
 
 

 

Recovery from COVID-19  

Tackling vulnerabilities and leveraging scarce resources 

 

Financing the recovery in LDCs: what role for international co-operation? 

 

Prior to the crisis, development financing had already fallen short of the spending needs to achieve the 

Sustainable Development Goals (SDGs) by 2030, and fiscal space was limited due to rising public debt 

levels and servicing costs. GDP in Least Developed Countries (LDCs) is expected to grow by only 0.8% 

in 2020, as compared to the 7% target, followed by a strong rebound of 4.6% in 2021, though the 

experience of previous financial crises show that recovery can take up to 5 years (UNDESA, 2020). The 

vulnerable situation of LDCs therefore requires an effective and coordinated response from 

international actors to provide adequate financing and technical assistance to build back better for a 

more equitable, sustainable and resilient world, acknowledging that no single source of financing will 

be enough to close the COVID-19-induced financing gap. 

Domestic resource mobilisation: a challenge for LDCs even after graduation 

Before the COVID-19 pandemic struck, levels of domestic resource mobilisation across LDCs had 

plateaued at a low level. According to the Global Revenue Statistics Database, tax revenues as a 

percentage of gross domestic product (the tax-to-GDP ratio) rose significantly on average across 13 

LDCs between 2008 and 2017, from 14.1% to 16.6%. However, the average tax-to-GDP ratio has little 

changed since 2013 and remains below the average for 26 African countries (17.2%), LAC (22.7%) 

and OECD countries (34.2%) in 2017 (Figure 1) (OECD, 2020). 

Once non-tax revenues in LDCs are included, the overall trajectory for public revenues turns negative. 

For the ten African LDCs, non-tax revenues fell from 5.7% of GDP in 2013 to 4.8% in 2017; this decline 

more than offset the increase in tax revenues across these countries over the same period, leading to 

an overall decline in domestic revenue mobilisation (as percentage of GDP).  

Domestic resource mobilisation is on average higher in countries that have graduated from LDC status 

but their trends are often mixed. The Global Revenue Statistics Database includes data for four of the 

five countries that have graduated in the past 26 years: Botswana (in 1994), Cabo Verde (2007), 

Samoa (2014) and Equatorial Guinea (2017). Since 2008, combined tax and non-tax revenues declined 

dramatically in Botswana and Equatorial Guinea (by 9 percentage points and 17.4 percentage points 

respectively), were unchanged in Cabo Verde and rose in Samoa (by 1.7 percentage points). 

 



 
 

 

Figure 1: Total taxes as percentage of GDP for LDC (14), Africa (26), LAC and OECD, 2008-2017 

 
Note: LDC (14) includes Bhutan, Burkina Faso, the Democratic Republic of the Congo, Madagascar, Mali, Mauritania, Niger, 
Rwanda, Samoa, Senegal, Solomon Islands, Togo, Uganda and Vanuatu 
Source: OECD (2020) Global Revenue Statistics Database, https://www.oecd.org/tax/tax-policy/global-revenue-statistics-
database.htm 

 

Decreasing international finance may delay recovery 

The COVID-19 crisis risks creating major setbacks in financing for sustainable development. Inflows 

of external private finance to ODA-eligible developing countries are projected to drop by USD 700 

billion compared to 2019 levels, exceeding the impact of the 2008-09 Global Financial Crisis by 60% 

(OECD, 2020b). Fiscal space is likely to narrow further with rising domestic spending and exchange 

rate movements against the USD.  

The prospects for other international financing mechanisms, remain uncertain. Given the global 

recession and economic contraction, public development finance, including official development 

assistance (ODA), may be negatively affected. Estimates vary depending on different scenarios of 

pandemic and economic recovery. In fact, if the Development Assistance Committee members were to 

keep the same ODA to gross national income (GNI) ratios as in 2019, total ODA could decline by USD 

11 billion to USD 14 billion, depending on a single- or double-hit recession scenario on member 

countries’ GDP (OECD, 2020b). This comes on top of the gap of meeting ODA commitments of 

providing 0.15 to 0.2% of GNI  to LDCs. The average share of GNI provided as ODA to the LDCs from 

DAC donors declined from 0.1% in 2011 to 0.09% in 2018 (UN, 2020b) despite ODA flows in absolute 

terms showing a steady growth from 2000-18 (+ 6.1% on average per year) and being the major 

source of external financing to these countries until 2014. 

The climate financing received by the least developed countries also falls far short of the estimated 

requirements. The total amount of climate change finance needed to fund both mitigation and 

adaptation measures post-2020 in LDCs has been estimated at $93 billion annually. However, they 

have been reacieving a small share of available funding so far (UN, 2020b). For example, LDCs received 

only 12% (US$ 2.7 billion) of international public financial flows to developing countries in support of 



 
 

 

clean and renewable energy in 2017 and private finance in this area is also insufficient (UN-OHRLLS 

et al., 2020).  

In addition, the current crisis is putting the sustainability of remittances, which are one of the largest 

and most stable source of foreign currency for LDCs, at risk. Remittances represented 4.8% of LDCs 

collective GDP in 2019, amounting to USD 53.2 billion. In fact, while important sources of external 

development finance have declined and fluctuated over the years, remittances to LDCs have steadily 

increased from 2005 to 2018, and are now nearly as high as ODA. The global character of the COVID-

19 pandemic will negatively impact remittance flows in 2020 to low- and middle-income countries 

with a projected fall of 19.7% (USD 445 billion), one of the sharpest declines in recent history (World 

Bank, 2020, World Bank 2020a). 

Figure 2: Remittances, FDI and ODA as a percentage of GDP in LDCs, 2005-2018 

 

Source: World Bank/ WDI (2020) 

Remittances are key for LDCs growth and resilience but challenges remain for its effective 

disbursement. Remittances are a form of social protection for households in countries that lack 

widespread coverage, or where informal employment is the norm. They tend to be counter-cyclical 

and more resilient to economic shocks than other types of financial flows. They are also directly 

transferred to families that need it and are associated with higher expenditures in education, food 

security, and business creation, with positive economic and social spillovers at the national level. 

Nevertheless, the cost of remitting, for example, from the United States to Bangladesh, Haiti or Nepal, 

is still substantially higher than the 3% outlined by the targets in the SDGs (World Bank, 2020a).  

The crisis may also affect private finance flows to LDCs, which were already insufficient before the 

pandemic hit. In 2020, the decline in commodity prices and contraction in global travel and tourism 

will negatively affect prospects for investment in key indutries to LDCs. Already in 2019, foreign direct 

investment (FDI) in LDCs had declined by 6%, or USD 21 billion, relative to previous year (UNCTAD, 

2020).   

In addition, despite findings showing that as countries develop the external financing scenario 

gradually evolves from ODA to other funding sources, LDCs face significant challenges in attracting 

external private financing. Developing countries are highly dependent on public external support in 

early stages of transition (in the case of LDCs 42% of their total external financing mix was ODA in 

2017-18). A progressive substitution of public by private and external by domestic finance is expected 



 
 

 

but LDCs face important difficulties, jeopardizing their ability to transition smoothly after graduation. 

In 2017-18 net FDI and other private financing represented only 1% of their external financing mix. 

Upper middle-income countries, by contrast, drew 36% of their external financing from FDI from 2014 

to 2018 (OECD, 2020a). 

International Financial Institutions (IFIs) and development banks have provided a quick response but 

lending commitments have been assessed as insufficient. The total amount of International Monetary 

Fund (IMF) emergency financing support to LDCs has surpassed US$ 5 billion, with over 60% of LDCs 

benefitting from at least one of the following four categories of programmes: catastrophe containment 

and relief trust (debt relief service); extended credit facility (lending arrangements for balance-of-

payments problems); rapid financing instrument and rapid credit facility (arrangements to provide 

liquidity). Other IFIs and Regional Development Banks have also disbursed improved fast track credits 

lines, but pledged amounts have been assessed as insufficient in comparison to those allocated in the 

previous financial crisis (Ocampo, 2020), while long-term debt vulnerability should be closely 

monitored. 

Finally, external debt of LDCs had started to increase significantly before the pandemic. Median public 

debt in LDCs rose from around 32 per cent in 2011 to 47 per cent of GDP in 2019 (UN, 2020a). Five 

LDCs are considered by the IMF Low-income Countries Debt Sustainability Analysis (LIC-DSA) as “in 

debt distress” and an additional 14 “at high risk of debt distress”. The G20 Debt Service Suspension 

Initiative (DSSI) for the poorest countries, provides a net-present value neutral suspension of intrest 

payments until end-2020 (OECD, 2020c) but there is widespread agreement that this is not sufficient. 

 
Trigger questions for debate: 

 What will the financing for sustainable development landscape look like when LDC5 will take 

place? What should be the priorities to consider for the next decade?  

 How can international co-operation support LDCs in improving tax revenue generation, tax 

administration capabilities and benefit from multilateral efforts at tackling tax evasion and tax 

avoidance? 

 What more can international co-operation do to work with regulators to create competition 

and leverage digital technolgies in the money transfer operators so as to further decrease 

transfer costs of remittances and facilitate financial intermediation? 

 How could ODA be sustained or improved in real terms to assists LDCs and other developing 

countries in times of crisis?  

 What is the most effective way to leverage blended finance in the current crisis context?  

 How can other forms of finance, including private finance and climate finance be mobilized to 

support LDCs in buiding their resilience? 



 
 

 

 What mechanisms should be put in place to safeguard LDCs from extreme debt vulnerability?  

 What more can be done to assist LDCs to attract much-needed FDI into key industries 

supporting economic growth and transformation? 
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