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Briefing Note Fi-een1 (July 2025) 
A Vicious Circle: The debt, climate and nature crises 

 
1 This Briefing Note was research and wri3en by Brian Tomlinson, AidWatch Canada, in July 2025. It has been 
prepared on behalf of the Canadian CSO CoaliGon on Climate Change and Development (C4D). 

Summary 

1. Moun'ng unsustainable external debt for the poorest countries. 
• 61 Low- and Lower Middle-Income countries face a deepening debt crisis, spending more than 

10% of government revenue on servicing external debt (not including domesBc debt). 

• These countries have a combined US$1.45 trillion in debt (2023), paying out US$138 billion in 
debt service. 

• All Low- and Lower Middle-Income countries received only $150 billion in gross concessional 
aid in 2023, of which 43% was in the form of loans. 

• More than 75% of lower income countries spent more on servicing their external debt than on 
health case, with 55% spending more than double health care spending on debt service. 

• 70% of these countries are also in the top third of the most vulnerable countries exposed to 
climate change risks. 

2. An inter-governmental sponsored Experts Panel on Debt, Nature and Climate exposed a “vicious 
circle” of upheavals compounding the capaciBes of the poorest countries to address climate 
adaptaBon, loss and damage and a just energy transiBon.  “Addressing high and unsustainable debt 
levels is a precondiBon for securing a liveable planet for all.” 

3. Canada’s interna'onal climate finance has been delivered primarily through loans. To date (July 
2025), 56% of Canada’s $5.3 billion climate pledge (2021/22 to 2025/26) has been delivered as 
loans, including over 20% of adaptaBon finance.  Canada ranks third among DAC provider countries 
in disbursing its climate finance as loans. 

4. During the June 2025 4th UN Financing for Development Summit (FfD4), Canada along with other 
developed coun'es, resisted any major ini'a've to address unsustainable debt, and parBcularly 
proposals from developing countries and CSOs for a UN Framework ConvenBon on Sovereign Debt, 
which would be a legiBmate mulBlateral legal framework for effecBve debt restructuring and for 
binding principles for responsible lending and borrowing. 

5. Canada is among several creditor countries to launch the Debt Suspension Clause Alliance at FfD4 
to promote such clauses in lending agreements, allowing for the suspension of debt payments 
during the a^ermath of climaBc induced disasters and emergencies. 

6. While Canada has not par'cipated in debt swap for nature or climate, this mechanism figures 
prominently in provider discussions of climate finance in light of collapsing concessional climate 
finance.  CSO analysis of debt swaps are mixed, poinBng to very limited impact on debt 
sustainability (an average of 3% reducBon in debt vs an average of 21% in recent comprehensive 
debt restructuring agreements).  While debt swaps may free some fiscal space for climate or nature 
objecBves, they do so with high levels of condiBonality and conBnued constraints on debt country 
budgets.   Debt swaps are no subsBtute for fundamental reforms in financial architecture and 
governance for fair debt restructuring that would break the vicious cycle for the poorest countries. 
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1.  A deepening debt crisis for the most poor and vulnerable countries 

Under ArBcle 2.1c in the 2025 Paris Agreement, parBes agreed to “make finance flows consistent with a 
pathway towards low greenhouse gas emissions and climate resilient development” and to reform the 
internaBonal financial architecture accordingly.  Importantly, they also agreed to implement the 
Agreement in ways that “reflect equity and the principle of common but differenBated responsibiliBes and 
respecBve capabiliBes, in the light of different naBonal circumstances.” (ArBcle 2.2) 

The early months of 2025, however, have seen major convulsions in the internaBonal finance and trade 
systems, which are anything but a recogniBon of “differenBated responsibiliBes and respecBve 
capabiliBes.”   We have witnessed deep cuts in internaBonal aid, including climate finance, backtracking 
on climate commitments, genocidal conflict and geopoliBcal upheaval, amidst a mounBng structural debt 
crisis affecBng countries across the global south.    

As many as 61 low and lower middle-income countries (i.e. lower income countries) face a deepening debt 
crisis, whereby many are forced to cut domesBc spending on public services and climate acBon to meet 
debt service costs owed to wealthy creditors.2  Combined these countries have a total debt of US$1.45 
trillion and in 2023 paid a total of US$138 billion just to service these debts.  As a point of reference, these 
same countries received a total US$150 billion in gross concessional aid in 2023, of which US$65.1 billion 
or 43% was received in the form of loans.  They paid bilateral and mulBlateral creditors US$18.6 billion in 
services for previous ODA loans in that year.  Official Development Assistance by 2026 is expected to be 
up to 30% lower than 2023. 

For many countries growing sovereign debt is increasingly unsustainable.3  AcBonAid data suggests that 
more than 75% of all lower income countries spend more on servicing their external debt that on health 
care, with 55% spending more than double health care spending on servicing this debt.  Most of these 
countries (70%) are also in the top third of the most vulnerable countries exposed to impacts from climate 
change.  Twenty-two out of 24 lowest income countries are in the top 20% of most climate vulnerable 
countries.  As AcBonAid highlights, “in the current neoliberal economic system, it seems to be taken for 
granted that maintaining the shareholder dividends of rich private creditors and commercial banks is more 
important than the right to health or educaBon of billions of people.” 4 
  

 
2 These countries spend 10% or more of government revenues on interest payments.  See UNCTAD, “Developing 
countries face record-high public debt burdens. Now is the time for reform,” June 26, 2025, access at 
https://unctad.org/news/developing-countries-face-record-high-public-debt-burdens-now-time-reform. Of these 
61 countries, 18 are already in debt crisis, 19 are at a high risk of a debt crisis, and 24 are at a moderate risk of a 
debt crisis.  See ActionAid, “Who owes Who? External debt, climate debts and reparations in the Jubilee year,” 
February 2025, accessed at https://actionaid.org/publications/2025/who-owes-who. 
3 See the IMF list of low-income countries, risk of external debt distress, March 31, 2025, accessed at 
h3ps://www.imf.org/external/pubs/_/dsa/dsalist.pdf.  
4 AcGonAid, op.cit. pages 3-4. 

https://unctad.org/news/developing-countries-face-record-high-public-debt-burdens-now-time-reform
https://actionaid.org/publications/2025/who-owes-who
https://www.imf.org/external/pubs/ft/dsa/dsalist.pdf
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2.  A vicious circle of climate, nature and debt crises 

A recent internaBonal Experts Panel on Debt, Nature and Climate emphasize how the debt, nature and 
climate upheavals are coming together in a triple crisis that compounds their impacts in the poorest 
countries.5  

 
 

5 Expert Review on Debt, Nature and Climate, “Healthy Debt on a Healthy Planet: Towards a Virtuous Circle of 
Sovereign Debt, Nature and Climate Resilience. Final Report,” April 2025, accessed at 
https://debtnatureclimate.org/reports/healthy-debt-on-a-healthy-planet-towards-a-virtuous-circle-of-sovereign-
debt-nature-and-climate-resilience/.  The Expert Review on Debt, Nature and Climate was established by the 
governments of Colombia, France, Germany and Kenya in 2023 to examine how the structure, volume and analysis 
of sovereign debt impact on the ability of low- and middle-income countries to conserve nature, adapt to climate 
change, and decarbonize their economies; and to make proposals on how such debt can become more sustainable, 
both fiscally and environmentally. 

https://debtnatureclimate.org/reports/healthy-debt-on-a-healthy-planet-towards-a-virtuous-circle-of-sovereign-debt-nature-and-climate-resilience/
https://debtnatureclimate.org/reports/healthy-debt-on-a-healthy-planet-towards-a-virtuous-circle-of-sovereign-debt-nature-and-climate-resilience/
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Over the past decade, many low and lower-middle income countries made progress creaBng condiBons 
for more sustainable public sector finance, improving their mobilizaBon of domesBc resources and 
pracBcing responsible borrowing.  Declining affordable public finance for development,6 compounded by 
geopoliBcal conflict, health emergencies (Covid-19) and increasingly frequent and severe environmental 
and climaBc shocks, have driven poor country governments to rely on foreign borrowing at high interest 
rates.  Compared to developed market economies, African countries for example, have to borrow at up to 
12 Bmes the cost available to the former, quickly accentuaBng an unsustainable debt service burden.7  
These countries require bond yields of 9.6% to agract capital investment. 
 
The structure of this debt has also changed.  Since 2010, the share of developing country external public 
debt owed to private creditors has increased, accounBng for 60% of this debt in 2023.  OpBons for debt 
restructuring that were available to sovereign governments in the early 2000s with the Heavily Indebted 
Poor Countries IniBaBve (HIPC).  Recent debt restructuring negoBaBons for Zambia and Ghana have been 
long drawn-out negoBaBons involving many creditors, some of which are unwilling to parBcipate.  
Borrowing from private sources tends to be more expensive at market rates over sovereign sources such 
as governments or the World Bank.8 
 
Climate and nature shocks are mutually reinforcing.9  Sudden and long-term climate change impacts strain 
scarce public finance, increase borrowing costs and deepen levels of unsustainable debt.  In a vicious cycle, 
these same shocks reduce economic growth, limit available government revenue for rebuilding, and 
reduce adaptaBon capaciBes to invest in climate posiBve infrastructure, thus increasing future 
vulnerability.  The InsBtute for Environment and Development (IIED) have calculated that Least Developed 
Countries spend twice as much on debt service as they receive in climate finance, with debt payments 
growing at a faster rate than climate finance.  About half of this climate finance for LDCs was in the form 
of loans rather than grant finance.10 
 
The Experts Panel conclude that “addressing high and unsustainable debt levels is a precondiBon for 
securing a livable planet for all.”  Due to unsustainable debt burdens, many countries are not able to 

 
6  ODA levels by 2026 are expected to decline by about 30% over peak aid in 2023, with major impacts on the 
majority of the poorest countries in Sub-Saharan Africa as well as many in South East Asia, HaiG and Central 
America. 
7 AcGonAid, op cit, page 10. 
8 See UNCTAD, A World of Debt, 2025 Report, June 2025, accessed at h3ps://unctad.org/publicaGon/world-of-
debt.  
9 See Eurodad, “How are climate and debt interconnected,” 2020, accessed at 
h3ps://www.eurodad.org/debt_climate_connecGon.  
10 They noted that 58 LDCs spent US$59 billion repaying debts in 2022 compared with $28 billion they received in 
climate finance.  Of the $28 billion provided in climate finance in 2022, just over half ($14.8 billion) was provided as 
loans rather than grants.  Almost half (25) countries in the analysis are at high risk of defaulGng or are already in 
debt distress, severely hampering their ability to invest in climate resilience.  IIED, “World’s least developed 
countries spend twice as much servicing debts as they receive in climate finance,” October 2024, accessed at 
h3ps://www.iied.org/worlds-least-developed-countries-spend-twice-much-servicing-debts-they-receive-climate-
finance.  

https://unctad.org/publication/world-of-debt
https://unctad.org/publication/world-of-debt
https://www.eurodad.org/debt_climate_connection
https://www.iied.org/worlds-least-developed-countries-spend-twice-much-servicing-debts-they-receive-climate-finance
https://www.iied.org/worlds-least-developed-countries-spend-twice-much-servicing-debts-they-receive-climate-finance
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mobilize the necessary resources to address more climate-compaBble and nature-posiBve economic 
paths.11  To date only a limited number of countries have defaulted on debt payments due to the high 
costs to the country’s external finance and trade in doing so.  However, increasing numbers of countries 
are “defaulBng” on their development and climate obligaBons to their ciBzens, with 3.4 billion people 
living in countries that spend more on servicing their debt than on health or educaBon.12 
 
3.  High levels of loans in Canada’s climate finance 
 
Over the past decade, Canada’s internaBonal climate finance has been delivered primarily through loans, 
albeit at concessional rates, parBcularly for investments in miBgaBon in energy systems.   Between 2020 
and 2022, a significant porBon (59%) of principal purpose miBgaBon concessional finance and 39% of 
adaptaBon finance were provided through debt instruments (UncondiBonally Repayable ContribuBons, 
i.e. loans).13 More than four-fi^hs (80%) of total climate finance loans were directed to miBgaBon.14   
 
To date (July 2025), 56% of Canada’s $5.3 billion climate pledge (2021/22 to 2025/26) has been delivered 
as loans, including over 20% of adaptaBon finance.  In fact, according to OECD Development Assistance 
Commigee staBsBcs, Canada ranks third among DAC provider countries in disbursing its climate finance 
as loans: (1) Japan at 95%, (2) France at 80%, (3) Canada at 77%, (4) Korea at 68%, and (5) Germany at 
58%.15  As bilateral Development Finance InsBtuBons, such as Canada’s FinDev Canada, ramp up their 
climate related investments, loans at market rates are increasingly the financing instrument of choice. 
 
Canada’s climate loan poroolio has been delivered primarily through mulBlateral channels, which in turn 
enter into project loan agreements with partner countries and organizaBons in the global south.  For 
Canada’s first $2.65 billion five-year climate pledge Canada provided $1.3 billion loan finance to six special 
funds in mulBlateral development banks.  These in turn will provide loan financing up to the 2040s.  Only 

 
11 Expert Review on Debt, Nature and Climate, “Tackling the Vicious Circle,” Interim Report of the Independent 
Experts Group, October 2024, accessed at https://debtnatureclimate.org/reports/tackling-the-vicious-circle-the-
interim-report-of-the-expert-review-on-debt-nature-and-climate/.  
12 Michael Jacobs, “The Debt Debate,” ODA, July 2, 2025, accessed at https://odi.org/en/insights/the-debt-
debate/, citing UNCTAD, “Global public debt hit a record $102 trillion in 2024, striking developing countries 
hardest,” June 26, 2025, accessed at https://unctad.org/news/global-public-debt-hit-record-102-trillion-2024-
striking-developing-countries-hardest.   For an overview of debt issues, see Eurodad, “Jubilee 2025: A year to act 
on debt justice, Toolkit, May 2025, accessed at 
https://assets.nationbuilder.com/eurodad/pages/6702/attachments/original/1746605243/ED_Jubilee_Toolkit_ma
y2025.pdf?1746605243  
13 URCs are defined by Global Affairs as “a contribuGon provided to a recipient insGtuGon for investment purposes, 
with the expectaGon of long-term reflows at condiGons specified in the financing agreement.”  UncondiGonally 
repayable contribuGons must be repaid, without qualifica5on.  
14 See Briefing Note Thirteen, “Canada’s InternaGonal Climate Finance: An InternaGonal Comparison,” C4D, 
accessed at h3ps://aidwatchcanada.ca/wp-content/uploads/2024/09/13-Final-August-2024-Briefing-Note-
Thirteen.pdf.  
15 Ibid., Comparisons are for an average of principal purpose climate finance for the period 2020 to 2022.  It is a 
period that covers the last year of Canada’s $2.65 billion pledge and the first two years of the $5.3 billion pledge.  
Hence the difference with the share of loans in the previous paragraph. 

https://debtnatureclimate.org/reports/tackling-the-vicious-circle-the-interim-report-of-the-expert-review-on-debt-nature-and-climate/
https://debtnatureclimate.org/reports/tackling-the-vicious-circle-the-interim-report-of-the-expert-review-on-debt-nature-and-climate/
https://odi.org/en/insights/the-debt-debate/
https://odi.org/en/insights/the-debt-debate/
https://unctad.org/news/global-public-debt-hit-record-102-trillion-2024-striking-developing-countries-hardest
https://unctad.org/news/global-public-debt-hit-record-102-trillion-2024-striking-developing-countries-hardest
https://assets.nationbuilder.com/eurodad/pages/6702/attachments/original/1746605243/ED_Jubilee_Toolkit_may2025.pdf?1746605243
https://assets.nationbuilder.com/eurodad/pages/6702/attachments/original/1746605243/ED_Jubilee_Toolkit_may2025.pdf?1746605243
https://aidwatchcanada.ca/wp-content/uploads/2024/09/13-Final-August-2024-Briefing-Note-Thirteen.pdf
https://aidwatchcanada.ca/wp-content/uploads/2024/09/13-Final-August-2024-Briefing-Note-Thirteen.pdf
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15% of this loan finance reached Least Developed Countries (see Briefing Note Seventeen for details).  For 
the $5.3 billion pledge, these have included seven project allocaBons to mulBlateral organizaBons (Table 
One).16 
 
Table One:  $5.3 Billion Climate Pledge:  Projects finance by loans 

Project Implemen'ng Organiza'on Commitment 
(millions of Cdn$) 

Climate Investment Fund's Accelerated Coal 
TransiBon Program, 2022 to 2047 World Bank $1,000.0 

Energy Access Relief Fund (EARF) SIMA $28.0 

High Impact Partnership on Climate AcBon 
European Bank for 
ReconstrucBon and 

Development 
$267.5 

Green Climate Fund Green Climate Fund $209.9 
Canadian climate resilience accelerator for 

LaBn America and the Caribbean 
Inter American Development 

Bank $500.0 

Canadian climate and nature fund for the 
private sector in Asia Asia Development Bank $340.0 

InternaBonal Fund for Agricultural 
Development (IFAD) IFAD $31.2 

Total (July 2025) $2,359.1 
 
A forthcoming evaluaBon of 15 years of Canada’s climate finance points out that high levels of loans have 
significantly affected the actual value of this finance, with their o^en low grant equivalence.17  For 
example, Canada’s loans for the Green Climate Fund have a grant equivalency of just 17% for its First 
Replenishment contribuBon, which dropped to 11% in the Second Replenishment. They concluded that 
for the most part, loans are an inappropriate funding modality for Least Developed Countries, Small Island 
Developing States, and many partners for adaptaBon and nature-based soluBons. 
   
The raBonale for loans in climate finance is o^en their intent to mobilize private sector finance.  But the 
review points out that few loans have private sector mobilizaBon targets and o^en fail to disBnguish in 
pracBce between private sector and public sector funds mobilized.  It found that the tracking of climate 
purposes, targets and results for these loans have not been systemaBc.18 

 
16 In 2018 Canada launched a $658 million five-year Sovereign Loans Program (SLP) (2019 - 2024), through which it 
provided low-interest sovereign loans, primarily to middle-income countries, to support their investments in poverty 
reducGon.  It commi3ed to align this Program “with internaGonal best pracGces on debt transparency and did not 
contribute to unsustainable levels of debt in recipient countries.”16  Loans were provided at the equivalent of the 
Government of Canada’s cost of borrowing.  Loans were provided to Ecuador, Guyana, Jordan, Moldova and South 
Africa.  None of these loans related to climate finance. 
17 Grant equivalence of a concessional loan relates to the difference between the face value of the loans and the total 
value of future debt service flows calculated in the value of today’s money.  The grant element is expressed as a 
percentage of the amount of the loan. 
18 ObservaGons from Government of Canada, EvaluaGon of Global Affairs Canada’s Climate Finance Programming,” 
forthcoming, 2025. 
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In the 2000s, Canada made substanBal contribuBons in debt cancellaBons for highly indebted poor 
countries, resulBng from the 2005 Gleneagles G7 and the implementaBon of HIPC.  But there has been 
only very limited iniBaBves and statements with regard to the current debt crisis.  During the recent Fourth 
UN Financing for Development Summit (FfD4) (June-July 2025) Canada, along with other developed 
countries, resisted any major debt iniBaBve housed within the UN system.  It resisted any reference in the 
Compromiso de Sevilla to increasing the share of grants within ODA or any priority for grant-based or 
highly concessional finance and non-debt creaBng instruments for developing countries. 
 
4.  Calls for major debt restructuring and reform of interna'onal finance 
 
In the lead up to FfD4 in June 2025, CSOs and developing countries have been calling for a UN Framework 
ConvenBon on Sovereign Debt, which would be a mulBlateral legal framework for effecBve debt workout 
measures.  With countries facing mounBng debt distress, such a Framework was intended to address 
issues of debt sustainability, set binding principles for responsible lending and borrowing, and ensure 
transparent debt restructuring processes, equitable for both creditor and borrowing countries. Debt 
restructuring processes must include substanBal debt reducBon for unsustainable and illegiBmate debt.19 
 
Creditor countries have consistently blocked such progress, insisBng that debt resoluBons remain firmly 
within creditor-controlled processes at the Paris Club (of official creditors), the IMF, or more recently, the 
G20.  The G20 Common Framework, agreed in 2020, is the current mechanism to provide debt 
restructuring for debt distressed low-income countries.20 But it is seen as ad hoc, untransparent, and 
complex, failing to bring private lenders to the negoBaBng table.   
 
By the end of 2024, only three restructuring had been finalized under the Common Framework, for Chad, 
Zambia and Ghana, with negoBaBons for Ethiopia sBll underway.  The amount of debt eligible for 
restructuring is determined exclusively by IMF’s debt sustainability framework, which has been criBcized 
for its opBmisBc country economic assumpBons (reducing levels of eligible debt).  While restructuring 
resulted in between 37% to 50% debt relief, terms with private creditors included commitments that may 
reduce these savings in the future.21 
 
FfD4’s Compromiso de Sevilla, unfortunately, did ligle to address global debt governance and 
architecture.22  Developed countries, led by the EU and the UK, resisted any commitments that would 
iniBate a process to reform the internaBonal debt architecture within the UN, where all countries would 
have an equal seat at the table.  There was an agreement to convene a UN working group, including the 

 
19 See h3ps://csoforffd.org/work/debt/ for more detail. 
20 See h3ps://clubdeparis.org/en/communicaGons/page/common-framework.  
21 Yunnan Chen and Tom Hart, “Common framework, uncommon challenges: lessons from the post-COVID debt 
restructuring architecture,” ODI, February 2025, accessed at https://odi.org/en/insights/common-framework-
uncommon-challenges-lessons-from-the-post-covid-debt-restructuring-architecture/.  
22 See Compromiso de Sevilla, July 2025, SecGon II E, paragraphs 47 – 57, accessible at 
h3ps://financing.desa.un.org/finaldra_released  

https://csoforffd.org/work/debt/
https://clubdeparis.org/en/communications/page/common-framework
https://odi.org/en/insights/common-framework-uncommon-challenges-lessons-from-the-post-covid-debt-restructuring-architecture/
https://odi.org/en/insights/common-framework-uncommon-challenges-lessons-from-the-post-covid-debt-restructuring-architecture/
https://financing.desa.un.org/finaldraftreleased
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IMF and the World Bank, to propose a set of voluntary guiding principles on responsible sovereign 
borrowing and lending, and to make proposals for their implementaBon.  As a parBal balance to the 
creditor Paris Club, FfD4 called for a plaoorm for borrower countries with a UN enBty serving as its 
secretariat. But its mandate is to be limited to discussion of technical issues, sharing informaBon in 
addressing debt challenges, improving access to technical assistance in debt management, and 
strengthening borrower countries’ voices in the global debt architecture.23 
 
FfD4 also reaffirmed the importance of state-conBngency clauses, “including climate resilient debt clauses 
and debt pause clauses, where appropriate, to ensure the possibility of debt service suspension during 
Bmes of crises, disasters and shocks that are not covered by standard force majeure clauses, and to 
enhance the fiscal resilience of developing countries vulnerable to external shocks.” [para 48d]  It 
suggested that these clauses be considered for commercial loan agreements.  The outcome also 
“encouraged” the strengthening of the G20 Common Framework and its extension to “countries not 
covered by current iniBaBves, including middle-income countries, on a case-by-case basis.” [para 50a] 
 
In the context of limited commitment of climate nature finance by developed donor countries, FfD4 called 
for enhanced support for “scaling up debt swaps, in parBcular for SDGs including for climate and nature, 
and related instruments, on a voluntary basis and maximizing their impact, including by simplifying their 
design, reducing transacBon costs, and strengthening country ownership and transparency.” [para 49b(iii)]  
Debt swaps have been increasingly referenced as a means for supplemenBng limited climate finance.  But 
quesBons are raised as to their efficacy as a soluBon for debt sustainability and for climate/nature 
investments. 
 
5. Current measures in addressing climate change and debt 
 
The Compromiso de Sevilla did ligle to break the vicious cycle of climate and debt crises facing vulnerable 
countries.  The poliBcal and economic pressures to advance transformaBve reform in the global financial 
architecture, however, remains, not least from the VaBcan Jubilee Commission with its goal of addressing 
the global debt and development crisis in 2025.24  South Africa as the G20 Presidency in 2025 has made 
debt one of its priority issues.  Brazil will bring the debt issue to COP30 in November as one of the issues 
idenBfied for the “Baku to Belem Roadmap,” setng out the agenda for $1.3 trillion in climate finance for 
developing countries by 2035. 
 
The Sevilla Plaoorm of AcBon, is 130 voluntary iniBaBves agreed by select countries at FfD4 to advance 
the financing for development agenda, several of which are debt related iniBaBves.25 
 

 
23 Bodo Ellmers, “Compromiso de Sevilla: A digest of key elements of the UN’s new global financing framework,” 
Global Policy Forum Europe, June 2025, accessed at h3ps://www.globalpolicy.org/en/news/2025-06-
23/compromiso-de-sevilla.  
24 See h3ps://www.jubileeusa.org/pr_vaGcan_jubilee_commission_debt_relief_report_launched_june_20_2025.  
25 See h3ps://financing.desa.un.org/ffd4/sevilla-plasorm-acGon.  

https://www.globalpolicy.org/en/news/2025-06-23/compromiso-de-sevilla
https://www.globalpolicy.org/en/news/2025-06-23/compromiso-de-sevilla
https://www.jubileeusa.org/pr_vatican_jubilee_commission_debt_relief_report_launched_june_20_2025
https://financing.desa.un.org/ffd4/sevilla-platform-action
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Debt Suspension Clauses Canada is among several creditor countries that launched the Debt 
Suspension Clause Alliance in Sevilla.  Alliance members have commiged to include debt pause clauses in 
their official lending agreements, which would allow for the suspension of debt payments during the 
a^ermath of a climaBc induced disaster.  The Alliance seeks to extend the inclusion of these clauses in 
both public and commercial lending.  Grenada and St Vincent deployed debt suspension clauses for the 
first Bme in 2024 responding to impacts from Hurricane Beryl, and in both cases, they provided Bmely and 
reliable liquidity relief.26  Such clauses may open fiscal space for countries’ responses to emergencies; 
however, they do ligle to nothing to restructure crushing debt burdens, limiBng vulnerable countries’ 
investments in adaptaBon and social resilience programs to reduce impacts from climate change. 
 
Debt Swaps for Climate and Nature   Debt swaps also figured prominently in the voluntary FfD4 
Sevilla Plaoorm for AcBon IniBaBves.  Spain and the World Bank commiged to a Debt Swaps for 
Development Hub, located in the Bank.  The Hub is intended to promote debt swaps through technical 
and financial assistance to countries interested in negoBaBng such instruments.  Spain has contributed 3 
million euros to the Hub and the Bank will establish a “mulB partner trust fund to finance technical 
assistance.”27   
 
A debt swap involves the cancellaBon or restructuring of part of a country’s external sovereign debt in 
exchange for the country’s investment of savings in agreed purposes such as climate change goals, nature, 
health or educaBon.28  They are increasingly promoted by donors, some governments, and some CSOs as 
a soluBon to government financing gaps in support of climate, biodiversity and development sectors such 
as health or educaBon.29  Others view them as modest measures, at best, in terms of financing these 
prioriBes or in reducing unsustainable debt. 
 

 
26 Mustapha, S. ‘Debt pause clauses confront their first disaster: From Hurricane Beryl to broader policy 
momentum’, policy brief, Centre for Disaster ProtecGon, London, June 2025, accessed at 
h3ps://staGc1.squarespace.com/staGc/61542ee0a87a394f7bc17b3a/t/685425d61cc9f402c4ef0d6a/17503451755
49/Debt+Pause+Clauses+Confront+Their+First+Disaster+Policy+Brief.pdf.  
27 David Latona and Virginia Furness, Spain and World Bank In push for wider use of ‘debt swaps’,” Reuters, July 1, 
2025, accessed at h3ps://www.reuters.com/sustainability/climate-energy/spain-world-bank-launch-debt-swap-
hub-free-development-funds-2025-07-01/  
28 See Iolanda Fresnillo, “A tale of two emergencies: The interplay of sovereign debt and climate crises in the global 
south,” Eurodad, Briefing Paper, December 2020, accessed at 
h3ps://d3n8a8pro7vhmx.cloudfront.net/eurodad/pages/1945/a3achments/original/1610462143/debt-and-
climate-briefing-final.pdf?1610462143 and Debt JusGce, et. al., “Debt Swaps Won’t Save Us: The Urgent Need for 
Debt CancellaGon and Grant-Based Climate Finance,” Briefing, June 2025, accessed at 
h3ps://acGonaid.org/sites/default/files/publicaGons/Debt-Swaps-Wont-Save-Us-Briefing-2024.pdf.  
29 Nature Conservancy, an environmental CSO, has developed a best pracGce guide and parGcipated in the 
development on an early debt for nature swap for Belize.  See John Antonio Briceño, Prime Minister of Belize, and 
Jennifer Morris, CEO of The Nature Conservancy, “The Debt of Nature Lifeline, The Nature Conservancy, June 22, 
2023, accessed at h3ps://www.nature.org/en-us/what-we-do/our-insights/perspecGves/debt-for-nature-lifeline/ 
 

https://static1.squarespace.com/static/61542ee0a87a394f7bc17b3a/t/685425d61cc9f402c4ef0d6a/1750345175549/Debt+Pause+Clauses+Confront+Their+First+Disaster+Policy+Brief.pdf
https://static1.squarespace.com/static/61542ee0a87a394f7bc17b3a/t/685425d61cc9f402c4ef0d6a/1750345175549/Debt+Pause+Clauses+Confront+Their+First+Disaster+Policy+Brief.pdf
https://www.reuters.com/sustainability/climate-energy/spain-world-bank-launch-debt-swap-hub-free-development-funds-2025-07-01/
https://www.reuters.com/sustainability/climate-energy/spain-world-bank-launch-debt-swap-hub-free-development-funds-2025-07-01/
https://d3n8a8pro7vhmx.cloudfront.net/eurodad/pages/1945/attachments/original/1610462143/debt-and-climate-briefing-final.pdf?1610462143
https://d3n8a8pro7vhmx.cloudfront.net/eurodad/pages/1945/attachments/original/1610462143/debt-and-climate-briefing-final.pdf?1610462143
https://actionaid.org/sites/default/files/publications/Debt-Swaps-Wont-Save-Us-Briefing-2024.pdf
https://www.nature.org/en-us/what-we-do/our-insights/perspectives/debt-for-nature-lifeline/
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Canada has not been involved directly in any recent debt swap iniBaBve, although these instruments were 
highlighted during public consultaBons in 2024 for Canada’s next five-year commitment for climate finance 
(2026/27 to 2030/31).   
 
There have been roughly US$6 billion worth of debt-for-nature swaps in recent years.  What are some 
strengths and weaknesses of these instruments, and what does the evidence suggest?  
 
A 2022 IMF Working Paper gave mixed reviews of debt swaps in support of climate goals, in comparison 
with donor condiBonal grants and/or broader debt restructuring.  They concluded that debt swaps are 
“generally less efficient forms of support”.  But they also suggest that debt swaps can increase fiscal space 
for climate investment and may be a means for climate de facto to take priority over debt service.30   
 
Debt swaps generally have reduced the cost of debt service through refinancing a porBon of official and/or 
commercial debt, thus “freeing up” finance that would have otherwise gone into service for this debt at 
higher rates.  This can involve some debt reducBon by creditors, but more o^en creditors provide 
guarantees or insurance that lowers risk, and thus the rate for refinancing. 
 
Proponents point to the benefits of a predictable and reliable flow of finance over decades as the savings 
outlined in the agreement are pooled for agreed climate or nature investment goals.  In this way they 
augment government program spending.  AddiBonality in government finance is the crucial factor in their 
success.31  But is this outcome substanBally the case? 
 
Analysis by Debt JusBce of nine debt-for-nature swaps over the past five years revealed that debt swaps 
had on average reduced debt levels by seven Bmes less than recent debt restructurings.  Debt levels were 
reduced by an average of 3%, compared to 21% for debt restructuring agreements since the pandemic.  
Debt swaps can have limited impact on debt sustainability, o^en leaving countries heavily indebted.32     
 
The scope of fiscal space freed up by a debt swap is also quesBoned.  Swaps are highly complex with many 
actors and therefore costly to implement.  While resources may be dedicated to climate or nature goals, 
countries sBll face budgetary pressures in other areas, including other climate or nature goals.33 The IMF 
research noted above made clear the importance of debt swaps not imposing “undue constraints on the 
debtor country,” poinBng out that there have been cases where swaps have required addiBonal spending, 

 
30 Marcos d Chamon, E Klok, V.V. Thakoor, and J Ze3elmeyer, “Debt-for-Climate Swaps: Analysis, Design, and 
ImplementaGon,” IMF Working Paper, August 12, 2022, accessed at h#ps://www.imf.org/-
/media/Files/Publica:ons/WP/2022/English/wpiea2022162-print-pdf.ashx 
31 Adil Ababou, “Debt swaps can play key role in tackling the development crisis,” DevEx Opinion, June 26, 2025, 
accessed at h3ps://www.devex.com/news/opinion-debt-swaps-can-play-key-role-in-tackling-the-development-
crisis-110329 
32 Tess Woolfenden, “Debt-for-nature swaps reduce debt seven times less than debt restructurings,” Debt Justice, 
May 2025, accessed at https://debtjustice.org.uk/press-release/debt-for-nature-swaps-reduce-debt-seven-times-
less-than-debt-restructurings.   
33 Ibid. 

https://www.imf.org/-/media/Files/Publications/WP/2022/English/wpiea2022162-print-pdf.ashx
https://www.imf.org/-/media/Files/Publications/WP/2022/English/wpiea2022162-print-pdf.ashx
https://www.devex.com/news/opinion-debt-swaps-can-play-key-role-in-tackling-the-development-crisis-110329
https://www.devex.com/news/opinion-debt-swaps-can-play-key-role-in-tackling-the-development-crisis-110329
https://debtjustice.org.uk/press-release/debt-for-nature-swaps-reduce-debt-seven-times-less-than-debt-restructurings
https://debtjustice.org.uk/press-release/debt-for-nature-swaps-reduce-debt-seven-times-less-than-debt-restructurings
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beyond swap savings, to meet the swap investment commitments.  Swaps o^en give priority to large-scale 
capital-intensive projects, with potenBal cost over-runs, over smaller community-oriented nature and/or 
adaptaBon iniBaBves. 
 
A major concern by country-level CSOs following debt swaps has been the high levels of associated 
condiBonality, locking countries into prioriBes determined at least in part by creditors.  Historical evidence 
on World Bank policy condiBonality suggests weak country ownership of imposed goals undermines long 
term commitment to such policy goals, parBcularly with a change in government. 
 
Debt swaps are highly complex involving mulBple creditors and o^en lack both transparency and/or 
accountability to the original purposes of a debt swap, making impacts challenging to document.  In the 
case of Ecuador, communiBes, CSOs, and conservaBon experts were not able to find any evidence of 
investment in marine conservaBon, one year a^er the compleBon of the swap.34 
 
Several assessments have pointed to significant failures to meaningfully engage affected communiBes and 
Indigenous populaBons.  Indigenous leaders in Ecuador reported limited consultaBons with regard to a 
second debt-for-nature swap affecBng the Amazon region.  Similarly, fishing communiBes reported a lack 
of meaningful engagement and transparency in the case of the Belize 2022 debt swap. 
 
A debt swap may be “well designed” but, in effect, diverts agenBon away from needed debt restructuring, 
which would significantly increase sustainable government finance for their prioriBes for climate 
adaptaBon or loss and damage.  If they are to be effecBve, they are beger fit for countries facing a 
government liquidity challenge, but can otherwise service their debts.   
 
Even strong proponents of debt swaps agree that these mechanisms are not a subsBtute for broader debt 
restructuring for countries in debt distress, which require comprehensive debt soluBons.  The Experts 
Panel concluded that a holisBc approach to the triple crises of debt, climate and nature is criBcal to break 
the vicious cycle.  It offers a range of proposals for mainstreaming debt sustainability frameworks that 
incorporate climate and nature risks, for significant refinancing and restructuring debt, and for addiBonal 
financing from internaBonal public and private sources to tackle debt, nature and climate together.35 

 
34 See h3ps://laGndadd.org/wp-content/uploads/2024/05/iniGal-assesment-of-galapagos-debt-for-nature-
swap.pdf.  
35 Expert Review on Debt, Nature and Climate, op.cit. pp 8-10. 

https://latindadd.org/wp-content/uploads/2024/05/initial-assesment-of-galapagos-debt-for-nature-swap.pdf
https://latindadd.org/wp-content/uploads/2024/05/initial-assesment-of-galapagos-debt-for-nature-swap.pdf

