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Issues Note for Theme 6

Mobilizing international solidarity, reinvigorated global partnerships and innovative tools for risk-informed
sustainable development - A march towards sustainable graduation

Issues Note

LDCs are largely dependent on public resources - both domestic and foreign - to finance sustainable development needs
and ensure a smooth transition from the LDC category as foreseen in the IPoA. However, such public resources have not
been sufficient to cover the growing needs of LDCs and have increased only slowly in the past.

The financing challenges of LDCs have been exacerbated by COVID-19. On average, GDP in LDCs is estimated to have
declined by 1.3 per cent in 2020, according to latest available projections by UN DESA. This is a quite stark difference to the
projected 5.1 per cent GDP growth in LDCs at the beginning of 2020 and well below the IPoA target of 7 per cent.1

Support for domestic resource mobilization and fight of illicit financial flows

Before the pandemic, the median tax-to-GDP ratio in LDCs increased very slowly, from 13.3 in 2011 to 16.2 in 2018, well
below the level of higher income countries, and insufficient to meet the SDGs. These low ratios are due to their economic
structures, high poverty rates, weak tax administration and the nature of their tax systems. In several LDCs the rate was
lower than 10 per cent. LDCs rely predominantly on taxes on goods and services followed by income taxes, which were
significantly reduced by the effects of COVID-19 and efforts to reduce its economic impact. At the same time LDCs
increased spending due to increasing needs across all sectors. Thus, fiscal deficits in LDCs that have been widening before
COVID-19 increased further, resulting in more limited fiscal space and increasing debt.

Efforts to increase government revenue have been under way in many LDCs, including broadening of the tax base and
enhancing compliance and ways to make further progress need to be explored. Digitizing tax systems can also contribute

1 For these and subsequent figures see mainly the Secretary-General’s Report on the Implementation of the IPoA (A/76/71-E/2021/13)
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preventative investments are likely to be less costly than responding to and rebuilding from future disasters and shocks.
This includes making ODA loans more effective at mobilizing private capital as well as taking on more risk through focusing
on more fragile contexts prevalent in many LDCs, using catalytic instruments and focusing on sectors severely hit by the
crisis in such contexts.

Reallocation of SDRs for LDCs

There has been a general agreement among G20 countries to the issuance of new SDRs by the IMF, which could be used
to reduce liquidity constraints with no conditions attached. Such SDRs would supplement official reserves and help restore
confidence and thus contribute to a resilient and lasting recovery of the global economy. Of a new general allocation, which
would be based on the current distribution, LDCs would only receive a relatively small percentage. The G20 Finance
Ministers and Central Bank Governors in April 2021 asked “the IMF to explore options for members to channel SDRs on a
voluntary basis to the benefit of vulnerable countries, without delaying the process for a new allocation.”> The modalities for
such a reallocation of SDRs need to be beneficial to LDCs and provide additional liquidity for building back better.

Debt relief, debt cancellation initiative through improved international debt architecture





https://www.knomad.org/sites/default/files/2020-11/Migration%20%26%20Development_Brief%2033.pdf

Graduation

Twenty LDCs have reached the graduation thresholds since the adoption of the IPoA in 2011, which represents important
progress although short of the target of half the LDCs. Four countries have graduated since 2011, another four have been
designated to graduate between now and 2024, while another twelve have met the graduation criteria at least once.
However, the simultaneous loss of LDC support measures compounded by the negative economic impacts of the COVID-19
pandemic are a source of concern for those about to graduate. At its most recent session, the Committee for Development
Policy (CDP) recommended a longer preparatory period of five years for the graduating LDCs as well as continuous
monitoring of the pandemic impacts over the coming years and at the next CDP review in 2024. Support for their smooth
transition by development and trading partners, as well as the UN system, will be essential to ensure that graduation is
sustainable.8

The conditions to ensure that graduation leads to sustained economic growth and prosperity need to be explored further.
These could include enhanced smooth transition measures, including an extension of trade preferences and the exemption
from applying the TRIPs provisions for some time after graduation. Further incentives should be developed such as an
enhanced programme of support to address the specific vulnerabilities of the graduating countries, including through private
sector development and investment promotion and building of resilience. Enhanced coordinated UN support, for example
through the inter-agency task force on least developed country graduation, has also been called for.



