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The Global Perspectives Initiative
The Global Perspectives Initiative (GPI) supports the United Nations 
Sustainable Development Goals (SDGs), which aim to make the world 
a safer and more equitable place by 2030. In doing so, we call for 
more global responsibility on Germany’s part. GPI brings together 
stakeholders from politics, business, civil society, academia and 
media to discuss approaches and create actionable goals for sus-
tainable global development. As a non-profit and neutral platform, 
the initiative raises awareness of the opportunities and challenges 
of a global society and aims to positively affect public discourse in 
Germany.

The Africa Roundtable
With The Africa Roundtable, GPI has established a high-level pro-
gramme that brings together decision-makers from African coun-
tries and Germany who are active in politics, business and civil 
society to develop joint, sustainable solutions. The three pillars 
of The Africa Roundtable are research, personal encounters and 
communication. Encounters take place within the framework of 
a bi-annual high-level conference and in bilateral talks between 
decision-makers from African countries and Germany.
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PREFACE: EMBRACING AFRICA

For the second time, the Global Perspectives Initiative is inviting 
decision-makers from Africa and Europe to The Africa Roundtable, 
a high-level forum to discuss mutual challenges and opportunities 
for embracing a new era of partnership and prosperity.

This White Paper is a collection of materials for the The Africa Round-
table 2022: Recovery, Preparedness and Resilience in Times of Crises, 
happening on 12 May 2022. The material is authorised by our part-
ners, the UN Economic Commission for Africa and the Mo Ibrahim 
Foundation. They outline facts and ideas that are intended to provide 
inspiration for the discussion at The Africa Roundtable and beyond.

Last year, Federal President Dr Frank-Walter Steinmeier empha-
sised in his opening of The Africa Roundtable that “we have to do 
everything we can together. We, Africa and Europe, need each 
other to tackle the major challenges. And we can learn a lot from 
each other.” At the time, he set focus on the Covid-19 pandemic and 
climate change, two external shocks that hit Africa dramatically. 
Decision-makers and experts at The Africa Roundtable 2021 discus-
sed recovery strategies for African economies and how to integrate 
the objectives of a green transition in an economic upswing. One 
year later, another external shock has had a huge impact on our 
neighbouring continent. The gruesome war in Ukraine exacerbates 
the conditions for economic recovery and produces additional chal-
lenges in Africa and Europe: humanitarian, economic and geostra-
tegic. Food insecurity is becoming a major threat in parts of Africa 
as the agricultural sector is heavily affected by trade embargos and 
shortages of wheat and fertiliser. Inflation and growing national debt 
endanger the stability of many African countries dramatically.

The research paper provided by UNECA outlines the financial pre-
conditions and the determinants of Africa’s fiscal response to current 
global crises. It describes areas of intervention for economic reco-
very and a more inclusive financial architecture. At The Africa Round-
table in 2021, representatives from the continent already asked for 
more equitable conditions on the financial markets and demanded 
Special Drawing Rights from the IMF, especially for middle-income 
countries. A paper from the Mo Ibrahim Foundation compiles facts 
and figures about the impact of the war in Ukraine on Africa, while 
an extract of  the Covid-19 in Africa report covers the challenging 
road to self-sufficient health infrastructures.

There are many promising opportunities for Africa-Europe relations 
which should be taken and intensified now. The Africa Roundtable 
is a dialogue platform to share lessons learned and best practices 
which should be embraced on both sides of the Mediterranean Sea.
We thank all our partners and participants in supporting this 
endeavour.

Dr Ingrid Hamm
Co-Founder & CEO, Global Perspectives Initiative
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Research Paper 
Global Financial Inclusion Is Key 
to Africa’s Future
White Paper by the United Nations Economic Commission 
for Africa for The Africa Roundtable 

1 OVERVIEW

The Economic Commission for Africa has developed this food-for-
thought paper to provide an overview on key concepts and me-
chanisms for the deliberations on financial inclusion taking place 
at The Africa Roundtable, convened under the aegis of the Global 
Perspective Initiative.

Definitions of financial inclusion revolve traditionally around the 
process of ensuring access to financial products and services by 
all sections of society and vulnerable groups. This paper takes a 
broader view of financial inclusion as ‘measures that promote or 
undermine affordable access to development finance at scale and 
at national and sub-national levels’.

In highlighting and interrogating the drivers of Africa’s financial 
exclusion from development financing, the brief discusses the 
current context for financial inclusion and concludes with policy 
perspectives for taking actions in five areas of intervention for 
a more equitable, inclusive, and responsive global development 
architecture.

Appropriately designed and executed, financial inclusion programs 
can promote growth, reduce poverty and inequality, and foster 
financial stability.

2 RISING INEQUALITIES BETWEEN ECONOMIES

Disproportionate fiscal responses
Across the globe, disproportionate fiscal responses and divergent 
recoveries from the COVID-19 pandemic have emphasized the need 
to shift focus away from the traditional preoccupation with financial 
inclusion within countries towards greater attention to the issues 
of inequity in access to development financing among countries.

As an illustration, the United States and the European Union had 
committed respectively 25 per cent and 12 per cent of their GDP 
to manage the pandemic 1. The corresponding figure for African 
countries was a mere 1.8 per cent (or USD 44 billion) of their col-
lective GDP 2.
 
In 2020, Africa experienced its first recession in decades because 
of limited fiscal response. The debt burden (measured by the debt 
to GDP ratio) increased from 60 per cent in 2019 to 71 per cent in 
2020. Four African countries (Republic of the Congo, Mozambique, 
São Tomé and Príncipe and Somalia) experienced debt distress in 
the first quarter of 2021 and some 55 million Africans were pushed 
into extreme poverty 3.
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Source: International Monetary Fund (2021)
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Figure 1
Worldwide, European Union and Sub-Sahara African 
GDP growth rate 2018–2023 (projected).

Projected slowdown of economies
The disproportionate fiscal responses by developing and developed 
countries is widening divergence in recoveries from the pandemic. 
The highly uneven pace of recovery in turn is raising inequalities 
between the developed and developing countries and within de-
veloping countries.

Following a strong rebound in 2021, economic growth in developed 
countries is expected to narrow to 0.4 per cent by 2023 while a 
notable deceleration in developing economies is predicted to be 
much larger at 2.4 per cent. Africa, Latin America and the Carib-
bean and Southern Asia are expected to experience the largest and 
most persistent output losses 4.

3 AFRICA IS FACING INCREASED ECONOMIC AND 
FINANCIAL CHALLENGES

Endangered recovery from the pandemic
Africa is experiencing a much weaker recovery from the pandemic 
than other regions. Sub-Saharan Africa’s real GDP growth rate 
(3.7 per cent) in 2021 trailed the global average (5.9 per cent) and 
other regions, implying a relatively slow recovery (Figure 1). Africa’s 
growth was driven by higher commodity prices, increased global 
demand and agricultural sector growth 5. However, the recovery 
has been hindered by high inflation and tighter global financial con-
ditions. Rising inflationary expectations and looming interest rates 
hikes in advanced economies have increased the risk of capital 
reversals.
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Source: FOA / IMF / Worldbank
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Figure 2
Food, fuel and fertilizer prices in Low- and Middle 
Income-Countries 2000–2022 (projected).

Liquidity constraints and elevated financial vulnerabilities
Given the importance of liquidity to economic recovery, ensuring 
financial inclusion through equitable access by developing coun-
tries to affordable financing is vital. However, the global financial 
architecture has not been sufficiently responsive to the develop-
ment financing needs of developing and emerging market eco-
nomies. As a result, the fiscal response of most African countries 
has not been commensurate to the gravity of the crises and their 
development financing needs. Limited access to external financing 
has in turn fueled domestic financial exclusion by constraining 
credit to the domestic private sector with a disproportionately ne-
gative impact on SME’s.

Moreover, low rates of vaccination against COVID-19 on the con-
tinent, estimated at only 31 doses of vaccine per 100 people, on 
average, by mid-March 2022, undermine a quick recovery from the 
pandemic.

Struggling with the economic and social impact of the 
Ukraine crisis
To make matters worse, the ongoing crisis in Ukraine is exacer-
bating the continent’s economic and social vulnerabilities. Wheat, 
maize and fertilizer prices skyrocketed, threatening food security 
on the continent. Energy prices have also surged to their highest 
level since 2008, exerting inflationary pressures on other goods 
and services, with the poorest and most vulnerable populations 
most affected.
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Source: World Bank (2018)
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Figure 3
Percentage of individuals with an account at a bank or another 
type of financial institution 2011–2017.

$83 billion loss annually through illicit financial flow
In 2019, the tax revenue to GDP ratio in Africa was 14.9 per cent, 
well below the average of Latin America and the Caribbean (23.1 per 
cent) and that of the States members of the Organisation for Econo-
mic Co-operation and Development (34.3 per cent). The continent 
loses an estimated USD 83 billion annually through illicit financial 
flows contributing to low rates of domestic resource mobilization.

4 THE DETERMINANTS OF AFRICA’S FISCAL RESPONSE 
TO CURRENT GLOBAL CRISES

4.1 Domestic factors

Low levels of domestic resource mobilization
Africa’s weak fiscal response to the crises has been underpinned 
by weak domestic resource mobilization and barriers to accessing 
affordable external development financing at scale.

Constraints to domestic resource mobilization include, weak tax 
administration systems, excessive tax exemptions, substantial 
illicit financial outflows, shallow domestic capital markets and low 
levels of financial inclusion which have deprived African economies 
of savings from large segments of society that remain outside the 
banking system. Only 31.5 per cent of Africa’s population has a bank 
account compared to 89.4 per cent and 68.4 per cent respectively 
of the OECD and the rest of the world (see Figure 3).
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4.2 External factors

Concessionary financing and the high cost of borrowing
Inadequate access to concessionary 6 financing, the relatively high 
cost of borrowing from private capital markets, limited access to 
concessionary financing by vulnerable middle-income countries 
and restrictive policy conditionalities are the key drivers of financial 
exclusion. With respect to private financing, exclusion is manifested 
by the high premium on sovereign bonds, driven in part by high 
credit and liquidity risk perceptions.

Notwithstanding the rapid growth in private credit, official develop- 
ment financing remains the dominant source of development 
finance to Africa, accounting for roughly 60 per cent of all public 
and publicly guaranteed credit to Africa in 2019. Official develop-
ment financing has however, not been available at sufficient scale 
to address Africa’s growing annual development financing needs 
estimated at USD 285 billion prior to the pandemic.

Limited lending capacity of Multilateral Development Banks
Currently, the financing needs of developing countries, estimated at 
USD 2.5 trillion prior to the pandemic, exceed the lending capacity 
of the International Monetary Fund (IMF), estimated at a total of 
USD 1 trillion. Furthermore, multilateral support to the global 
crises is on the decline. The Fund’s support to the pandemic in 2021 
of USD 67 billion 7 was less than its funding commitments during 
the global financial crisis which reached USD75 billion between 
January and September 2009.

Lending to Africa by multilateral development banks has not been 
commensurate with the continent’s development financing needs 
and the additional financing requirements of the pandemic. The re-
sources committed to low-income African countries by Multilateral 
Development Banks, represent only 26 per cent of their financing 
needs 8.

Constraints of the Poverty Reduction and Growth Trust
Over the period 2010—2021, concessional lending by the IMF to 39 
African countries through the Poverty Reduction and Growth Trust 
(PRGT), accounted for less than 5 per cent of their GDP 9.

Moreover, the resources of the PRGT have been stretched by the 
fiscal demands of the pandemic. Lending through the PRGT (SDR 
6.5 billion) in 2020 was much higher than the long-term capacity of 
the facility (i.e., SDR 1.25 billion) 10. If this trend continues, the IMF 
would require additional resources to subsidize PRGT loans and 
safeguard bilateral contributors from default.

Official Development Assistance
Meanwhile, net bilateral Official Development Assistance (ODA) 
flows from Development Assistance Committee (DAC) members 
to Sub-Saharan Africa (SSA) fell by 1 per cent in real terms in 2020 
and is expected to decline further as developed countries respond 
to their domestic financing priorities 11.
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Source: UNECA (n.d.)
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Percentage of PRGT loans outstanding.

Domestic drivers are partly a function of external 
liquidity challenges
Limited access to concessionary financing coupled with high cost 
of private credit, influence the volume and cost of financing at 
the domestic level. Moreover, when countries experience credit 
downgrades by credit rating agencies, it has implications for the 
credit ratings of all entities within the country’s domestic finance 
ecosystem.

Hence, addressing the external drivers of financial exclusion can 
foster financial inclusion at the domestic level by minimizing the 
tendency for cash-strapped governments to crowd-out the private 
sector and SME’s in particular, from access to scarce liquidity.

Credit to the private sector accounts for an average of 42 per cent 
of GDP in sub-Saharan Africa and 44 per cent in North Africa, com-
pared with 123 per cent in middle-income countries. According to 
surveys of banks in African countries by the European Investment 
Bank, nearly two-thirds of banks have tightened their credit stan-
dards. Approximately 62 per cent of SMEs in sub-Saharan Africa in 
need of a loan do not have access to it, either because of rejection 
of their application (3.2 per cent of cases) or more often, because 
they are discouraged and hence do not even apply.

The concentration of development financing in a minority 
of countries
The inadequacy of official credit is compounded by the concentra-
tion of development financing in a few countries. For instance, the 
five largest users of the IMF’s Poverty Reduction and Growth Trust 
(PRGT) credit as of January 31, 2021 (i.e., Ghana, Cameroun, Côte 
d‘Ivoire, Kenya and Madagascar) account for 41.4 per cent of all 
outstanding from the facility. Four of these countries have market 
access (i.e., Ghana, Cameroun, Côte d‘Ivoire and Kenya) and col-
lectively, account for SDR 3.6 billion or 36.0 per cent of such loans 
(Figure 4).
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Source: World Bank (2022)
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Figure 5
Percentage of debt service payments deferred by the 
G20 Debt Service Suspension Initiative.

5 GLOBAL INITIATIVES TO ENHANCE DEVELOPMENT 
FINANCING

Beyond the traditional financing mechanisms provided through 
multilateral and bilateral sources, global initiatives such as the G20 
DSSI, the G20 Common Framework on Debt Treatments beyond the 
DSSI (The Common Framework) and the new issuance of USD 650 
billion worth of Special Drawing Rights (SDRs) have also not been 
sufficiently inclusive to expedite recovery from the pandemic.

5.1 The Debt Service Suspension Initiative (DSSI)

The G20 Debt Service Suspension Initiative was established in May 
2020 to defer the debt service payments of low-income countries. 
By the time of its expiration in December 2021, the initiative had 
deferred a total of USD 12.9 billion in debt service payments 13 of 
the 48 countries (out of 73 eligible countries) that had participated 
in the initiative.

However, the DSSI lacked financial inclusiveness in two respects: 
eligibility was restricted to low-income countries leaving out vul-
nerable middle-income countries; and support measures focused 
only on official debt to the exclusion of the relatively more costly 
private debt of such countries. Even though the initiative urged pri-
vate creditors to participate on comparable basis, only one private 
creditor participated.

In effect, countries with market access are crowding out those 
with limited alternative financing options. This trend should be 
of concern to other beneficiaries of the PRGT as their financing 
needs continue to grow in a context of elevated debt vulnerabilities 
precipitated by the pandemic 12. Similarly, five countries (Figure 5) 
accounted for 74 per cent of the total debt service payments de- 
ferred by the G20 Debt Service Suspension Initiative (DSSI) as of 
the end of 2020.
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Furthermore, several participating countries suffered credit rating 
downgrades sparked by fears that participation signaled possible 
default on private debt. By the end of 2020, only 25 of 38 eligible 
African countries had signed a memorandum of understanding to 
participate in the DSSI initiative.

5.2 The G20 Common Framework for debt treatment 
beyond the DSSI
The G20 Common Framework for Debt Treatment seeks to re- 
structure the debt of eligible countries. However, like the DSSI, it 
narrowly targeted the bilateral debt of low-income countries and 
has failed to garner private creditor support and participation. The 
initiative has also been stalled by the threat of credit downgrades of 
participating countries as well as difficulties in coordinating credi-
tors around an agreed debt restructuring framework. To date, only 
three countries (i.e., Chad, Ethiopia and Zambia) have participated 
in the initiative; Ethiopia experienced a credit downgrade following 
its participation in the initiative.

5.3 Special Drawing Rights

SDRs are a reserve asset issued by the International Monetary 
Fund, that enables holders of such assets to exchange them for 
currencies of member states of the fund. Based on the agreement 
of at least 85 per cent of its membership, the Governing Board 
of the fund authorizes new issuances of SDRs to member states 
based on their IMF quota which is determined by the size of their 
economies.

An important source of liquidity
SDRs are an important source of liquidity since they are an auto-
matic line of credit available to all IMF member countries regard-
less of their level of income; countries are not required to repay 
their SDRs hence, do not incur debt from the use of such funds. The 
cost to using SDRs is marginal (as low as 0.05 per cent of the utilized 
amount) and SDRs can boost the level of international reserves of 
developing economies, strengthen their external positions and free 
up resources to meet the Sustainable Development Goals (SDGs).

Regressive Special Drawing Rights Allocation Formula
The new general allocation of USD 650 billion worth of SDRs re-
presented a unique opportunity for the development community 
to boost liquidity and support the recovery of developing countries 
without elevating their debt vulnerabilities. However, the SDR 
allocation formula is based on a country’s IMF quota share. In that 
sense, the allocation mechanism is regressive because it provides 
more resources to rich countries that need and utilize them the 
least, and relatively fewer resources to developing countries that 
need and use them most.

Based on their quota share of 35.6 per cent, developing econo-
mies were allocated USD 231.4 billion worth of SDRs. The majority, 
representing 64.4 per cent (USD 418.6 billion), went to developed 
countries. African countries were allocated USD 33.8 billion based 
on their total quota share of 5.2 per cent. On average, each Afri-
can country received approximately USD 611 million of the new 
SDR issuance compared to USD 40.4 billion for each of the G7 
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Based on: International Monetary Fund (2021)

The utilization rate (proportion to the IMF quota) refers to the difference between allocations 
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Figure 6
Percentage of SDR utilization rates in developing and 
advanced countries 2000–2015.

5.4 The Resilience and Sustainability Trust

On April 13, 2022, the Executive Board of the IMF approved the 
establishment of the Resilience and Sustainability Trust (RST) with 
effect from May 1, 2022. The RST provides long term (i.e., 20-year 
maturity and a 10.5-year grace period) to all low-income countries, 
all developing and vulnerable small states and lower middle-income 
countries. Low income countries will receive the most concessional 
interest rates (a margin above the three-month SDR rate). The trust 
will be funded through voluntary contributions including SDRs from 
developed countries. The initial target is USD 45 billion 15. The loans 
will focus on addressing longer-term structural challenges inclu-
ding climate change and pandemic preparedness. The broader 
eligibility of the RST coupled with its longer-term financing makes 
it an attractive and important financing window particularly for 
lower-middle income countries. On the other hand, to be impactful, 
the balance sheet of the trust will need to be scaled up in line with 
the increased number of eligible countries. Alternatively, the RST 
will have to be structured to leverage the much larger financial 
assets of the private sector.

countries 14. Yet, developing economies have a higher SDR utiliz-
ation rate than developed economies (Figure 6). The median de-
veloped country utilizes only 6 per cent of its SDRs compared to 
53 per cent for Africa. Furthermore, developing countries‘ use of 
SDR intensifies in times of crisis as they face increasing financing 
needs coupled with tighter liquidity constraints and more limited 
fiscal space (Figure 6).
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5.5 Private external financing

Mobilizing a significant portion of privately held global financial as-
sets to Africa is imperative to achieve the development financing 
needs of the continent. Inadequate levels of public financing, cou-
pled with the regressive SDR allocation formula suggests the need 
for a central role of private financing in the development landscape.

The bulk of global financial assets, currently worth USD 379 trillion, 
are held by private sector financial institutions and investors ma-
king them an attractive source of development financing. Private 
finance mobilization has however not increased significantly beyond 
2015 levels, and continues to face multiple challenges.

Public finance mobilizes around USD 30 billion of private finance 
annually, with most of the resources going to middle-income coun-
tries and only a fraction of such resources flow to Africa in par-
ticular and developing countries in general. For instance, Africa 
currently only accounts for 1 per cent of the USD 600 billion green 
bond market.

Furthermore, access to capital markets by Africa sovereigns is 
constrained by the fact that their bond issuances attract relative- 
ly higher interest rates (i.e., 100 to 260 basis points higher) than 
comparable issuances by their peers with similar economic funda-
mentals. This elevates their debt vulnerabilities and disincentivizes 
capital market access. In effect, despite the recent growth in pri-
vate credit to Africa, access has been limited in terms of cost and 
the relative size of such flows to green investments.

6 THE DEMOCRATIC DEFICIT OF GLOBAL FINANCIAL 
INSTITUTIONS

Marginal voting power of African member countries
Beyond access to finance, the ability of countries to influence the 
decision making of key multilateral development banks is a funda-
mental to financial inclusion. However, the voting power of member 
countries in such institutions is determined by the number of shares 
of the capital stock of the institution held by the member country 
and or the economic size of the country 16. This is the case for the 
IMF, the International Bank for Reconstruction and Development 
(IBRD), the International Finance Corporation (IFC) and the Multi- 
lateral Investment Guarantee Agency (MIGA). The United States 
(23.66 per cent), Japan (5.87 per cent), Germany (5.36 per cent), 
France (5.04 per cent) and the United Kingdom (5.04 per cent) ac-
count for the top 5 voting shares in the World Bank.

The governance structure that underpins the SDR allocation pro-
cess is yet another example of a global financial decision-ma-
king process that suffers a democratic deficit. SDR allocations of 
USD 650 billion or below require at least 85 per cent of the total 
votes of IMF member countries and thus, the United States, which 
holds 16.5 per cent of the fund’s total voting power. African coun-
tries account for a mere 5.2 per cent of the IMF quota rendering 
them relatively voiceless in SDR allocation decisions and marginal 
beneficiaries of such allocations.
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7. AREAS OF INTERVENTIONS FOR A MORE INCLUSIVE 
FINANCIAL ARCHITECTURE

Reversing the credit squeeze on Africa
Building a durable recovery, and reversing the credit squeeze on 
Africa’s domestic private sector will require a re-calibration of the 
existing financial architecture to ensure:

• scaled-up access to concessionary financing by low-income 
countries;

• scaled-up access to affordable private financing including 
through increased blending of public and private resources 
and market mechanisms to compress yields on sovereign 
bonds;

• exceptional access to concessional financing by vulnerable 
middle-income countries particularly in times of crises;

• a more equitable SDR allocation mechanism that takes into 
account the financing needs of developing countries and;

• greater voice of developing countries in global financial 
decision-making.

7.1 Scaling-up access to concessionary financing by 
low-income countries

The increasing development financing needs of developing coun-
tries coupled with the high cost of private financing suggests 
the need to recapitalize MDBs and scale up access to affordable 
financing. In this context, SDRs constitute a low-cost option to boost 
the lending capacity of development banks and bolster regional 
financing institutions.

Development banks that are prescribed holders of SDRs could 
issue bonds to the IMF in return for SDRs, which could be used for 
long-term loans at the SDR rate. Recycling a portion of the new 
SDR allocation to MDBs would scale up their lending capacity at 
relatively low cost given the low interest rate associated with the 
use of SDRs.

SDRs should also be used to bolster the PRGT, the IMF’s conces-
sionary lending facility. This would supplement existing SDR loans 
to the facility by donor countries. In addition, the DSSI should be 
reinstated for an additional year to support countries’ efforts to 
withstand the unfolding economic effects of the Russia-Ukraine 
conflict.

But even without additional capitalization, MDBs can expand their 
lending capacity if they include callable capital in their capital 
adequacy calculations. Callable capital refers to guarantees that 
shareholders of MDBs have committed to pay if MDB’s ever need 
such resources to cover defaulting borrowers. However, due to their 
preferred creditor status, defaults are rare, implying that callable 
capital can be deployed to augment the lending capacity of MDBs. 
In practice however, MDBs do not count this as part of their capital 
base, hence, their lending capacity is significantly lower than their 
potential. It is estimated that six MDBs 17 have about USD 900 billion 
in callable capital commitments which have never been utilized 18. 
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Figure 7
The LSF will help drive a virtuous cycle for Africa from 
liquidity to debt sustainability

7.2 Crowding-in private financing at affordable rates

The high cost of private capital to African sovereigns is associated 
with credit risk perceptions (i.e., that borrowers will default on their 
loans) and with the ease with which creditors can liquidate (offload) 
their debt instruments without having to hold on to them till matu-
rity (liquidity risk). MDBs can reduce the credit risks of African so-
vereigns through multilateral guarantees and the extension of the 
MDB’s preferred creditor status to sovereign borrowers. Private 
investors may also be more inclined to invest in a country with 
an MDB to take advantage of its technical expertise and unique 
knowledge of the country.

Reducing the liquidity risk associated with private capital financing 
can be achieved through the creation of repurchase agreements 
or repo markets. Repo markets make it possible for holders of 
financial instruments to access short term financing using such 
instruments as collateral. Advanced countries have a long history 
of enhancing the liquidity of financing instruments through repo 
markets. The Liquidity and Sustainability Facility (LSF), launched by 
ECA and PIMCO in 2021, seeks to improve the liquidity and attrac-
tiveness of African sovereign bonds by providing repo financing to 
holders of such instruments. By making African sovereign bonds 
the key that unlocks access to competitively priced financing by 
the LSF, the facility seeks to increase the demand and price of new 
bond issuances and consequently, lower their yields. It is envisa-
ged that, because of the signalling effect of the LSF, the impact on 
new bond prices would be immediate. It is estimated that African 
economies with access to capital markets could save up to USD 
11 billion in the first five years of the operationalization of the LSF. 
Furthermore, the LSF has the potential to incentivize sustainability- 
linked investments in the continent by offering preferred interest 
rates on loans collateralized by green bonds.
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7.3 Exceptional access to concessionary financing by 
vulnerable middle-income countries

Although the pandemic had a pervasive impact on the world eco-
nomy, countries dependent on tourism and transport were dispro-
portionately affected. Several of these countries are low and upper 
middle-income countries in Africa. However, by virtue of their 
income classification, vulnerable middle-income countries did not 
benefit from key global initiatives such as the DSSI and the common 
framework. Many were also not eligible for concessionary financing 
by MDBs. Yet, unlike advanced countries, this category of countries 
does not have unlimited access to reserve currencies needed for a 
robust response to the crisis.

This points to the deficiency of the global financial architecture to 
support vulnerable countries particularly in times of prolonged 
crises. To address this exclusionary financing architecture, we 
propose the creation of a new fund for middle-income countries 
to finance SDG-related investment projects through concessional 
lending from SDRs to capitalize the fund and leverage resources. 
The fund would cover a greater number of areas than the current pro-
posal of the IMF for a creation of a Resilience and Sustainability Trust.

7.4 A more equitable SDR allocation mechanism

Reforming the regressive SDR allocation mechanism will not happen 
overnight. However, in the short to medium term, developed coun-
tries could commit to on lending a portion of their SDRs to devel- 
oping countries based on their utilization rates and their debt pro-
files. This allocation would be beyond the four lending modalities 
stipulated earlier in this paper.

7.5 Strengthening the voice of developing countries 
in the global financing architecture

The potential for African governments and financial institutions to 
influence decisions of key global financial institutions is limited by 
their voting share and economic size.

In this regard, there are three actions that African and Western 
policymakers can take to strengthen Africa‘s position in the global 
financial system:

• African governments should adequately capitalize various 
pan-African financial institutions to enhance their ability to 
respond to the continent’s investment needs at affordable 
rates.

• G7 leaders should strengthen the role of Pan-African 
financial institutions in the global financial architecture by 
enhancing their participation in recycling newly allocated 
SDRs to invest in the recovery from the COVID-19 
pandemic and the climate action. 

• Developed countries should support reforms of the voting 
systems at the World Bank and the IMF to increase the voting 
power of developing countries, thus ensuring a more 
equitable representation and increased financing to countries 
that need them the most.
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8 CONCLUSIONS

Limitations in access to affordable international financing at scale, 
are detrimental to financial inclusion across countries and at the 
sub-national level. Rising expenditures and declining revenues re-
sulting coupled with low levels of domestic resource mobilization 
have depleted Africa’s fiscal buffers and increased demands for 
external financing.

With concessionary financing in short supply, SDR allocations 
disproportionately favoring advanced countries and private finan-
cing attracting relatively high premia, African countries are expe-
riencing a financial squeeze with adverse liquidity implications for 
the domestic private sector. Recycling SDRs to support MDBs and 
scale up development financing is critical going forward.

However, public financing alone will be inadequate to meet the 
financing needs of Africa. Leveraging private resources through 
blended financing approaches are imperative. Ultimately, redres-
sing the democratic deficit ingrained in the governance structure 
of key multilateral finance institutions will be the defining test of 
the commitment of development partners to financial inclusion.
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