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There has been increasing recognition of the climate change-debt trap that many Global
South countries face. However, a growing number of proposals have emerged that are
inadequate to address the scale of the debt and climate challenges. These proposals risk
serving to distract, delay and avoid the deep changes needed to solve the problem. This
briefing debunks these false solutions and promotes real, achievable solutions that are
based on comprehensive debt cancellation and grant-based climate finance.
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Cancve" the debt -

¥ The problem

From the era of colonialism to the present
day, countries in Africa, Asia, Latin America
and the Caribbean have been forced to
rely on borrowing to make ends meet.
Global South countries have been facing
increasingly high debts in recent years.
External debt payments have increased
by 150% between 2011 and 2023, reaching
their highest levels in 25 years. Estimates
show that 130 Global South countries are
in a critical debt situation.

Many countries have been forced to reduce
public spending on essential services

like health, education, social protection

and climate action to keep up with debt
payments. This is fueling a dangerous and
harmful cycle of debt and austerity which is
further exacerbated by austerity-based
conditions attached to IMF and World Bank
loans. Not only do austerity-based policies
keep countries locked in debt, but they are
also causing untold harm to communities
across the world, including eroding already
weak public care policies and infrastructure,
increasing unemployment, and increasing the
burden of unpaid and underpaid care work,
especially for women and children.

High levels of indebtedness mean that
governments lack the resources to invest
in the needs of people.

Global South countries are spending
5 times more on debt payments to

external creditors than they are on
addressing the climate emergency

Furthermore, many Global South countries
are turning to their natural resources,
including fossil fuels and critical materials,
to generate the resources they need to
meet external debt payments. This is
actively encouraged and enforced by key
multilateral lenders, such as the IMF and
World Bank. These institutions continue to
use their power to promote a colonially-

rooted, extractive and exploitative neoliberal
model of development through their
loan-making and projects, despite fierce
resistance from indigenous peoples and
local communities suffering under debt

and austerity.

& Demands

Debt cancellation across all

creditors for all countries that
need it, so that countries are no
longer forced to sacrifice basic
needs to pay creditors

Debt cancellation should be provided

free from austerity conditions so that
governments and the public have space
to determine where freed-up resources are
best allocated.

Resources freed up through debt
cancellation must not be counted as climate
finance because these resources are not new
and additional.

Stop forcing countries to
exploit their natural resources,
including fossil fuels, to repay debt

Get debt cancellation working

now by forcing private lender
participation in debt restructuring
through legislation in major
jurisdictions, including New York
and the UK

A major barrier stopping Global South
countries from securing adequate debt
cancellation is the lack of a robust
mechanism to compel private creditors to
participate. Private creditors have been
allowed to stall, delay, and seek maximum
profit in debt negotiations. Nearly all Global
South debt contracts with external private
creditors are governed under English or New
York law. Advocacy efforts for legislative
reform are underway in the UK, New York
and other jurisdictions.


https://debtjustice.org.uk/wp-content/uploads/2023/08/Debt-fossil-fuel-trap-report-2023.pdf
https://debtjustice.org.uk/wp-content/uploads/2023/08/Debt-fossil-fuel-trap-report-2023.pdf
https://debtjustice.org.uk/wp-content/uploads/2023/09/The-colonial-roots-of-global-south-debt.pdf
https://debtjustice.org.uk/wp-content/uploads/2023/09/The-colonial-roots-of-global-south-debt.pdf
https://debtjustice.org.uk/press-release/lower-income-country-debt-payments-set-to-hit-highest-level-in-25-years
https://erlassjahr.de/wordpress/wp-content/uploads/2024/04/GSDM24-online.pdf#page=8
https://debtjustice.org.uk/press-release/countries-in-debt-crisis-cut-public-spending-in-face-of-soaring-prices
https://debtjustice.org.uk/press-release/countries-in-debt-crisis-cut-public-spending-in-face-of-soaring-prices
https://www.oxfam.org/en/press-releases/every-1-imf-encouraged-set-poor-countries-spend-public-goods-it-has-told-them-cut
https://www.oxfam.org/en/press-releases/every-1-imf-encouraged-set-poor-countries-spend-public-goods-it-has-told-them-cut
https://actionaid.org/publications/2022/care-contradiction-imf-gender-and-austerity#downloads
https://unfccc.int/sites/default/files/resource/54307_2%20-%20UNFCCC%20First%20NDR%20technical%20report%20-%20web%20%28004%29.pdf
https://debtjustice.org.uk/wp-content/uploads/2023/08/Debt-fossil-fuel-trap-report-2023.pdf
https://odg.cat/en/blog/documentary-the-hidden-cost/
https://re-course.org/newsupdates/new-report-the-imf-talks-about-climate-change-but-it-pushes-argentina-into-more-and-more-fracking/
https://debtjustice.org.uk/press-release/lower-income-countries-spend-five-times-more-on-debt-than-dealing-with-climate-change#:~:text=The%20figures%2C%20released%20today%20by,payments%20which%20leave%20the%20country.

Promote systemic debt
architecture reform by agreeing
to a UN debt legal framework

The 2025 Fourth UN Financing for
Development Conference poses a unique
opportunity for governments around the
world to agree to a multilateral legal
framework to reform the global debt
architecture. A key part of this reform would
be the introduction of an independent
UN-led debt workout mechanism to
serve as a framework for the restructuring
and cancellation of illegitimate and
unsustainable debts, across all creditors,
to a level compatible with sustainable
development needs and addressing the
climate crisis.

Overhaul the approach to debt

sustainability of the IMF and
the World Bank and ensure debt
sustainability analyses are
conducted independently

Current assessments of Global South
countries’ debt sustainability are conducted
by the IMF and World Bank and are used to
stipulate if a country is in crisis and requires
debt relief, and if so, how much debt relief
they need. The current methodology lacks
any democratic consultation, involves a
highly subjective and narrow analysis of a
country’s capacity to repay and/or take on
further debt, and fails to account for the
country’s ability to meet the needs of its
people, including its ability to address the
climate crisis. The IMF and World Bank have
recently launched a review of this process,
presenting an opportunity for a complete
overhaul of how institutions, governments
and markets approach debt sustainability.
This is an opportunity to ensure that

debt sustainability analyses are done
independently and factor in development,
human rights and climate crisis concerns.

Dangerous distractions

Debt-for-climate and
debt-for-nature swaps

A debt swap is when a government has a
part of its external sovereign debt reduced

or otherwise restructured in exchange for
committing to mobilise the same amount or
less for an agreed purpose like sustainable
development goals, nature conservation or
climate change goals. Debt-for-climate
swaps refer to when freed-up funds are
invested in climate change adaptation or
mitigation, while debt-for-nature swaps
refer to when funds are invested in
conservation goals.

Debt swaps are not an instrument

for overcoming debt crises

Recent cases have shown that debt swaps
do not provide substantial or adequate
debt reduction and, as such, are not an
alternative to debt cancellation. They

do not free up sufficient fiscal space

for Global South countries to tackle
development and climate challenges. One
year into the implementation of Ecuador’s
Galapagos debt-for-nature swap, there

is no evidence of any investments made
towards protection, monitoring and
surveillance of marine conservation in the
Galapagos Islands.

Furthermore, debt swaps can be costly,
slow and inefficient, due to the involvement
and fees charged by private entities
arranging them. If a country is in a debt
crisis, it needs rapid and comprehensive
debt cancellation to restore its debt
sustainability and fiscal capacity to act.
Debt swaps usually lack transparency and
can enable creditors to decide what a
country's resources dre spent on, overriding
community participation and democratic
decision-making. In the past, debt-for-
nature swaps have triggered human rights
violations. They also risk legitimising
illegitimate debt, if it is included alongside
other debts.

Finally, debt swaps are a distraction from
real solutions to the debt crisis. Global
North decision-makers are pushing for
debt-for-nature swaps and other false
solutions to avoid necessary structural
reforms. They fail to take due responsibility
and accountability for the climate
emergency while keeping Global South
countries trapped in debt.


https://www.eurodad.org/debtworkout
https://www.eurodad.org/debtworkout
https://assets.nationbuilder.com/eurodad/pages/3225/attachments/original/1701693052/debt-swaps-report-final-dec04.pdf?1701693052
https://latindadd.org/wp-content/uploads/2024/05/initial-assesment-of-galapagos-debt-for-nature-swap.pdf
https://latindadd.org/informes/debt-for-climate-swaps-can-they-be-aligned-with-debt-and-climate-justice/
https://latindadd.org/informes/debt-for-climate-swaps-can-they-be-aligned-with-debt-and-climate-justice/
https://www.jstor.org/stable/24356189?seq=6
https://www.jstor.org/stable/24356189?seq=6

* The problem °

When a country is hit by a catastrophic
external shock like a climate extreme event,
there is currently no comprehensive and
consistently-applied method of suspending

or cancelling debt payments. This means that

in many cases, countries continue paying
their debts when a climate extreme event
strikes, diverting vital resources away from

the emergency response and reconstruction.

An external shock like a climate extreme
event is also likely to significantly affect a
country’s debt sustainability as national-
level resources are directed to recovery and
restructuring, and because of the necessity
of taking on more loans to respond to the
disaster, in the absence of adequate
grant-based finance for addressing

Loss and Damage.

Flooding in Sindh
~ Province, 2022
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Automatic debt standstill and
cancellation in the wake of a
catastrophic external shock

Leaving financial resources available in a
country impacted by an extreme event is the
easiest, fastest and most reliable way to
provide support for emergency relief and
the first efforts towards reconstruction.

When a climate-extreme event such as a
tropical storm takes place that significantly
worsens a country’s economic outlook,
there should be an immediate, interest-free
suspension of all debt payments from that
country across all external creditors. This
must go alongside additional, grant-based
financing for addressing Loss and Damage.
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In 2022, Pakistan was hit by devastating floods caused by the climate crisis. 33 million people
were affected and eight million people were displaced. The same year as the floods, Pakistan
was expected to spend 40% of government revenue on external debt payments - $18 billion.
The cost of the damage from the floods was estimated to be at least $40 billion, yet wealthy
governments have committed just $10 billion to support Pakistan in its recovery, nearly all of

which will be provided as loans.



https://creativecommons.org/licenses/by/2.0/
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In 2017 Dominica was struck by Hurricane Maria which destroyed over 90% of the islands’
structures and caused $2 billion worth of damage. People lost their homes and livelihoods
and large parts of the islands’ rainforest were destroyed. Lacking adequate sources of
finance from the international community, the Dominican government took on new loans to
finance reconstruction. This led to a sharp increase in the amount of debt the country owed,
rising from 69% of GDP in 2015 to almost 100% by 2019.

After a period of assessing the impacts of
the shock, a debt sustainability analysis
should be conducted, considering the losses
and damages and the financing needs for
recovery and reconstruction, followed by a
debt restructuring, including cancellation if
needed, across all creditors.

Dangerous distractions

Climate Resilient
Debt Clauses (CRDCs)

CRDCs are clauses that can be added to
individual loan contracts to allow countries
to temporarily suspend debt payments for
an agreed period of time (typically up to two
years) in the aftermath of a climate extreme
event. Some lenders have proposed starting
to include them in loan contracts, such as
UK Export Finance, the World Bank, and
the African Development Bank.

CRDCs could help suspend debt payments
after an extreme climate event and ensure
financial resources stay in a country in the
aftermath of a shock. However, to be fully
effective, they need to be included in all
debt contracts across all external creditors

(private, multilateral and bilateral) to
ensure comparability of treatment across
creditors. This is currently not the case. They
must also have realistic triggers in place to
ensure the clauses are actually implemented
when a climate extreme event takes place.
Furthermore, debtor countries are likely to
have to pay fees to get such clauses added
to new loan contracts.

On their own, CRDCs are inadequate to
address debt levels in the aftermath of a
shock as they only temporarily suspend debt
payments, pushing debt payments into the
future while interest continues to accrue for
the duration of the suspension. This means
that when the debt repayments resume,
countries may find themselves unable to
meet repayments.

CRDCs do nothing about the trillions
of external debt Global South

countries already have

They therefore do nothing to address the
current debt crisis and must not be seen as
a solution to the present challenges so many
countries are facing.


https://www.gov.uk/government/publications/climate-resilient-debt-clauses
https://www.worldbank.org/en/news/factsheet/2023/12/01/world-bank-extends-new-lifeline-for-countries-hit-by-natural-disasters
https://www.afdb.org/en/news-and-events/press-releases/cop28-african-development-bank-international-partners-commit-climate-resilient-debt-clauses-67000

. The problem

In 2009, Global North governments committed

to providing $100 billion in climate finance
every year from 2020 until 2025. Not only is
this commitment woefully insufficient, but it
has not been reached, breaching the trust
of the Global South. Conservative estimates
suggest that Global South countries will
require at least US$5.8 trillion cumulatively
to implement adaptation and mitigation
commitments by 2030, although the actual
needs are likely far higher and will continue
to increase as the impacts of the climate
crisis mount.

Without adequate climate finance, many
Global South countries are forced to find

Grant-bdséd'Iiiﬁatefinance

resources for adaptation, mitigation and
addressing Loss and Damage elsewhere,
including taking on more debt. Loans often
come with high interest rates, especially
from private lenders, because of the climate
vulnerability Global South countries face,
creating the opportunity for large profits for
creditors if they are repaid in full.

Furthermore, the little climate finance that has
been provided largely comes in the form of
loans - 71% is provided as loans, with only
26% provided as grants (and 3% as equity).
This again adds to debt levels and unjustly
forces the costs of the climate crisis onto
countries who have done the least to create it.

Instrument split of public climate finance in 2016-2020 (USD billion)

2016 2017

M Grants

M Loans

2018

B Equity

2019 2020

M Unspecified

Note: The sum of instruments may not add up to totals due to rounding.
Source: Based on Biennial Reports to the UNFCCC, OECD DAC and complementary reporting to the OECD.


https://www.oecd.org/climate-change/finance-usd-100-billion-goal/aggregate-trends-of-climate-finance-provided-and-mobilised-by-developed-countries-in-2013-2020.pdf
https://unfccc.int/sites/default/files/resource/54307_2%20-%20UNFCCC%20First%20NDR%20summary%20-%20V6.pdf
https://www.ft.com/content/18103b92-7ae6-11e8-bc55-50daf11b720d
https://www.oecd.org/climate-change/finance-usd-100-billion-goal/aggregate-trends-of-climate-finance-provided-and-mobilised-by-developed-countries-in-2013-2020.pdf
https://www.oecd.org/climate-change/finance-usd-100-billion-goal/aggregate-trends-of-climate-finance-provided-and-mobilised-by-developed-countries-in-2013-2020.pdf

¥ Demands

Rich countries to pay their

climate and ecological debt by
providing grant-based climate
finance as part of reparations

Rich countries must immediately deliver new
and additional, non-debt-creating climate
finance, beyond the unfulfilled $100 billion
per year, that meets the needs of peoples
and communities of the Global South.

To deliver this, a new post-2025 climate
finance goal must be agreed at COP29 via
the New Collective Quantified Goal process,
which delivers grant-based climate finance
in line with the needs of Global South
countries across mitigation, adaptation and
Loss and Damage.

As opposed to “aid”, “compensation”
or “assistance”, climate finance must
be seen as a part of reparations

and an obligation of rich country
governments, given theirrole in

creating the climate and
ecological crises

(in line with the principle of Common but Differentiated
Responsibilities and Respective Capabilities)

The climate and ecological debt owed by
the Global North should not only lead to
financial reparations, but also to structural
reparations, including ecological restoration,
phasing out fossil fuel subsidies, ending
extractivism, and shifting to decarbonised
modes of production, distribution

and consumption.

A fully funded and
well-functioning Loss
and Damage Funds

Agreement must be reached at COP29

for the Loss and Damage Fund to be fully
funded with grants and implemented in line
with the needs of Global South countries.

As one of the financial mechanisms under the
UNFCCC, the Loss and Damage Fund must
maintain its independence and democratic

governance, and should not be hosted or
placed under the auspices of any multilateral
bank. It must be transparent and include a
robust mechanism for CSO participation that
provides adequate space and opportunities
for observers proportional to the diverse
communities affected by the climate crisis.
Funding under the Loss and Damage Fund
must ensure country ownership and direct
access, especially to vulnerable groups and
affected communities.

O Climate finance must:



https://financing.desa.un.org/sites/default/files/2024-03/Tax%20for%20Global%20Justice%20Working%20Group_Input_AHC%20Tax.pdf
https://assets.nationbuilder.com/eurodad/pages/3351/attachments/original/1711008822/green-taxation-briefing-feb29.pdf?1711008822
https://assets.nationbuilder.com/eurodad/pages/3351/attachments/original/1711008822/green-taxation-briefing-feb29.pdf?1711008822
https://www.actionaidusa.org/publications/adapting-our-financial-architecture-in-a-crisis-prone-worlda-civil-society-proposal-for-special-drawing-rights-reform/
https://www.actionaidusa.org/publications/adapting-our-financial-architecture-in-a-crisis-prone-worlda-civil-society-proposal-for-special-drawing-rights-reform/

Dangerous distrqctionsf

Mobilising private finance
for climate action

A key narrative pushed by Global North
countries and institutions is that there isn't
enough public money available to provide
necessary levels of climate finance (despite
huge amounts of money going to sectors
that cause harm every year, like the military
and fossil fuel subsidies). Instead, there has
been a growing emphasis on ‘mobilising’ the
private sector to fill this so-called finance
gap. However, there is a significant risk that
such schemes will exacerbate the debt crisis
by adding to debt levels with expensive
loans from the private sector.

Some proposals to mobilise private sector
finance include:

« Blended finance initiatives that use
public money to incentivise or de-risk
private sector investments and lending,
such as the Just Energy Transition
Partnerships. De-risking methods,
such as guarantees from Global North
governments or institutions, are designed
as incentives for investors to lend to
Global South countries as a kind of
subsidy for the private sector. These
guarantees are sometimes presented
as a way to reduce borrowing costs, but
experience shows that this is not
always the case.

« Public-Private-Partnerships, which
have a track record of failed projects
and public services financialisation

and privatisation.

* Environmental, Social and Governance
(ESQ) finance, including the issuance
of green, blue or sustainable bonds
(or other types of thematic bonds) by
Global South governments supposedly to
fund projects that have environmental,
climate or social benefits. ESG finance
lacks adequate regulation, oversight and
accountability, and so ‘greenwashing’ is
a regular occurrence in the ESG market.
There is a lack of transparency and
public accountability, and as a debt
instrument, it adds to the debt levels of
Global South countries.

The private sector typically
prioritises wealth generation and
profit, and thus lacks the incentive

to fund high-quality, accessible
public services and climate action

Subsidising private sector finance has
been promoted by rich governments

and institutions for many years in the
development sector with detrimental
outcomes, with evidence that funds often
end-up in Global North companies, a lack
of transparency, and harmful outcomes for
local populations, such as increased user
costs and forced displacement.

Increasing the role of

Multilateral Development
Banks (MDBs) in climate
finance delivery

MDBs already provide official climate
finance - countries in the Global North
attributed US$36.9 billion (44%) of their
climate finance to multilateral finance
institutions in 2020. However, there are calls
for multilateral lenders, especially the World
Bank and the IMF, to play a greater role in
the delivery of climate finance. The World
Bank, for example, has a target to increase
its financing of climate-related projects
from 35% to 45% of total annual

financing by 2025.

The calls to scale up multilateral lenders’
role in the delivery of climate finance must
be rejected because:

* The IMF and World Bank provide a large
part of their financing through loans.
In 2020, 91% of the public climate
finance provided by MDBs was in the
form of loans, and up to 75% of those
loans provided by MDBs were non-
concessional (this is, in similar conditions
to financial market conditions).
Furthermore, the World Bank’s climate
finance reporting
is unreliable and non-transparent.

* The IMF and World Bank have a long
history of attaching austerity-based
conditions to loans with harmful


https://transformdefence.org/2023/10/17/media-release-nato-2-spending-goal-could-divert-2-6-trillion-from-climate-finance-by-2028/
https://www.theguardian.com/environment/2023/aug/24/fossil-fuel-subsidies-imf-report-climate-crisis-oil-gas-coal
https://www.eurodad.org/blended_finance_for_climate_action_risks_and_opportunities_of_an_emerging_agenda
http://Just Energy Transition Partnerships
http://Just Energy Transition Partnerships
https://jubileedebt.org.uk/wp-content/uploads/2016/10/The-fall-and-rise-of-Ghanas-debt_10.16.pdf
https://jubileedebt.org.uk/wp-content/uploads/2016/10/The-fall-and-rise-of-Ghanas-debt_10.16.pdf
https://www.eurodad.org/historyrepppeated2
https://ideas.repec.org/h/elg/eechap/19704_11.html
https://odg.cat/wp-content/uploads/2019/10/ODG-CPP1_ESPENG-1.pdf
https://www.eurodad.org/sovereign_esg_bonds_in_the_global_south
https://www.eurodad.org/sovereign_esg_bonds_in_the_global_south
https://www.forbes.com/sites/walvanlierop/2022/06/02/the-sec-is-fed-up-with-esg-greenwashing/?sh=67b2fe27774c
https://www.eurodad.org/aprivateaffair
https://www.eurodad.org/aid_under_threat
https://www.eurodad.org/aid_under_threat
https://www.imf.org/en/Publications/staff-climate-notes/Issues/2022/07/26/Mobilizing-Private-Climate-Financing-in-Emerging-Market-and-Developing-Economies-520585
https://www.imf.org/en/Publications/staff-climate-notes/Issues/2022/07/26/Mobilizing-Private-Climate-Financing-in-Emerging-Market-and-Developing-Economies-520585
https://bankwatch.org/project/mombasa-mariakani-road-project-kenya
https://www.oecd-ilibrary.org/finance-and-investment/climate-finance-provided-and-mobilised-by-developed-countries-in-2016-2020_286dae5d-en
https://www.oecd-ilibrary.org/finance-and-investment/climate-finance-provided-and-mobilised-by-developed-countries-in-2016-2020_286dae5d-en
https://www.reuters.com/sustainability/sustainable-finance-reporting/world-bank-increases-climate-spending-45-2023-12-01/
https://www.oecd-ilibrary.org/finance-and-investment/climate-finance-provided-and-mobilised-by-developed-countries-in-2016-2020_286dae5d-en
https://www.oecd-ilibrary.org/finance-and-investment/climate-finance-provided-and-mobilised-by-developed-countries-in-2016-2020_286dae5d-en
https://www.oecd-ilibrary.org/docserver/286dae5d-en.pdf?expires=1715188958&id=id&accname=guest&checksum=D2A6EB096CA9CA847CE17C4EC00BF617
https://www.oecd-ilibrary.org/docserver/286dae5d-en.pdf?expires=1715188958&id=id&accname=guest&checksum=D2A6EB096CA9CA847CE17C4EC00BF617
https://policy-practice.oxfam.org/resources/unaccountable-accounting-the-world-banks-unreliable-climate-finance-reporting-621424/
https://debtjustice.org.uk/wp-content/uploads/2023/09/The-colonial-roots-of-global-south-debt.pdf
https://debtjustice.org.uk/wp-content/uploads/2023/09/The-colonial-roots-of-global-south-debt.pdf

economic, human, and environmental
outcomes for Global South countries and
communities. The World Bank is currently
pushing private sector approaches to
the green energy transition through its
loan-making.

Many of the activities and programs
of the IMF and World Bank are harmful
to the climate, such as the financing
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