorter than in Asia and Africa,
was still about five to 10 times that in developed
countries. Businesses in developing Asia had a
lower cost of import and export border compli-
ance compared with those in Latin America and
Africa, but it was still around three to four times
that of businesses in developed countries. Afri-
can businesses spent 8.3 times more time and 4.5
times more money on export border compliance
for businesses than businesses in developed coun-
tries (Table 9-2).

9.2.3 Insufficient support from the in-
ternational community

Helping developing countries to smoothly
carry out industrialization and achieve sustainable
economic and social development is an import-
ant international obligation of the international
community (especially developed countries and
international institutions). A weak industrial
foundation and limited domestic markets make it
difficult for developing countries to achieve the
economies of scale required for industrial devel-
opment. As a result, they have to rely on regional
and global industrial systems and markets to
develop. Given the fierce international industrial
competition, especially in manufacturing, de-
veloping countries need external support to kick
off industrialization and integrate into the global
economic system. Although global economic
governance mechanisms facilitate free trade,
cross-border investment, financial flows, technol-
ogy diffusion and policy communication to a cer-
tain extent, developing countries are often treated
unfairly, and the scope, intensity and implementa-
tion of global governance support for their indus-
trialization still fall short of actual needs.

An example is trade, an effective way to promote
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industrialization. As one of the most important
multilateral mechanisms in global economic gov-
ernance, the WTO has formulated rules granting
developing countries, LDCs in particular, spe-
cial and differential treatments in the areas of
tariffs, subsidies, market access and technology
transfer. However, the agreements introduced
in the Uruguay Round negotiations (conclud-
ed in 1994), including the General Agreement
on Trade in Services, the Agreement on Trade-
Related Aspects of Intellectual Property Rights
and the Agreement on Trade-Related Investment
Measures, significantly reduce the policy space
available to developing countries and create an
enormous gap between their rights and obliga-
tions (UNECA, 2016). In the Doha Round (started
in 2001 and then running into an impasse), no
progress was made during the negotiations on
development as developed members refused sub-
stantive participation. The WTO does not have le-
gally binding provisions with clear definitions of
the type, duration and degree of assistance to be
provided to developing countries; therefore, im-
plementation of special and differential treatment
provisions has been criticized as being imprecise,
ineffective and inaccessible.

9.2.4 New challenges presented by
new upheavals and changes

Recent crises, such as the COVID-19 pan-
demic, geopolitical tensions, sluggish global
economic performance, debt distress, energy cri-
sis and climate change, and digital divide, have
compounded the challenges faced by developing
countries in their pursuit of industrialization.

The COVID-19 pandemic and geopolitical
tensions have impacted the traditional global
industrial landscape, and put developing countries
in a more complex situation featuring fierce com-
petition as they seek to develop their industries.
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Table 9-2 Business environment in different countries

Asian Latin American African
. Developed . . .
Indicators . developing developing developing
countries . . .
countries countries countries
Average ranking 39 95 114 137
Starting a business (days) 11.7 19.7 28.1 20.9
Paying taxes (hours per year) 174.4 192.0 316.5 284.6
Enforcing contracts (days) 588.1 638.8 766.5 658.1
Time to export:
Documentary 5.2 61.6 353 71.2
compliance (hours)
Time . .
Time to import:
Trading across Documentary 4.5 63.8 43.0 95.7
borders compliance (hours)
Time to export: Border
. 11.1 54.1 55.4 91.6
compliance (hours)
Time to import: Border
. 7.8 71.6 55.5 126.7
compliance (hours)
Starting a business (% of income per
i 32 14.0 30.6 342
capita)
Total tax and contribution rate (% of
37.8 335 46.6 47.3
profit)
Enforcing contracts (% of claim) 232 36.1 31.8 39.9
Export cost:
Documentary 36.8 171.2 98.7 169.7
Cost compliance (US$)
Import cost:
Trading across Documentary 30.0 177.2 105.5 289.1
borders compliance (US$)
Export cost: Border
. 128.9 374.7 509.3 583.2
compliance (US$)
Import cost: Border
. 100.9 427.1 617.9 678.0
compliance (US$)

Source: Calculations based on World Bank data
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Since the 1980s and 1990s, many developing
countries have grown their own industries and
enhanced their industrial competitiveness by em-
bedding themselves in the global industrial chains
to make use of their comparative advantages,
specialization and division of labor. But in recent
years, the pandemic has exposed the vulnera-
bility of the global industrial chains, while with
geopolitical tensions, reducing external reliance
has become an important consideration for indus-
trial layout, especially in strategic sectors such
as semiconductors, high-tech and energy. Some
developed countries have put forward industrial
policies for reindustrialization and bringing manu-
facturing back home. Many countries have started
to emphasize balance between the development,
resilience and security of industrial and supply
chains. Multinational corporations are paying
more attention to diversifying their supply chains.
As a result, manufacturing on a global scale may
become decentralized and multi-centralized, lead-
ing to fierce and complex competition and cooper-
ation scenarios for developing countries.

Weak global economic recovery and debt
distress have protracted slack productive in-
vestment and dampened effective demand for
industrial goods. Under the compounded impact
of interconnected daunting factors such as the
COVID-19 pandemic, Ukraine crisis, and high
global inflation, the global economy is experi-
encing a major and sustained slowdown, and
industrial investment in developing countries
has been sluggish; FDI in LDCs contracted by
30% in 2022 (UN, 2023). The tightening global
financial environment has significantly increased
balance-of-payments pressures and debt vulner-
abilities in developing countries. Many liquid-
ity-strapped economies have to allocate their
already limited fiscal funds to emergency price
subsidies at the expense of public investment in
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infrastructure and welfare (UNCTAD, 2023). In
a global economy struggling to recover, the lack
of effective internal and external demand for in-
dustrial goods undermines the role of exports in
boosting the industrial economy and diminishes
incentives of industrial goods consumption for
industrial investment.

The energy crisis and climate change have
forced green transformation to speed up, and de-
veloping countries are facing more restrictions in
promoting industrialization. The global energy
crisis, exacerbated by the Ukraine crisis, nearly
broke the traditional model of industrialization
notorious for its high energy consumption and
high pollution. The rapid green transformation
of the energy mix, industrial structure and modes
of production has not only profoundly impacted
the competitive advantages of enterprises and
cross-border investment and trade, but also posed
considerable challenges to developing countries
as they seek to balance economic development
and environmental protection. Green transfor-
mation comes with stringent environmental stan-
dards and energy mix, which is more than what
most developing countries can afford to meet at
their current stages. Therefore it is imperative for
developing and developed countries to work to-
gether to find a practical and feasible new path of
low-cost development.

The digital divide has weakened the traditional
comparative advantages of developing countries,
which is not conducive to their industrialization
progress. In-depth application of digital technology
has generated a massive amount of data, which is
surpassing traditional factors such as land, capital
and labor as a new critical factor of production.
New production factors and new combinations
of use cases have triggered major shifts in modes
of production and the emergence of digital,
smart and customized manufacturing, as well
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as industries based on platforms, networks and
deep integration of services. In a digital economy,
developed economies gain competitiveness in
terms of capital, interdisciplinary talent, data
infrastructure, knowledge and experience, core
technology and business environment. However,
developing countries face a digital divide, and
their traditional advantages (such as cheap land
and labor) are diminished, making their indus-
trialization more difficult.

9.3 Developing countries’ indus-
trial growth needs a joint push

In order to advance industrialization in de-
veloping countries, besides the efforts of the
developing countries themselves, the interna-
tional community also needs to show solidarity,
cooperation and support as a whole, especially
developed countries and international organiza-
tions. Countries should strengthen international
industrial cooperation for mutual benefit, while
stepping up exchanges and mutual learning of
various types of knowledge for development.

9.3.1 Industrialization in developing
countries should be promoted based on
local conditions

Developing countries should pay more atten-
tion to the leading role of industrial development
in the economy and make industrialization strat-
egies suitable to their national conditions. Based
on their resource endowments and the laws of
the market, they should assess the role of their
industries in regional industrial networks and
global industrial chains, analyze their strengths
and weaknesses, identify the division of labor
and direction of upgrading, and carefully focus
on the industries with comparative competitive-
ness. They could draw on the industrialization
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experience of advanced countries, especially their
experience in prioritizing the development of
special economic zones or industrial parks, and
strategically select conveniently located key cities
with good industrial foundations and favorable
cultural conditions as pilots for opening up and
participating in the regional and global production
networks. Given their limited resources, devel-
oping countries could concentrate on special eco-
nomic zones or industrial parks, build moderately
advanced regional infrastructure in traditional
and digital formats, focus on pillar industries with
the development of industrial agglomeration, and
facilitate taxation, operation, finance and trade so
as to maximize their appeal to investment with a
better business environment and lower business
costs. They should optimize their business en-
vironment, improve their policies to protect and
support foreign investment to increase their at-
tractiveness to foreign investment, and strengthen
protection of corporate rights and interests to form
an institutional environment conducive to indus-
trial development. In addition, they need to seize
the opportunity provided by the new round of in-
dustrial revolution, adopt advanced technologies,
and encourage enterprises to transform and up-
grade traditional industries with new technologies,
processes and business models. They also need to
accelerate the development of new industries such
as the digital economy and new energy for leap-
frog development.

9.3.2 Shaping a more reasonable struc-
ture of international industrial division

Enhancing regional and international industrial
cooperation is a practical approach to advance
industrialization in developing countries and a
feasible way to share the fruits of global develop-
ment. Developing countries may step up regional
market integration and build a unified market with
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their neighboring countries to expand the market
space for their enterprises and give full play to
the economies of scale in industrial production.
The opportunities presented by the 2030 Agenda,
the BRI and the GDI should be utilized to initiate
and improve bilateral and multilateral cooperation
in industrialization and to help developing coun-
tries improve their industrial production capacity
and manufacturing level. Cooperation should be
conducted to promote security and stability of the
global industrial chains and supply chains. Digi-
talization and green transformation of the chains
should be promoted to ensure that the global in-
dustrial system is growing in a stable, efficient and
environmentally friendly manner.

9.3.3 Strengthening financial, techno-
logical and trade support to developing
countries

The international community should promote
cross-border communication on macroeconomic
policies and international coordination of global
development resources, and synergize global,
regional and national development cooperation.
The role of multilateral platforms (such as the
UN, the G20, the IMF, the World Bank, the AIIB
and the NDB) should be given better play to im-
prove the global economic governance system,
and help countries strengthen policy communi-
cation in fiscal, monetary and data policies. Sys-
temic risks should be studied and resolved in a
timely manner, and developing countries should
be provided with the necessary financing support
for infrastructure and industrial development. The
international community needs to safeguard the
WTO-centered multilateral trading system, make
WTO reforms and trade rules negotiations fair
and just, and maintain space for developing coun-
tries to use industrial policies. The international
community should also advance global climate
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governance in accordance with the principle of
common but differentiated responsibilities and
respective capabilities under the framework of
the UNFCCC, accommodate the special concerns
of developing countries with regard to industri-
alization, and offer them the necessary techno-
logical and capacity support to accelerate green
and low-carbon transformation. Developed coun-
tries need to fulfill their commitment to provide
US$100 billion of climate funding annually to
developing countries as soon as possible.

9.3.4 Enhancing knowledge exchang-
es and mutual learning

In addition to material support in the form
of capital, equipment and infrastructure, the
industrialization of developing countries also
requires intellectual support in the form of
knowledge for development. It is necessary to
leverage international development agencies (such
as the World Bank and the UNIDO), multilateral
cooperation mechanisms (the BRICS Partnership
on New Industrial Revolution for example), and
non-governmental organizations (think tanks,
enterprises and universities) to build dialogue
mechanisms and knowledge-sharing networks
related to industrialization, and promote North-
South and South-South knowledge cooperation.
Governments and industrial practitioners are
encouraged to enhance communication and
exchanges on development concepts, strengthen
research and learning of best practices, and
help developing countries identify development
pathways and programs that suit their national
conditions. There should be multiparty cooperation
to implement pilot projects on technology transfer
and new business models in developing countries,
as well as human resource development programs
for entrepreneurship, digital technology and
vocational and technical education to upgrade
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the capacity of enterprises and the workforce in  new technologies and industrial transformation.
developing countries so that they can adapt to
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Digitalization has become one of the main
drivers of the world’s development, making our
lives much easier. However, at the same time, the
digital economy is in a transition in which new
growth drivers are taking the place of old ones,
and the digital divide remains wide between
countries, communities and urban and rural areas.
The fragmentation of rules in digital governance
is more salient than ever, calling for global co-
operation to jointly shape a vibrant and inclusive
new digital era that benefits all. This chapter
outlines three aspects of the global digital trans-
formation: digitalization driving growth and
development, digital dividends benefiting more
regions and communities, and global digital
governance. It looks at the major difficulties and
obstacles the world faces and proposes ways to
address these issues.

10.1 Global digital transforma-
tion has made steady progress, but
development remains imbalanced

10.1.1 Digital transformation is accel-
erating, with new growth momentum
waiting to be released

Digitalization forged ahead during the pan-
demic. The protracted COVID-19 pandemic hin-
dered normal economic and social functions but
it facilitated the development and application of
digital technology. In 2021, the added value of the
digital economy of 47 countries around the globe
reached US$38.1 trillion, up 15.6 percent year
on year in nominal terms, accounting for 45.0%
of the GDP. Industrial digitalization, accounting
for 85% of the digital economy, was still its main
engine. Digitalization also led the transforma-
tion of the tertiary industry. The digital economy

accounted for 8.6%, 24.3% and 45.3% of the
added value of the primary, secondary and tertia-
ry industries, respectively (CAICT, 2022). The
number of internet users worldwide reached a
record high. An estimated 5.3 billion people used
the internet in 2022, about 66% of the world’s
population, with a growth rate of 6.1% in 2021-
2022, higher than the 5.1% in 2020-2021 (ITU,
2022). Mobile internet has become the main way
to access the internet. Mobile technologies and
services generated 5% of the global GDP in 2022,
amounting to US$5.2 trillion of economic value
added, and supported 28 million jobs across the
wider mobile ecosystem (GSMA, 2023). Espe-
cially in developing countries, mobile devices are
increasingly being used for economic purposes,
including supporting entrepreneurship, empower-
ment and financial inclusion (UNCTAD, 2023a).
Digitalization and the digital economy are
driving a new round of economic globalization.
Digital trade' continues to grow rapidly and has
shown resilience during the economic downturn.
Trade in digitally-deliverable services is becom-
ing part and parcel of trade in services, adding
impetus to the global economic recovery. In
2021, the value of international trade in digitally-
deliverable services exceeded US$3.8 trillion, of
which developed countries accounted for 78%,
with a growth of 14% year on year (Figure 10-1),
and accounting for about 63% of global trade in
services (Figure 10-2). Digital multinational en-
terprises’ (MNESs) sales grew five times as fast as
those of the traditional top 100 over the past five
years, with the pandemic providing a huge boost.
Investments by digital MNEs have significant
potential to develop the global digital economy.
Over one-third of the projects by digital MNEs
are in developing countries (UNCTAD, 2022).
Many countries are giving greater importance

" This refers to trade in goods and services that are digitally ordered and/or digitally delivered.
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Figure 10-1 Trade in digitally-delivered services, 2005-2021
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Figure 10-2 Trade in digitally-delivered services as a share of trade in
services, 2005-2021

Source: UNCTAD

to digitalization. Many countries and regions
have strengthened their digitalization strategies
and policies and prioritized the digital economy
in their development cooperation. For example,
China has formulated the Plan for the Overall
Layout of Building a Digital China, which
underlines in-depth integration of the digital
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economy and the real economy and regards a
digital China as an important engine for Chinese
modernization in the digital era. Germany has
updated its Digital Strategy 2025, prioritizing
advancing its digitalization process. In the G20
Bali Leaders’ Declaration in 2022, the members
recognized the importance of digital connectivity
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and efforts to create an enabling, inclusive, open,
fair and nondiscriminatory digital economy, and
China proposed the G20 Action Plan on Digital
Innovation and Cooperation. The Plan of Action
to Implement the China-ASEAN Comprehensive
Strategic Partnership (2022-2025) also notes the
need for strengthening exchanges and cooperation
in the digital economy and digital governance.

Digital enterprises are in a transition in which
new growth drivers are taking the place of old ones,
with marked fluctuations in leading enterprises.
Digital MNEs have been growing rapidly, which
impacted international trade and investment. The
top 100 digital MNEs’ total sales were 158%
higher in 2021 (US$1.744 trillion) than in 2016
(US$675 billion). Their net income increased by
23% per year with a growth rate of 60% between
2020 and 2021. The ranking of the digital top 100,
however, shows a significant dynamic. Over five
years, as many as 39 new companies joined the
ranking, replacing others that were ranked in top
100. The top 100 remains highly concentrated
geographically, with 81% of them coming from
developed countries (UNCTAD, 2022). Many of
the top-ranking digital enterprises in the world
have downsized their workforce significantly.
According to a layoff tracker (Layoffs.fyi), 1,054
tech companies laid off over 160,000 employees
globally in 2022.

New technologies, concepts and models
are emerging in succession, but new drivers of
growth are yet to be seen. After a round of boom,
new models such as the metaverse, non-fungible
tokens and Web 3.0 are yet to show momentum for
sustained development, and the industry and in-
vestors’ enthusiasm is waning. ChatGPT, though
full of promise for facilitating the development
and application of artificial general intelligence,
is still in the early stage of industrial application.
Once the new momentum is unleashed, economies
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and businesses with weaker digital foundations
face the risk of falling further behind. Few devel-
oping countries are equipped to take advantage
of cutting-edge technologies that rely on digita-
lization and connectivity, including blockchains,
drones, gene editing and nanotechnology. Coun-
tries in Latin America, the Caribbean, and sub-
Saharan Africa are less prepared to use or adapt
to frontier technologies and at risk of missing the
current technical opportunity (UNCTAD, 2023).
Digital technologies are diffused slowly in most
developing economies. Manufacturing compa-
nies in the more developed economies are more
likely to use Industry 4.0 technologies, whereas
countries with lower-skilled labor are less likely
to benefit. There are also differences between the
companies in developing countries, where only
a minority of larger companies tend to adopt ad-
vanced digital technologies (UNCTAD, 2023a).

10.1.2 The digital divide remains wide
among regions and groups

While digitalization in developing countries
is speeding up, the gap with developed coun-
tries is still to be met. Developing countries are
moving faster to integrate into the global digital
economy and are facing great opportunities to
boost growth and become the new forces driving
economic globalization. With improving manu-
facturing, scientific and technological capacity,
developing countries’ bilateral trade in informa-
tion and communication technology (ICT) goods
has grown steadily after surpassing that of devel-
oped countries in 2007 (Figure 10-3). Developing
countries’ trade in ICT goods accounted for 20%
of their total trade in 2021, higher than the glob-
al average (13%). In 2021, the digital economy
of developing countries grew by 22.3% year on
year in nominal terms, which was 9.1 percentage
points higher than that of developed countries
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Figure 10-3 Bilateral trade in ICT goods, 2000-2021

Source: UNCTAD

during the same period. However, the size of the
digital economy of developed countries reached
USS$27.6 trillion, accounting for about 72.5% of
the global total. It accounted for 55.7% of their
GDP, much higher than the 29.8% in developing
countries (CAICT, 2022).

The digital divide exists and is influenced
by the differences in digitalization processes,
economic development levels and the degree of
opening up. In terms of cross-border digital service
exports, although developed and developing
economies (excluding LDCs) registered an increase
of 13.5% and 17.1% year on year respectively
in 2021, LDCs saw a year-on-year decline of
4.5% and experienced negative growth for two
consecutive years (DRC and CAICT, 2022). In
addition to digital trade, international data flows,
a hallmark of the global digital economy, are also
expanding rapidly, with most cross-border flows
occurring between North America and Europe, and
between North America and China. The limited
capacity to utilize digital technology restricts
developing countries from participating in the
data-driven digital economy and benefiting from it.
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There are indications that a data-related divide has
compounded the digital divide, as most developing
countries’ data outflows are in the form of raw
data, and most of the raw data flows into countries
that enjoy the main data advantages and have
better capacities to process raw data (UNCTAD,
2023a).

Countries and regions vary in their digital
foundations. Around the world, significant in-
equalities still exist in internet access, the foun-
dation for digitalization (Figure 10-4). About
2.7 billion people worldwide remain completely
offline. The proportion of people using the inter-
net in developing countries increased markedly
during the pandemic, exceeding half (57%) for
the first time in 2021, but is still below the 90%
rate in developed countries (UNCTAD, 2023a).
In 2022, about two-thirds of the population in
Arab and Asia-Pacific countries used the internet,
but only 40% in Africa. In LDCs and landlocked
developing countries (LLDCs), only 36% of the
population used the internet (ITU, 2022).

Disparities also exist in terms of the ability
of the groups and regions within a country to
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Figure 10-4 Percentage of individuals using the internet by region, 2022

Source: ITU

reap digital dividends. Disadvantaged groups
in developing and developed countries that are
unable to use digital technologies may lag behind
in post-pandemic recovery, leading to severe
knock-on effects (GSMA, 2023). At the regional
level, there is still a huge gap in internet access
between urban and rural areas. In 2022, 82% of
urban dwellers worldwide used the internet, 1.77
times as high as the percentage of internet users in
rural areas; in Africa, 64% of urban dwellers used
the internet in 2022 compared with 23% of people
in rural areas, a ratio of 2.8; in the Asia-Pacific
region, the ratio was 1.76, close to the global
average (Figure 10-5). In terms of gender parity
in internet access, the world has been moving
forward over the past three years. On a global
scale, 69% of all men used the internet in 2022,
compared with 63% of all women. The gender
parity score' increased from 0.9 in 2019 to 0.92
in 2022, while the gender gap in internet access

remains, particularly in LDCs and Africa (Figure
10-6) (ITU, 2022).

10.1.3 The global digital governance
deficit is becoming increasingly promi-
nent

Many countries have formulated their rules
and systems for digital governance from different
perspectives. By 2021, of the 194 members of
UNCTAD, 158 countries (81%) had laws related
to electronic transactions, among which almost
all European countries had in place e-transaction
laws, and 89% in the Americas, while only 61%
countries in Africa had them; 115 countries (59%)
had adopted legislation on consumer protection
related to e-commerce but continent-wise, that
varied from 78% in Europe to 52% in Africa; 137
countries (71%) had legislation to protect data
privacy, while Africa and Asia showed different
levels of adoption with 61% and 57% of their

" The gender parity score is defined as the percentage of women who use the internet divided by the male percentage. (Gender

parity is deemed achieved when the score stands between 0.98 and 1.02.)
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countries having adopted such legislation; 156
countries (80%) had enacted cybercrime legisla-
tion, while the pattern varied by region: Europe
had the highest adoption rate and Africa the low-
est (Table 10-1) (UNCTAD, 2023Db).

The attitudes and approaches to data gov-
ernance and the capacities are different among
countries and regions, and developing countries
find themselves in a passive position in digital
cooperation. Different countries have different
philosophies of data governance. The European
Union, which gives great emphasis to privacy
protection, has formulated the General Data Pro-
tection Regulation, which allows personal data
to flow only to countries or regions with a level
of privacy protection comparable to its own,
while promoting the free flow of data among EU
member states. The US is promoting and setting
new bilateral or multilateral rules as well as ad-
vancing its proposals on data flow with trading
partners through such agreements as the United
States-Mexico-Canada Agreement, the US-Japan
Trade Agreement and the US-Korea Free Trade
Agreement. Countries such as Singapore, the
United Kingdom and Japan are trying to strike a
balance between high-level data protection and
free data flows. Developing countries are lagging
behind in setting governance rules. Most devel-
oping countries are not implementing policies on
open data flow by design, but rather due to the

lack of data governance policies. In developing
countries with insufficient regulatory capacity,
the interests of internet users can be easily jeopar-
dized due to inadequate domestic regulations on
privacy and security.

International organizations are promoting dig-
ital governance, but large limitations still exist. In-
ternational organizations, including the WTO, G20
and APEC, have introduced some governance rules
and agendas on trade in data, but these frameworks
are inconsistent with one another and have yet to
bring about harmonized global rules. For example,
the WTO has no specific rules on cross-border data
flow. In its discussions about data trade, the WTO
generally refers to existing rules such as the Gener-
al Agreement on Trade in Services (GATS) and the
Joint Statement on Electronic Commerce adopted
in 2019, which have their limits as data trade goes
far beyond such service subsectors as e-commerce
and involves numerous industries in the real econo-
my. The lack of global consensus on digital gover-
nance has caused governance failure, which seems
particularly detrimental to developing countries,
including LDCs. Fragmented digital governance
also reduces access to the global market for do-
mestic micro, small and medium-sized enterprises
(MSMEs), which may become confined to local or
regional markets. Lack of data sharing and interna-
tional cooperation reduces opportunities for digital
innovation, including missing opportunities for

Table 10-1 Coverage of digital governance legislation by region

Continent E-transaction Consumer protection | Data privacy protection Cybercrime
Africa (54) 33 (61%) 28 (52%) 33 (61%) 39 (72%)
Americas (35) 31 (89%) 25 (71%) 26 (74%) 30 (86%)
Asia (60) 50 (83%) 27 (45%) 34 (57%) 46 (77%)
Europe (45) 44 (98%) 35 (78%) 44 (98%) 41 (91%)
LDCs (46) 29 (63%) 19 (41%) 22 (48%) 32 (70%)

Source: UNCTAD, as of December 2021
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inclusive development. Certain established digital
economies may emerge as winners with their ad-
vantageous market size and technological prowess,
but most small, developing economies will lose op-
portunities to increase their digital competitiveness
(UNCTAD, 2023a).

10.2 Global digitalization is af-
fected by multiple factors

10.2.1 The innovation environment
for digital transformation needs to be
improved

Digital transformation is the key feature of
the new revolution in science, technology and
industry. However, the innovation foundation
that accelerates this revolution still faces some
limitations.

Major technological breakthroughs are in-
creasingly difficult than before with higher cost
and limited marginal contribution. Over the past
decade or so, a slowdown in productivity growth
has been visible across almost all the major econ-
omies. For example, in the three decades from the
late 1970s to the beginning of the 21st century,
the average annual growth rate of GDP per capita
of OECD countries as a whole was about 2.1%,
and the indicator fell to 1.2% from 2010 to 2021,
a decline of more than 40% (WIPO, 2022). How-
ever, global innovation investment continued to
expand over the past decade. Total global R&D
investment grew from US$1.2 trillion in 2009
to US$2.1 trillion in 2018, up about 75%. The
productivity growth slump has coincided with
soaring innovation investment, which means a
marked decline in R&D productivity, especially
when much of the low-hanging fruit has been
picked (Bloom et al., 2020). Technological prog-
ress in many major basic areas is slowing down
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markedly, as is growth in educational attainment.
For over half a century since the 1970s, despite
a fundamental change in scientific research
paradigms, most research has been aiming at
expanding existing streams of knowledge while
making fewer breakthroughs to push forward
technological innovation (Park M. et al., 2023).
Typical indicators of technological progress show
a slowdown from long-term trends, including the
semiconductor industry, electric battery prices,
the cost of renewable energy and drug approvals
(WIPO, 2022). In the field of integrated circuits,
for example, the maturity curve of semiconductor
and electronic technology worldwide shows that
Moore’s Law may gradually fail, and the up-
grading of chip technology may become signifi-
cantly slower. At present, many are pinning their
hopes on the artificial intelligence ushered in by
ChatGPT, which however still remains greatly
uncertain.

The innovation environment is not adapted to
digital transformation and is affected by various
negative factors. The mobility and availability
of innovation resources in many countries is rel-
atively low, which is not good for enterprises to
meet the demands of multi-stakeholder, open-
source and bottom-up innovation in the digital
age. Especially for small and medium-sized
enterprises and startups, obtaining high-quality
elements of innovation is difficult, and digital
connectivity is far from deepening across depart-
ments, industries and borders. In recent years,
about 80% of enterprises have suffered setbacks
to their digital transformation (McKinsey Global
Institute, 2019). At the same time, the capital sup-
ply to support high-risk innovation activities is
also slowing down. The declining market value of
digital economy concept stocks in the secondary
market has shrunk global startup investment and
initial public offerings in the digital economy. In
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2022, global venture capital financing decreased
by 35% compared with 2021, and financing in
digital health and financial technology decreased
by 57% and 18% respectively. In addition, the
course of globalization in science and technology
is facing major challenges such as geopolitical
tensions, which has seriously hindered inter-
national cooperation and limited the impact of
innovative digital technologies. Some countries
have adopted technology export controls and ex-
clusionism on the grounds of national security,
tending to expand and abuse technical barriers
to trade. This has a great impact on international
scientific and technological cooperation, reducing
trust among scientific researchers from various
countries, and aggravating the “chilling effect”.
This will not only severely limit the expansion
of global innovation networks, but will also slow
down the progress and diffusion of emerging dig-
ital technologies.

10.2.2 The foundation for digitaliza-
tion in developing countries remains
weak

Digital infrastructure in developing countries
is generally underdeveloped. Limited investment
capacity and the small number of effective users
in developing countries make it difficult for the
network effect and economies of scale to work.
Specifically, weak digital infrastructure and ex-
pensive internet access are the most critical fac-
tors that prevent people in developing countries
from enjoying the digital dividends. Developing
countries not only have a limited number of in-
ternet users, but also usually face problems such
as slow internet connection and high internet
access costs. Data show that mobile broadband

speed in developed countries is about three times
as fast as in LDCs. For low-income economies,
the cheapest mobile broadband basket costs more
than 9% of people’s income, over six times the
global average; and the cost of fixed broadband
services accounts for over 30% of their income,
more than 15 times that in high-income countries.
For many people in developing countries, mobile
devices are often the only option for phone and
internet connection (UNCTAD, 2022). Data-only
mobile broadband basket prices as a percentage
of the monthly GNI per capita in low-income
economies remained above the 2% affordability
target' in 2022 (Figure 10-7) (ITU, 2022). At the
same time, extreme poverty persists globally, and
large income gaps combined with inequalities in
education, transportation and gender have led to
more uncertainties in the adoption of digital tech-
nologies in developing countries.

Shortage of digital talent, low digital literacy
and limited digital intangibles are common short-
comings of developing countries. Research shows
that the low level of digital skills among people is
a key barrier to achieving universal and meaning-
ful digital connectivity in most developing coun-
tries. Digital skills include the ability to use mobile
phones, the internet and social media, advanced
skills in data analysis, applications development
and network management, and comprehensive
ability related to communication and collaboration,
security, content generation and data literacy. The
low overall education level in many low-income
countries hinders the development of digital skills
and further limits the possibilities for people to
access digital services and find jobs related to dig-
ital technology. For example, only 2% of Kenyans
use the internet to look for and apply for jobs,

" The United Nations Broadband Commission for Sustainable Development aims to make broadband in developing countries af-
fordable by 2025, with affordability defined as the availability of broadband access at a price that is less than 2% of the monthly GNI

per capita.
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Figure 10-7 Data-only mobile broadband (2GB) prices as a percentage
of the monthly GNI per capita, 2021-2022

Source: ITU

compared to the global average of 17%; in Sudan
and Zimbabwe, only 4% of adults are able to copy
and paste documents. At the same time, many
developing countries also lack necessary digital
skill training systems, especially for vulnerable
groups such as women, low-income groups and
ethnic minorities. The digital talent gap further
exacerbates the imbalance in digital development
between countries, widening the digital divide and
hampering the production and spread of emerging
digital technologies. Research suggests that by
2020, 10 developed economies alone held 90%
of the world’s patents related to advanced digital
technologies and accounted for 70% of exports as-
sociated with these technologies, while developing
economies’ participation in creating and applying
these technologies was limited (UNIDO, 2021).
Digital manufacturing technologies such as arti-
ficial intelligence, big data, the internet of things,
advanced robotics and additive manufacturing are
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just beginning to spread among industrial firms in
developing countries.

The global digitalization ecosystem is highly
concentrated and developing countries have been
lagging behind for years. At present, the global
ecological network of digital development is con-
centrated in the developed world with international
digital platforms such as the US and Europe, while
developing countries mainly provide application
scenarios and basic data and have to pay high
prices for digital services. Developed countries
have almost monopolized major digital platforms,
industrial clusters and talent resources. Large tech-
nology companies represented by GAFA — the four
US tech giants Google, Amazon, Facebook (now
Meta) and Apple — have infiltrated all the links of
global data value chains: collecting data through
user-oriented platform services, transmitting data
using submarine cables and satellites, as well as
storing, analyzing, processing and using data in
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data centers. These companies already have global
advantages in data resources, enormous capital,
technological and market power, and even a certain
degree of “digital geopolitical power”. The digital
divide between small and medium-sized enterpris-
es and large corporations is also widening. At the
same time, there is a prominent issue of imbalance
despite increasing global data flows. From 2004
to 2020 global data flows were mainly concen-
trated in routes between North America, Europe
and Asia, with a very limited share flowing to or
from other regions (UNCTAD, 2021). Since the
pandemic, cross-border data flows have also been
geographically concentrated in two main routes:
between North America and Europe, and between
North America and Asia.

10.2.3 Countries have large differenc-
es regarding global digital governance
rules

The divergence of interests and needs among
countries has intensified. At present, countries
have vastly different resource endowments and
comparative advantages in the digital field, as
well as deeply divided interests and needs in
participating in global digitalization. Such di-
vergence continues to intensify as technology
progresses and international competition accel-
erates. Countries and regions at the forefront of
innovation in digital technology tend to choose
more flexible governance models that feature
more freedom and less regulation in order to
consolidate their technological and market dom-
inance. In contrast, countries and regions that are
catching up or lagging behind are more focused
on ensuring development security and cultivating
the competitiveness of their local industries, fear-
ing that huge potential uncertainties may impact
or jeopardize their own economic and social or-
der. As the data-driven digital economy evolves,
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developing countries find themselves in subor-
dinate positions, with data and their associated
value capture concentrated in a few global digital
corporations and other MNEs that control the
data. They risk becoming mere providers of raw
data to global digital platforms, while having to
pay for the digital intelligence obtained from their
data (UNCTAD, 2021). At the same time, since
the digital economy is closely intertwined with
international politics, ideologies, and scientific
and technological competition, the game of rules
in the digital field has gone far beyond the eco-
nomic sphere, exacerbated by the potential con-
flict of national security interests. Many countries
have escalated their restrictions on foreign digital
enterprises, and even the latter’s suppression,
citing security screening as the ground, making it
much more difficult to reconcile the interests and
needs of different countries.

Differences in digital governance, in exis-
tence for a long time, are difficult to coordinate
effectively. For example, in terms of cross-border
data flows, some countries emphasize the con-
trol of data by the private sector, some prioritize
individuals’ direct control of data based on their
fundamental rights, and others attach importance
to data security management by the public sector.
Differences in governance philosophies that have
been amplified in international rules negotiations,
combined with geopolitical issues, result in fur-
ther rules fragmentation, even divergences among
regions with similar values. For example, Europe
and the US both set great store by protecting citi-
zens’ right to privacy, but Europe emphasizes the
protection of the right to privacy based on “dig-
nity” and the absolute precedence of this right,
while the US pays more attention to the right of
free expression and tends to balance the freedom
of the market and privacy protection.

The boundaries of digital governance are

2024-05-28 14:53:33 ’7



Chapter X Working Together to Shape an Inclusive Digital Era

expanding and are hard to prioritize. Global digi-
tal governance involves numerous stakeholders. It
is no less complicated than global governance in
such traditional areas as poverty reduction, nucle-
ar non-proliferation and public health, if not more.
In addition to governments and international or-
ganizations, more and more digital multinationals,
small and medium-sized enterprises or organiza-
tions, digital consumers, research institutes, trade
associations and non-governmental interest groups
have begun to participate in global digital gover-
nance. Such a high level of player diversification
makes international rules more difficult to coor-
dinate. For example, digital consumers who are
nominally in a disadvantaged position have a rela-
tively stronger bargaining power in the global dig-
ital economy, considering the high homogeneity
of digital products and the low cost of switching
to other service providers. At the same time, with
digital technology permeating more and more
areas, priorities in global digital governance have
multiplied and stretched far beyond traditional
internet governance. Technological development
is giving rise to complex governance challenges
at a faster pace and exposing blind spots and gaps
in the governance agenda, many of which are be-
yond the ambit of the existing international laws
and rules. The problem areas are diverse, ranging
from internet infrastructure to e-commerce and
digital trade, from artificial intelligence gover-
nance to ethics and norms related to emerging
technologies, and from cross-border data flows to
data sovereignty and security. They also include
protection of vulnerable groups and workers in
flexible employment, digital inclusion on a larger
scale, cyber hacking and cybersecurity threats and
the prevention and control of digital terrorism.
Liberalization and facilitation of digital business
environment, digital services taxes and digital cur-
rency systems are further problematic areas.
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The existing global governance systems have
difficulties in making timely and effective respons-
es to new challenges in digital globalization. In
recent years, many international debates, such as
those on regulating cross-border data flows, have
reached a stalemate, which has heightened con-
cerns in many countries about whether universal
digital rules that go beyond national or regional
borders can be formulated in a timely manner
(UNCTAD, 2021). The lack of consensus and the
erosion of trust in global digital governance have
been exacerbated by multiple factors. Many coun-
tries and regions propose rules that maximize their
own interests based on their preferences, which
exacerbates inconsistencies in rules, regulations
and standards. Some ongoing subregional or re-
gional rules negotiations also face obstacles in ap-
plying to a wider range. The existing institutional
frameworks at the international level are not fit for
the specific needs of global data governance, and
a new global institutional framework is urgently
needed, with the joint efforts of multilateral,
multi-stakeholder and multidisciplinary engage-
ment (UNCTAD, 2021). In addition, as most of
the key basic digital technologies are in the hands
of developed countries, an important objective of
global digital governance has long been neglected,
that is, to enhance the digitalization capacity of
developing countries, especially LDCs. The pro-
tectionist policies to exclude others and overstretch
the concept of security proposed by a few devel-
oped countries have significantly slowed down the
free flow of technologies, services, talent, knowl-
edge and other factors in the digital field. These
countries aim to establish small bilateral and plu-
rilateral “circles”, making it more difficult for the
existing international organizations and multilateral
institutions to play their role in global digital
governance.
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10.3 Jointly advancing an inclu-
sive digitalization that benefits all

10.3.1 Balancing development and su-
pervision to boost digitalization

At a time when the global economy is at risk
of recession, digital technology and the digital
economy should play a positive role in leading
innovation and boosting growth. The key to over-
coming the so-called “growth dilemma” is to
promote digital technology in more industries and
raise the productivity of entire society. It is neces-
sary to revitalize digital innovation in various sec-
tors and appropriately reduce market regulation.

Facilitating the digital transformation of more
industries and expanding the space and scope of
digital technology application. Global spending on
digital transformation is forecast to reach US$3.4
trillion in 2026 with a CAGR of 16.3% over the
next few years (IDC, 2022). Digital transforma-
tion is advancing rapidly in the financial sector
with growing investment in information technol-
ogy. Data-enabled credit scoring, mobile payment
and digital currencies have been applied all over
the world, which have brought efficiency gains
but also impacted the traditional financial systems
in some countries. Policymakers should provide
more experimental opportunities for digital inno-
vation. The digital transformation of health care
and education offers promising prospects. The
rapid development of Al is bringing more oppor-
tunities in medical diagnosis and education while
requiring countries to adopt policies that lower
the threshold of technological access and open
up application scenarios. In addition, new mod-
els such as the industrial internet, which focuses
on improving manufacturing productivity, have
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become a policy priority for many manufacturing
countries.

Activating disruptive technologies and new
business models, and encouraging startup invest-
ment in the digital economy. Many of the innova-
tions in the digital economy are driven by venture
capital provided by professional investment insti-
tutions or tech giants. The bankruptcy of Silicon
Valley Bank and other banks in some developed
countries cast a shadow over the development of
venture capital around the world, hence policy
measures are needed to restore confidence. The
practice of supporting venture capital through
government-guided funds, which originated in
Israel, has now become a policy practice in many
countries, helping to promote venture capital. It
is crucial to have institutional designs that respect
the laws of the market. Otherwise top-down pro-
grams to promote entrepreneurship are likely to
be unsuccessful because of poor design and poor
implementation.

Developing new rules to foster an optimal
regulatory system that balances development and
regulation. The regulatory objectives and priori-
ties of countries with strong digital capacity are
not exactly the same, but they all pay consider-
able attention to issues such as monopoly by plat-
form companies, user privacy protection and risks
in cross-border data flows, placing equal impor-
tance on economic and social regulations. Data
has become an important innovation resource in
the digital age, and large digital firms are increas-
ingly important in the innovation chain. In order
to tap the potential of digitalization, more atten-
tion should be paid to resilient regulation that
embraces innovation and encourages exploration,
which is likely to become a policy trend in more
economies against the backdrop of the sluggish
global economy.
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10.3.2 Promoting digital dividends to
benefit more countries and groups

The wave of digitalization is spreading to
countries around the world, especially develop-
ing countries. Digitalization is a great leveler of
opportunities. Investments in digital education,
digital infrastructure and digital services can im-
prove gender equality, build resilience to climate
change and help achieve many of the SDGs set in
the 2030 Agenda. While, as the figures presented
in this report show, digitalization will not auto-
matically benefit every corner of the globe; even
in a country that does benefit from such progress,
it is likely that some people will be left behind in
digitalization. Resolving the “inclusion dilemma”
requires the joint efforts of both countries that are
leading digitalization and those that are lagging
behind.

Making digital services more affordable for
low-income and lower-middle-income countries,
regions and disadvantaged groups. Countries
with leading digital technologies and a highly
internationalized digital economy provide many
digital products and services for countries lagging
behind, accelerating the digitalization of the latter.
However, for many low-income and lower-middle-
income countries, digitalization in this way tends
to be more costly and burdensome. Low-income
groups within a country may face the same issue.
Leading companies in global digitalization should
tap more innovative opportunities for low-cost
digitalization, and leading countries should facilitate
such efforts with incentives. Low-income groups
have a high aggregate purchasing power, which
offers vast growth potential and a broad space for
innovation. As we can see from China and other
countries’ practices, innovative business models
can help to achieve lower-cost digitalization. This
experience will prove to be valuable if replicated in

W ARR AR 2023-2 3 indd 199

more developing countries.

Improving digital infrastructure in low-income
and lower-middle-income countries. Infrastructure
such as communication networks and data centers
can be used for both public services and business
purposes. The most important thing in building
digital infrastructure in developing countries is
balanced distribution of long-term and short-term
benefits in public-private cooperation, as well
as friendly and cooperative relationship among
local governments, enterprises and international
organizations. There are many successful cases in
this regard. For example, Huawei and ZTE, two
Chinese firms, have played an important role in
facilitating the development of digital infrastructure
in African countries, providing internet access for
hundreds of millions of local people. Despite great
difficulties during the pandemic, ZTE upgraded
more than 1,500 sites free of charge for African
customers to guarantee the security and quality of
network communications.

Providing low-income and lower-middle-
income countries with digital skills training through
multiple ways. International organizations, local
governments, as well as enterprises should join
hands to bridge the gaps in talent and skills for
digitalization. In 2021, the Nigerian government,
in partnership with Microsoft, planned to provide
digital skills training for 5 million people and cre-
ate more than 27,000 new digital jobs in the fol-
lowing three years. The government of Djibouti
and China Merchants Group worked together
to establish a center to promote African youth
innovation and entrepreneurship and organized a
training camp themed on digital innovation and
cross-border e-commerce. Young African en-
trepreneurs from Djibouti, Ethiopia, Kenya and
Uganda attended the camp to learn about digital
technology and startup operation. These cases of-
fer valuable practices that are worth replicating.
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10.3.3 Improving global digital gover-
nance

As an emerging trend, digitalization inevita-
bly requires suitable new rules to achieve digital
governance. Each country has its own digitaliza-
tion model; hence digital governance cannot be
exactly the same everywhere. However, from the
perspective of global data governance, common
rules based on cooperation are crucial for promot-
ing digitalization all around the world.

Opposing protectionism on technology and
rules-making in the digital era. Open cooperation
and healthy competition on a global scale is nec-
essary for the advancement of digital technology,
which is crucial for sustaining digital innovation.
Open-source software has become one of the
cornerstones of global digital technology inno-
vation. A survey shows that 77% of respondents
increased the use of open-source software in
their organizations over the last 12 months (Open
Logic and Open Source Initiative, 2022). Techno-
logical protectionism runs counter to the laws of
innovation in digital technology and is ultimately
detrimental to technological development. Also,
the digital economy is characterized by increasing
returns from economies of scale and economies
of scope, and the benefits of digitalization are
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Acronyms and Abbreviations

2030 Agenda United Nations 2030 Agenda for Sustainable Development
Al artificial intelligence
AlIIB Asian Infrastructure Investment Bank
BIR Bureau of International Recycling
BEV battery electric vehicle
BNEF Bloomberg New Energy Finance
BRI Belt and Road Initiative
BRICS Brazil, Russia, India, China and South Africa
CAGR compound annual growth rate
CAICT China Academy of Information and Communications Technology
CBAM Carbon Border Adjustment Mechanism
CBAS International Research Center of Big Data for Sustainable Development Goals
CBD Convention on Biological Diversity
CIKD Center for International Knowledge on Development
CPI Consumer Price Index
DAC Development Assistance Committee
DEPA Digital Economy Partnership Agreement
DRC Development Research Center of the State Council
DSA debt sustainability analysis
DSSI Debt Service Suspension Initiative
EMDEs emerging market and developing economies
ESG environmental, social and corporate governance
ETC Energy Transition Commission
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EV

electric vehicle

FAO

Food and Agriculture Organization

FDI

foreign direct investment

FSIN

Food Security Information Network

GAFA

Google, Amazon, Facebook and Apple

GATS

General Agreement on Trade in Services

GCF

Global Climate Fund

GCRG

Global Crisis Response Group on Food, Energy and Finance

GDI

Global Development Initiative

GDP

gross domestic product

GEF

Global Environment Facility

GFC

global financial crisis

GHG

greenhouse gas

GII

Global Innovation Index

GNI

gross national income

GSMA

Global System for Mobile Communications Association

HICP

Harmonized Index of Consumer Prices

HIPC

heavily indebted poor countries

ICTs

information and communication technologies

IDA

International Development Association

IDC

International Data Corporation

IEA

International Energy Agency

IFIs

international financial institutions

IFPRI

International Food Policy Research Institute

ILO

International Labour Organization

IMF

International Monetary Fund

IoT

internet of things

IPCC

Intergovernmental Panel on Climate Change

204

W AFRR AN £2023-B 3 indd 204

2024-05-28 14:53:33 ’7



Acronyms and Abbreviations

IRENA

International Renewable Energy Agency

ITFFD

Inter-agency Task Force on Financing for Development

ITU

International Telecommunication Union

TUCN

International Union for Conservation of Nature

LAC

Latin America and the Caribbean

LDCs

least developed countries

LLDCs

landlocked developing countries

MCDF

Multilateral Cooperation Center for Development Finance

MDBs

multilateral development banks

MENA

Middle East and North Africa region

MNEs

multinational enterprises

MPI

Multidimensional Poverty Index

MSMEs

micro, small and medium-sized enterprises

NBS

National Bureau of Statistics

NCDs

noncommunicable diseases

NDB

New Development Bank

NDCs

nationally determined contributions

NEVs

new energy vehicles

ODA

official development assistance

OECD

Organization for Economic Cooperation and Development

PHEV

plug-in hybrid electric vehicle

PPP

Purchasing Power Parity

R&D

research and development

SDGs

Sustainable Development Goals

SIDS

small island developing states

SMEs

small and medium-sized enterprises

TOSSD

Total Official Support for Sustainable Development

UHC

universal health coverage
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United Nations

UNAIDS

Joint United Nations Programme on HIV/AIDS

UNCCD

United Nations Convention to Combat Desertification

UNCTAD

United Nations Conference on Trade and Development

UNDESA

United Nations Department of Economic and Social Affairs

UNDP

United Nations Development Programme

UNECA

United Nations Economic Commission for Africa

UNEP

United Nations Environment Programme

UNFCCC

United Nations Framework Convention on Climate Change

UNIDO

United Nations Industrial Development Organization

UNICEF

United Nations International Children’s Emergency Fund

USDA

United States Department of Agriculture

WEF

World Economic Forum

WFP

World Food Program

WHO

World Health Organization

WIPO

World Intellectual Property Organization

WMO

World Meteorological Organization

WTO

World Trade Organization
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Afterword

In June 2022, President Xi Jinping chaired the High-level Dialogue on Global De-
velopment. Issuing a Global Development Report was included in the Chair’s Statement
and the list of major deliverables. The Center for International Knowledge on Develop-
ment (CIKD) undertook the task under the guidance of the Development Research Cen-
ter of the State Council (DRC). The Global Development Report 2023, themed “Global
Development at a Crossroads”, looks at the basic features, the main trends, as well as
opportunities and challenges for global development and presents forward thinking on
global development. It analyzes the challenges in seven areas — poverty reduction, food
security, public health, financing for development, energy transition, industrialization,
and digitalization — and offers policy recommendations.

The Report was compiled under the leadership and guidance of Lu Hao, President of
DRC and CIKD, and Zhang Laiming, Vice President of DRC and Chief Vice President
of CIKD. DRC Vice Presidents Long Guogqiang, Yu Bin and Chen Changsheng con-
tributed important suggestions. The editorial team was led by Zhao Changwen, former
Executive Vice President of CIKD, and coordinated by Zhou Taidong, Vice President of
CIKD.

The following authors contributed to the Report: Zhao Changwen and Zhu Hong-
ming (Foreword); Zhou Yu and Hua Ruoyun (Chapter I); Zhuo Xian, Zhang Youyi and
Wu Yue (Chapter II); Zhou Taidong and Luo Yuze (Chapter I1I); Zhang Jin and Liang
Xiaomin (Chapter IV); Han Yang and Yu Lu (Chapter V); Dong Dandan and Ma Tianyue
(Chapter VI); Wang Yan, Qian Ying and Li Cangshu (Chapter VII); Jiang Xiheng, Zhu
Qingyi and Ma Lulu (Chapter VIII); Xu Zhaoyuan and Chen Xiao (Chapter IX); and
Tian Jietang, Xiong Hongru and Liu Changyu (Chapter X). The Report was edited by
Zhou Taidong, Zhou Yu and Zhang Youyi, and revised and finalized by Zhao Changwen
and Wang Jinzhao, Executive Vice President of CIKD.

An advisory panel of international scholars and experts was set up for incorporating
international academic thinking on global development. They are (in alphabetical order
by last name):

Bert Hofman, Director of the East Asian Institute at the National University of Sin-
gapore and former World Bank Country Director for China, Mongolia and Korea in the
East Asia and Pacific Region;
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Peter Nolan, Founding Director of the Centre of Development Studies and Emeritus
Chong Hua Professor in Chinese Development, University of Cambridge;

Arkebe Oqubay, former Senior Minister and Special Adviser to the former Prime
Minister of Ethiopia;

Jorgen Randers, Professor Emeritus at the BI Norwegian Business School and senior
member of the Club of Rome;

Jeremy Rifkin, founder of the Foundation on Economic Trends;

Jeffrey Sachs, President of the UN Sustainable Development Solutions Network,
Director of the Center for Sustainable Development at Columbia University, and former
Special Adviser to the United Nations Secretary-General;

Myron Scholes, Frank E. Buck Professor of Finance, Emeritus, at the Stanford Grad-
uate School of Business, and Nobel Laureate in Economic Sciences in 1997;

Jusuf Wanandi, Co-founder of the Centre for Strategic and International Studies,
Indonesia;

Wing Thye Woo, Research Professor at Sunway University in Malaysia, and Profes-
sor in the Department of Economics at the University of California, Davis;

Ngaire Woods, Founding Dean of the Blavatnik School of Government and Profes-
sor of Global Economic Governance at the University of Oxford.

We are grateful to our distinguished panelists for their invaluable comments and
suggestions.

CIKD will keep focusing on the Global Development Initiative and other major
strategic global development issues, and issue the Global Development Report annually,
making contributions to the world’s common and sustainable development and a global
community of shared development.

CIKD
November 29, 2023
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