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BOX 1.2 Unlocking private investment

Against a backdrop of weak outpur growth, mounting fiscal pressures, declining aid flows, and persistent structural
challenges, private investment has a pivotal role to play in unlocking durable growth and job creation in emerging marker
and developing economies. Yer despite its importance, private investment growth has trended downward since the 2000s.
Firms cite a range of constraints, notably persistent infrastructure gaps, high risk and uncertainty, and limited access to
[finance. Recent overlapping crises and elevated uncertainty make it even more important to design policies that accelerate
private investment growth. Case studies show that sustained increases in private investment are possible, but policies need to
reflect country circumstances. Foundational infrastructure and a business-friendly environment are essential building
blocks. Access to finance, whether domestic or external, is crucial for firms to grow and create jobs. Comprehensive reform

packages that combine infrastructure, finance, regulatory, and institutional reforms tend to deliver the strongest impacts.

Investment is pivotal to development progress,
underpinning durable growth and job creation
prospects. Yet investment growth, both public and
private, in emerging and developing economies
(EMDE:s) has been on a prolonged declining path. This
slowdown has contributed to weakening output growth
and slowing development progress (Adarov 2025; Kose
and Ohnsorge 2024; Mahler et al. 2026). Overlapping
shocks have contributed to historically high levels of
uncertainty and strained fiscal positions, which may
both weigh further on investment at a time when
EMDE:s face a multitude of development challenges,
including an unprecedented demographic wave.
Looking ahead, a record 1.2 billion young people in
EMDEs are set to reach working age over the next
decade. Boosting investment will be crucial to efforts to
create sufficient job opportunities, particularly in
rapidly growing urban areas where most employment is
generated (Baker et al. 2023). Most of this investment
will need to come from the private sector. Mobilizing
private capital to reinvigorate investment growth should
therefore be a priority for policy makers.

Against that backdrop, this box examines three main
questions: (1) How has private investment growth in
EMDEs evolved over recent history? (2) What are the
key constraints to private investment growth? and (3)
What policies can promote private investment growth?

Trends and developments in private
investment

Globally, both public and private investment growth
have been on a broad-based slowing trend since the
2000s (Adarov and Stamm 2025). In EMDE:s, private
investment growth over the first half of the 2020s has

Note: This box was prepared by Tommy Chrimes, Kersten Stamm,

and Mathilde Lebrand.

averaged 2.7 percent a year: less than half the 7 percent
average of the 2010s, and about one-quarter of the 10.8
percent average seen over the 2000s (figure B1.2.1.A).
Beyond these aggregate headlines, the slowdown in
private investment growth over time has been broad-
based across EMDEs. The slowdown appears
particularly sharp because of dynamics in China, which
recorded very strong private investment growth in the
2000s that subsequently decelerated significantly
through the 2010s and into the 2020s.

The overlapping crises of recent years—including the
pandemic, conflicts, and global inflationary pressures—
are casting a further shadow over the outlook for private
investment. Investment growth in EMDEs was already
weak heading into the pandemic. The subsequent
recovery was weaker than the recovery which followed
the 2009 global recession after the financial crisis (figure
B1.2.1.B). Even excluding 2020 (the year when the
COVID-19 shock hit the global economy, prompting a
contraction in private investment), or the subsequent
year, annual private investment growth in the early
2020s has been weaker than the 2010-19 average. The
weak recovery in private investment reflects several
factors. Uncertainty, which was already persistently
high, has risen further in the first half of 2026,
including in response to conflict in the Middle East.
Policy makers face pressure to respond to these crises. A
cycle of global monetary tightening in response to
higher inflation has increased borrowing costs for
EMDEs. Debt levels and debt servicing costs have both
risen as a share of GDP in EMDEs. Fiscal pressures can
be exacerbated by high debt burdens. Low-income
countries (LICs) in particular are vulnerable: not one is
at low risk of debt distress (Mawejje 2025).

Beyond the short term, the implications of lower private
investment growth are stark. Slow-moving structural
forces can have profound implications for living
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BOX 1.2 Unlocking private investment (continued)

FIGURE B1.2.1 Investment trends in EMDEs

Private investment growth has been on a declining trend since the 2000s. The recovery in private investment following the
COVID-19 pandemic was weaker than that following the global financial crisis. Since 2000, EMDEs that have achieved
higher rates of private investment growth have also tended to deliver higher employment growth.

A. Average annual private investment
growth in EMDEs

B. Private investment in EMDEs after the
2009 and 2020 recessions

C. Employment growth in EMDEs with
high and low private investment growth,
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Sources: Haver Analytics; ILOSTAT (database); World Development Indicators (database); World Bank.
Note: EMDEs = emerging market and developing economies. Sample includes up to 36 EMDEs in any year.

A. Bars show average annual investment growth for EMDEs.

B. Investment is indexed to 100 in the year before the global recession; 0 indicates the year of the global recession (2009 or 2020).
C. Bars show group medians of annual employment growth. “Low” and “high” indicate annual private investment growth in the bottom and top third of the distribution of
private investment growth, respectively. Sample of 44 EMDEs, covering the period from 2000 to 2024.

standards. How these shifts play out and the ability of
countries to adapt to them depend in part on
investment. Demographics is one such trend. For
EMDE:s as a group, the projected number of young
people reaching working age over the next decade will
be unprecedented (Chrimes, Kose, and Stamm 2026).
On a per capita basis, investment in EMDEs excluding
China remains low relative to advanced economies,
with no upward trend in the ratio so far this century.
Reinvigorating private investment growth will be
important everywhere, and particularly in capital-poor
EMDE:s with rapidly growing populations.

Higher private investment growth over time is also
associated with higher employment growth. Over the
period between 2000 and 2024, the median economy
which ranked in the top third of EMDE:s for private
investment growth typically recorded annual
employment growth of 2.7 percent—almost 50 percent
higher than the equivalent EMDE in the bottom third
for private investment growth, where employment

growth averaged less than 1.9 percent (figure B1.2.1.C).

Moreover, in a fast-changing economic environment
amid technological change, equipping workers for
better-paid jobs will likely require higher investment

growth, and much of this will need to come from the
private sector.

Constraints to private investment

Private investment hinges on risk-adjusted returns and
the capacity to finance and execute viable projects, and
is shaped both by investment-specific constraints (such
as infrastructure and financing frictions) and broader
macroeconomic conditions, including sovereign risk and
global financing conditions (Chrimes, Lebrand, and
Mawejje 2025).

An important concern is elevated risk and uncertainty,
which are high in EMDEs, and in LICs in particular.
Country risk is substantially higher in LICs, which have
a much larger concentration of high- and very high-risk
economies, in contrast to advanced economies that are
predominantly low risk (figure B1.2.2.A). At the same
time, global geopolitical risk has risen sharply in recent
years, reaching levels comparable to or above earlier
peaks over the past four decades (figure B1.2.2.B). High
levels of uncertainty complicate investment decisions,
increasing the return that investors require before
committing capital, and can have a chilling effect on
private investment, especially long-term investment
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BOX 1.2 Unlocking private investment (continued)

commitments. Recent overlapping shocks, including
the pandemic, conflicts, and global inflation, have
raised uncertainty and contributed to higher interest
rates, which in turn increase the cost of finance and
weigh on investment.

A weak business environment can raise operating costs,
increase uncertainty, and reduce the reliability of future
production and sales, holding back private investment.
Surveys highlight access to finance and crime or
political instability as prominent obstacles faced by
firms operating in EMDEs, while firms in LICs also
often point to infrastructure-related constraints (figure
B1.2.2.C). Access to reliable electricity is an important
infrastructure gap, with almost half of firms in the
median LIC reporting access to electricity as a major
constraint (figure B1.2.2.D). Tax and tax
administration also add complexities to investment
decisions. Many firms in EMDEs report tax
administration as a major obstacle, reflecting high
compliance costs and uncertainty created by limited
regulatory clarity, cumbersome procedures, and
inconsistent implementation.

Limited access to finance can inhibit firms from
undertaking otherwise viable projects. A sizable share of
firms in EMDE:s report finance as an obstacle, and the
incidence is higher in LICs than in other EMDEs and
advanced economies (figure B1.2.2.E). Financing
constraints are often compounded by shallow financial
markets and limited financial development (figure
B1.2.2.F). In EMDEs, the mismatch between the long-
term capital requirements of many investment projects
and the short-term nature of available bank financing is
larger than in advanced economies.

Policies to promote private investment

Efforts to boost private investment need to address
country-specific constraints, often with a particular
focus on risk, infrastructure gaps, and financing
frictions, and potentially requiring the strengthening of
macroeconomic and institutional fundamentals. Policy
measures include public investment in foundational
infrastructure that crowds in private investment; strong
economic fundamentals such as sound fiscal, monetary,
and financial policies coupled with strong institutions
and well-designed regulations; and policies that enhance
access to finance for firms (Chrimes, Lebrand, and
Mawejje 2025). Effective reform packages can help

create conditions for strong domestic and foreign
private sector investment. Policies may also address
market failures or alleviate other specific constraints.
The optimal policy package will depend on country
circumstances, including institutional capacity for
implementation, and alignment with broader policy
objectives.

Infrastructure to underpin private investment

Well-functioning foundational infrastructure is an
important building block for sustained private sector
investment and long-run growth. Reliable
transportation, affordable energy, and strong digital
connectivity help firms connect to markets. Recent
evidence also suggests that targeted equity investment in
EMDE infrastructure can deliver competitive returns,
underscoring the potential for infrastructure to support
both development outcomes and private investment
opportunities (Chari, Henry, and Mauro 2025).

In EMDEs with sufficient fiscal space and efficient
government spending, public investment can crowd in
private investment (figure B1.2.3.A; Straub et al. 2026;
World Bank 2024c). Social rates of return on
infrastructure investment in EMDEs can be high,
though this varies depending on country circumstances
(Chari, Henry, and Picardo 2025; Gardner and Henry
2023). Steps to enhance the reliability of electricity
supply have supported foreign direct investment (FDI)
in Sub-Saharan Africa, especially when complemented
with other infrastructure such as digital connectivity
and roads (Mensah 2024; Mensah and Traore 2024). In
many EMDEs, urban policies, particularly those related
to land use, housing, municipal finance, and urban
infrastructure, also play a critical role in shaping private
investment, given that most private-sector activity is
concentrated in cities (Baker et al. 2023).

Policies can incentivize private investment in
foundational infrastructure under the right conditions.
Policy options to incentivize private sector participation
in infrastructure investment include effective and
independent regulation, setting cost-reflective tariffs for
services, and shifting from broad subsidies to target
interventions that do not distort competition (Kessides
2005). Public-private partnerships (PPPs) can crowd in
private investment by pooling capital for large projects,
improving risk sharing, and reducing entry risks. They
can be complemented by risk-mitigation instruments
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such as guarantees and blended finance. Effective PPP
design and regulation, however, require significant
institutional capacity (Cull et al. 2024; Fabre and
Straub 2023).

An investment-friendly business environment

Improving the investment climate and undertaking
structural reforms coupled with well-functioning
institutions are important underpinnings for private
investment (Chrimes, Lebrand, and Mawejje 2025;
Development Committee 2026). In EMDE:s, reform
spurts that improved an economy’s investment climate,
for example by establishing enforceable property rights
and minimizing expropriation risk, have led to
sustained increases in private investment. Furthermore,
in EMDEs, major structural reforms, including
strengthening the domestic financial sector or boosting
competition, led to a statistically significant 2.2 percent
increase in private investment three years after the
reforms were implemented (figure B1.2.3.B). An
investor-friendly business environment, underpinned by
high institutional quality, is also a catalyst for attracting
FDI. Reforms that substantially raise institutional
quality are associated with a significant and large boost
to FDI inflows (figure B1.2.3.C; Adarov and Pallan
2025).

Micro, small, and medium-sized enterprises represent
the majority of businesses in EMDEs but face
constraints that vary widely across firm size and
maturity. Lowering the cost of doing business—
including by strengthening insolvency regimes, credit
information systems, and financial regulation—can help
close financing gaps and support firm growth. Policy
priorities vary across firms, ranging from easing entry
and compliance for smaller firms to expanding access to
finance, land, and capital markets for larger and
growing firms (Carvajal and Didier 2024; Development
Committee 2026).

Well-functioning financial markets

Policies that enhance firms’ access to financing, deepen
and improve the efficiency of capital markets, and boost
access to credit and local-currency financing can
support private investment. Key measures include
boosting access to external finance and removing
constraints to sustainable capital flows, developing
digital infrastructure that allows small firms and

financial institutions to participate in financial markets,
and strengthening contract enforcement to help lower
collateral demands (United Nations 2022).

In EMDEs, financial institutions generally provide a
smaller share of private sector credit than in advanced
economies, particularly for longer-term loans.
Establishing credit-reporting frameworks that reduce
information asymmetries between firms and lenders,
establishing licensing frameworks for nonbank financial
institutions such as microfinance lenders, and scaling up
guarantee schemes to address high perceived risk can all
crowd in additional private capital (Carvajal and Didier
2024). Furthermore, well-functioning local-currency
debt and equity markets can help attract large
institutional investors in economies with
underdeveloped financial markets. In EMDEs that saw
capital market deepening over the past three decades,
productive firms were able to access new sources of
financing and boost investment (figure B1.2.3.D; Meh
and Schmukler 2025).

Country-specific context and reform combinations

Comprehensive reform packages, especially when
coupled with strong institutions, can spark private
investment accelerations: periods of sustained and
relatively rapid private investment growth. During these
acceleration periods, private investment growth typically
reached 11 percent per year, while output growth
increased by 2 percentage points compared to other
years, and total factor productivity growth tripled from
0.5 percent per year to 1.6 percent per year (figure
B1.2.3.E). These accelerations often followed or
coincided with reforms that improved institutions,
stabilized the macroeconomy (supported, for example,
by fiscal consolidation and inflation targeting), and
eased cross-border trade and financial flows. Such
reforms have tended to be particularly effective when
combined in coherent and well-sequenced packages
(figure B1.2.3.F; Chrimes, Lebrand, and Mawejje
2025).

Policies to boost private investment should be tailored
to country-specific circumstances and priorities.
Governments with the greatest needs often lack the
technical and administrative capacity to address them,
especially in LICs and FCS economies. Building
stronger implementation capabilities is a gradual process
that often depends on greater international support. In
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FIGURE B1.2.2 Constraints to private investment

Country risk is high in EMDEs, and in LICs in particular, while globally, uncertainty has spiked in recent years and remains
elevated. Firms in EMDEs report a range of obstacles, with access to finance an important common theme, and electricity
access a concern in the majority of LICs. Financial development is also lower in EMDEs, and in LICs in particular.

A. Country risk

B. Global geopolitical risk

C. Biggest obstacles for firms in EMDEs
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D. Firms identifying access to electricity
as a major constraint

E. Firms identifying access to finance as
a major constraint
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Sources: Caldara and lacoviello (2022); International Monetary Fund, Financial Development Index; PRS Group, International Country Risk Guide (ICRG) (database);
World Bank Enterprise Surveys; World Bank.

Note: AEs = advanced economies; EMDEs = emerging market and developing economies; excl. = excluding; LICs = low-income countries.

A. Share of economies, by risk category. Based on the ICRG composite index, as of February 2026.

The index aggregates financial, economic, and political risks, and ranges between 0 and 100. Sample includes 34 AEs and 73 EMDEs, of which 14 are LICs.

B. Geopolitical Risk Index from Caldara and lacoviello (2022). The index is available at monthly frequency; observations are averaged to the annual level. Data
downloaded on April 21, 2026. Higher values imply greater levels of geopolitical risk.

C. Panel shows the top three obstacles cited by firms as per Enterprise Surveys, using the latest available year for each economy. Bars show averages for the indicated
country groups, based on up to 128 EMDEs, including 23 LICs. “Infrastructure” combines firms naming electricity and transportation; “Taxation” combines tax
administration and tax rates; “Crime/instability” combines crime, theft, disorder, and political instability; and “Labor” combines an inadequately educated workforce and
labor regulations. Percentages reflect the share of firms in each country identifying that combined category as their single biggest obstacle.

D.E. Blue bars show the median share of firms identifying access to electricity (D) or access to finance (E) as a major constraint as per Enterprise Surveys, using the
latest available year for each economy. Orange whiskers show the interquartile range. Sample includes up to 23 AEs and 128 EMDEs, of which 23 are LICs.

F. Blue bars show the median financial development index for each country category. Orange whiskers show the interquartile range. Based on 2021 data for 34 AEs and
130 EMDEs, of which 22 are LICs. Each indicator within the index is normalized between 0 and 1. The highest value of a given variable across time and countries is
equal to one; all other values are measured relative to this maximum. Data are winsorized at the 5th and 95th percentiles to temper the effects of extreme outliers.

Colombia saw an investment acceleration between
2001 and 2007, with private investment growing at
12.2 percent on average over this period. This
acceleration followed a difficult period of

addition, well-planned reform agendas require .
commitment and patience and are often more effective

when they fit into existing frameworks (Acemoglu,

Johnson, and Robinson 2001).

macroeconomic performance and was preceded by
a set of significant stabilizing macroeconomic
reforms, including the adoption of a floating
exchange rate and inflation targeting, the
strengthening of central bank independence, and
improved government finances supported by tax

Private Investment Accelerations: Case Studies

The policy challenges may seem daunting, but history
offers many examples of countries that have successfully
boosted private investment growth (Chrimes, Lebrand,
and Mawejje 2025; Stamm and Yu 2024). For example:
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FIGURE B1.2.3 Policies to promote private investment

A rise in public investment typically results in an increase in private investment several years later. Major structural reforms
also have a positive impact on private investment. At the firm level, stock or bond issuance is associated with more physical
capital and higher employment one year on. During private investment accelerations, output rises, and TFP growth surges.
Packages of reforms are more likely to trigger private investment accelerations.

A. Effect of a 1 percent of GDP increase B. Impact of major structural reforms on C. Effects of an improvement in
in public investment on private private investment in EMDEs institutions on FDI inflows in EMDEs
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Sources: Adarov (2025); Alesina et al. (2024); Chinn and Ito (2008); Feenstra, Inklaar, and Timmer (2015); Haver Analytics; Investment and Capital Stock Dataset (IMF
2021); Meh and Schmukler (2025); PRS Group, International Country Risk Guide (ICRG) (database); Stamm and Yu (2024); World Development Indicators (database);
World Bank.

Note: AEs = advanced economies; EMDEs = emerging market and developing economies; FDI = foreign direct investment; LICs = low-income countries; RHS = right-
hand scale; TFP = total factor productivity.

A. Panel shows cumulative response to a shock in year t relative to year t = -1; t = 0 is the year of the shock. Shaded areas indicate 90 percent confidence bands.
Sample includes up to 129 EMDEs.

B. Line shows the cumulative increase in private investment, in percent, following a reform. The shaded area shows 90 percent confidence bands. The reform indicator is
the average sum of domestic and external financing, trade, and product market reform indicators. Sample includes 61 EMDEs.

C. Bars show marginal effects on FDI inflows of an increase from the sample median to the top quartile of ICRG law and order and investment profile indexes, based on
gravity model estimates.

D. Bars show the change in physical capital and employment one year after issuance of bonds or stocks in capital markets in a global sample, taken from Meh and
Schmukler (2025).

E. Bars and markers show medians. Sample includes 68 EMDEs, spanning 85 private investment accelerations in EMDEs and 155 in total between 1960 and 2019.
Identification of episodes follows Stamm and Yu (2024).

F. Sample includes 68 EMDEs and 35 AEs, spanning 155 private investment accelerations (85 in EMDESs). Bars show the increase in the probability of a private
investment acceleration following an improvement in economic policy by 1 standard deviation. Right bar shows the increase when all economic policies are improved.

reforms. In addition, there were enhancements to e India experienced an investment acceleration
domestic financial markets, as well as reforms to between 1994 and 1999, and again between 2004
enhance the business environment. and 2012, with private investment growing faster
Macroeconomic reform, structural measures, and than public investment in both cases. These
relative political stability may all have helped set the acceleration phases followed on from a range of

stage for higher private investment. liberalizing reforms to trade and the capital account
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in the 1990s. Many public sector monopolies were
also dismantled, creating opportunities for the
private sector and opening international trade and
investment.

e The Republic of Korea had investment
acceleration periods from 1985 to 1996, and again
from 1999 to 2007, with private investment
growth 8.3 percentage points higher on average
during these episodes (although the period in
between saw a recession linked to the Asian
financial crisis). Macroeconomic stabilization
policies and comprehensive reforms to liberalize
trade, capital markets, and foreign investment
supported these surges in investment, delivered as
part of a wider long-term growth strategy.

e Tiirkiye saw an investment acceleration between
2003 and 2008 (recording double-digit private
investment growth on a per capita basis) and
another between 2010 and 2014 (albeit with more
modest private investment growth).
Macroeconomic stabilization, including in response
to the 2000-01 economic crisis, together with
structural reforms including trade liberalization,
financial sector strengthening, and labor and

sharp declines in ODA, and constrained fiscal

product market reforms, helped underpin the
initial acceleration episode.

Conclusion

Private investment is central to delivering sustained
output growth and job creation, which in turn
underpin development prospects. Yet even as
investment needs rise, and with many EMDE:s facing a
backdrop of demographic pressures and a major jobs
challenge, private investment growth has slowed. Case
studies highlight that addressing constraints to private
sector investment is possible but requires concerted
policy action. Effective strengthening of
macroeconomic stability is a common enabling factor.
Ensuring that foundational infrastructure is in place to
support private sector expansion and advancing
structural reforms to improve the business environment
and facilitate the development of well-functioning
financial markets are important contributors. Coherent
and coordinated reforms, tailored to country
circumstances, increase the likelihood of a sustained
boost in private investment. The extent to which policy
makers can reverse weakening private investment
growth and sustainably mobilize private capital will be
pivotal in shaping job creation and development
outcomes in the years ahead.

percentage point to 6.3 percent in 2026. Over

space, which continue to weigh on investment and

medium-term growth (Chapter 3; OECD 2026a).

In all, the challenging global environment will
likely hurt living standards in LICs, with the
effects of the conflict leading to a downgrade in
LICs’ growth by 0.3 percentage point to 5.4
percent in 2026, offsetting positive factors such as
reduced internal hostilities, better-than-expected
agricultural output, and resilient global trade.
Growth forecasts are projected to diverge between
LICs in FCS and other LICs. Growth in LICs in
FCS is projected at 4.9 percent in 2026, a down-
grade of 0.1 percentage point, which assumes that
improvements in security conditions in some
economies offset substantially weaker growth in
others. Meanwhile, growth in LICs not in FCS,
many of which tend to be more reliant on food
and energy imports, has been downgraded by 0.4

2027-28, growth across LICs is anticipated to
firm slightly, to an average of 5.5 percent, as the
impact of the conflict abates and trade and
external demand pick up.

The outlook for LICs remains uncertain, and risks
are tilted to the downside. A prolonged or escalat-
ing Middle East conflict represents the key near-
term risk, with the potential to further raise energy
and food prices, intensify inflationary pressures,
and strain already limited fiscal space. Should the
recent Ebola outbreak in the Democratic Republic
of Congo and Uganda worsen, it could further
intensify already fragile public health and humani-
tarian situations, as well as damage economic
activity. Such shocks could exacerbate food
security through higher prices, weaker growth, and
eroding real incomes, especially for vulnerable
households. They would also further compound





