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EXECUTIVE SUMMARY

The Addis Ababa Action Plan on Financing for Development (AAAA) (2015), negotiated by the world’s
governments to support the financing of the 2030 Agenda for Sustainable Development, states that
development banks should “update and develop their policies in support of the post-2015 development
agenda, including the sustainable development goals” and that “multilateral development finance
institutions [should] establish a process to examine their own role, scale and functioning to enable them
to adapt and be fully responsive to the sustainable development agenda’.

In light of this commitment, this study reviews trends in development finance since 2015, including since
the onset of the COVID-19 pandemic.

The paper is written on the basis of a theory of change that lasting reform in Multialteral Development
Banks (MDBs) can only come through multiple levels and with multiple actors involved - from the
strategic to the specific level —permeating MDB coordination, board discussions, loan portfolio choices,
analytical frameworks, and even procurement processes. It also demands a re-alignment of entire
portfolios and principles of lending with the Sustainable Development Goals (SDGs), rather than just
thinking of specific loans or loan categories.

The study is written with a number of stakeholders in mind. First, the Multilateral Development Banks
and Regional Development Banks (RDBs) themselves. Second, the majority of UN member states,
often minor shareholders of the banks, who are aligning their national goals with the SDGs. Third, the
large shareholders of the banks who, through their decision-making status have significant opportunity
to encourage greater alignment and progress in this area.

The study uses five sets of evidence for the review.

Figure 1: Evidence Reviewed

DOCUMENT LITERATURE COUNTRY-LEVEL
ANALYSIS REVIEW ANALYSIS

Review of (loan Identify trends in Information on Analysis of Calls/inline
documents, plus academic and resource randomised interviews with
policy positions think tank allocation loan samples current/ex- MDB
and evaluations discussions (loans) by from four MDBs  officials, recipient
where available to  regarding lending (sub)regions, 5 (WB, AfDB, AlIB, & donor govts,
assess the in the SDG era & case study NDB) to identify  academia and civil
definition(s), link to countries, the quantity society (incl.
purpose, design, development thematic areas, and quality of regional networks
use, and processes effectiveness type of donor, SDG tagging on debt and
literature etc. and alignment  development).

The study also uses five specific country case studies for the review — Ghana, Cambodia, Egypt, Mexico
and Colombia.
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This study is crucial for two reasons.

First, because many low- and middle-income countries have worked hard over the last six years to align
their national development frameworks with the SDGs. It is important to analyze how responsive the
international system has been in supporting these significant efforts.

Second, because development finance is a scarce resource. Ultimately, as recognized at the Addis
conference, all public and private finance needs to be aligned with the objectives and principles of the
2030 Agenda. It is therefore important to assess the extent to which any changes in lending modalities
have ensured full responsiveness to the sustainable development agenda, understand the barriers to
doing so and seek to resolve them.

Using five groups of SDG-related directions we would expect the sector to adopt as it moves in an SDG
direction, and underneath this 12 specific assessment metrics, we find that overall little has changed
within pre-existing development banks since the SDGs were agreed upon and the Addis Ababa
commitments were made. In some cases, where there are changes in results, they are externally driven,
not due to internal efforts. Although some newer banks explicitly focus on the SDGs strategically, there
is little evidence of the difference this is making in analysis and delivery, especially with regards to the
rest of the ecosystem of the MDBs. The only key exception is loans “tagging”, which is taking place
although not systematically.

Table 1: Overall Assessment Scorecard for twelve SDG alignment metrics

Expected Change due to AAAA Effort Results
. Management-level coordination amongst MDBs

. MDB board discussions

. Newer themes

. Increased volumes

. Assessing synergies/trade-offs

. Actively reaching the furthest away

. Considering universality

. Reducing conditionality

9. Participatory approaches

10. Increased concessionality

11. Assessing spending needs and spending quality
12. Tagging loans for impact

0N O WDN -

The key question is why such a lack of progress — because understanding why can help to elucidate
on the path ahead. There are three possibilities for why there has been little change, shown in the
diagram below.

Figure 2: Reasons for lack of progress
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(2) The recipient governments are not
committed to the SDGs;

(1) Development banks are
already doing enough
against these metrics;

(3) Shareholders and the senior leadership of development
banks are not sufficiently aware of and/or committed to the
SDGs to demand and drive change.

Our assessment is that amongst these, lack of awareness and commitment by shareholders and senior
leadership of banks (3) is the most credible source of challenges in aligning with SDGs — an assessment
that is backed up by several interviews and the literature review.

This suggests the following five key actions are necessary over the next year (i.e. during 2022) if the
commitment made at Addis Ababa to align with the SDGs is to be met.

Figure 3: Five Key Actions to Achieve the AAAA

Improve MDB
group convenings

Design and
publish consistent
metrics to
measure progress

Initiate an
independent
annual review of
progress

Deliver on some
“low hanging
fruit” to
demonstrate trust

Work to increase
diversity in MDBs
senior leadership,

staffing and
procurement

With these five steps, we are hopeful that development bank practices — including policy advice support
— can lead to a forward oriented crisis recovery and reforms in the transformative, integrated spirit of
the Agenda 2030. Overall, the aim within all of these should be to use a framework such as the twelve
means of practical SDG alignment we have used for the analysis above to drive substantive progress.
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SECTION 1: INTRODUCTION

| |
|

OBJECTIVE AND RATIONALE

The Addis Ababa Action Plan on Financing for Development (2015), negotiated by the world’s
governments to support the financing of the 2030 Agenda for Sustainable Development, states that
development banks should, “update and develop their policies in support of the post-2015 development
agenda, including the sustainable development goals” and that “multilateral development finance
institutions [should] establish a process to examine their own role, scale and functioning to enable them
to adapt and be fully responsive to the sustainable development agenda’.

In light of this commitment, this study reviewed trends in development finance since 2015, including
since the onset of the COVID-19 pandemic. It sets out a clear, impartial and holistic framework for
assessing — six years later — what development lending currently looks like, and then makes
suggestions for what can be done to ensure a stronger alignment between development lending and
the Sustainable Development Goals. The study is particularly interested in stimulating alignment
between policy-based lending and the 2030 Agenda — if that is possible.

This study is crucial for two reasons.

First, because many countries, including in the Global South — developing countries in particular — have
been working hard over the last six years to align their own national frameworks and development
objectives with the SDGs. It is important to analyze how responsive the international system has been
in supporting these significant efforts, particularly in respect to the provision of development finance.
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Second, because development finance is a scarce resource. Ultimately, as recognized at the Addis
conference, all public and private finance needs to be aligned with the objectives and principles of the
2030 Agenda. It is therefore important to assess the extent to which any changes in lending modalities
have ensured full responsiveness to the sustainable development agenda, and/or to understand the
barriers to doing so and seek to resolve them.

This paper was written with a number of stakeholders in mind. First, and most importantly, the majority
of UN member States, often minor shareholders of the Multilateral Development Banks (MDBs) and
Regional Development Banks (RDBs), who are aligning their national goals with the SDGs and seeking
to make progress across all dimensions of sustainable development. Second, the large shareholders
of the MDBs and RDBs who, through their shareholding and therefore decision-making status, have
significant opportunity to encourage greater alignment and progress in this area.

METHODOLOGY AND APPROACH

This study has been conducted using five particular sources of evidence, as shown in Figure 1.

Figure 4: Evidence Reviewed

DOCUMENT LITERATURE COUNTRY-LEVEL
ANALYSIS REVIEW ANALYSIS

The five sources of evidence are explained as follows:

1. Document analysis: A desk-based review of documents (loan documents, plus policy positions
and evaluations where available) to assess the definition(s), purpose, design, use, and
processes around development lending in the SDG era, SDG alignment and the relationship
with policy advice. The objective is to identify trends in substance (how much is being spent
and what it is spent on) and processes (how decisions are made, monitoring and evaluation,
and accountability).

2. Literature review: Identify trends in academic and think tank discussions regarding lending in
the SDG era. Determine if there is consensus on the definition of SDG Financing-SDG Loans
within academia. Identify best practices and areas of improvement regarding governance,
accountability, and effectiveness in lending in the SDG era. The study has also examined
overall trends in lending by multilaterals in Latin America, Africa and Asia and the literature
around SDG alignment.

3. Data analysis: Obtain information on resource allocation (loans) by (sub)regions, case study
countries, thematic areas, type of donor, etc. Furthermore, institutional documents of the
studied MDBs (e.g., Annual Reports, Institutional Strategies, Sustainability Frameworks, etc.,)
will also be analysed with the objective of understanding the degree of inclusion of the SDGs
serving as guidance for the institutions’ work, specifically to investigate whether the approval of
the SDGs signified a change in the MDB’s approaches regarding debt sustainability, thematic
focuses, conditionality, and processes, among others. Similarly, the MDBs official websites will
also be analysed to determine the extent to which reports, infographics and databases
specifically focus on the bank’s work regarding SDGs.
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4. Loan Analysis: Beyond the insights gathered from the Document and Data analysis, this report

is also supported by an analysis of randomised loan samples from four major development
banks (the World Bank (WB), the African Development Bank (AfDB), the Asian Infrastructure
Investment Bank (AlIB), and the New Development Bank (NDB). This randomised examination
sought to identify the quantity and quality of SDG tagging and alignment of the four banks’ loan
portfolios, looking specifically if the randomised loan mentioned the SDGs, where it was
mentioned, and how it was mentioned, so as to gather the actual extent of the banks’ SDG
commitment. The analytical criteria were kept identical across the four banks, so as to facilitate
comparisons. Overall, a total of 160 loans from the four banks were selected and analysed in-
depth.

5. Interviews: Telephone/Zoom interviews with development bank officials from multilateral,
regional and national development banks (including the World Bank and regional development
banks), recipient governments (or other entities), and counterparts in academia and civil society
(including the regional networks on debt and development — EURODAD, LATINDADD and
AFRODAD). The main aim was to assess perspectives from the various stakeholders on the
design, use and realities of financing for development in the SDG era. Twenty nine interviews
were held and were based on a questionnaire/interview guide developed in advance of the
interviews, taking into account the specific focus of the various interviewees.

Furthermore, five country countries are included in the report -Ghana, Mexico, Egypt, Colombia
and Cambodia, as shown in Figure 5, as well as a number of special boxes to explain key
developments or processes in depth where necessary. The selected countries are intended to
cover different geographic regions of the Global South to represent the broad spectrum of SDG
practice and implementation.

Figure 5: Five Country Case Studies

; A

e
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This report is split into four key sections and ends with a set of recommendations.

STRUCTURE OF THE REPORT

The first section sets out a history of lending, and in particular seeks to explain why the Addis Ababa
agenda demanded a shift from the lending community — including the multilateral and regional
development banks.
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The second section provides the theoretical basis of the study — i.e., where we explain what we would
expect to see from “SDG loans” or, more broadly, a portfolio responding well to the challenge of the
SDGs. These expectations are based on three complementary analyses: of the research documenting
what we know works in lending (especially policy-based lending), on a context analysis, and on a
recognition of the commitments made by MDBs on evolving their work to fit with the SDG agenda. Using
these analyses we propose five features of SDG-era lending: strategic integration, thematic integration,
leave no one behind, modern representative processes and SDG needs analysis.

Having set out what we expect normatively, the third section analyses whether these expectations have
been met, based on our quantitative and qualitative research. We look at each of the five features in
turn and use the five case study countries to explain and illustrate these points in more detail -
Cambodia, Ghana, Mexico, Colombia and Egypt.

A fourth section aggregates the analysis and provides a set of potential reasons for why the above-
identified trends are seen.

We finish by recommending ways forward for the MDBs, which can be taken forward by the MDBs
themselves, but also can be encouraged by MDB shareholders and broader stakeholders.

A NOTE ON TERMINOLOGY

It is important to note that in our review of the MDB strategy documents and our analysis of randomized
loan samples we found no reference to the term “SDG Loans”, none of our interviewees seemed to be
familiar with the term, nor was there any reference to something like an SDG-aligned loan portfolios
(although some countries have “SDG bonds”). We think that the term may be a useful one to define and
work with, but we also emphasize that it may be more coherent to align entire portfolios and principles
of lending with the SDGs, rather than just thinking of specific loans or loan categories.

Furthermore, we also include the International Monetary Fund (IMF) in our analysis. This is because
while the IMF is not explicitly mandated to be a development bank, in reality (including through
conditionality and effectively, policy-based lending) IMF loans have had a significant impact on
development outcomes and therefore the potential for realization of SDGs. The IMF has over time
created specific instruments related to development problems. Finally, much IMF analysis is shared
(e.g., debt sustainability) or relied upon by traditional MDBs/RDBs.
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SECTION 2: HISTORY AND
CONTEXT OF MULTILATERAL
LENDING

In this section we provide an analysis of the historic context in which multilateral banks and their
borrowers found themselves in advance of the AAAA, with particular regard to development financing
trends, and with reference to the commitments made by the MDBs and their major shareholders as part
of the new SDG-era.

THE EARLY DAYS OF MULTILATERAL LENDING - THE 1940S TO 1970S

As shown in Figure 6 below, the world’s first multilateral bank, the World Bank, was established in 1944
at the Bretton Woods Conference. The period between 1950-1960 was dubbed the era of investment
projects, with the World Bank rapidly increasing its activities and providing loans to what are now mostly
known as “developed” or “high income countries” for infrastructure development, especially in post-war
Europe." Following the success of this model, and as decolonization in Africa, Asia and Latin America
increased in pace from the 1960s onwards, the World Bank began to reach to these countries and
alongside this several other regional development banks were created in the 1960s and 1970s. A few
other development banks were also formed after the end of the Cold War to support regional integration
and development.? Their mandates and operations continue to evolve.

Figure 6: Establishment of the MDBs, RDBs & other key development banks

1975
i Islamic Development Bank

i African Development Bank

1944

Inter-American Development Bank

World Bank

1960 1965 1970 5 1985 1990 2010 2015 2020
European Investment Bank

1958 Asian Development Bank

China Exim Bank

China Development Bank

1994

" World Bank Group. “The World Bank's Role as Mediator in the 1950s.” World Bank, n.d.
https://www.worldbank.org/en/archive/history/exhibits/The-World-Banks-Role-as-Mediator-in-the-1950s

2 Griffith-Jones, Stephany, David Griffith-Jones, and Dagmar Hertova. “Enhancing the Role of Regional Development Banks.”
G-24 Discussion Paper Series, July, 2008, 1-38. https://unctad.org/system/files/official-document/gdsmdpg2420081_en.pdf
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The 1960s and 1970s were characterized by a so-called “Big Push” strategy, which emphasized the
importance of momentum from significant capital injections to spur development.® However, over the
same period, commodity prices collapsed during multiple instances, which had strong direct and indirect
impacts on financing in developing countries especially in Africa and South America.

A major node in lending challenges for developing countries was the oil crisis of 1973, where members
of the Organization of Petroleum Exporting Countries (OPEC) placed an embargo on oil prices as a
geopolitical strategy to disrupt the economies of countries that supported Israel in the Yom Kippur War.
Banks — both public and private, domestic and multilateral - that benefited from the new OPEC
investments began making loans to developing countries, in some cases with limited analysis of the
loan requests and usage thereafter. The oil crises led to recessions in industrialised nations, a decline
in demand for and exports of raw materials from developing countries, increased domestic costs of
production in those countries, and many countries also saw the interest on their debt rise dramatically.
When the second oil price shock came in the late 1970, many African, Asian and South American
countries were unable to absorb the shock. For instance, by the end of the 1970s Africa’s total external
debt volume grew almost fifteen-fold,# without concurrent similar sized increases in government
expenditure. The World Hunger Education Service (WHES) argues that the debt crisis was caused by
unregulated private sector lending and policies administered by international financial institutions.®

Thus, the 1980s saw the beginnings of a major debt crisis, with the World Bank aggressively promoting
what is known as “structural adjustment” lending and the IMF extending its range of conditions to more
structural issues from a previously narrow macroeconomic focus.®

THE ADJUSTMENT, POLICY-BASED AND DEBT RELIEF-BASED DAYS OF
MULTILATERAL LENDING - THE 1980S TO 1990S

The 1980s were infamously known for the Structural Adjustment Programs (SAPs), or — in todays’
parlance — the years of strong policy-based lending. Through Structural Adjustment Lending (SAL), the
World Bank financed more than 650 SAPs in the 1980s and 1990s.” Mexico was the first country to
implement structural adjustment in exchange for loans. During the 1980s the IMF and World Bank
created loan packages for the majority of countries in Latin America and Africa as they experienced
economic crises.? Since then, they have mainly distributed to Latin American, East Asian, South Asian,
and African countries, including Colombia, Mexico, Turkey, Philippines, Pakistan, Nigeria, Sudan, and
Zimbabwe. As of 2018, India was the largest recipient of structural adjustment program loans since
1990. With 34% of the total financing pledges, the Latin American and Caribbean region was the
greatest receiver of SAL, followed by Europe and Central Asia region which received 24%, Sub-
Saharan Africa accounted for 16%, East Asia and the Pacific at 15%, South Asia 6%, and the Middle
East and North Africa 5%.°

This type of lending has been much studied and critiqued. Conditionality, in particular, has been shown
to be problematic: the conditions are often not appropriate to the borrower’s situation, exacerbate
economic inequalities, and moreover, they can undermine often fragile national democratic

3 United Nations Conference on Trade and Development. “Doubling Aid: Making the ‘Big Push’ Work.” Economic Development
in Africa, 2006, 1-107. https://unctad.org/system/files/official-document/gdsafrica20061_en.pdf

“The Historical Origin of African Debt Crisis - Scientific Figure on ResearchGate.” Research Gate, n.d.
https://www.researchgate.net/figure/Price-indices-of-some-major-agricultural-export-commodities-of-Africa-

1965100_fig1_ 236792693

SCaritas International and CIDSE. “How Did the Debt Crisis Come About? What Was Its Impact on Poor Countries?”, n.d.
https://www.worldhunger.org/articles/global/debt/caritas2.htm

Volberding, Peter. “1950-1970: The World Bank, Dfcs, and the Foundations of Private Investment Mobilization.” Leveraging
Financial Markets for Development, September 2020, 37-76. https://doi.org/10.1007/978-3-030-55008-0_2

"Corbo, Vittorio, and Stanley Fischer. “Chapter 44 Structural Adjustment, Stabilization and Policy Reform: Domestic and
International Finance.” Handbook of Development Economics, 1995, 2845—-2924. https://doi.org/10.1016/s1573-

4471(95)30021-x

8Lensink, Robert. Structural Adjustment in Sub-Saharan Africa. London: Longman, 1996.
®Jayarajah, C, and W Branson. “Structural and Sectoral Adjustment: World Bank Experience, 1980-92 ,” 1995.
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ownership. 1 While there are examples of conditions attached to loans being associated with
developmental outcomes, more frequently the research points either to no effect (the conditions are
“‘gamed”) or negative impacts. These negative impacts may be direct (e.g., the conditions attached to
loans are not in fact developmental and end up harming progress) or indirect (e.g., the process of forcing
sovereign countries to implement policies set out by international organisations or particular foreign
governments undermines the fragile process of democracy and accountability in sometimes already
tense situations)."" It has also been argued that reforms often opened up poor countries to exploitative
investment by multinational corporations predominantly residing in rich countries.’> MDBs also argue
that loans are inherently political vehicles'® - that on their own terms they can fail to “buy” the reforms
they seek, because recipient countries play the system’s bureaucratic and political preference for
disbursements regardless of policy reform. ' MDBs argue that borrower governments (as all
governments) are heterogeneous and balanced between different interest groups, including reformers
and those that support the status quo.

With the varied prominence and impact of SAPs, the continued debt crisis of the 1990s was therefore
not a mass fallout of simultaneous defaults like in the 1980s. The crisis was sequential, with multiple
countries/regions across the world having economic failures from 1994 (Mexican Crisis), 1997 (Asian
Crisis) right up to 2002 (Argentine Crisis). Capital flight and massive currency speculation contributed
to the economic failures of the 1990s.

Alongside this, many countries saw a real decline in Official Development Assistance (ODA). In Africa,
real aid disbursements reached a peak in 1990 at US $32.9 billion and followed a downward trend
thereafter, reaching a low of US $19.7 billion in 1999."° The rapid decrease in ODA flows in the 1990s
can be attributed to a few factors. First, as a result of the emergence of states in Central and Eastern
Europe in the 90s, Development Assistance Committee (DAC) donors had shifted their focus to Europe,
which eroded the flow of aid to African countries. Second, as a result of their own accumulated domestic
debt from large deficits in the 80s and concerns over high levels of expenditure and taxes on economic
activity, inter alia, bilateral donors became increasingly stringent on reducing their budgetary deficits at
home."® “By 1995-2004, Africa's total net aid in real terms had decreased to US $23.4 billion from the
1985-94 level of US $27.3 billion”."” Similarly, ODA to the Latin American and Caribbean (LAC) region
fell from more than 1% of regional gross national income in the 1960s to 0.4% in the 1990s.8

In 1996, seeing continued debt distress, the World Bank, the IMF and other multilateral, bilateral and
commercial lenders began the Heavily Indebted Poor Country (HIPC) Initiative.'® The programme was
designed to ensure that the poorest countries in the world are not overwhelmed by unmanageable or
unsustainable debt burdens. The international financial community, including multilateral organisations
and governments, were meant to work together to lower to sustainable levels the external debt burdens
of the most indebted poor countries. 39 countries were initially determined to be eligible or potentially
eligible for HIPC Initiative assistance. Since then, 38 have received full debt relief from the IMF and

“Williams, Gavin. “Why Structural Adjustment Is Necessary and Why It Doesn't Work.” Review of African Political Economy 21,
no. 60 1994, 214-25. https://doi.org/10.1080/03056249408704057

""Eurodad. “Flawed Conditions: The Impact of the World Bank's Conditionality on Developing Countries.” Eurodad, April 9,
2019. https://www.eurodad.org/flawed-conditions

"2 |bid.

8Smets, Lodewijk. “Supporting Policy Reform from the Outside.” The World Bank Research Observer 35, no. 1, 2020, 19-43.
https://doi.org/10.1093/wbro/lkz006

* Glennie, Jonathan. The Trouble with Aid: Why Less Could Mean More for Africa. London: Zed Books, 2008, chapters 4 % 5.
'S Loxley, John, and Harry A. Sackey. “Aid Effectiveness in Africa.” African Development Review 20, no. 2, 2008, 163-99.
https://doi.org/10.1111/j.1467-8268.2008.00181.x

5Riddell, R. C. “The End of Foreign Aid to Africa? Concerns about Donor Policies.” African Affairs 98, no. 392, 1999, 309-35.
https://doi.org/10.1093/oxfordjournals.afraf.a008042

" Loxley, John, and Harry A. Sackey. “Aid Effectiveness in Africa.” African Development Review 20, no. 2, 2008, 163-99.
https://doi.org/10.1111/j.1467-8268.2008.00181 .x.

8Economic Commission for Latin America and the Caribbean. “Paises De Renta Media y Una Renovada Agenda Para El
Financiamiento Del Desarrollo.” ECLAC, 2012. https://www.cepal.org/notas/74/Opinion

9 HPIC eventually evolved into Enhanced HIPC in 2000 and was supplemented by the Multilateral Debt Relief Initiative (MDRI)
in 2005 (HPIC itself only applied to bilateral loans and did not include multilateral debt relief at first).
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other lenders after reaching completion points, the latest being Sudan in 2021, a full 25 years later after
the initiative was initiated.?° The MDBs continued to emphasize policy reform in the 1990s and 2000s
as part of the commitment of countries receiving HIPC debt relief.

Meanwhile, in 1994 China’s major overseas lending instruments were born — the China Exim Bank and
China Development Bank. While China equally engaged in debt relief at the same time as other bilateral
lenders (although not coordinated with others), the global impact of CDB and China Exim was felt more
from the 2000s onwards.

THE MDGS ERA -2000-2015

In 2000, world leaders came together to launch the Millennium Development Goals (MDGs), a set of
eight goals agreed upon by the international community to be achieved by 2015. Two years later, the
first United Nations International Conference on Financing for Development was held in Monterrey,
Mexico, setting out six areas of Financing for Development to support the MDGs,?' and included a
commitment to improve cooperation among the existing international institutions, including MDBs.

The years 2000-2010 are in much literature viewed as the most generous decade for ODA — and
therefore multilateral lending — following the adoption of the MDGs, in contrast to the fall in ODA in the
1990s. For instance, “real aid disbursements to Africa reached a peak in 1990 at US $32.9 billion and
followed a downward trend thereafter, reaching a low of US $19.7 billion in 1999",%? and the increase in
aid has a larger multilateral component due to the increased weight of debt relief.2® Similar increasing
trend was also observed in Asia and the LAC region. For Asia, it withnessed a peak of ODA to a record
high in 2005, the transformation of regional countries from recipients to donors, like China and Turkey.?*
As for the LAC region, its ODA inflow jumped to over US $10 billion in 2010 before hovering around US
$5 billion annually in the 1990s and the first half of the 2000s before. According to the Economic
Commission for Latin America and the Caribbean (ECLAC) (2015), “almost all official non-concessional
funding to Latin America and the Caribbean comes from three multilateral sources: the World Bank
(16%), the Inter-American Development Bank (IDB, 35%), and the Development Bank of Latin America
(CAF, 42%).2° These overall trends are shown in the data of total ODA flows from official donors — within
which most concessional and semi-concessional MDB financing is “counted”, as shown in Table 2
below.

2DInternational Monetary Fund. “Sudan to Receive Debt Relief under the HIPC Initiative,” June 29, 2021.
https://www.imf.org/en/News/Articles/2021/06/29/pr21199-sudan-to-receive-debt-relief-under-the-hipc-initiative

2'United Nations. “First International Conference on Financing for Development to Be Held in Monterrey, 18-22 March.” United
Nations, 2002. https://www.un.org/press/en/2002/dev2376.doc.htm

2 Loxley, John, and Harry A. Sackey. “Aid Effectiveness in Africa.” African Development Review 20, no. 2, 2008, 163—99.
https://doi.org/10.1111/j.1467-8268.2008.00181 .x.

Bbid.

%Dole, David, Steven Lewis-Workman, Dennis D. Trinidad, and Xianbin Yao. “The Rise of Asian Aid Donors: Recipient-to-
Donor Transition and Implications for International Aid Regime.” Global Journal of Emerging Market Economies 13, no. 1, 2021,
58-80. https://doi.org/10.1177/0974910121989462

ZEconomic Commission for Latin America and the Caribbean. "El financiamiento para el desarrollo en América Latina y el
Caribe", ISSN 1680-8819, 2015, 17-18.
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Table 2: Total ODA from official donors, Constant Prices (US$ million). OECD Data, 2022
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However, examining the magnitude of ODA flows as a percentage of donors’ GNI — as highlighted in
Table 3 — it can be clearly seen that relative flows do not drastically increase in the MDG years, while
also remaining below the percentages experienced in the 1980s-1990s.

Table 3: Total ODA flows from DAC Donors, Current Prices (% of GNI). OECD Data, 2022
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This assessment puts into question the broad narrative of an aid (and MDB loans) acceleration in the
2000s, especially if paired with the consideration that the extent of ODA flows as a percentage of
recipient countries’ Gross Domestic Product (GDP) has been on a clear decline since the 1970s, as
shown in Table 4. For example, for the LAC region, ODA flows in the 2010s represented 0.18% of the
region’s GNI —a further large drop from the (low) 0.4% seen in the 1990s.%

ZEconomic Commission for Latin America and the Caribbean. “Financing for Development in Latin America and the Caribbean:
A Strategic Analysis from a Middle-Income Country Perspective,” March, 2015. https://www.cepal.org/en/publications/37769-
financing-development-latin-america-and-caribbean-strategic-analysis-middle
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Table 4: Total ODA/GDP of Recipient Countries (%). OECD Data, 2022
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Some of this is believed to be due to the “middle income” problem, which was also occurring at the
same time as the MDBs were being promulgated. As a result of the income thresholds determined and
used by the World Bank, over time fewer countries became eligible for concessional lending windows
(in particular IDA) with the number of developing countries that are classified as low-income decreasing
from 63 to 31 between 2000 and 2015. This was viewed as somewhat justified with the idea that
recipient countries were theorized to now have greater financing options to support their national
development strategies (such as domestic taxes, private philanthropy and philanthropic funds).?” This
apparent diversification of financial sources was also a clear theme in the Second International
Conference on Financing for Development, held in 2008 in Doha, Qatar,?® by which time the role of
emerging economies such as China was also increasing, especially with regards to infrastructure
loans.?® Shrinking budgets in donor countries also led to more pressure on current MDB structures.
Therefore, for example, it is often noted that LAC witnessed a relative loss of share in ODA from 2010
to 2015 and ODA represented the least dynamic component of external financial flows in LAC and other
developing regions.*® However, given the generalized experience shown in Table 4, this narrative could
be questioned to some degree.

POST-2015 - THE SDGS ERA

Given this mixed history, at the Third International Conference on Financing for Development held in
Addis Ababa, Ethiopia in July 2015, heads of state and government adopted the Addis Ababa Action
Agenda.’' The AAAA set out a new global blueprint for financing sustainable development through a
comprehensive set of policy actions and commitments that aim to guide governments, international
organizations, civil society and other stakeholders in implementing the 2030 Sustainable Development
agenda. The agenda underlined the importance of long-term investment, public and private financing
and the growing role of national, international and multilateral financial development institutions. Special

2’Prizzon, Annalissa, Chris Humphrey, Inge Kaul, Kiyoshi Kodera, Alastair McKechnie, and Andrew Rogerson. “Six
Recommendations for Reforming Multilateral Development Banks,” 1-34, March, 2017, 1-34.
https://cdn.odi.org/media/documents/11908.pdf

ZFinancing for Development. “Brief Summary of the Doha Declaration on Financing for Development: Follow-Up Review of the
Implementation of the Monterrey Consensus (2009),” 2009. http://www.ngosonffd.org/wp-content/uploads/2016/01/FfD-Doha-
Summary.pdf

2Development Reimagined. “Options for Reimagining Africa's Debt System — Africa Unconstrained,” February, 2021.
https://www.africaunconstrained.com/options-for-reimagining-africas-debt-system/

30Economic Commission for Latin America and the Caribbean. “Financing for Development in Latin America and the Caribbean:
A Strategic Analysis from a Middle-Income Country Perspective,” March, 2015. https://www.cepal.org/en/publications/37769-
financing-development-latin-america-and-caribbean-strategic-analysis-middle

$United Nations. “Addis Ababa Action Agenda of the Third International Conference on Financing for Development.”
Sustainable Development Goals Knowledge Platform, n.d.
https://sustainabledevelopment.un.org/frameworks/addisababaactionagenda
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emphasis was given to the potential of development banks in financing long-term investments
particularly in areas where commercial banks are not entirely engaged or where large financing gaps
exist.

In the following sections we discuss the key trends in this period in depth. For now, however, it is crucial
to note that around the SDGs period, two brand new MDBs were established - the New Development
Bank (NDB) in 2014 and the Asian Infrastructure Investment Bank (AlIB) in 2015. These banks have
offered borrowing nations several new alternative funding options, and in some ways using new ways
of working — including project-based financing for “green” and “clean” infrastructure — compared to the
traditional operations of the formerly established MDBs.*?

This historic context provides the background to understanding why an independent evaluation
examining whether the AAAA’s request to development banks to, “update and develop their policies in
support of the post-2015 development agenda, including the sustainable development goals” and to,
“establish a process to examine their own role, scale and functioning to enable them to adapt and be
fully responsive to the sustainable development agenda®” are both warranted and needed.

32Asian Infrastructure Investment Bank. “Corporate Strategy Financing Infrastructure for Tomorrow.” Asian Infrastructure
Investment Bank (AlIB), September 2020, 1-30. https://www.aiib.org/en/policies-
strategies/strategies/.content/index/_download/AlIB-Corporate-Strategy.pdf

33United Nations. “Addis Ababa Action Agenda of the Third International Conference on Financing for Development.”
Sustainable Development Goals Knowledge Platform, n.d.
https://sustainabledevelopment.un.org/frameworks/addisababaactionagenda




NNNNN

The State of SDG-Era Lending United Nations Research Insttute for Social Development

SECTION 3: EXPECTED
FEATURES OF “SDG LOANS”

As detailed above, UN Member States made a number of commitments in the AAAA, in particular that
the multilateral and regional development banks should update and develop their policies in support of
the post-2015 agenda, and to become fully responsive to the sustainable development agenda.

From coordinated strategy between the banks, through to individual bank strategies, leading to country
analysis and specific loan delivery, we enunciate FIVE groups of SDG-related directions we would
expect the sector to adopt as it moves in an SDG direction. To further quantify and assess these shifts,
underneath this we derive a total of TWELVE specific, practical assessment metrics:

1. Strategic coordination

1.1 management-level coordination

1.2 MDB board discussions

2. More complex ambitions
2.1 new themes
2.2 increased volume

2.3 addressing synergies/trade-offs
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3. Leave no one behind

3.1 actively reaching the furthest away

3.2 universality
4, Ownership processes

4.1 participatory approaches

4.2 reduced conditionality
5. SDG needs & gaps
5.1 Concessionality

5.2 assessing spending needs and quality

5.3 tagging loans.

From an analytical point of view, the five strategic directions we expect MDBs to take in order to meet
the SDGs reflect the core themes and principles of SDG-related lending we have identified in our
research. Within the five directions, the twelve metrics were chosen as yardsticks to concretely measure
progress and analyze the current gaps and challenges that the sector faces in delivering on their
pledges to finance the SDGs.

This scheme is illustrated in Figure 7 below.

Figure 7: A Theoretical Change Process

Coordination between Strategic

banks to ensure most
impact

Individual bank’s loan
portfolio should
explicitly support SDGs

Country analysis builds
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Deliver of specific Q O O Q
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The discussion below explains the five groupings and twelve practical metrics in depth — explaining why
and how we would expect these to feature as key “changes” or “shifts”.
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Strategic Coordination
Management-level coordination amongst MDBs

While coordination between MDBs, the World Bank and IMF has had a fraught history,34 the
heads of MDBs and RDBs have been meeting regularly at least three times a year for many
years to date, including during the Spring Meetings (March) and Annual meetings (October) of
the IMF and the World Bank Group.3® The chair of these meetings rotates annually, for instance
in 2021 the head of the AlIB was chair of the virtual meetings.>®

Given the historical knowledge garnered about what works and what doesn'’t, for both policy
lending and other types of lending, the current global situation, and recognizing the
commitments made in Addis Ababa, we would expect to see the main lending institutions
engaging in serious strategic discussions to incorporate the SDG approach as a coordinated
group of lending institutions i.e., working together to support a broad SDG strategy.

This could for instance, include an explicit and published review of how current instruments,
portfolios, analytical work and even country guidance adapt to better support the 2030 Agenda.
This could be undertaken by each development bank separately, given their differing contexts
and constituencies, or as a collaborative piece of work that seeks to learn from the existing
practices and proposals of each bank.

MDB board discussions

As individual banks, ensuring that their loan portfolios support the SDG strategy should be a
crucial element of AAAA follow-up. This would likely involve documents and documented
discussions — primarily the Executive Boards of the MDBs and RDBs — acknowledging the
SDGs and SDG implementation gaps, and articulating the special role of concessional lending
in delivering the SDGs (in contrast to grants or the support of bilateral development partners).

For instance, a discussion on the suitability and evolution of individual instruments (perhaps
leading to the development of separate “SDG Loans”), or the desirability of seeking to align
entire portfolios with the vision and principle of the 2030 Agenda would be a key indication of
such follow-up. This analysis could propose which principles — such as integration, leaving no
one behind — could be better reflected in lending practices, instruments, and/or lending
portfolios, or even in terms of the analysis carried out at country level, technical advice, and/or
in the practical delivery of the loans.

More Complex Ambitions
Newer themes
One of the most obvious shifts in the SDG agenda as opposed to the MDGs is the much longer

list of themes (from 8 to 17). Not only are there brand-new themes, such as infrastructure and
innovation, as well as the environmental SDGs — even the themes that were in the MDGs, such

34 For an overview see: Gutner, Tamar. “Approaches to IMF-World Bank Collaboration: A Historical Perspective”, Independent
Evaluation Office of the International Monetary Fund Background Paper, 2020. https://ieo.imf.org/-
/media/IEO/Files/evaluations/completed/11-24-2020-imf-collaboration-with-the-world-bank/bfc-bp2-approaches-to-imf-world-

bank-collaboration-a-historical-perspective.ashx

35 World Bank Group. “Networking - Spring Meetings”, 2022. https://www.worldbank.org/en/meetings/splash/ spring/networking
3% Asian Infrastructure Investment Bank. “First Meeting of the Heads of Multilateral Development Banks 2021, 21 April, 2021.
https://www.aiib.org/ en/news-events/ news/2021/First-Meeting-of-the-Heads-of-the-Multilateral-Development-Banks-2021.html
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as health and education, have shifts in emphasis i.e., beyond primary education to include
secondary and tertiary education.

Thus, it is reasonable to expect loan portfolios to shift from a general focus on MDG-like goals
to SDG issues as well. For instance, using the education example above that would mean
relatively more money for secondary and tertiary education, to complement primary. An
increase in lending to environmental issues (e.g., oceans, forests) as well as cities and
infrastructure compared to the MDG era might also be expected.

A shift (proportionately and/or absolutely) towards more lending (in both relative and absolute
terms) assessed as “climate-friendly” or “green” (e.g., transition to renewable energy, green
infrastructure, green jobs, biodiversity and ecosystems) and less lending to ‘non-green’ projects
(e.g., non-renewable energy development, mining activities, unsustainable agriculture), or, for
example, other evidence of forthcoming shifts such as environmental assessment processes
becoming more stringent could also be important.

That said, an important consideration for lending organisations is that the newer themes in the
SDGs may be generally more conducive to loans rather than grants, as they tend to be more
related to productive sectors that might more quickly expand the productive frontier of an
economy (and therefore lead to greater capacity for a government to repay the loans) and/or
more directly deliver a financial return on investment. This could mean that these sectors were
already receiving a greater quantity of loans than the MDG mandate would imply, which would
mean that there might not be a great swing towards them in the SDG era.

2.2 Increased volumes

In 2002, the World Bank estimated that US$35 — US$75 billon of ODA per year would be
needed to meet the MDGs.*” All estimates of needs for overall finance for various SDGs are
higher than this (in both nominal/real terms). These include costs of US$1.5 — US$2.7 trillion
per year, or 4.5-8.2% of GDP between 2015 and 2030 for Low-Income Countries (LICs) and
Middle-Income Countries (MICs) to meet infrastructure-related SDGs* (World Bank estimate),
US$1.3 trillion for SDGs related to health and education®® (IMF estimate), and US$265 billion
per year over 2016-30 to sustainably end hunger.*® Since 2007, various estimates of climate
change financing needs have been made — many of which are over US$100 billion,*' and more
recently the IMF has suggested between US$140 — US$300 billion per year is needed for
developing countries alone.*?

Thus, there is no doubt that the SDGs require increased development financing compared to
the MDGs. However, the controversy remains the specific role that concessional finance and
therefore MDBs should play in this — with some MDBs and shareholders keen to stress the role
of the private sector and other financial flows, such as remittances and domestic

57 Devarajan, Shantayanan., Miller, Margaret J., and Swanson, Eric. V. “Goals for Development. History, Prospects, and
Costs”, Washington DC: The World Bank, 2002. https://doi.org/10.1596/1813-9450-2819

3% Rozenberg, Julie. & Fay, Marianne. “Beyond the Gap: How Countries Can Afford the Infrastructure They Need while
Protecting the Planet. Sustainable Infrastructure”. Washington DC: World Bank, 2019.
https://openknowledge.worldbank.org/handle/10986/31291

3% Gaspar, Vitor., Amaglobeli, David., Garcia-Escribano, Mercedes., Prady, Delphine., and Soto, Muricio. “Fiscal Policy and
Development: Human, Social and Physical Investment for the SDGs”, Washington, DC: International Monetary Fund (IMF),
2019. https://www.imf.org/en/ Publications/ Staff-Discussion-Notes/Issues/2019/01/18/Fiscal-Policy-and-Development-Human-
Social-and-Physical-Investments-for-the-SDGs-46444

40 McGuire, Shelley. “The State of Food Insecurity in the World 2015: Meeting the 2015 International Hunger Targets: Taking
Stock of Uneven Progress”, Rome: FAO. Advances in Nutrition, 6(5), p. 623-624, 2015. https://doi.org/10.3945/an.115.009936
41 Narain, Urvashi., Margulis, Sergio. & Essam, Timothy. “Estimating costs of adaptation to climate change”, Climate Policy,
11(3), 2011, 1001-1019.

https://www.tandfonline.com/doi/citedby/10.1080/14693062.2011.582387 ?scroll=top&needAccess=true

“2|nternational Monetary Fund. “Remarks of the Managing Director at the COP26 World Leaders’ Summit”, 1 November, 2021.
https://www.imf.org/en/News/Articles/2021/11/01/sp110121-COP26-World-Leaders-Summit-Georgieva
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taxation/savings. Some also argue that raising more funds will not necessarily help countries
achieve the SDGs, if policies and/or governance are poor.*3

Nevertheless, on balance we expect AAAA to imply an overall increase of lending (including
relative to economic size of borrowing countries) or actions/considerations that will soon lead
to a significant scale up of lending.

Assessing synergies/trade-offs

The integrated nature of the development challenges reflected in the SDGs is a defining
characteristic of the SDGs. Simply put, investments or policy changes in one sector can
produce synergies (or spill-over effects) or possible even trade-offs affecting targets in another
sector. A well-known example of synergies is how investing in sanitation facilities in schools
has been shown to improve girl’s educational outcomes, which are argued to in turn enhance
gender equality and reduce poverty.*

It is very difficult to accurately model large systems that combine social, economic,
environmental and governance dimensions, because of the complexity of interactions and the
requirement for a vast array of data. The Millennium Institute’s Integrated Sustainable
Development Goals (iISDG) model represents one such approach and is described as a, ‘policy
simulation tool to help policy makers and other stakeholders make sense of the complex web
of interconnections between the SDGs’. The website offers four country case studies where the
model has been applied: Cote d’'lvoire, Malawi, Nigeria and Senegal. Other approaches, more
limited in ambition but still complex, have been developed to address Climate, Land-use,
Energy and Water (CLEWs models), as well as food systems.

Given the Addis Ababa commitments, and the expected evolution of development bank lending
to reflect SDG principles, an early review of models and/or other analytical approaches to better
understand synergies and trade-offs that arise from lending activities would likely be
appropriate. Demonstrated investments in further improving existing (or developing new)
analytical approaches, and then adaptations to staff guidance to encourage or incentivize their
uptake would also be useful.

Leaving no One Behind
Actively reaching the furthest away

A key characteristic of the SDGs is the commitment by signatory governments to ‘leave no one
behind’ (LNOB) and to endeavor to ‘reach the furthest away first’. According to the 2030
Agenda, this is understood to address people or communities facing particular constraints or
exclusions, and includes people living in poverty, women and girls, children and youth, persons
with disabilities, people living with HIV or AIDS, older persons, indigenous peoples, refugees,
migrants and internally displaced people.

The routes to making the LNOB commitment real include additional investment, but also
political will, policy orientation, inclusive institutions and legislation. Concessional lending may

“3E.g. see: Bourguignon, Francois. and Sundberg, Mark. “Aid Effectiveness - Opening the Black Box”, American Economic
Review, February, 2007. https://www.jstor.org/stable/30034468; Manuel, Marucs, and Hoy, Chris. “Background Paper: Social

Sector Spending and Aid Allocation to Achieve the SDGs” ODI working paper 416. Overseas Development Institute, London,
2015.

““Heyman, Jody. & Barrera, Magda. “Ensuring a Sustainable Future: Making Progress on Environment and Equity”, 2013, 257-
258. https://oxfordmedicine.com/view/10.1093/med/9780199974702.001.0001/med-9780199974702
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not ultimately be the most appropriate tool to address exclusions or vulnerabilities faced by
certain groups, but analytical work underpinning each loan to understand how the envisaged
project or programme will impact on different groups in different ways would be key. It may be
that slight tweaks to programme design, or complementary investments in the form of domestic
resources or ODA grants, may significantly enhance outcomes for these groups in the context
of the broader lending exercise.

Therefore, an evolution of analytical work that explicitly addresses the circumstances and
needs of potentially vulnerable or excluded people, and thereafter the widespread use of these
analytics prior to loan agreement (reflected in guidance for country teams), including through
review at Executive Board level could be reasonably expected.

Considering Universality

Development finance — whether from domestic sources or ODA — is a scarce resource and
needs to be targeted to where it will be most effective in addressing nationally identified
development challenges. At the same time, it is important to consider this imperative against
the concept of universality that is one of the characteristics of the 2030 Agenda — that is,
universality means that the vision and goals are applicable in all countries — including
industrialized/richest countries, and to all communities within countries.

For instance, where acute development challenges are faced by middle-income countries —
including LDCs, Landlocked Developing Countries (LLDCs) and Small Island Developing
States (SIDS) — or by particular disadvantaged or vulnerable communities in all countries, it
would be reasonable to assess whether the available resource envelope, from all sources, is
sufficient or adequately targeted to invest in resolving those challenges, and whether
concessional lending could help. Any discussion of this, or of new and different indicators that
might be important to assess the eligibility of certain countries or projects, for example middle-
income SIDS facing severe adaptation challenges as a result of climate change, or even certain
“left-behind” communities in rich countries, would indicate MDBs taking this update of the
lending framework seriously.

Ownership Processes
Reducing conditionality

Loan conditionality is a complex area and has been subject of much research, especially since
most developing countries oppose the practice.*

Policy lending should always, in the words of one interviewee, “start from the needs of the
country or the region.” So, for example, it could follow a National Development Plan (NDP),
already developed and internally socialized. Because the SDGs are so broad, such NDPs are
usually linked to the SDGs, and financing strategies emanate from this starting point.

Most research concludes that it is hard to get the balance right. According to a literature review
conducted by the World Bank in 2019 there is mixed (quantitative) evidence on the
effectiveness of policy-based lending.*® In some cases there seems to be no effect or even an

45 Atta, Sara Mohammed. “IMF's Loan Conditionality: Negative Consequences in the Borrower Country and the Burden of
Responsibility”, Master's Thesis, the American University in Cairo: AUC Knowledge Fountain, 2021.
https://fount.aucegypt.edu/etds/1727

“6Koeberle, Stefan. G. "Should Policy-Based Lending Still Involve Conditionality?", The World Bank Research Observer, Vol.
18, No. 2, Oxford University Press, 2003, 249-273.
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effect in other policy areas. A further World Bank study demonstrated using quantitative data
that the organization’s non-lending instruments are more effective than its lending instruments
at influencing the policy priorities of client countries.#” Some argue that loans cannot come
entirely without strings attached, however, there are examples of lenders that do not attach
policy strings (e.g., Chinese lending).*® On the other hand, some argue that no strings could
have led to a counterfactual increase in corruption or even aspects such as environmental
unsustainability.*® In many cases, there is confusion as to what counts as a “condition” — having
standards around lending (e.g., environmental or social assessments — as is done with Chinse
lending) does not require changes in e.g., tax policy across a country (as was required by SAPs,
for instance).®®

Overall, however, we believe that the AAAA points towards a maintenance of standards
(potentially even ramping up), alongside an overall reduction in policy conditionality attached to
lending and/or innovative forms of conditionality trying to mitigate the problem of high levels of
accountability to external actors and instead direct that accountability domestically.5' Any shift
in these directions by MDBs would be crucial.

4.2 Participatory approaches

The SDG era is not just defined by the content of the new global objectives, but by the
participatory and representative process through which they were agreed. While the MDGs
were effectively drafted by the OECD countries before shifting to the UN system, the SDGs
were built over a period of at least 5 years in negotiations involving all the world’s countries and
a huge global consultation across civil society, business and others.>?

It is expected that this more modern, 215t century approach to international cooperation
embodied by the SDG process would be continued in the financing of the goals i.e., the
utilization of a participatory “country-owned” and “locally-owned” approaches in lending —
including subsidiarity to local, national, regional expertise, seeking parliamentary engagement
and approval, with such themes for instance being demonstrated in changes to procurement
planning and delivery.

The SDGs also have principles of universality and common responsibility — suggesting
appropriate SDG lending (and attached country analysis and technical advice) should be built
on mature dialogue, trust, broad participation, subsidiarity of local/national/regional expertise,
an analysis of political context, parliamentary engagement, mutually agreed benchmarks not
conditionality, flexibility and adaptation in implementation. Not only is such an approach more
appropriate for the modern era of development — demonstrating respect to all countries rather

47 World Bank Group. “How Does the World Bank Influence the Development Policy Priorities of Low-Income and Lower-
Middle-Income Countries?” Washington, DC: World Bank, 2020.
https://openknowledge.worldbank.org/bitstream/handle/10986/33707/%20 How-Does-the-World-Bank-Influence-the-
Development-Policy-Priorities-of-Low-Income-and-Lower-Middle-Income-Countries.pdf?sequence=1&isAllowed=y

48 Mattlin, Mikael., & Nojonen, Matti. “Conditionality and path dependence in Chinese lending”, Journal of Contemporary China,
24(94), 701-720, 2015. https://doi.org/10.1080/10670564.2014.978154

“® Dreher, Axel, and Fuchs, Andreas. “Rogue aid? An empirical analysis of China's aid allocation”, The Canadian Journal of
Economics, 48(3), 988—-1023, 2016. https://onlinelibrary.wiley.com/doi/abs/10.1111/caje.12166

%0 Ho, Harper and E, Virginia. “Sustainable Finance & China’s Green Credit Reforms: A Test Case for Bank Monitoring of
Environmental Risk”. Cornell International Law Journal, 2018, 609-681.

https://papers.ssrn.com/sol3/papers.cfm?abstract id=3124304

51 Besley, Timothy. and Persson, Torsten. “Fragile States and Development Policy”, London: Centre for Economic Policy
Research, EOPP/2011/22, January, 2011. https://sticerd.Ise.ac.uk/dps/eopp/eopp22.pdf

52 United Nations Development Program. “From the MDGs to Sustainable Development for all: Lessons from 15 years of
practice”, New York: United Nations, 2016.

https://www.undp.org/sites/g/files/zskgke326/files/publications/From%20the %20MDGs%20t0%20SD4All.pdf
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5.1

5.2

5.3

than treating some as more important than others — it is also, according to all the research, the
most effective way of delivering impact and long-term change.*?

SDG Needs & Gaps
Increased concessionality

As noted above (under metric 4) analysts seem to agree that SDGs require increased
development financing compared to the MDGs. Alongside AAAA implying an overall increase
of lending, delivery of the AAAA may well also imply increased concessionality of finance (i.e.,
cheaper loans — lower interest rates, longer maturities, longer grace periods, etc.,) — especially
for low-income countries that lack access to other forms of finance and have significant external
investment gaps, for example, many countries are limited from accessing private sector finance
at the MDB scale (e.g., bonds) because they are not rated — e.g., there are 23 African countries
that are “unrated” by the three big Credit Ratings Agencies.*>* Highly concessional finance from
MDBs could also be justified for global public goods such as climate change action (both
mitigation and adaptation), the costs of which developing countries cannot afford. For instance,
it has been estimated that US$700 billion of green, social and sustainability bonds were issued
in 2020, but very little flowed to the developing world.%®

A major inter-agency report, published in the midst of the Covid-19 pandemic, makes the case
for more concessional development financing to face the negative, diverging effects of the
pandemic. It recommends, “Meeting ODA commitments and providing fresh concessional
financing for developing countries, especially LDCs, along with replenishing the capital of MDBs
as needed; sustaining a high level of positive net flows at highly concessional terms to
International Development Association (IDA)-eligible countries through a replenishment of
IDA20.” Moreover, it recommends that all governments should, “align their recovery packages
with the SDGs and climate targets, including through integrated financing approaches; and
refrain from lifting support measures prematurely to safeguard the recovery and protect the
most vulnerable.™°

Assessing spending needs and spending quality

MDBs have taken the role to provide a range of country-based analysis to each other and as
public goods, analysis which is often entirely applied to developing countries (LICs and MICs)
— for example debt sustainability frameworks, or business environment assessments. In doing
so the MDBs shape perceptions, and thus can both mobilize and suppress financing of
development needs. %" Therefore, the AAAA would likely indicate a need to explicitly
acknowledge and adjust for SDG needs in such analysis.

Tagging Loans for impact

To understand how the resources of each development bank are being allocated amongst the
SDGs, systems could be put in place for recording or ‘tagging’ which SDGs (and targets) are

3 Glennie, Jonathan. The Trouble with Aid: Why Less Could Mean More for Africa. London: Zed Books, 2008, chapters 4 & 5.
54 For example, see list here: Credit Rating: Africa. Credit Rating - Countries - List | Africa.
https://tradingeconomics.com/country-list/rating?continent=africa

%5 Early, Catherine. “COP26: Is Finance for Climate Action 'Flowing'?” China: China Dialogue, October 27, 2021.
https://chinadialogue.net/en/climate/cop26-is-finance-for-climate-action-flowing/

%6 United Nations. “Inter-agency Task Force on Financing for Development”, Financing for Sustainable Development Report
2021, United Nations Publication, 2021.
https://unosd.un.org/sites/unosd.un.org/files/financing_for_sustainable development_report_2021.pdf

57 International Monetary Fund. “Factsheet - Joint World Bank-IMF Debt Sustainability Framework for Low-Income Countries”,

2016.

https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/16/39/Debt-Sustainability-Framework-for-Low-Income-Countries
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being addressed by each loan, and preferably to what extent (proportion of focus of loan). This
was an approach widely used by bilateral and multilateral donors in the era of the MDGs and
was important for identifying neglected goals in different regions or countries.® In the era of
sustainable development, it would also be important in identifying (and reducing) investments
in inherently unsustainable activities. Identifying the SDG focus and intention of each loan in
preparatory documentation would also assist in monitoring and evaluation when attempting to
assess the long-term impact of the loan instrument.

%8 In particular through the work of the UN-hosted Inter-Agency Expert Group (IAEG) on MDG Indicators: UNSTATS,
“Millennium Indicators”, United Nations, 2022. https://millenniumindicators.un.org/unsd/mdg/Host.aspx?Content=IAEG.htm
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SECTION 4: FINDINGS - THE
STATE OF SDG-ERA LENDING

The global landscape has changed significantly since 2015: two new multilateral banks have been
established — The New Development Bank (NDB) and the Asia Infrastructure Investment Bank (AlIB);
the US and China entered a trade war; global interest rates have fallen; debt stock to GDP ratios have
increased to 1980s levels in many countries; climate change impacts have continued to intensify in both
rich and poor countries; and, most dramatically, the various variants of the COVID-19 virus have spread
rapidly around the world over the last two years, and even more recently, Russia has invaded Ukraine.

In parallel, many countries — especially relatively poorer countries including middle income and lower
income countries — have devoted significant leadership and energy towards the delivery of the SDGs
(internationally, nationally and sub-nationally).

In the following section, we use the framework provided in Section 3 to analyze systematically what
changes have taken place in MDBs since the SDGs — from the strategic to the specific. Under each of
the twelve framework metrics, we first provide references to literature exploring the evidence, as well
as any relevant information garnered from interviews, and then also list relevant specific evidence from
MDBs, such as gathered from our quantitative analysis. Within certain frameworks, we provide specific
explanatory boxes and/or a total of five case studies to explain key findings. The case studies chosen
for this study deliberately include some ambitious countries in this regard.
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Based on this analysis, we provide an “effort and results” traffic-light based score (see table 5 below)
under each of the twelve metric headings. Whilst it would be possible to in principle also go to the extent
of providing this type of scoring for each MDB, due to resource constraints, we do not do so. However,
this is possible to do in future iterations or separately for each bank (see our recommendations).

Table 5: Traffic Light Scoring Legend

High level of Effort/Result

Medium level of Effort/Result

Low level of Effort/Result -

1. Strategic Coordination

1.1 Management-level coordination amongst MDBs

Since the AAAA, the MDBs have continued to meet regularly and have widened membership
since the AAAA to include the new banks. However, they do not include large emerging
economy banks (e.g., China).

In 2016, a year after AAAA, the MDBs issued a joint statement®® that mentioned their work
since AAAA to take, “common actions to address critical issues of the 2030 Agenda such as
forced displacement, infrastructure, urbanization, climate finance and private investment”.
However, not one specific SDG was mentioned in the statement. In addition, many of these
areas were work that had been initiated prior to the AAAA. For instance, the MDBs had already
issued a joint statement on their work on infrastructure in 2014.6°

Furthermore, in public write-ups of “heads of MDBs” meetings since 2020, specific SDGs are
not mentioned, even when there are key sectors of work mentioned. For instance, 2021’s AllB
chair was noted to have, “elevated the importance of health financing, climate change and
digital infrastructure as core enablers for COVID-19 recovery and sustainable development”.5!
However, no links were made to e.g., SDG5 (health) or SDG13 (climate) — indicating a lack of
familiarity with the framework.

Nevertheless, the MDBs claim to be making progress on alignment, including joint reporting —
a process that has been ongoing since 2004 during the MDGs.®? In a major paper jointly
published by leading MDBs in December 20205 the MDBs claimed that:

° While each MDB has its own reporting frameworks, all have sought to demonstrate
how their operations contribute to countries’ progress on the SDGs.

5% World Bank Group. “Statement by Multilateral Development Banks: Delivering on the 2030 Agenda.” World Bank. World Bank
Group, October 9, 2016. https://www.worldbank.org/en/news/press-release/2016/10/09/delivering-on-the-2030-agenda-
statement

%World Bank Group. “Statement by the Heads of the Multilateral Development Banks and the IMF on Infrastructure.” World
Bank. World Bank Group, November 13, 2014. https://www.worldbank.org/en/news/press-release/2014/11/13/statement-heads-
multilateral-development-banks-imf-infrastructure

61 Asia Infrastructure and Investment Bank. “Second Meeting of Heads of Multilateral Development Banks-2021 - News.” AllB,
2021. https://www.aiib.org/en/news-events/news/2021/Second-Meeting-of-Heads-of-Multilateral-Development-Banks-2021.html
52 Asian Development Fund. “Report on ADB Cooperation with Development Partners.” ADF IX Midterm Review Meeting, n.d.
https://www.adb.org/sites/default/files/page/59527/files/partnerships-paper-adf-ix.pdf

5Multilateral Development Banks. “Financing the Sustainable Development Goals.” The Contributions of the Multilateral
Development Banks , 2020, 1-22. https://www.isdb.org/sites/default/files/media/documents/2022-
02/MDBs%20Report%200n%20SDGs_vf.pdf
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o Some MDBs have developed platforms focused on directly supporting SDG attainment
by supporting innovation.
° Since 2016, many MDBs have worked together to identify and jointly report on the
finance mobilized by their investments.
° Since 2012, 10 MDBs have reported on their climate change financing using a jointly

agreed methodology.

However, evidence on most of these is scarce (and will be discussed further below), except for
climate finance reporting formally launched in 2018.54

Finally, there have been many new relevant forums convened to which most MDBs are invited
— such as the Finance in Common Summits (FICS), initiated in 2020 and bringing together what
the organisers term “Public Development Banks” (PDBs). However, as Box 1 illustrates, it is
difficult to pin down whether these summits are delivering additional shifts.

BOX 1: Finance in Common (FIC)

The Finance in Common coalition “gathers the whole Public Development Bank (PDB)
community along with other key stakeholders, such as Heads of State, governments,
supervisors, and representatives from the private sector, civil society, think tanks and
academia.” By rallying and challenging a new and significant global community with enhanced
capacity of action, and by promoting sustained collective action, the Finance in Common
Summit seeks to contribute substantially to the success of the United Nations Sustainable
Development Goal's (UNSDG) “Decade of Action”.

The first FICS was held online in March 2020, the second in Rome in 2021, and the third s
expected to be held in Abidjan during 2022, hosted by the African Development Bank and the
European Investment Bank.

The FICS is aimed at (among other things) bringing together the financial community at large
to design a financial system whereby PDBs would have the ability to reorient and leverage all
financial flows in the direction of climate and the SDGs.”

A report produced one year after the first FICS emphasized strongly the PDBs’ substantial
countercyclical spending, in the context of the Covid pandemic. Such spending is branded as
SDG-aligned, albeit there is little evidence that much thinking surrounding the SDGs had been
done in conjunction with these disbursements. There is very little on progress in regards to
SDG alignment.%®

Management-level coordination amongst MDBs

Results

1.2 MDB board discussions

In regards to overall strategy discussions, our desk research finds that the World Bank, IMF,
AfDB, AlIB, NDB, CAF, IDB all include extensive mentions of the SDGs in their websites and

5 World Bank Group. “Multilateral Development Banks (MDBs) Announced a Joint Framework for Aligning Their Activities with
the Goals of the Paris Agreement.” World Bank. World Bank Group, December 3, 2018.
https://www.worldbank.org/en/news/press-release/2018/12/03/multilateral-development-banks-mdbs-announced-a-joint-
framework-for-aligning-their-activities-with-the-goals-of-the-paris-agreement

%Finance in Common. “PDBs in Action: 2021 Progress Report from the First Year of Life of the Finance in Common Coalition.”
The global summit of all Public Development Banks, 2021, 1-23. https://financeincommon.org/sites/default/files/2021-
10/Progress%20Report%20from%20the%20First%20Year%200f%20Life%200f%20the %20Finance%20in%20Common%20Co

alition_0.pdf
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strategy documents, covering their operational alignment and evaluation of progress. However,
the inclusion has been carried out distinctly by different MDBs, and as such we have not found
any structured incorporation (reinforcing our assessment on coordination).

For instance, the World Bank references the SDGs throughout its reports and core institutional
documents as well as publishing several documents that track the implementation of the 2030
Agenda, such as the World Bank Group Fund for the SDGs 2019 Annual Report, Financing
and Implementing the SDGs: Ideas for Action 2019 and Implementing the 2030 Agenda-2019
Update.®® The Bank has an Open Knowledge Repository SDG page that allows tracking of
World Bank_publications (not loans) pertaining to each of the 17 SDGs as well as an Atlas of
Sustainable Development Goals (2020) through the World Bank Data portal which includes
data gathered through the World Development Indicators on the progress of all 17 SDGs.%”

Similarly, CAF’s 2017 Annual Report, describes the SDGs as cross-cutting for the institutional
strategy.®® Although the report measures the number of operations aligned to the SDGs, it does
not define which indicators were used to establish the connection. In the 2015-2016
Sustainability Report, CAF aligns its actions as part of its Agenda for Sustainable Development,
which is aimed at improving the efficiency, equity, sustainability, institutional framework, and
integration in Latin American countries. But in CAF’s 2020 Annual Report the SDGs are not
even mentioned.®®

In contrast, the IMF has an SDG Factsheet that outlines the various activities that are taken by
the IMF in support of the achievement of the SDGs.”® The IMF explicitly emphasizes its own
commitment to the SDGs by stating that, “At a broad level, IMF engagement on the SDGs is
aligned with the five SDG pillars of people, prosperity, planet, peace, and partnership.””" With
these five pillars, the IMF seeks to cover most SDGs through the following pairings: People
(SDG 5, 10), Prosperity (1, 8), Planet (6, 7, 12, 13), Peace (16), and Partnership (3, 4, 9, 17).
The IMF also has a post-pandemic assessment of the SDGs, highlighting its role in financing
and supporting the SDGs as well as the impact of COVID on the achievement of the SDGs.”?

However, although general references to “sustainable development” are common on websites
and reports of both the China Development Bank (CDB) and China Exim Bank, commitment to
SDGs or the 2030 Agenda Framework is mentioned as the principle only in CDB’s annual
sustainable development reports and themed reports on sustainable development along the
Belt and Road,” while absent in its strategic priorities of annual reports or any of Exim Bank’s
released reports.

Interviews reinforce these varied responses and disappointing findings — several interviewees
noted much rhetorical language on SDGs by both recipient countries and MDB lenders — but

5 World Bank Group. “World Bank Group and the 2030 Agenda.” World Bank, n.d.
https://www.worldbank.org/en/programs/sdgs-2030-agenda

57 World Bank Group. “Focus: Sustainable Development Goals.” Open Knowledge Repository, n.d.
https://openknowledge.worldbank.org/pages/sustainable-development-goals. ; “The Atlas of Sustainable Development Goals
2020.” World Development Indicators, n.d. https://datatopics.worldbank.org/sdgatlas/

% CAF Development Bank of Latin America, “Annual Report 2017.”, 2017, 1-138.
https://scioteca.caf.com/bitstream/handle/123456789/1260/CAF_IA2017_INGLES_20180822_BR.pdf?sequence=2&isAllowed=

y

% CAF Development Bank of Latin America. “Annual Report CAF 2020,” 2021.
https://scioteca.caf.com/handle/123456789/1761

0 International Monetary Fund. “Factsheet - the IMF and the Sustainable Development Goals.” IMF, February 16, 2021.
https://www.imf.org/en/About/Factsheets/Sheets/2016/08/01/16/46/Sustainable-Development-Goals

" International Monetary Fund. “Sustainable Development Goals,” n.d. https://www.imf.org/en/Topics/SDG

2 Benedek, Dora, Edward R Gemayel, Abdelhak S Senhadiji, and Alexander F Tieman. “A Post-Pandemic Assessment of the
Sustainable Development Goals.” Staff Discussion Note, April 27, 2021, 1-34. https://www.imf.org/en/Publications/Staff-
Discussion-Notes/Issues/2021/04/27/A-Post-Pandemic-Assessment-of-the-Sustainable-Development-Goals-460076

3 China Development Bank. “ 2020 China Development Bank Sustainable Development Report,” 2021.
http://www.cdb.com.cn/shzr/kcxfzbg/shzr 2020/
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no significant shift in approaches. Indeed, some interviewees highlighted that leadership
personality changes of MDBs were more significant in determining many of the AAAA-related
shifts than an SDG alignment process itself. On the other hand, interviewees in relation to the
two new banks — AlIB and NDB — were very clear that the SDGs are fundamental to their
operations, noting multiple board discussions, etc. The NDB’s General Strategy, 2017-2021,7*
states: “...the Bank will seek to become an important player in helping BRICS and other EMDCs
achieve the UN’s 2030 Sustainable Development Goals, as well as those of the Addis Ababa
Action Agenda on Financing for Development...”. Furthermore, the NDB’s “Annual Report
2020”75 highlights the alignment between the NDB’s key areas of operations and the SDGs,
showcasing how the bank’s operational focuses are complementary with the 2030 Agenda.

A major study by the European Think Tanks Group (ETTG)"® backs these research findings. It
highlights a lack of common understanding and coordination amongst what they call Public
Development Banks (PDBs) over what SDG alignment means, what it entails, and how it is
carried out, stating, “there is no common understanding among PDBs about SDG alignment.”

The study also underlines that most, if not all, reforms executed by PDBs on SDG alignment
have been limited to mapping exercises, which are not considered enough to bring about actual
SDG alignment. The study asserts that mapping does not equate alignment, as it bypasses a
deeper understanding of the 2030 Agenda and it doesn’t entail more comprehensive, bank-
wide transformations in the operation of PDBs. It states, “Only bank-wide endorsement of SDG
alignment can lead to a complete, comprehensive and systemic integration of the SDGs. They
must be the main objective of bank activities.”

Finally, beyond SDG mapping, the study laments the lack of progress achieved by PDBs on
other indicators of SDG alignment. Specifically, it points out that (a) PDBs have not practically
moved from “strategy” to “internal operations” in terms of SDG alignment; (b) PDBs need to
broaden their investment philosophy and approach to a more active, SDG-targeted stance; (c)
PDBs need to operationalise SDGs across the board, in all of their activities; (d) PDBs must
work on their taxonomies of investment, to make them more suited to the 2030 Agenda.

The report concludes: “More PDBs need to adopt a bold transformative mindset that sees SDG
alignment and implementation as a development opportunity and asset, rather than as a box to
check or even a burden.” “Current efforts have continued to be piecemeal and fragmented
(Riafo et al., 2020). Long-term, sustainable impact at scale remains elusive. PDBs are certainly
contributing to sustainable development through their financial and non-financial instruments,
but they have not systematised these scattered actions in their portfolios and in their
organisations as a whole. Therefore, the forcefulness and visibility of their actions is lost; we
find ourselves with a kaleidoscope of diverse responses.”

Given these shortcomings, the study recommends “four operational principles” to jumpstart
alignment with SDGs: Lead internally and foster a sustainable development culture; Develop a
holistic strategy and long-term vision; Mainstream SDG priorities within internal operations;
Mobilise and catalyse truly transformative investments.”” We return to these recommendations
in Section 6.

"“New Development Bank. “Strategy,” n.d. https://www.ndb.int/about-us/strategy/strategy/
New Development Bank. “Our Key Areas of Operation & the Sustainable Development Goals.” New Development Bank.
https://www.ndb.int/annual-report-2020/enhancing-development.html

"8Riano, Maria Alejandra, Samantha Attridge, San Bilal, Niels Keijzer, Benedikt Erforth, Daniele Fattibene, Elisabeth Hege,
Martin Evans, llliana Olivie, and Damien Barchiche. “Financing the 2030 Agenda - Ettg.eu. Financing the 2030 Agenda: An
SDG Alignment Framework for Public Development Banks.” European Think Tanks Group, October 2021, 1-45.
https://ettg.eu/wp-content/uploads/2021/10/ETTG-study-Financing-the-2030-Agenda-An-SDG-alignment-framework-for-Public-

Development-Banks.pdf

Ibid.
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MDB board discussions

Some documentation updated, esp. WB, IMF, CAF

Results
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More Complex Ambitions
Newer themes

There is evidence that more lending is being channelled towards economic and environmental
sectors, but there is little evidence that this is directly related to the SDG agenda rather than
influenced by other contextual factors. Similarly, various interviewees note that there are
particular SDG gaps e.g., concerns that the governance commitments of the SDGs are not
taken seriously. Nonetheless, some examples of changes in terms of delivery that have been
influenced by the SDGs are outlined below.

According to the joint MDB 2020 paper there has been significant progress on financing the
newer SDG themes:

o Climate change is increasingly central to the MDB'’s financing efforts.

° Many MDBs have boosted their investments in social protection to reduce poverty and
foster inclusive growth. Social protection systems are a critical element of such
programs, helping provide income support and manage shocks.

° MDBs have stepped up their assistance to their countries to expand clean energy
infrastructure.
° MDBs have been especially active in green and climate bond markets and have helped

strengthen institutional frameworks for sustainability, including through improved
standards and reporting. The MDBs have been increasingly active in the social bond
markets. Integrated sustainable development bonds are another area where the MDBs
have supported innovation

However, these investments may not represent a response to the SDG mandate — many of the
shifts in portfolio began some time before 2015. For instance, the Climate Investment Funds
were established in 2010 — and were helpful to MDBs in developing joint programs to address
climate change in emerging markets. Hence, a series of case studies of environmental policy

lending was carried out by the World Bank in 2016, meaning this kind of lending is not new. ’®
79

On the other hand, the AlIB’s fairly immediate commitment to operating on a “lean, green and
clean” model, including an (at the time) early commitment not to finance coal, demonstrates
some degree of change. The AlIB in 2020 announced a target of ensuring 50% of all project
approvals are climate finance related by 2025.8° NDB has not had such a motto but has also
focused on non-coal energy projects, including renewables.®' The IMF has launched an
infrastructure policy support initiative®? that seeks to increase public investment in infrastructure
through macroeconomic policy advice and capacity building.

Furthermore, even if funds are being channelled to newer themes, it is unclear if they are being
done so effectively. Within the context of Agenda 2030, the mobilization of private finance was

"8World Bank. “IEG Learning Product: Lessons from Environmental Policy Lending.” Learning Product, June 29, 2016, 1-73.
https://ieg.worldbankgroup.org/sites/default/files/Data/reports/lp_environmentalpolicylending_0716_1.pdf

SSidner, Lauren, and Elisha George. “Insider: The World Bank's Policy Lending Can Better Support Climate Action.” World
Resources Institute, October 7, 2020. https://www.wri.org/insights/insider-world-banks-policy-lending-can-better-support-
climate-action

80 European Parliament. “Asian Infrastructure Investment Bank: How Lean, Clean, and Green Is the AlIB?,” February 8, 2021.
https://www.europarl.europa.eu/thinktank/sv/document/EPRS BRI(2021)679086

8'New Development Bank. “NDB President: 60% of Funding Will Be for Renewables.” New Development Bank President’s
Desk, November 21, 2016. https://www.ndb.int/president _desk/ndb-president-60-funding-will-renewables/

8|nternational Monetary Fund. “IPSI Tools- IPSI Pilots.” IMF External, n.d.
https://www.imf.org/external/np/fad/publicinvestment/pdf/ipsi.pdf
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described as a backbone for achieving the SDGs objectives,?® and as such an increase in the
focus of MDBs towards the private sector including designing or co-funding “impact bonds” has
been seen. For instance, the Economic Commission for Latin America and the Caribbean in
2019 stated that “MDBs will have to respond to the increasingly complex demands of their
clients by diversifying their options for local currency operations and expanding financial
products and complementary services” .3

However, the European Union was singled out as having a pro-private sector agenda whereby
as well as a focus on human and environmental rights, partner countries are expected to ensure
a certain kind of institutional arrangement to support multinational business interests.
Furthermore, many countries still emphasize that mobilization and private sector financing “cannot
substitute adequate capitalization and sovereign guaranteed lending.”®® For instance, an OECD
survey of forty developing countries indicated a much higher preference for multilateral
development organizations to bilateral lending mechanisms, with multilateral loans serving as
the largest external financing source within a 5 to 10-year period.®

Ghana (Case Study 1) provides a case study of a country that has had to turn towards the
private sector in order to finance key SDG challenges — in very proactive ways — because the
country is unable to access sufficient MDB finance, in particular for large infrastructure gaps,
which are now covered by the SDGs but were not by MDGs.

CASE STUDY 1: Ghana — an example of MDBs not meeting new
thematic needs

With a population of approximately 31 million people and an average economic growth rate
of 7% between 2017-2019, Ghana has made remarkable economic progress over the past
two decades making great strides towards better governance and strong macroeconomic
reform. 8 As a Lower-Middle Income Country (LMIC), Ghana has demonstrated its
commitment to meeting the 2030 Sustainable Development Goals through numerous
initiatives that target different SDG goals as well as robust COVID-19 relief programs that
mitigate the impact of the pandemic, Ghana's Covid-19 Alleviation and Revitalization of
Enterprises Support (CARES) program and the Socio-Economic Response and Recovery
Plan (SERRP). 88

Since 2015, the SDGs have been named in key government documents as a driving factor in
Ghana's national development policy formulation, planning and implementation with national
budgets and developmental frameworks being fully aligned with the SDGs. The government's

8United Nations Development Program. “Financing the 2030 Agenda.” An Introductory Guidebook for UNDP Country Offices,
2018.

https://www.undp.org/content/dam/undp/library/Sustainable %20Development/2030%20Agenda/Financing_the_ 2030 Agenda
CO_Guidebook.pdf

8 |bid.

8Artecona, Raquel, Marcelo Bisogo, and Pablo Fleiss. “Financing Development in Latin America and the Caribbean.” The role
and perspectives of multilateral development banks, 2019. https://www.cepal.org/en/publications/44608-financing-development-
latin-america-and-caribbean-role-and-perspectives

8 Gulrajani, N. Bilateral versus multilateral aid channels. ODI Report, 2016. https://cdn.odi.org/media/documents/10492.pdf

87 World Bank. “Ghana Overview.” World Bank, October 11, 2021. https://www.worldbank.org/en/country/ghana/overview#1
8Ministry of Finance Ghana. “Ghana Has Not Been down-Graded as a Low Income Country,” April 14, 2021.
https://mofep.gov.gh/press-release/2021-04-14/ghana-has-not-been-down-graded-as-a-low-income-

country#:~:text=In%20this %20appendix%2C%20Ghana%20is.%2C%20Kenya%2C %20Nigeria%20and%20others.&text=We %
20wish%20to0%20reassure%20all,a%20Lower%2DMiddle%20Income%20Country ; Government of Ghana. “Sustainable
Financing Framework,” n.d. https://mofep.gov.gh/sites/default/files/news/Ghana-Sustainable-Financing-Framework.pdf. ;
United Nations Ghana. “Building Back Better from COVID-19.” Common Country Analysis (CCA) and Socio-economic
Response and Recovery Plan (SERRP), 2020, 1-70. https://ghana.un.org/sites/default/files/2020-
11/United%20Nations%20Ghana%20SERRP_%20Final.pdf
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CASE STUDY 1: Ghana - an example of MDBs not meeting new
thematic needs

budget codes are linked to one or more SDG targets to assist the Ministry of Finance in
tracking government expenditures on various targets.®®

As part of the government’s SDG vision, the government of Ghana has established a country
financing roadmap (CFR), an initiative to formulate a plan for greater financing towards the
SDGs through public-private partnerships. According to the CFR, the government is by far
the largest financier of the SDGs. Approximately US$9.3 billion is budgeted for the SDGs by
the Ghanaian government and other domestic sources, representing about 92% of the total
funding for SDGs in Ghana in 2019. Goals 3, 4, 16 and 17 were allocated the largest
expenditure and Goal 17 (partnerships) accounted for 73.5% of the total SDG budget.® *'
The remaining 8% were provided mainly by development partners.®?

Although the government is actively integrating the SDGs in its economic development
agenda and heavily financing the SDGs, there still remains a large disparity in the funding
needed to achieve the SDGs and the investment and financing that is available. In terms of
the SDG financing gap, the cumulative 10-year cost from 2021 to 2030 of achieving the SDGs
is estimated at about US$522.3 billion (around US$52.2 billion annually).®® Both ODA and
domestic resources would need to be leveraged approximately three times through both
innovative financing and de-risking actions to fill in the current SDG financing gap.®* In
addition, although the SDGs have been mainstreamed in various development plans, there is
still a major issue in the capacity to monitor and evaluate overall progress made.

Financing trends

As a result of rising public debt and deteriorating debt service metrics, Ghana was re-
classified as moderate to high risk of debt distress by the IMF's Debt Sustainability Analysis
(DSA) in 2015 and in the most recent DSA in 2019, Ghana has continued to remain at high
risk of debt distress.® This has been a major hindrance in entering the bond market/private
capital market to borrow as the interest rates will likely be high and maturity short. However,
as a result of the implementation of a Medium-Term Debt Management Strategy (MTDS),
Ghana was able to improve the country's debt profile.%

Domestic revenue has also increased steadily from 2015 to 2018, peaking at US$9.7 billion
in 2018 and then decreasing to US$9.5 billion in 2019 and then rising slightly in 2020 to
US$9.8 billion despite the pandemic, as a result of improvements in tax policy measures.
However, domestic revenue to GDP has declined since 2015 as a major proportion of SDG
financing is sourced from government domestic revenue.®”

MDB response

8World Economic Forum. “Country Financing Roadmap for the SDGs: Ghana.” Insight Report , June 2021, 1-65.
http://www.indiaenvironmentportal.org.in/files/file/WEF %20SDIP%20CFR%20Ghana%20Report%202021.pdf

Dlbid.
“lbid.
“2Ibid.
%lbid.
“Ibid.

9 African Development Bank Group. “Ghana - Country Strategy Paper 2019-2023.” African Development Bank - Building today,
a better Africa tomorrow, June 24, 2019. https://www.afdb.org/en/documents/document/ghana-country-strategy-paper-2019-
2023-110049

lbid.

9"World Economic Forum. “Country Financing Roadmap for the SDGs: Ghana.” Insight Report , June 2021, 1-65.
http://www.indiaenvironmentportal.org.in/files/file/WEF %20SDIP%20CFR%20Ghana%20Report%202021.pdf
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CASE STUDY 1: Ghana - an example of MDBs not meeting new
thematic needs

Although Ghana has been very proactive in aligning their local policies with the 2030 Agenda,
Ghana is struggling to garner greater international funding to finance their various SDG
initiatives as a result of a withdrawal of multilateral lenders and Ghana’s accession to the
LMICs and the excessive rates charged by global capital markets. Ghana’s recent transition
from a lower developing country to a lower middle-income country has forced the nation to
lose a lot of concessional financing in the process that was previously at their disposal.
Furthermore, although there is the alleged transformation from “policy conditionality” to “policy
advice” as dictated in the AAAA, changes on paper have not been replicated by changes in
practice, as in Ghana, the IMF still holds sufficient power and leverage to employ its “policy
advice” as effective conditionality for Ghana’s access to development financing.

Fortunately, Ghana has been quite successful at garnering capital from other sources, both
private and public, and has thus not focused on pursuing financing from MDBs as much as
before. Thus, investment has become a primary source of foreign capital for the country,
particularly in infrastructure and environmental initiatives.*®

The Ghana Voluntary National Review (VNR) report outlines the core action being taken in
implementing the SDGs, the progress that has been made so far, the major challenges and
the opportunities that are yet to be explored. The VNR provides a detailed analysis of Ghana's
progress on all 17 goals and each indicator. According to the voluntary national review, in the
spirit of the central pillar of the SDGs - leave no one behind (LNOB) - which is closely aligned
with the “create opportunity for all” government development blueprint, 16 flagship programs
have been established to accelerate change in the SDGs.® In the report, a section on LNOB,
identifies three main vulnerability categories (chronically poor, economically at risk and
socially vulnerable) and the groups that fit in each category (severely disabled, internally
displaced persons, urban unemployed etc). Furthermore, the report outlines sections of the
population that are particularly vulnerable to shocks and risks and lists out government
policies that are put in place to ensure that “no one is left behind” in priority areas such as
health inequity and gender equality. The Education for All initiative is a successful case in
point. However, during an interview with an international development expert, it was
mentioned that although the LNOB notion has received much attention on paper, in practice
not much is being done.

Moreover, in line with the tenets established in the AAAA, the Ghanaian government is
prioritizing increasing domestic resource mobilization (strengthening revenue institutions,
diversifying sources of mobilization, reviewing the existing tax exemption regime) and better
aligning international business and finance with public goals.'® Not to mention, Ghana is
tackling climate change issues and environmental sustainability through the “National Climate
Change Policy (NCCP), Ghana National Climate Change Master Plan Action Programmes for
Implementation: 2015-2020"."°" Ghana’s Sustainable Finance Framework has also been
developed to issue numerous sustainable financing instruments including green instruments

Blbid.

%National Development Planning Commission Ghana. “Ghana- Voluntary National Review Report on the Implementation of the
2030 Agenda for Sustainable Development.” Republic of Ghana, June 2019, 1-118.
https://sustainabledevelopment.un.org/content/documents/23420Ghanas_VNR_report Final.pdf

1%National Development Planning Commission Ghana. “Ghana- Voluntary National Review Report on the Implementation of
the 2030 Agenda for Sustainable Development.” Republic of Ghana, June 2019, 1-118.
https://sustainabledevelopment.un.org/content/documents/23420Ghanas_VNR_report_Final.pdf

1Ipid.
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CASE STUDY 1: Ghana - an example of MDBs not meeting new
thematic needs

(such as green bonds and loans), social instruments (social bonds and loans) and
sustainability instruments (sustainability bonds).%?

Specific MDB evidence

In 2020, the China Development Bank issued green finance bonds certified by the
Climate Bond Initiative in multiple markets simultaneously, the initial size of which
reached 10 billion yuan, mainly covering areas of clean transportation and pollution
prevention. The expected environmental benefits include saving about 413,000 tons of
standard coallyear and reducing about 912,000 tons of carbon dioxide
emissions/year.'®

° The Exim Bank widely supports clean energy sectors such as hydro, solar, wind,
biomass and nuclear power generation, as well as green infrastructure upgrades such
as railroads, urban public transportation and waterway management. As of the end of
2020, the Exim Bank's green credit balance was RMB 294.94 billion, an increase of
17.52% compared to the beginning of the year, and resultant reduction of coal usage
and carbon dioxide emissions was over 100-fold of that of CDB'’s.'%*

o In 2019 the IDB presented its first sustainable development bond linked to the SDGs
which they claim positions the bank as a leader in “developing innovative tools to
advance SDG financing”.'%

° During 2014-2020, CAF’s loan approvals were distributed according to sectors as
follows: Water 47%, Urban Development 26%, Education 15%, Health and Nutrition
7%, Covid-19 response 5%.'% Although there is an analysis of the different sectors in
which CAF is focusing its efforts and its "alignment of approved technical cooperation
with the Development Goals", and these efforts are associated with supporting
vulnerable populations and reducing inequalities, there is no clear line, nor is it reflected
in a detailed and transparent analysis. This lack of coordination beyond the thematic
area of the projects prevents a long-term analysis of the impact of investments on the
SDGs. One of the CAF's strongest drivers of deliverables may be CAF implementation
of Green Bond Program. This programme supports national commitments while
contributing to achieving climate change objectives and addressing adaptation and
mitigation challenges.'”” CAF also implemented a Green Agenda, in order to promote
the incorporation of solutions to development based on nature, recognizing the
importance of promoting structured actions to add value.'%®

192Republic of Ghana. “Sustainable Financing Framework,” n.d., 1-34. https://mofep.gov.gh/sites/default/files/news/Ghana-
Sustainable-Financing-Framework.pdf

193China Development Bank. “2020 China Development Bank Sustainable Development Report,” 2021.
http://www.cdb.com.cn/shzr/kexfzbg/shzr 2020/

1%The Export-Import Bank of China. “2020 Annual Report,” 2021.
http://www.eximbank.gov.cn/aboutExim/annals/2020/202106/P020210608356588841587.pdf

%|nter-American Development Bank. “2019 Partnership Report: Financing a Sustainable Future.” Inter-American Development
Bank, 2020, 1-53. https://doi.org/http://dx.doi.org/10.18235/0002350

19%8CAF Development Bank of Latin America. “Sustainable Development Agenda,” March 2021, 1-29.
https://www.caf.com/media/3042005/caf-cdp_jorge-concha.pdf

97CAF Development Bank of Latin America. “Green Bonds Program,” n.d. https://www.caf.com/en/investors/green-bonds-
program

19%8CAF Development Bank of America. “Sustainability Report 2019,” June 16, 2020, 1-132.
https://scioteca.caf.com/handle/123456789/1594
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2.2

Effort Some evidence of effort — but some is pre-2015

Results Mixed — e.g., private sector still a challenge, COVID-19, etc.

Increased volumes

There is little clear commitment by the MDBs to scale up lending over time. In a 2020 report
the MDBs acknowledge that, “the scale and speed of progress (of SDG achievement and
implementation) has been inadequate” and commit to continue efforts to “stretch their balance
sheets, increase direct financing, expand co-financing, and mobilize private finance to SDG-
aligned investments, making the best use of all available instruments including critically
important donor grant funding”.'®

On the other hand, the AlIB and NDB clearly represent significant new volumes of finance that
were not there prior to the SDGs, and the IMF has recently started to design a new US$50
billion trust fund to scale up support to low-income and vulnerable middle-income countries —
Resilience and Sustainability Trust (RST).

The response of MDBs to Covid-19 provides an interesting real means to examine if and how
MDBs are able to scale up appropriate lending fast.

According to the “Financing for Sustainable Development Report 2021”,""° an inter-agency
report published in the midst of the Covid-19 pandemic, and as shown in Tables 6 and 7 below,
MDBs state that their involvement in development financing has increased in the wake of the
pandemic. Over US$200 billion of support to LICs was announced by the major MDBs, with the
World Bank accounting for US$160 billion, US$50 billion at concessional rates through the IDA.
Other commitments from regional development banks include US$21.6 billion from the IADB,
US$20 billion from the ADB, and US$10 billion from the AfDB. This response, similarly to the
response to the global financial crisis in 2008, has had a substantial counter-cyclical effect,
particularly in regards with LDCs. It seems that the MDBs have indeed stepped-up financial
support in line with the pandemic, however, there is no indication that this has been done in an
SDG-aligned manner, nor that it has been accompanied by any reform in the process of lending
or in the decision-making structure of international development lending institutions.

That said, even if new funds are created by MDBs, most are not disbursed. For instance,
although World Bank announced a US$104 billion fund for COVID relief from April 2020 to
February 2021, as of February 2021, it has committed US$72 billion, of which only US$42 billion
has been dispersed.'"" Not to mention that many analysts believe that the World Bank has not
been utilizing its capital effectively, for several reasons.''?

Furthermore, a closer observation of the G20’s DSSI is quite disappointing. In addition to MDBs
excluding themselves from DSSI, between May 2020 and December 2020, only 36% of debt

1%Multilateral Development Banks. “Financing the Sustainable Development Goals.” The Contributions of the Multilateral
Development Banks, 2020, 1-22. https://www.isdb.org/sites/default/files/media/documents/2022-
02/MDBs%20Report%200n%20SDGs_ vf.pdf

"%Inter-agency Task Force on Financing for Development. “Financing for Sustainable Development Report 2021,” 2021.
https://developmentfinance.un.org/sites/developmentfinance.un.org/files/FSDR_2021.pdf

""Morris, Scott, Justin Sandefur, and George Yang. “Tracking the Scale and Speed of the World Bank's Covid Response: April
2021 Update.” Center For Global Development, April 5, 2021. https://www.cgdev.org/publication/tracking-scale-and-speed-
world-banks-covid-response-april-2021-update

12| owcock, Mark, and Bernat Camps. “What Next for IDA?” Center for Global Development, November, 2021.
https://cgdev.org/sites/default/files/what-next-for-

IDA.pdf?fbclid=IwAR2HdNFIAudmNMFgYP_XDeozvrpkxmelLmaghHzuC6tnfe11RpxvighcG7ms
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payments were subject to debt suspension.''® Fast forward to July 2021 and the DSSI had led
to the postponement of debt servicing of a mere US$5 billion in eligible countries — a far more
modest achievement than was anticipated.'"*

Table 6: COVID-19 response packages announced by MDBs

World Bank? African Development Bankb Asian Development Bank< Inter-American Development Bankd

$160 billion, of which $50-555 billion each $10billion, of which $5.5 billion for sovereign 520 billon, of which $14.9 billion inloans, $21.6 billion, of which $12.6 billion dedicated
from IBRD and IDA resources; includes $12 operations, $3.1 billion under the conces- qrants and technical assistance and $9.9 topublic sector projects and $9 billion for the

billion for vaccines sional African Development Fundand $135  billion in quick-disbursing budget support; privatesector
billion to private sector operations $20.3 million in additional technical assis-
tance; and $9 billion vaccine initiative
Source: UN DESA.
Note: [BRD stands for International Bank for Reconstruction and Development, the World Bank's non-concessional window.
a World Bank.
b African Development Bank, “African Development Bank Group Unveils $10 Billion Response Facility to Curb COVID-19," African Development Bank - Building today, a better Africa tomorrow,
April 29,2020,

¢ Asian Development Bank, “$9 Billion ADB Facility to Help Members Access and Distribute COVID-19 Vaccines,” News Release, December 11, 2020.
d Inter-American Development Bank (IDB), “IDB Group Announces Priority Support Areas for Countries Affected by COVID-19," March 26, 2020.

Table 7: Comparison of MDBs lending for COVID-19 crisis and the global financial crisis

MDBs Globalfinancial crisis COVID-19 crisis
2008 2009 2010 2019 2020(e) 2021 (f)
World Banka, ¢ IBRD 16.0 392 518 232 279 35.0
DA 133 167 171 219 304 35.0
African Development Bank?.d Non-concessional 33 10.5 47 71 50 55
Concessional 31 45 26 17 30 24
Asian Development BankP Non-concessional 100 131 10.9 172 252 o
Concessional 21 26 26 45 5.8
Inter-American Development Bank® 13.2 182 142 143 155 14.0

Source: Chris Humphrey and Annalisa Prizzon, “Scaling up Multilateral Bank Finance for the Covid-19 Recovery,” Insight, 0DI, November 18, 2020.
Note: Figures adjusted for inflation with 2019 as base year; {e) = estimate; (f) = forecast.

a Loan commitments.

b 2008-2010 {loan approvals), 2019-2020 (loan commitments).

c Figures are for the World Bank's fiscal year (July-June), which is not directly comparable to the other MDBs in the table.

d AfDB numbers for 2020 reflect projected lending, rather than the $7 billion target.

These findings are broadly supported in a report published by the Washington and London-
based Center for Global Development (CGD)''5. The report notes the IMF has stepped up with
both emergency finance facilities, and with an unprecedented injection of global liquidity
through a Special Drawing Rights (SDR) allocation of US$650 billion (although the vast majority
of these SDRs went to high-income countries). The report also outlines the growth of MDBs
commitments and disbursements in 2019-2020. Unlike the MDBs report, however, and as
shown in Tables 8 and 9 below, CGD displays a lower total of US$146.8 billion committed by
MDBs in 2020, with over half (US$81.2 billion) committed by the World Bank. Out of this total,
only US$101.4 billion seems to have actually been disbursed, resulting in a low disbursement
ratio of 69%. In comparison, the disbursement ratio of 2019 was 83%. The CGD report also
outlines that the response, whilst impressive in absolute terms, is still relatively smaller than the
response to the 2008 financial crisis, even though the dips in global GDP growth have been
much more severe for the Covid-19 pandemic.

"3Fresnillo, Lolanda. “The G20 Debt Service Suspension Initiative.” European Network on Debt and Development Briefing
Paper, October 2020, 1-24.
https://d3n8a8pro7vhmx.cloudfront.net/eurodad/pages/768/attachments/original/1610355046/DSSI-briefing-
final.pdf?1610355046

"4Mihalyi, David, and Scott Morris. “Visualizing the Debt Service Drag on Developing Country Governments.” Center For
Global Development, July 19, 2021. https://www.cgdev.org/blog/visualizing-debt-service-drag-developing-country-governments

15 _ee, Nancy, and Rakan Abdoneaaj. “MDBs to the Rescue? the Evidence on Covid-19 Response.” Center For Global
Development, May 21, 2021. https://www.cgdev.org/publication/mdbs-rescue-evidence-covid-19-response
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Table 8: MDB commitments and disbursements (USD billions)

COVID-19 Crisis

2019 2020 % change
MDB Commit.? Commit. Disb. Disb. Ratio® Commit. Disb.
‘ WB $52.3 $48.8 $81.2 $58.6 72% 55% 20%
| AsDB $23.8 $16.2 $31.3 $23.2 74% 32% 43%
[bB | $177 | s$141 | s$211 | $197 94% |  19% |  40%
| EBRD* $12.2 $9.2 $13.3 na na 9% ' na
[ Total $106.0 $88.2 $146.8 | $101.4 69% 39% 15%

Notes:

a. Unless otherwise noted, commitment and disbursement figures reflect total commitments/approvals and disbursements as reported by
individual institutions.

b. Disbursement ratio calculated as disbursement divided by commitment in a given calendar year.

c. Due to missing data for Q4:2021, the EBRD 2020 disbursement amount is not available.

Sources: IBRD Statement of Loans, IDA Statement of Credits and Grants, IFC Financial Statements, AsDB Annual Report, IDB Annual Report,
IDB Invest Annual Report, EBRD Interim Reports, EBRD Press Release, IEG: The World Bank Group’s Response to the Global Economic Crisis

Table 9: Percent change in MDB commitments, by crisis period

100% -
80% -
60% -
40%
20% -

0% |

87%

World Bank ADB ' IDB EBRD Total
uGFC s COVID-19

Note:

The GFC percent change was calculated for 2008—-2009 average annual commitments compared to
2005—-2007 average annual commitments, as reported in IEG source above (pg. 12). The COVID-19 percent
change compares the 2020 commitments to the 2019 commitments.

Overall, the CGD report outlines two relevant insights from the available data: (1) that the “MDB
system” is not big enough to make a meaningful contribution to either crisis response or SDG
finance, especially in poor countries; and (2) that the MDB collective surge performance does
not appear to be calibrated to the severity of the crisis, especially if compared to the 2008
financial crisis.

The case study of Cambodia below provides an interesting example of a country that requires
more lending in the context of SDGs, but the MDBs have focused on other issues rather than
responding directly to these needs.

CASE STUDY 2: Cambodia: Volumes and type of lending from MDBs
remain behind

After decades of conflict, Cambodia has produced twenty years of rapid and inclusive
economic development, whilst also recently ‘graduating’ into the Lower-Middle Income
Country group, as defined by the World Bank. These achievements have been carried out in
common alignment with the UN’s 2030 Agenda, as Cambodia has demonstrated itself to be
one of the most proactive and ambitious countries in the adaptation, implementation, and
monitoring of the SDGs. Such ambition is epitomised, for example, by Cambodia’s process of
Voluntary National Review (VNR) on the Implementation of the 2030 Agenda, executed in
2019. This VNR is an autonomous, national effort to link domestic institutions and policies
with the implementation and progress monitoring of Cambodia’s SDGs, as it seeks to
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“...deliver the SDGs through the establishment of institutions and mechanisms; their
integration within the National Strategic Development Plan (NSDP) and public budgeting; and
SDG advocacy and citizen engagement.” Interestingly, the VNR also appears to be a highly
consultative project, as it involves both a ‘whole of government’ and ‘whole of society’
approach. Whilst perhaps too early to judge its outcomes, especially given the severe effects
of the Covid pandemic on Cambodia’s economy, the VNR seems to be a comparatively-
advanced method of SDG adaptation and delivery, and its application in other contexts should
be examined further.

However, for all of its accomplishments, the country still faces considerable challenges for the
achievement of the SDGs. More specifically, the UN SDG Knowledge Platform outlines three
challenges for SDG achievement faced by Cambodia going forward: the shortage of domestic
resources and international funding to finance the country’s ambitious SDG agenda,
especially with secularly declining overseas aid; the overarching threat posed by climate
change; and the governance gaps yet to be addressed.

Financing trends

The financing gap is a real issue for Cambodia’s economy, as it is a product of numerous,
interconnected trends that are difficult to single-handedly overturn. First, Official Development
Assistance in Cambodia has been rising in absolute levels, but declining in relative terms
since 2010. Indeed, ODA as a percentage of Cambodia’s GNI has decreased from over 6%
in 2010 to around 3% in 2018, and is expected to decline further as the economy rapidly
develops. Connectedly, the share of grants within ODA has declined, plunging from 7.1% of
GDP in 2010 to 3.4% in 2019, and that same year, loans had overtaken grants in terms of
magnitude for the first time ever. It looks like this is a structural change, as development loans
are expected by the UNDP to account for 6.3% of Cambodia’s GDP every year by 2025, up
from 3.1% in 2015.

This is a crucial aspect of the second trend, which is Cambodia’s increased reliance on
lending, both concessional and non-concessional, and on alternative methods of development
finance, such as FDI and remittances, for its international financing needs. This new reliance
is a product both of the decrease of relative ODA, which occurs almost “organically” with the
rapid development of an economy, and of the country’s ‘graduation’ to LMIC status, which
entails a strict reduction of access to cheap, low-interest development finance from traditional
MDBs.

Third, Cambodia’s ambitious SDG plans require a substantial escalation of public investment,
and the expected increases in domestic public revenues do not seem sufficient to cover the
necessary spending. Overall, the confluence of these trends creates a financing gap that is
challenging to overcome.

Notwithstanding this increased reliance on foreign lending, Cambodia does not seem to be at
risk of debt distress, as the World Bank estimates its external debt levels to be quite low - only
34% of GDP in 2021. In terms of the holders of such debt, the World Bank asserts that China
is Cambodia’s largest creditor, with a total debt of US$3.9 billion (44.2% of total debt stock).
However, the largest loan disburser of 2020 was the ADB, with US$422 million disbursed; this
sum amounts to around 20% of the year’s entire concessional loan agreements, which stood
at a total of US$2 billion. The majority of this funding seems to be earmarked for Covid
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response programs,’'® but does not include any alignment with the SDGs, be it in adaptation,
implementation, or monitoring.

MDB response

Interviewees confirms this lack of attention for the SDGs on the part of MDBs, with one
interviewee asserting that the ADB seems to be driven more by corporate priorities, rather
than by the SDGs. While there may be a shift towards environmental issues and climate
change among the MDBs, the lending practices of “traditional” lenders have not followed the
same path.

Overall, as Cambodia seems to have taken enthusiastically to the adaptation, implementation,
and monitoring of SDGs at the national level, the operations of MDBs in the country seem to
be lagging behind. As the UNDP reports, some progress has occurred in the realm of climate
fund flows, as targeted loans by MDBs and International Financial Institutions (IFIs) are being
channelled to the Cambodian government, but it has been limited in both scope and
magnitude, and it has not taken place under the aegis of the SDGs, nor of the VNR.

Specifically, MDBs seem to have been more active in promoting certain “innovative financing
tools”, such as PPPs and SDG bonds, rather than bolstering their own lines of credit and
aligning them to the Cambodian SDGs. This is a key shortcoming of the MDBSs’ operations in
the country, and a closer, more meaningful alignment with SDGs and the VNR would enable
the MDBs’ lending to be more coordinated, effective, and sustainable.

MDB Specific Evidence

o An analysis of the IDB’s Development Effectiveness Outlook (DEO) Reports during
2016-2021 denotes the importance the IDB places on resource mobilization, which is
mentioned throughout all DEOs as a “priority focus area”''” responding to the Bank’s
commitment to supporting the SDGs and the Billions to Trillions Agenda. Concretely,
this commitment is reflected and exemplified in the DEOs through mentions of the
“development of new products”, “more flexible tools” and the “consolidation of IDB’s
private sector lending windows” and the 2019 launch of the Operating Principles for
Impact Management which aim to clarify the meaning of impact investment in order to
promote the mobilization of private capital towards SDG-related investments. '8
Stemming from an analysis of the 2016-2021 DEOs a series of observations can be
made relating to IDBs delivery strategy in relation to the SDGs. Given the need for
increased resource mobilization, in 2016 the IDB began remodelling and modernizing
its finance instruments in order to attract new investors. Specifically pertaining to the
SDGs, the IDB document recognizes that their achievement “requires mobilizing more
investments of all kinds - public, private, national and global” considering that the
needed levels of finance to move towards the Agenda’s objectives in the region “far
surpass current development financial flows.” Thus, a three-pronged approach is
described as part of the IDBs Second Update to the Institutional Strategy which
specifically involves exploring “innovative financing solutions...to facilitate the

"8Asian Development Bank. “Asian Development Bank and Cambodia: Fact Sheet.” Asian Development Bank Member Fact
Sheet, April 2021, 1-4. https://www.adb.org/sites/default/files/publication/27757/cam-2020.pdf

""7Inter-American Development Bank, IDB Invest, and IDB Lab. “Development Effectiveness Overview (DEO) 2016,” 2020, 1—
98. https://doi.org/http://dx.doi.org/10.18235/0002525

18 Ibid.
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mobilization of resources to finance the SDGs in LAC” and by combining core Ordinary
Capital, private and donor funding, the IDB intends to “spearhead a new generation of
mobilization efforts to support the 2030 Sustainable Development Agenda...”."°

° Concerning the COVID-19 pandemic, IDB group approved a record US$21.6 billion in
loans in 2020. A total US$12.6 billion was approved for public sector projects and IDB
Invest, focused on the private sector, accompanied these efforts with a total of US$9
billion in 2020.12° Specifically, US$18 billion were disbursed over 2020 destined to
pandemic efforts.!?!

o IDB Invest flexed its approach and responded to the crisis by adopting temporary
measures to facilitate approval processes and issue resources rapidly to respond to
the liquidity needs of clients in the region. Specifically, a US$500 million Crisis
Management Facility for lending to existing clients and “significantly” expanding short-
term trade finance operations form part of IDB’s COVID response.

° CAF's strategy, embodied in the 2019 Sustainability Report, states that it not only
finances projects and provides technical assistance to countries in the region, but also
mobilizes resources from different sources to maximize the impact of its operations and
accelerate the achievement of the Sustainable Development Goals. It also begins to
link country-level projects in the different areas of action to the SDGs.'?> However, this
reference is not clear in the Annual Report during the following years (2020 Annual
Report, for example) and the SDGs are not even mentioned. There is no clear
connection between CAF’s areas of work and specific SDGs, nor are these mentioned
as a cross-cutting area per se apart from in a specific case regarding the Secretariat of
Human Rights in Ecuador.'

Increased volumes

Some evidence of effort re: COVID-19 and climate change, but not
“billions to trillions”

Results

23 Assessing synergies/trade-offs

A report by a group of MDBs in 2020 claimed MDBs are providing “diverse support for the
ambitious monitoring demands that underpin the 17 SDGs and their 231 officially agreed
indicators. Several MDBs have established regional data hubs and platforms to help their
members and regions report on progress against the SDGs.”'?*

According to the European Think Tank Group, “very few PDBs as yet have a robust taxonomy
available to help them avoid sectors with negative sustainable development impacts — to do no

19 Inter-American Development Bank Group. “Second Update to the Institutional Strategy.” Development Solutions that
Reignite Growth and Improve Lives, n.d. https://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=EZSHARE-1350314980-
470

120 |nter-American Development Bank Group. “Grupo BID aprueba récord de US$21.600 millones en préstamos en 2020,” 21
December, 2020. https://www.iadb.org/es/noticias/grupo-bid-aprueba-record-de-us21600-millones-en-prestamos-en-2020

121 Cavallo, Eduardo. and Powell, Andrew. “Oportunidades para un mayor crecimiento sostenible tras la pandemia,” 2021, 36.
https://publications.iadb.org/publications/spanish/document/Informe-macroeconomico-de-America-Latina-y-el-Caribe-2021-
Oportunidades-para-un-mayor-crecimiento-sostenible-tras-la-pandemia.pdf

12CAF Development Bank of America. “Sustainability Report 2019,” June 16, 2020, 1-132.
https://scioteca.caf.com/handle/123456789/1594

2CAF Development Bank of Latin America. “Annual Report CAF 2019,” 2020, 1-140.
https://scioteca.caf.com/handle/123456789/1630.

24Multilateral Development Banks.“Financing the Sustainable Development Goals.” The Contributions of the Multilateral
Development Banks , 2020, 1-22. https://www.isdb.org/sites/default/files/media/documents/2022-
02/MDBs%20Report%200n%20SDGs_ vf.pdf.
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harm. Research shows that a relevant number of MDBs have not fully updated their exclusion
lists to match the institutions’ public commitments on climate change.”'?®

For instance, it was found that monitoring and evaluation systems for environmental
Development Policy Financing (DPF), are often weak. Despite unanimous agreement on
importance of sufficient analytic and advisory work — as a diagnostic and providing evidence
for policy decisions — it is not always present. One reason is tightening budgets and declining
availability of trust funds; another is the reliance on previous analytical work rather than new
work commissioned specifically for the operation; a third is the unwillingness of many
governments to borrow for technical assistance'?.

Specific MDB Evidence

o The African Development Bank (AfDB) gives a special focus to five core development
priorities in its Ten-Year Strategy (2013-2022): Feed Africa, Industrialise Africa,
Integrate Africa, Light up and Power Africa and Improve the Quality of Life for the
People of Africa.'?” The AfDB highlights the interconnectedness of these five priorities
with each of the SDGs, stating that, “Not only are these five priority areas central to the
Ten-Year Strategy, but they also are intrinsically linked to the SDGs and the global
commitments made on climate change, which were adopted after the approval of the
Ten-Year Strategy.'?®

o IDB recognizes the need for tailor-made responses and context-based solutions for
specific country challenges, but recognizes that SDG achievement requires an
“integrated approach that recognizes the interconnectedness of development
challenges”.'?®

° China Development Bank and Exim Bank have participated actively in the assessment
of synergies and trade-offs of lending and the needs of diverse groups. As elaborated
by the White Paper on Green Finance and Social Responsibility of the Exim Bank, any
manufacturing equipment and processes deployed in overseas projects must comply
with environmental protection requirements of either the host country or China. Also,
the impact of project implementation on the ecology, environment, humanities, security,
migration and social patterns of the site must be evaluated, and will be incorporated
into the loan contract for the Bank to monitor and regulate if necessary.'°

° The AlIB summarizes the bank’s linkages to the SDGs in its “AlIB Corporate Strategy”
Sept. 2020 document'3': “AlIB’s existing investments in energy, transport, sustainable
cities, digital infrastructure and water sectors directly support four SDGs: 6, 7, 9,
11...initial success and future commitment to climate finance can be mapped against
SDG 13.” The bank also mentions the SDGs in the “2021 Environmental and Social

25Riano, Maria Alejandra, Samantha Attridge, San Bilal, Niels Keijzer, Benedikt Erforth, Daniele Fattibene, Elisabeth Hege,
Martin Evans, llliana Olivie, and Damien Barchiche. “Financing the 2030 Agenda - Ettg.eu. Financing the 2030 Agenda: An
SDG Alignment Framework for Public Development Banks.” European Think Tanks Group, October 2021, 1-45.
https://ettg.eu/wp-content/uploads/2021/10/ETTG-study-Financing-the-2030-Agenda-An-SDG-alignment-framework-for-Public-
Development-Banks.pdf

126 World Bank Independent Evaluation Group, Maximizing the Impact of Development Policy Financing in IDA Countries: Meso
Evaluation. 2018. https://ieg.worldbankgroup.org/sites/default/files/Data/reports/meso-devpolfinancing.pdf

27 African Development Bank Group. “The High 5s.” African Development Bank - Building today, a better Africa tomorrow.
African Development Bank Group, n.d. https://www.afdb.org/en/high5s

1281pid.

2%|nter-American Development Bank, IDB Invest, and Multilateral Investment Bank. “Development Effectiveness Overview
2018.” Inter-American Development Bank, 2018, 1-93. https://doi.org/http://dx.doi.org/10.18235/0001302

30The Export-Import Bank of China. “White Paper on Green Finance and Social Responsibility,” 2019.
http://www.eximbank.gov.cn/info/WhitePOGF/202001/P020200115377992690034.pdf

31Asian Infrastructure Investment Bank . “Corporate Strategy Financing Infrastructure for Tomorrow.” Asian Infrastructure
Investment Bank (AlIB), September 2020, 1-30. https://www.aiib.org/en/policies-
strategies/strategies/.content/index/_download/AlIB-Corporate-Strategy.pdf
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3.1

Framework” document'32: “Consistent with the Sustainable Development Goals, the
Bank recognizes the need to address the three dimensions of sustainable
development—economic, social and environmental—in a balanced and integrated
manner.” The AlIB’s strategic commitment to the SDGs was confirmed by an AlIB
interviewee, who said that the SDGs and their linkages are often discussed in board
meetings.

o During the interviews, there was a common perception that there is still an over-focus
on economic growth in policy-based lending from the World Bank, rather than a broader
understanding of “good policies for development that gives equal focus to social
development and environmental sustainability (as the SDG agenda would imply).

Assessing synergies/trade-offs

Effort Some evidence of effort re: climate change, but unclear of overall impact
— AfDB, IDB integrated approach

Results AfDB, AlIB good progress, unclear if increase can be sustained or
ramped up

Leaving no one behind
Actively reaching the furthest away

There is little evidence to suggest that lenders have increased their focus on people potentially
left behind in development processes. This is despite “Investing in people: a deeper focus on
inclusion” being one of the five themes that the MDBs. "33

Since 2015, the principle of leaving no one behind has rarely been mentioned as a concern in
strategic documents. While some lenders referenced their social (and environmental)
safeguards, these pre-date the SDGs and are largely framed as preventing negative impacts
rather than exploring new opportunities for inclusion. As explained in Box 2, the COVID-19 era
has seen some limited movements towards thinking about vulnerable and/or excluded groups,
but again this has not been part of a systematic response to the new internationally agreed
development agenda.

For instance, as a result of criteria such as public sector management and institutions, that
affect a countries performance rating, several countries receive low allocations despite being
the ones that need it the most. World Bank IDA disbursements to non-fragile countries doubled
in the last 15 years and disbursements to fragile countries only increased by 44% between
2007 and 2019-i.e. including in the AAAA period — and acutely demonstrating how the countries
most in need are not the primary recipients.'®*

32Asian Infrastructure Investment Bank. “Environmental and Social Framework.” Asian Infrastructure Investment Bank (AlIB),
May 2021, 1-93. https://www.aiib.org/en/policies-strategies/ download/environment-framework/AlIB-Revised-Environmental-
and-Social-Framework-ESF-May-2021-final.pdf

33Multilateral Development Banks. “Financing the Sustainable Development Goals.” The Contributions of the Multilateral
Development Banks, 2020, 1-22. https://www.isdb.org/sites/default/files/media/documents/2022-
02/MDBs%20Report%200n%20SDGs_vf.pdf
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BOX 2: COVID-19 and Leaving No One Behind

The assessment of the needs of diverse groups has been evident in some responses to
COVID-19, where both the AlIB and NDB have expanded collaboration with small and
medium domestic banks for onward lending to micro-enterprises, and there has been a
continued focus on poverty reduction (in agriculture, education).

CDB and Exim bank have assigned more lending during the pandemic to poverty reduction
and reducing inequality, which aligns with the “leave no one behind” principle. have also been
assigning more lending to support newer themes, such as the recovery-driven lending during
the COVID-19, and to poverty reduction and mitigation of inequality, which aligns with the
“leave no one behind” principle. Recent progress from 2019 to 2020 includes a 25.6%
increase in open economy development loans of the Exim Bank and 8-35% increase in loans
aiming at student grants, targeted poverty alleviation, medical and care industries, etc. of the
CDB. However, it remains uncertain whether and to what degree the shifts are driven by
commitments to SDGs since, as illustrated above, SDGs or the 2030 Agenda is rarely referred
to and the term “leaving no one behind” is never mentioned

There was no evidence found that development banks have evolved their analytical work to
explicitly address the principle of LNOB; nor that guidance to country teams has changed to
elevate this priority. And while it may not be optimal to use even concessional resources to
address the needs of vulnerable or excluded communities, there was no evidence found that
lending instruments had been designed to explicitly complement domestic programmes aimed
at improving the prospects of specific groups or people. At the same time, middle-income
countries such as Mexico have programmes designed explicitly to reach the poorest, as
explained in Case Study 3 below.

\@ CASE STUDY 3: MEXICO - leaving no one behind through
e innovative development financing

Mexico

Mexico’s incorporation of the SDGs in national development financing initiatives

Following the adoption of the SDGs, Mexico developed a strategy for aligning its budgetary
programmes and National Development Plan to specific SDG targets. As of 2021, 78% of
budgetary programmes were linked to at least one SDG'%, for 16 out of the 17 SDGs, it is
possible to establish a linkage of over 85% of the goals to the budgetary programmes and for
10 SDGs, full (100%) coverage of the goals is linked to a budgetary programme. '36
Specifically, the Mexican Ministry of Finance and Public Credit along with the United Nations
Development Programme developed a framework to identify the specific budget items that
would contribute to progress on the SDGs, using a Results-based Management
perspective.'®’ According to interviewees from the Ministry of Finance and Public Credit,
Mexico was one of the pioneering countries in establishing such linkages. Furthermore, the
advances in this area in addition to the Mexican government’s “governance structure that
provides transparency, accountability and coherence in the strategy to achieve sustainable

35Ministry of Finance and Public Credit. “Communiqué No. 68 Secretariat of Finance presents the allocation report - Impact of
the first sovereign bond linked to the Sustainable Development Goals”, 11 November, 2021.
https://www.gob.mx/shcp/prensa/secretaria-de-hacienda-presenta-el- reporte-de- asignacion-impacto- del- primer- bono-
soberano-vinculado-a-los-objetivos-de-desarrollo-sostenible.

38|nternational Budget Partnership. “Mexico’s Budgeting for Sustainable Development”, 2017.
https://internationalbudget.org/2017/07/mexicos-budgeting-sustainable-development/

¥Ibid.
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development” are what laid foundations for the issuance of the 1st SDG Bond at the global
level.38

)
R

Along all the same lines, Mexico is one of the few countries in the Americas that is developing
an Integrated National Financing Framework (INFF) with support from the Joint SDG Fund
with a total budget of US$1,588,414. The project has a duration of one year (January 2021-
December 2022) and directly involves the United Nations Office on Drug and Crime
(UNODC), the United Nations Development Programme (UNDP) and the United Nations
Environment Programme (UNEP) with the Ministry of Finance and Public Credit as the
national counterpart.”®® The INFF is expected to “contribute to leveraging additional public
and private resources allocated for sustainable development, focusing on increasing the
financial system’s resilience to the most pressing social and environmental risks [and to]
identify financial gaps, formulate strategies and tools to integrate emerging risks and
consolidate institutional capacities for asset recovery and reintegration.”'4°

Concerning the integration of the SDGs in its relations to lending from MDBs, interviewees
from the Ministry of Finance and Public Credit state that Mexico is yet to incorporate a specific
instrument of framework centering the SDGs to guide its negotiations with international
finance institutions and MDBs. When consulted on their relationship to MDBs and the topic of
the approval of the prioritized areas for loans, the interviewees stated that loan requests are
generated around the needs that can be addressed at the institutional level, focusing on
issues such as climate change, poverty, gender, among others, without specifically focusing
on an SDG.

Examples of innovative instruments and financing initiatives

At the country level, three specific initiatives and instruments have been identified as
noteworthy regarding their innovativeness in the incorporation of the SDGs as a central tenet.
As stated by the interviewees in the Ministry of Finance and Public Credit, the examples
detailed below are expected to lead the way in positioning the SDGs as a pillar for future
development finance initiatives.

Sustainable Development Goals Bond within the SDG Sovereign Bond Framework

In 2020, Mexico became the first country in the world to issue a Sovereign SDG Bond. This
seven-year US$890 million bond granted to Mexico constitutes a relevant step forward in the
country’s commitment to the achievement of the 2030 Agenda. The SDG Bond was issued
under its new “SDG Sovereign Bond Framework”, designed by Mexico's Ministry of Finance
in September, 2020 developed with investment bank Natixis.

According to Natixis “Mexico’s approach to a sovereign SDG bond could be duplicated by
other countries, but “requires a strong bedrock” in three areas: institutional capacity, budget
mapping against the SDGs, and sub-national data to inform the geospatial eligibility
criterion.”'*! In July 2021, Mexico renewed its commitment by issuing a second emission of a

38Ministry of Finance and Public Credit. “Communiqué No. 68 Secretariat of Finance presents the allocation report - Impact of
the first sovereign bond linked to the Sustainable Development Goals”, 11 November, 2021.
https://www.gob.mx/shcp/prensal/secretaria-de-hacienda-presenta-el- reporte-de- asignacion-impacto- del- primer- bono-
soberano-vinculado-a-los-objetivos-de-desarrollo-sostenible

3%Joint SDG Fund. “Improving the allocation of risks and resources in Mexico for sustainable
development”.https://jointsdgfund.org/programme/improving-allocation-risks-and-resources-mexico-sustainable -development
4OIntegrated National Financing Frameworks. The Americas: Mexico. https://inff.org/country/mexico

4111SD SDG Knowledge Hub. “Mexico Issues Sovereign Bond for Most Vulnerable Municipalities”, 22 September, 2020.
https://sdg.iisd.org/news/mexico-issues-sovereign-sdg-bond-for-most-vulnerable-municipalities/
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15-year SDG Sovereign Bond for 1250 million euros. This second emission, now for fifteen
years, reaffirms the commitment to the Sovereign Bond Framework, and it is intended to be
replicated in other countries.

Financial Innovation to Support Women-Led Businesses: Mexico’s First Gender Bonds
and the Role of National Development Banks

The Trust Funds for Rural Development (Fideicomisos Instituidos en Relacion a la
Agricultura, FIRA) issued a US$3 billion MX social impact bond with a gender focus with the
aim of expanding the resources available to finance projects led by women in rural
areas.’ FIRA, which operates as a second-tier development bank, is supported by and the
Inter-American Development Bank (IDB) supported FIRA in pioneering this initiative for three
years. This issuance marked Mexico's first gender bond and represents the first of its kind to
be issued by a national development bank (NDB) in Latin America and the Caribbean),
launched on October 15, 2020. Specifically, the proceeds from this bond will be directed
towards financing or refinancing of credit for women and women-owned businesses. As stated
by IDB (2020), “advancing NDBs’ institutional capacity and strategic approach to serve
women and women-led MSMEs can thus expand and diversify the funding sources
for NDBs while also multiplying their development impact and contribution to
achievement of the SDGs.”'*?

Development of a green taxonomy for sustainable finance initiatives

More recently, within the cooperation framework of the cooperation between the Mexican-
German Climate Change Alliance of the German Corporation for International Development
(GlZ) and the Association of Banks of Mexico (ABM), the development of a taxonomy of green
finance for Mexican banks is being promoted.'#

According to interviewees from the Ministry of Finance and Public Credit of Mexico one of the
main objectives of the creation of this taxonomy for both the public and private sectors is to
generate consensus around the definition and scope of “sustainable” and “green” finance to
generate greater transparency and avoid issues such as greenwashing. In the longer term,
the development of this taxonomy is expected to “encourage environmentally friendly
investments, attract investors interested in a portfolio with lower risks, stimulate compliance
with national public policy objectives and international commitments, and clearly identify green
projects and activities that can attract investments as part of the post-COVID-19 recovery.”'4

The significance of this initiative can be noted in the statement issued by Banco de México at
COP26 in which it mentions the efforts undertaken by the Bank in regards to sustainable
finance. The statement alluded to the creation of the Sustainable Finance Committee which
is chaired by the Ministry of Finance and in which Banco de México acts as Secretariat.
Specifically, the Sustainable Finance Committee has divided its work into four working groups
focused on: developing a taxonomy for sustainable finance; integrating climate,
environmental, social and governance (ESG) risks in supervision and financial market

“2Andrade, Gabriela and Prado, Gerald. “Financial Innovation to Support Women Led Businesses: Mexico’s First Gender
Bond and the Role of National Development Banks”, Inter-American Development Bank, 2020. https://publications.iadb.org/ en/
financial-innovation-support-women-led-businesses-mexicos-first-gender-bond-and-role-national

143 bid.

144 Lorenzo, S., Castafio, K., Malanche, S., Muller, A. & Nifio, G. “; Por qué es importante tener una taxonomia de
financiamiento verde en México?”, 2021. https://iki-alliance.mx/por-que-es-importante-tener-una-taxonomia- de-financiamiento-
verde-en-mexico/

145 |bid.
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activities; improving the quantity and quality of ESG disclosures by financial and non-financial
institutions; and creating conditions for increased resource mobilization for sustainable
activities.

Actively reaching the furthest away

Effort Some evidence of effort esp. AlIB, NDB, Chinese banks, esp. analytical level

Some progress mainly driven but countries and innovative tools - unclear if can

Resuilts be sustained

3.2 Considering Universality

We see very little analysis or understanding of the concept of universality and how it applies to
MDB lending. MDBs remain stuck in a world of high/middle/lower income countries, continuing
to exclude the poorest communities in richer countries from lending instruments, and even
proposed new structures (e.g., IMF Resilience and Sustainability Trust fund'#¢) are designed
with such distinctions in mind. For instance, for the RST the IMF states: “About three quarters
of the IMF’s membership could be eligible for RST financing. This would include all low-income
countries, all developing and vulnerable small states, and all middle-income countries with per
capita GNI below 10 times the 2020 IDA operational cutoff, or about $12,000.”"4"

Similarly, although presented with the evidence that certain analytical tools such as debt
sustainability analyses create the risk of further exacerbating debt crises by focusing only on
relatively poorer countries — and hence creating problems of asymmetric information,® no
effort so far has been made by MDBs to move away from this approach.

Considering universality

Some evidence of effort re: COVID19 and climate change, but not large enough

Results

146 IMF, A New Trust to Help Countries Build Resilience and Sustainability, 2022: https://blogs.imf.org/2022/01/20/a-new-trust-to-
help-countries-build-resilience-and-sustainability/

4’Pazarbasioglu, Ceyla, and Uma Ramakrishnan. “A New Trust to Help Countries Build Resilience and Sustainability.” IMF
Blog, January 20, 2022. https://blogs.imf.org/2022/01/20/a-new-trust-to-help-countries-build-resilience-and-sustainability/
48Ryder, Hannah. “How Multilaterals Exaggerate Africa Risk.” African Business, September 13, 2021.
https://african.business/2021/09/trade-investment/how-multilaterals-exaggerate-africa-risk/
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4. Ownership Processes
41 Reducing conditionality

A MDBs report claims the institutions are engaged in supporting “diverse knowledge generation
and dissemination efforts”, as well as providing “capacity-building support to countries to help
catalyze the changes necessary to achieve the SDGs” and collaborating “to promote common
standards and approaches across diverse aspects of development.”'4°

However, our research implies that a substantial rethinking of policy lending in the SDG era has
not yet taken place — the approach to encouraging policy shifts to accompany loans by the
traditional MDBs has not changed with the introduction of the SDGs. Any reductions in
conditional lending compared to the 1980s and 1990s have been largely due to new players
and other changes rather than concerted efforts to deliver on AAAA™,

For instance, the popularity of outcome-based or results-based financing amongst donors has
risen. According to the World Bank “Results-based financing (RBF) is an umbrella term referring
to any program or intervention that provides rewards to individuals or institutions after agreed-
upon results are achieved and verified” '®'. In other words, it seeks to address the inefficiencies
and ineffectiveness of development lending by tying its disbursement to pre-determined
quantitative outcomes, so that the impact of development loans may be maximized via the
incentivization of “good” recipient behaviour. A field where this method has been
enthusiastically adopted has been the education sector, as many countries have used RBF to
provide incentives to children and their parents through conditional cash transfers and similar
programs, with the aim of motivating students to attend and do well at school'?. Since 2014,
Brookings has tracked the development of the outcome funds markets across all sectors,
providing updates on the characteristics of contracted deals, as well as analyzing the potential
and limitations of these outcome-based financing tools. Some challenges remain in their design
and implementation, and rigorous evidence is still lacking about the effectiveness of outcome-
based financing compared to traditional financing mechanisms’.

Similarly, relatively new creditors such as China (non-traditional bilateral and private) have
increased in prominence and are not interested in changes in economic or governance policy,
however some seek economic benefits which they tie to loans where possible — for example
use of Chinese content or Chinese workers or specific repayment methods such as ESCROW
accounts (though there is evidence that where there is national policy this type of tying is
subsidiary)'®. It is likely that the presence of such creditors since AAAA has allowed countries
to implement some more heterodox policies than perhaps they could have before, accompanied
by economic growth that has allowed them to negotiate more strongly.

However, interviewees were unclear how policy lending should necessarily be different in the
SDG era. Some have suggested that much policy conditionality is still geared to maximise

4Multilateral Development Banks. “Financing the Sustainable Development Goals.” The Contributions of the Multilateral
Development Banks, 2020, 1-22. https://www.isdb.org/sites/default/files/media/documents/2022-
02/MDBs%20Report%200n%20SDGs_ vf.pdf

50|nter-American Development Bank. “Design and Use of Policy-Based Loans at the IDB.” Technical Note, 2016, 1-64.
https://publications.iadb.org/publications/english/document/OVE-Annual-Report-2015-Technical-Note-Design-and-Use-of-
Policy-Based-Loans-at-the-IDB.pdf

51 World Bank. “Results-Based Financing (RBF) and Results in Education for All Children (REACH).” World Bank, n.d.
https://www.worldbank.org/en/programs/reach

52World Bank Group. “Student Incentives.” World Bank. World Bank Group, n.d.
https://www.worldbank.org/en/programs/reach/brief/student-incentives

53Brookings. “Outcomes-Based Financing: Impact Bonds and Outcomes Funds.” Brookings, February, 2022.
https://www.brookings.edu/product/impact-bonds/

54Development Reimagined. “Chinese Workers in Africa- What's The Real Story?” Development Reimagined, October 8, 2020.
https://developmentreimagined.com/2020/10/08/chinese-workers-in-africa-whats-the-real-story/




5o

@ UNRISD

The State of SDG-Era Lending United Nations Research Insttute for Social Development

private finance, although in Africa economic policy conditionalities are seen as having less
impact today than in previous eras. Interviewees confirmed that the context of policy lending
has shifted significantly since new actors entered the equation, along with economic growth in
many countries increasing the power of the borrower country in negotiations.

A number of countries are returning to the IMF due to the Covid crisis (e.g. Mexico). While there
is talk of “no condition” loans, it is naive to imagine that a return to the IMF does not imply
conditionality."® Policy conditionality can work in subtle ways — it is not necessarily linked to
tranches being disbursed. If there are tests countries have to pass to qualify for lending, these
tests are in effect policy conditions. “Strong policy frameworks and track records in economic
performance” may sound neutral but history implies that these words are ideologically charged.
In LAC the relationship with regional multilateral banks was described by one interviewee as
“fundamentally the same”, with the IMF as powerful as ever, but the World Bank with
diminishing power. A number of other analysts reported to us that there has been regression to
previous power dynamics. Debt concerns are rising, as are concerns about the sovereign policy
making in countries in increasingly difficult economic circumstances. However, some
interviewees in major lending institutions appeared unaware of the copious literature on power
dynamics between lender and borrower, questioning whether significant pressure was
nowadays applied to borrowers regarding economic and social policy.

Reducing conditionality

Effort
Improvements due to external factors and actors — but could revert back if MDBs take a

Results .
stronger role in future

4.2 Participatory approaches

There is very little evidence on participatory approaches to MDB practice having shifted since
AAAA. While some banks have tried to reach new targets — for example - IDB Invest supported
the issuance of an unprecedented gender bond in Latin America, the first of its kind'%® — this
does not necessarily lead to more inclusion in the approach to design or implementation. That
said, in 2017 the IDB reviewed its cases of policy-based lending to company competitiveness
and innovation, it found that, on the basis of qualitative data, more than finance, the Bank’s role
is to provide analytic and advisory services to help the country design its policy strategy.
According to its own analysis, the IDB also brings high visibility to the reform process, increasing
the likelihood of successful implementation despite political changes, opening “dialogue on
important development issues that involve a range of stakeholders who may not otherwise have
found the need to coordinate.” Importantly, most PBL programs are not exhaustive i.e., there
are still many policy changes necessary even after implementation. Capacity building along
with the PBL is therefore imperative. According to its internal analysis, most policy-based
lending carried out by the IDB has been successful, which the author attributes to a good
selection process which links to country strategy, supports country ownership, follows an
independent macroeconomic assessment and coordinates development partners effectively.'”
Egypt provides an interesting example of a country that has sought to create an open

1SS ATINDADD. “The IMF in Latin America Is Back and Playing.” LATINDADD, June 3, 2021.
https://www.latindadd.org/2021/06/03/vuelve-y-juega-el-fmi-en-america-latina/

56]ADB. “2019 Partnership Report: Financing a Sustainable Future.” Inter American Development Bank, 2020, 1-53.
https://doi.org/http://dx.doi.org/10.18235/0002350

5"Hunt, Howll; Juan Carlos Navarro; Stevension, Claudia and Grant, Kayla.S. “Supporting Policy Reforms in Business Climate
and Innovation in Latin America and the Caribbean.” Lessons Learned from the Inter- American Development Bank’s
Experience with Policy-Based Lending , 2017, 1-69. https://publications.iadb.org/publications/english/document/Supporting-
Policy-Reforms-in-Business-Climate-and-Innovation-in-Latin-America-and-the-Caribbean-Lessons-Learned-from-the-Inter-
American-Development-Bank-Experience-with-Policy-Based-Lending.pdf
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accountability process for marking the performance of its various international partners in
meeting its SDGs (case study 4).

T CASE STUDY 4: EGYPT — HELPING OTHERS UNDERSTAND

Jf

F“ INTERNATIONAL SUPPORT FOR SDGs

On September 9th 2021, Egypt’s Ministry of International Cooperation introduced to the world
a novel approach of economic diplomacy that includes, as one of its three actions, a country-
led ODA-SDG Mapping Framework'®®. This mapping framework, devised in 2020, seeks to
display the geographical and sectoral distribution of ODA within Egypt in relation to the 17
SDGs, with the aim to “support decision-making by highlighting opportunities and gaps in
development cooperation, including financial and technical assistance”. More specifically, the
mapping adopts two main approaches: a broad Sectoral Mapping Methodology, where ODA
flows are generally categorised by their sector of destination, and a narrower Project-Based
Mapping Methodology. The latter consists of two further methods: first, a single SDG mapping,
which only identifies the primary SDG towards which each project contributes; and second, a
multiple SDGs mapping, which accounts for the multidimensional linkages projects may have
to different SDGs. So far, this novel mapping has been applied to all of Egypt’'s 377 ongoing
development projects, worth more than $25 bn, and seems to have aided the country’s
monitoring and evaluation of its ODA"°,

Two of the main strengths of this mapping framework, as also argued by the Egyptian Ministry,
are its practicality and replicability'®°. Indeed, this mapping methodology enables ODA-
receiving countries to rapidly and efficiently monitor their development projects’ alignment with
the SDGs, whilst also providing a comparative platform for civil society and others
domestically to evaluate the projects’ results and outcomes in the achievement of the 2030
Agenda. Given the framework’s reference to the criteria of the UN Global Indicator Framework
and the OECD'’s Creditors Reporting System, it is also easily replicable and scalable by other
countries and development institutions, making it a potentially-pioneering approach for SDGs
knowledge sharing and performance tracking.

According to our research, this mapping framework developed by Egypt is unprecedented,
and has not so far been taken up by other ODA-receiving agents. Of course, other SDG-
tracking methodologies do exist, but they are quantitatively and qualitatively different from the
Egyptian approach. For instance, the UN SDG Investor Platform, whilst also focusing on
aligning SDGs with (potential) development projects, does so from an investor perspective,
thus eschewing the country-led angle and prioritizing investor-oriented factors such as
financial return, time maturity, and estimated market of each project. As such, this focus
ensures that the insights gathered from each project will be much more limited in the Investor
Platform than in Egypt's mapping. Moreover, the ODA-SDG Mapping Framework is also
unlike the approaches of other countries, such as Bangladesh's ministry-based SDG
mapping. Indeed, Bangladesh’s mapping focuses on the division of responsibility of carrying
out SDGs among domestic ministries, rather than on the alignment of SDGs with national
ODA. This makes it useful for national resource distribution, but not for an evaluation of global
ODA-SDG alignment, which Egypt’'s mapping seeks to complete.

158

“Egypt's 'Pioneering’ SDG Mapping Model Replicable.” 2021. Trade Arabia. September 9, 2021.

http://www.tradearabia.com/news/IND_386842.html

%9 |bid
160 “Ministry of International Cooperation.” n.d. Ministry of International Cooperation - Home Page. https://www.moic.gov.eg/en-
US/Home
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5.1

i CASE STUDY 4: EGYPT — HELPING OTHERS UNDERSTAND

— INTERNATIONAL SUPPORT FOR SDGs

In terms of project targeting, the Egyptian ODA-SDG Mapping Framework highlights that the
three SDGs most targeted by foreign ODA are SDG 7 (Affordable and Clean Energy), SDG 9
(Industry, Manufacturing, and Infrastructure), and SDG 6 (Clean Water and Sanitation).
Overall, the three account for 64.9% of all ODA flowing into Egypt, thus emphasizing a clear
focus on these sectors''. What this framework does not tell us, however, is whether the
emphasis on these SDGs, and the consequential lack of attention for others, stems from the
donor’s or the recipient’s perspective. Analyzing further the commitments of specific donors,
the map suggests that “traditional” donors, such as the World Bank and the European Union,
tend to concentrate on a broader set of SDGs, keeping in line with a historic MDG focus on
“softer” sectors. Conversely, “emerging” donors, like China and the Arab Fund for Economic
and Social Development, showcase a distinct preference for the most targeted SDGs,
especially for the development of Energy and Infrastructure projects.

However, only CAF Development Bank claims to have actively positioned itself through the
International Development Finance Club as a voice that raised the needs of its member
countries even before the United Nations. This position is reinforced by the signing of a
memorandum of understanding with the UNDP, whereby both institutions undertake to work
jointly to promote initiatives that will help the region achieve its sustainable development goals
(SDGs) by 2030, in September 2016. CAF’'s Memorandum seeks to drive and work in
conjunction with initiatives that contribute to the region's achievement of the SDGs with a view
to 2030.62

Participatory approaches

Results

SDG needs & gaps
Increased concessionality

The Financing for Sustainable Development report advises official lenders to “make very long-
term sustainable finance available to countries, by: extending maturities of lending and
exploring options to provide grants or ultra-long term (e.g., 50 years) financing to developing
countries for investment in long-term growth and sustainable development; and offering more
fixed-interest lending so countries can take advantage of ultra-low global interest rates”.’%
However, the report also recognizes that such extensions of loan maturities could consume
more risk capital, unless they have a new capital injection.

We found no evidence to suggest that any of the MDBs have particularly sought to increase
concessionality since AAAA. However, when it comes to concessional public financing, Exim

61 Ministry of International Cooperation. 2021. “Mapping ODA to SDGs: A Tool for Effective Policy Making .” Workshop 101.
https://www.moic.gov.eg/getattachment/a117734a-b622-4cf8-8f4b-3c510a8c3814/workshop-1.p

62 CAF Development Bank of Latin America. “Sustainability Report CAF 2015-2016,” 2017, 1-177.
https://scioteca.caf.com/handle/123456789/1148

83Inter-agency Task Force on Financing for Development. “Financing for Sustainable Development Report 2021,” 2021.
https://developmentfinance.un.org/sites/developmentfinance.un.org/files/FSDR_2021.pdf
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Bank has been continuously expanding the Chinese Government Concessional Loan and
Preferential Export Buyer's Credit as the designated implementation institution. In the absence
of the total financing volume data, the expansion is indicated through descriptive figures among
recent annual reports, such as the length of newly-established highways, the increased
capacity of water supply and irrigation system, etc, which all continue to rise.'

In 2015, the IMF announced an expansion of their financial support for LDCs that includes a
50% increase in a) access norms and limits for all IMF concessional financing in 2015 and a
further increase of one-third in 2019 b) zero percent interest for IMF lending under their Rapid
Credit Facility'® c) an increase in access limits under the emergency finance instruments for
countries affected by natural disaster d) an extension of the zero percent interest rate to all IMF
concessional loans.

A 2019 IMF Policy Paper reviewed the implementation of these 2015 commitments. In the 3 %2
years since the IMF made those commitments, the report stated that the limits on access to
concessional lending facilities increased by 50% and were further increased by one-third at the
end of May 2019, interest rates on concessional loans were maintained at zero percent and the
limit on access to emergency facilities for countries affected by natural disasters has increased
from 37.5 to 60 percent of a member’s quota.

The overall impact of being unable to track shifts in this regard is also reflected at a country
level. The case of Colombia (Case study 5 below) is provided as an example of a country that
has been open to working with various partners to consolidate its financing needs and
frameworks, in a bid to implement AAAA by ensuring financing is coordinated and ideally
mobilise more resources for its SDGs. However, none of these frameworks address the
accountability of MDBs (or other development partners) to provide more concessional finance,
or other quality factors.

CASE STUDY 5: COLOMBIA - Greater harmonization but little

F external accountability

Improving decision-making and maximizing resource allocation efficiency necessarily
entails accurately understanding and tracking financial contributions directed at achieving
the SDGs. The adoption of the AAAA has further emphasized the need for “a unified, if
not standardized analytical process of assessing the impact of investing in SDG-centric
projects, and a procurement and sharing of data between organizations and sectors.”'®”

In the case of Colombia, as stated by the government, a key challenge for achieving the
SDGs refers to a lack of systematized data and trackable indicators regarding financing
for the SDGs. In this sense, the government highlights the need to “consolid[ate] an
efficient measurement system based on indicators and data”'®® and to “complete

84The Export-Import Bank of China. “ 2020 Annual Report,” 2021.
http://www.eximbank.gov.cn/aboutExim/annals/2020/202106/P02021060835658884 1587 .pdf

185 International Monetary Fund. “IMF Rapid Credit Facility (RCF).” IMF, January 5, 2022.
https://www.imf.org/en/About/Factsheets/Sheets/2016/08/02/21/08/Rapid-Credit-Facility

'%|nternational Monetary Fund. “Financing for Development: Revisiting the Monterrey Consensus.” IMF Policy Paper, July
2015, 1-56. https://www.imf.org/external/np/pp/eng/2015/061515.pdf

87 Guzik,

Aline., Khayami, Ashkan, Kakar, Basbibi., Cao, Heidi., de Katona, Isabel, Cantu, Valeria. “Innovative Financing

Mechanisms to Achieve the Sustainable Development Goals in Colombia”, Columbia SIPA, 2020, 33-34.
https://www.sipa.columbia.edu/ academics/capstone-projects/innovative-financing-achieve-sustainable-development-goals-

colombia
168 United Nations Sustainable Development Goals Knowledge Platform. “Guién Preliminar - VNR Ministro Luis Fernando
Mejia”, Colombia, 16 July, 2018. https://sustainabledevelopment.un.org/content/documents/27655statement bycolombia.pdf
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CASE STUDY 5: COLOMBIA - Greater harmonization but little
external accountability

diagnosis by compiling and analyzing information on the current status of the territory with
regard to the achievement of the Goals.”'®® Similarly, Guzik et al (2020) emphasize that
in addition to the financing gap, a “knowledge gap” exists, regarding specific financing
needs at the local level. The global aggregate figure of US$2.5 trillion needed to achieve
the SDGs is clear, but “there has been little work done on estimating the financing gaps
in municipal level settings.”'’® In addition, while there are a number of initiatives aimed at
gathering more information about financing, none assess the quality of lending such as
concessionality, as explained below.

1. Initiatives to improve information accessibility
a. Integrated National Financing Framework in Colombia

The Joint Programme Roadmap for an Integrated National Financing Framework is a
medium-term strategy focused on accelerating the implementation of the SDGs."""
Colombia along with Mexico is one of the first countries to implement this project in
the region, with a duration of more than a year, starting in June 2020 and expected to
be completed by December 2022.

This project is promoted by UNDP Colombia, UN Women, UNICEF, the World Bank,
and at the national level working along with the National Planning Department (DNP
- Departamento Nacional de Planeacién), Ministry of Finance and Public Credit,
Presidential Agency for International Cooperation, among others.

The two outcomes expected from this project are to bring clarity to the stakeholders
regarding financial flows for SDGs in Colombia and to implement a national SDG
financing strategy, highlighting the need for a joint strategy to promote more
transparent and systematized information. The aim is to create an SDG financing
tracking platform to monitor inequality in order to Leave No one Behind. However,
while assessment of financing needs and types is incorporated in the framework,
criteria such as the degree of concessionality or maturity of finance is not (yet)
included.

b. Green Taxonomy

In 2021, the Colombian Ministry of Finance and Public Credit, the Ministry of
Environment and Sustainable Development, the National Planning Department, the
Financial Superintendence of Colombia and the National Administrative Department
of Statistics constituted a Taxonomy Roundtable to design and implement Colombia’s
Green Taxonomy.'”2 This instrument serves as a classification system to define and
identify economic activities and investments that contribute to the achievement of the

169 Economic Commission for Latin America and the Caribbean (ECLAC). “Quadrennial report on national progress and
challenges in relation to the 2030 Agenda for Sustainable Development in Latin America and the Caribbean”, 2019.
https://www.cepal.org/en/publications/44552-quadrennial-report-regional-progress-and-challenges-relation-2030-agenda
70 Guzik, Aline, Khayami, Ashkan, Kakar, Basbine, Cao, Heidi., de Katona, Isabel., Cantu, Valeria. “Innovative Financing
Mechanisms to Achieve the Sustainable Development Goals in Colombia”, Columbia SIPA, 2020, 33-34.
https://www.sipa.columbia.edu/ academics/capstone-projects/innovative-financing-achieve-sustainable-development-goals-
colombia

"United Nations Development Programme. “INFF Colombia - Marco Nacional Integrado de Financiamiento de los ODS”.
https://www.co.undp.org/content/colombia/es/home/projects/inff-colombia-- -marco-nacional-integrado-de-financiamiento-de-
lo.html

"2|nvestor Relations Colombia. “Taxonomia Verde Colombia - Fase. https://www.irc.
govco/webcenter/portal/TaxonomiaVerdeColombia
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CASE STUDY 5: COLOMBIA - Greater harmonization but little
external accountability

country’s sustainable development commitments and international commitments,
such as the Nationally Determined Contributions (NDCs).

Specifically, the taxonomy “seeks to facilitate the identification of projects with
environmental objectives, develop green capital markets, and promote the effective
mobilisation of private and public resources towards investments that allow the
country’s commitments prioritised in the National Development Plan, the Paris
Agreement, the Framework Convention on Biological Diversity and the Sustainable
Development Goals, among others.”'”® By doing so, the taxonomy serves to avoid
greenwashing, understand and identify financing gaps, as well as contributing to
tracking investments that directly contribute to climate related to SDGs and indirectly
contribute to a set of other goals.'* However, taxonomy to drive up the quality of
finance provided from Colombia’s perspective has not yet been developed.

c. Financing the SDGs in Colombia - AidData

In 2017, AidData launched a pilot project in Colombia to track, integrate and
systematize information from diverse databases relating to sources of finance for the
SDGs. This project was publicised as constituting a “first step in total resource tracking
for the SDGs and can be scaled up as more partners come on board and more
sources of data are identified.”'”® The research provides a harmonisation of different
databases in order to generate a comprehensive analysis by sector and granter. It
has provided relevant information and has identified some gaps both in the period
analysed and across the various databases. However, for instance, the exercise has
not elucidated the degree of concessionality from partners nor how this has changed
over time.

Increased concessionality
Effort

Results Some changes identified but limited

5.2 Assessing spending needs and spending quality

The IMF says it is supporting developing countries in assessing the additional spending needed
to reach the SDGs in five critical sectors (health, water and sanitation, education, roads and
electricity). There are several staff discussion notes on the different policies, particularly fiscal
policies and financial commitments that are required by countries to achieve the SDGs.'"®
Interestingly, the SDGs are mentioned twice in the IMF’'s Capacity Development webpage'””

3Ibid.

"41bid.

75AidData. “Brief: Financing the SDGs in Colombia”, 2017. http://docs.aiddata.org/ ad4/pdfs/financing
the_sdgs_in_colombia.pdf

"8Fabrizio, Stefania, Rodrigo Garcia-Verdu, and Adrian Peralta-Alva. “From Ambition to Execution : Policies in Support of
Sustainable Development Goals.” IMF Staff Discussion Note, September 22, 2015; Gaspar, Vitor, David Amaglobeli, Mercedes
Garcia-Escribano, Delphine Prady, and Mauricio Soto. “Fiscal Policy and Development : Human, Social, and Physical
Investments for the SDGs.” IMF Staff Discussion Notes, n.d., 1-45. https://www.imf.org/en/Publications/Staff-Discussion-
Notes/Issues/2019/01/18/Fiscal-Policy-and-Development-Human-Social-and-Physical-Investments-for-the-SDGs-46444
""International Monetary Fund. “IMF Capacity Development.” IMF Factsheet, March 5, 2021.
https://www.imf.org/en/About/Factsheets/imf-capacity-development
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but not on the IMF's lending webpage, which could perhaps indicate that the SDGs are not as
important in the IMF's lending practices as they are in capacity development activities.'”

Indeed, there has been no change in IMF or World Bank Debt Sustainability Analysis (DSA) to
account for the increased needs of SDGs, or quality of spending to meet the SDGs, and SDGs
are hardly mentioned in documents relating to debt sustainability processes.'°For instance,
Lima (2021) has argued that in light of the SDGs the DSA should be reformed by reducing or
removing policy recommendations that relate to austerity (e.g. fiscal adjustment and regressive
taxation)'®°. Some interviewees were concerned that the time horizon for DSAs does not allow
for a longer-term consideration of the SDG investments that are needed; others that African
countries are disproportionately classified as debt distressed as a result.

While some recent attempts to study debt sustainability by the CAF and AfDB can be identified,
these have not yet found their way into its main organizational reports. For instance, while
CAF’s Annual and Sustainability Reports from 2015 - 2020 indicate an intention to orient the
strategy towards the SDGs, CAF has not pursued significant changes in the way it manages
loans, nor can any noteworthy indicators be observed to frame this progress.

Assessing spending needs and spending quality
Effort

Results

5.3 Tagging Loans for impact

There is some evidence that lenders have attempted to ‘tag’ their loans to one or several SDGs,
but in a simple and intuitive rather than systematic way. Our research has found some evidence
of a post-2015 shift in the limited employment of “SDG tagging”; that is, in the use of tagging
methodologies to link specific loans from MDBs to one or multiple SDGs. However, this has not
been carried out in a structural or systematic manner, and as such its use seems to have been
limited. Not only this, as explained in Box 3, there seem to be no significant shifts upwards in
tagging since the SDGs were agreed.

MDB specific evidence

° For the AlIB, our analysis found that, out of a sample of 34 projects, all approved in
2021, only 5 had direct mentions of either SDGs or the 2030 Agenda, and could as
such be classified as examples of “SDG tagging”. Apart from one project, where the
SDGs are only cited in the index but are not further elaborated in the text, all other four
projects contain significant mentions, although their relevance substantially varies. In
the two projects where the relevance is highest, the SDGs are used both for informative
purposes - highlighting how much progress has been achieved in their completion -
and as justifications for the bank’s intervention, as they are classified, respectively,
under the strategic rationale for AlIB’s help, and under the bank’s “Value Addition” to
the project. This extent of “SDG tagging”, whilst more developed than the one offered
by “traditional” MDBs, still cannot be considered adequate, given that it lacks a

"8|nternational Monetary Fund. “IMF Lending.” IMF Factsheet, February 22, 2021.
https://www.imf.org/en/About/Factsheets/IMF-Lending

7% World Bank. “Documents and Reports.” World Bank, n.d. https://documents.worldbank.org/en/publication/documents-
reports.

80 |ima, Karina Patricio Ferreira, Reforming the International Monetary Fund’s Debt Sustainability Assessments towards
Achieving the UN’s Sustainable Development Goals (SDGs): A Crucial Post-Pandemic Recovery Agenda, 2021, Volume 2,
AfJIEL, (2021), 32-47. https://www.afronomicslaw.org/journal-file/reforming-international-monetary-funds-debt-sustainability-
assessments-towards
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structural, organised nature. Interviewees at the AlIB stood in agreement with this
assessment, noting there is no specific “process” for matching a project to SDGs, or
for explicitly measuring what SDGs will be achieved.

° For the NDB, our analysis has found that, out of all the 73 projects approved so far by
the NBD in its entire history (2014-2021), only a total of 6 projects directly mention
either the SDGs or the 2030 Agenda. Relevantly, all these 6 projects have been
approved after 2019, and 5/6 have been approved after 2020. Moreover, only 3/6
projects specifically mention which SDG is targeted, showcasing a very limited attempt
of “SDG tagging”. Within these 6 projects, however, the inclusion of SDGs seems to be
genuine in perhaps only 4 of them; in fact, in two projects the SDGs are mentioned only
in passing, and rather unconnectedly to the substance of the project, giving the
impression that their mention serves the purpose of an aesthetic addition. The other
projects, instead, focus on SDG-specific aims, principally sustainable infrastructure,
environmental sustainability, and climate change mitigation and adaptation, which are
all core objectives of the 2030 Agenda. Interestingly, our findings represent a mismatch
with the assertions of one interviewee who stated that the NDB explicitly tags each
project to one specific SDG; that, in other words, they conduct “SDG Tagging” on all of
their projects. It is unclear whether this mismatch is caused by a difference between
internal and external monitoring, by a failure to update the NDB website’s
functionalities, or by other connected issues.

° A search for all the completed projects approved between 2016 and 2021 and funded
directly by the AfDB yielded 33 results. Among these 33, only 7 contained mentions of
either the SDGs or the 2030 Agenda. It is important to notice that all mentions of
SDGs/2030 Agenda occur solely within the internal documents, such as the appraisal
or project completion reports, as no direct mention is made in the initial “Detailed
Report” section of the individual’'s project page. Overall, no “SDG tagging” exercise is
being carried out. Furthermore, none of the 7 projects specifies which SDG is being
targeted, and it seems most (if not all) of these projects have inserted a reference to
the SDGs for a narrative-based purpose. The case of “Cote d'lvoire - Covid-19
Response Support Programme” project is emblematic, as it mentions the SDGs solely
in its index, but then makes no further reference to them throughout the rest of the
document'®'. Similarly, in the “Gabon - Economic and Financial Reform Support
Programme — Phase Il (PAREF II)” project, the SDGs are only hurriedly mentioned in
passing whilst listing Gabon’s international climate commitments: “Issues related to
energy, water, waste management and pollution are the main focus areas of the
implementation of Gabon’s Climate Plan as well as its international commitments
through the Paris Climate Agreement and the Sustainable Development Goals.” (p.
33)182

° At the World Bank, a small sample of 20 projects that were approved between June
2016 and December 2019 were analysed. Out of those 20 projects, only 6 contained
direct references to the SDGs/2030 Agenda. There was no explicit “SDG tagging”.
Apart from one project, all mentions of SDGs lack specificity and substance. It is never
specified which SDG is being targeted - although they overwhelmingly touch upon
MDG-type indicators - nor is the analysis carried beyond the broad “commitment to
SDGs” catchphrase. It is however important to mention that in one of the projects -
Laotian Green Growth Development Policy Operation Project®® - the SDGs are given
much more prominence, although this may be due to the willingness of the Laotian

'81African Development Bank. “Cote d'Ivoire - COVID-19 Response Support Programme.” AfDB Projects Portal, n.d.
https://projectsportal.afdb.org/dataportal/\VVProject/show/P-CI-KA0-012

82African Development Bank Group. “Gabon - Economic and Financial Reform Support Programme — Phase Il (PAREF Il),”
n.d. https://projectsportal.afdb.org/dataportal/VProject/show/P-GA-KAQ-006

183 World Bank. “Development Projects: Green Resilient Growth DPF” World Bank Summary, n.d.
https://projects.worldbank.org/en/projects-operations/project-detail/P 159956
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state to “localise the SDGs” i.e., include them in the country's National Socio-Economic
Development Plans (NSEDP). In the document, specific initiatives that are carried out
by the Laotian government are paired to their corresponding SDG. '8

BOX 3: COMPARISON WITH MDG TAGGING FOR THE AFDB AND WB

To contextualise the analysis and present a plausible counterfactual, a search for all
the completed projects approved between 2010 and 2014 and funded directly by the
AfDB was conducted, yielding 56 results. An analysis similar to above was then
performed on a sample of 33 projects, investigating whether (and, importantly, how)
the Millennium Development Goals (MDGs) were mentioned in these projects. Among
these 33 projects, only 8 contained mentions to the MDGs, a number slightly higher
than the SDGs mentions. Similar to the SDG analysis, most mentions of the MDGs
did not seem “organically” fitting into the individual projects, but appear to have been
included purely for narrative purpose. However, in several projects, the data reporting
on the progress of the MDGs is conducted in a much more detailed manner than with
the SDGs. Albeit with several caveats (no direct mention of which MDG is being
addressed and no direct link between project and MDG achievement), it can still be
argued that the incorporation of MDGs into the AfDB projects seems to be more
precise and calculated than the incorporation of SDGs.

A similar analysis on World Bank project data was carried out on the MDGs. An
analysis with similar parameters yielded only 3 projects. As expected, the MDGs are
mentioned in all three projects and seem quite relevant to the structuring of the entire
project. Nonetheless, a sample of 3 is definitely too limited to make any outsized
conclusion on the relevance of MDGs in World Bank project planning vis-a-vis SDGs
and the 2030 Agenda.

° While the Exim Bank has basically no reference to SDGs in its institutional documents,
CDB has done primary linking of its practises to SDGs in its Sustainable Development
Reports from 2018 to 2020, the linking of its practises to SDGs is demonstrated in an
indirect and ambiguous method, that is, putting icons of certain SDGs at the upper right
corner on the project-summary pages'®. So far, the online publication that is most
connected to SDGs is CDB’s joint report with UNDP Harmonising Investment and
Financing Standards towards Sustainable Development along the Belt and Road in
2019,'8 which relates infrastructure investment to the 2030 Agenda framework but
seems to be more BRI- instead of SDGs-centred considering its uniqueness in CDB’s
SDGs tagging exercise.

o At the general level IDB claims that the “SDGs are fully aligned with IDB’s strategic
priorities and the development challenges faced by LAC countries”®” and the SDGs
are consistently referenced in annual documents '® In 2021 a Development
Effectiveness Analytics (DEA) system'® was updated to “incorporate each project’s

"84bid.

85China Development Bank. “2020 China Development Bank Sustainable Development Report,” 2021.
http://www.cdb.com.cn/shzr/kcxfzbg/shzr_2020/

8China Development Bank, and United Nations Development Program. “Harmonizing Investment and Financing Standards
towards Sustainable Development along the Belt and Road.” Economic Development along the Belt and Road, n.d., 1-276.
https://www.cn.undp.org/content/china/en/home/library/south-south-cooperation/harmonizing-investment-and-financing-
standards-.html

87Inter-American Development Bank, IDB Invest, and IDB Lab. “Development Effectiveness Overview 2021.” Inter-American
Development Bank, 2021, 1-82. https://doi.org/http://dx.doi.org/10.18235/0003418

88|nter-American Development Bank, IDB Invest, and Multilateral Investment Bank. “Development Effectiveness Overview
2018.” Inter-American Development Bank, 2018, 1-93. https://doi.org/http://dx.doi.org/10.18235/0001302
"8bid
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development indicators [...] well as its contribution to the SDGs.”'®® The 2019 DEO
mentions that operational results are linked to the SDGs which demonstrate IDB’s
contribution to the SDGs and reflect the Bank’s “increased efforts to expand [their]
ability to report on [this type of] contribution.”'®! Following the adoption of the SDGs,
the IDB began developing tools to reflect its efforts towards the achievement of the
SDGs. For example, all project approvals are evaluated on the basis of their expected
contributions to specific SDGs using IDB’s Group-wide Classification Methodology.'%?
Projects must be able to demonstrate their contribution to an SDG target using
indicators which are monitored throughout the entire project lifecycle, and the results
are presented in IDBs SDG Website."®® According to the IDB website 1,384 approved
projects amounting to nearly USD 80 billion were tagged as contributing to the SDGs.'%*
Overall, it is possible to state that during the 2016-2021 IDB has exhibited its
commitment to tagging, monitoring and evaluating its projects within the framework of
the SDGs.

o CAF investments and priority areas could be easily linked to the SDGs but until 2019
there were no serious attempts to establish this connection.'®® Only from 2019 onwards
do the SDGs begin to appear as linked to the Bank's areas of work as reflected in the
Sustainability Reports. However, the connection is rather superficial, with no clear
mechanisms for its effective application, not only in the focus of the projects but also in
their implementation and governance.

° Last but not least, although the IMF has established several initiatives to align the fund's
activities with the SDGs, there is no clear indication of how these initiatives are actually
supporting member states to achieve their SDG goals and which initiatives target which
goals.

Tagging loans for impact

Effort Some tagging taking place - some clear leaders

Comprehensive approaches/ changes still to be seen or more effort to

Results be made

%0Inter-American Development Bank, IDB Invest, and IDB Lab. “Development Effectiveness Overview 2021.” Inter-American
Development Bank, 2021, 1-82. https://doi.org/http://dx.doi.org/10.18235/0003418

lInter- American Development Bank, IDB Invest, and IDB Lab. “Development Effectiveness Overview 2020.” Inter-American
Development Bank, 2020, 1-98. https://doi.org/http://dx.doi.org/10.18235/0002525

92|nter-American Development Bank. "Metodologia del Grupo BID para la clasificacion de proyectos seguin los ODS" 2021, Last
update: December, 2020. https://idbdocs.iadb.org/wsdocs/getdocument.aspx?docnum=EZSHARE-1510329236-14
%Inter-American Development Bank, IDB Invest, and IDB Lab. “Development Effectiveness Overview 2020.” Inter-American
Development Bank, 2020, 1-98. https://doi.org/http://dx.doi.org/10.18235/0002525

% Inter-American Development Bank. “The IDB Group and the Sustainable Development Goals (SDGs)-Our impact in the
countries of the region” n.d. https://crf.iadb.org/es/ods?institucion=grupobid

19CAF Development Bank of Latin America. “Annual Report 2017.” CAF Development Bank of Latin America, 2017, 1-138.
https://scioteca.caf.com/bitstream/handle/123456789/1260/CAF_1A2017 INGLES_20180822_BR.pdf?sequence=2&isAllowed=
\ ; CAF Development Bank of Latin America. “Annual Report CAF 2019,” 2020, 1-140.
https://scioteca.caf.com/handle/123456789/1630 ; CAF Development Bank of Latin America. “Annual Report CAF 2020,” 2021.
https://scioteca.caf.com/handle/123456789/1761
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SECTION 5: ANALYSIS:
AGGREGATING AND
EXPLAINING THE TRENDS

-

While the analysis in the previous section has explored potential changes one-by-one, with both
qualitative and quantitative analysis as well as examples provided for specific MDBs and illustrative
case studies, it is important to bring the analysis together. The scoring methodology allows us to do so,
as shown in Table 10 below.
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Table 10: Overall Assessment Scorecard for twelve SDG alignment metrics

Expected Change due to AAAA Results

—_—

. Management-level coordination amongst MDBs
. MDB board discussions

. Newer themes

. Increased volumes

. Assessing synergies/trade-offs

. Actively reaching the furthest away

. Considering universality

. Reducing conditionality

© 0o N o 0~ DN

. Participatory approaches
10. Increased concessionality

11. Assessing spending needs and spending quality

12. Tagging loans for impact

This scoring suggests overall little has changed within pre-existing development banks since the SDGs
were agreed upon and the Addis Ababa commitments were made. In some cases, where there are
changes in results, they are externally driven, not due to internal efforts. Although some newer banks
explicitly focus on the SDGs strategically, there is little evidence of the difference this is making in
analysis and delivery, especially with regards to the rest of the ecosystem of the MDBs. The only key
exception loans tagging, which is taking place although not systematically or carefully.

The key question is why such a lack of progress — because understanding why can help to elucidate
on the path ahead.

There are three possibilities for why there has been little change, shown in the diagram below.

(2) The recipient governments are not
committed to the SDGs;

(1) Development banks are
already doing enough
against these metrics;

(3) Shareholders and the senior leadership of development
banks are not sufficiently aware of and/or committed to the
SDGs to demand and drive change.
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With regards to potential reason (1), while this study has assessed “what has changed”, rather than the
overall, initial effectiveness of lending against SDG goals — our view is that based on the commitment
made at Addis, and the five groupings with twelve practical metrics set out above, there is ample room
for continuous progress by development banks. While we recognize — for instance — banks’ efforts to
continuously improve environmental or social impact assessments, or debt sustainability frameworks
and specific trust fund operations, we have not seen sufficient evidence that any introspection by
development banks is as a direct result of SDGs or their principles, nor have we seen any evidence of
discussion amongst development banks on these questions. Where there have been changes, for
instance in the proportion of lending towards greener outcomes, these have been delivered or proposed
to be delivered through add-ons —i.e., new instruments — rather than shifts in approaches within existing
instruments that can be scaled up. The NDB and AlIB are such examples, as is the IMF’s 2021 proposal
for a new Climate and Resilience Trust Fund. Thus, reason (1) does not appear credible.

With respect to potential reason (2), the case studies in this report demonstrate that even when recipient
governments are highly committed to SDGs, the approach to SDGs from a development bank
perspective has not shifted. Furthermore, were this to be a plausible reason we would likely have seen
evidence of analysis that does assess SDG commitment at a country level — and we have not. This
suggests that reason (2) is also not credible.

Our assessment is that reason (3) is the most credible source of challenges in aligning with SDGs — an
assessment that is backed up by several interviews conducted for this study (including on the basis of
anonymity) as well as our literature review. In particular, in multiple interviews we have perceived a
general attitude of complacency with regard to bank practices — a willingness to say the right words at
the high level but then an unwillingness to engage in critical review of what can be viewed internally as
“fundamental” processes, such as debt sustainability frameworks.

The literature suggests that this can be exacerbated by the existence of “group think™'®¢, especially
where there is a lack of diversity in senior leadership, staffing and consultants and primary shareholder
structure. For instance, while this is prior to 2015, a Government Accountability Project's study found
that in 2009, out of 1000 American workers at the World Bank, only 4 were black'®”. This may have
since changed, and racial diversity in other MDBs (esp. RDBs) may be higher or lower (e.g. Chinese
banks), and other forms of diversity may be equally lacking - for example in relation to class, gender,
disability, and even training (e.g. economists, engineers, historians, etc)'®.

Group think has been analyzed as the reasoning for significant problems in judgement in times of crisis
(e.g. the 1994 Mexico Crisis'®, the IMF in the case of the 2008 financial crisis?), it can equally be the
reason for a lack of adaptation to new circumstances in an evolving manner. Some analysis has even
suggested MDB practice and loans have been politicised in particular directions, with the support of a
non-diverse, technocratic staff?°.

1% |n this context, group think refers to a collective expression of views characterized by commonly shared approaches or analysis in
multilateral settings where issues are addressed from similar perspectives, thereby narrowing or precluding diversified or dissenting
opinions.

97 Walden S Edwards B. Racial discrimination at the World Bank: a review of the treatment of black employees in recruitment,
retention and justice decisions. Government Accountability Project, Washington, DC2009
http://www.whistleblower.org/storage/documents/RDWB.pdf.

% Momani, B. Recruitng and diversifying IMF technocrats, Global Society, 19:2, 167-187, 2005. DOI:
10.1080/13600820500044878

% For example, see: Reinalda, B., & Verbeek, B. (Eds.). Decision Making Within International Organisations (1st ed.). Routledge.
2004. https://doi.org/10.4324/9780203694336

200 Independent Evaluation Office of the IMF, IMF Performance in the Run-Up to

the Financial and Economic Crisis, 2011. https://www.oecd.org/derec/imf/48154717.pdf

201 Momani B. American politicization of the International Monetary Fund, Review of International Political Economy, 11:5, 880-
904. 2004. DOI: 10.1080/0969229042000313064




nnnnn

@) UNRISD

The State of SDG-Era Lending United Nations Research Insttute for Social Development

SECTION 6:
RECOMMENDATIONS TO
“BUILD FORWARD BETTER”

This study, designed to interrogate through desk-based research, data analysis, interviews and case-
studies whether development banks have aligned with SDGs since 2015, has found that overall, very
limited steps, if any, have been taken in this regard.

Key steps of progress made so far include the orientation of bank strategies towards SDGs, and some
limited “tagging” of projects to SDGs. It is also worth noting that many of these steps have been taken
by (different) individual banks - rather than as a group — and most notably by newer banks and regional
development banks rather than multilateral or bilateral lenders.

Major deficits include the updating of analytical approaches to account for SDGs and their principles,
as well as the use of more integrated delivery mechanisms. There is very little evidence of any change
in these two areas.

Understanding why progress has been so slow can help to elucidate the path ahead. After considering
alternatives, we conclude that there is not yet sufficient awareness, ownership and commitment to the
SDGs in the senior leadership of the development banks to drive change.
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The findings of this report, and the reasoning above suggest the following five key actions are necessary
over the next year (i.e. during 2022) if the commitment made at Addis Ababa to align with the SDGs is
to be met.

1.

Initiate an Annual Review of Progress

Each development bank, at the executive board level, should reconfirm the Addis Ababa
agreement to align with the SDGs at the strategic, analytical and delivery level, and agree to
review progress on SDG alignment annually, based on the five groupings and twelve metrics
“scorecard” methodology discussed in this report;

Design metrics to measure progress

Each development bank should quickly design a set of tailored, relevant measures that it will
take for aligning with the SDGs, using the twelve metrics set out above as a starting point;

Improve MDB group convenings

There is no lack of meetings and convenings of the development banks. There are already
senior level groups of the MDBs banks to discuss how they are aligning with the SDGs and
opportunities/challenges met along the way, including as a result of other global changes, such
as COVID-19. The Financing in Common summits are now held regularly. These should
continue (e.g., two or three times a year) however, these meetings need to become even more
inclusive (e.g., include Chinese and other large emerging development banks) and should be
oriented around a scorecard such as that presented in this report. The UN should be invited to
support or observe such a discussion.

Initiate some “low hanging fruit” to demonstrate trust

We would not advocate specifically prioritising any of the five areas or twelve practical metrics
before others, partly because different MDBs are progressing at different paces and have
different strengths and weaknesses in their alignment, and also because different regions
(especially for RDBs) have SDG needs that differ. That said, amongst the twelve metrics some
are no doubt easier than others to implement, for example some could be implemented without
the explicit sign off by shareholders, as they can be interpreted as already within the remit of
the MDBs to deliver. Our view is that, beyond the three actions above, action on metrics within
the fifth group on SDG needs and gaps assessment around tagging for impact (no. 12), as well
as revisions to the debt sustainability framework (no. 11) are within the scope for MDBs to
quickly initiate through internal decision making. Actions within the third group on leaving no-
one behind on actively reaching the furthest away (no. 6) and considering universality (no. 7)
are also likely to be easier to swiftly implement than others.

Work to increase diversity in MDBs senior leadership, staffing and procurement

As noted in Section 5, group think is dangerous. It can lead to complacency and inability to
respond and adapt to new circumstances — and has shown itself in times of crisis to affect
MDBs. In order to ensure more recipient perspectives are reflected in decision making in
particular, more efforts should be made by MDBs to achieve more geographical, racial diversity
and diversity in training backgrounds, at all levels of the organisations.

With these five steps, we are hopeful that development bank practices — including policy advice
support — can lead to a forward oriented crisis recovery and reforms in the transformative,
integrated spirit of the Agenda 2030. Overall, the aim within all of these should be to use a
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framework such as the twelve means of practical SDG alignment we have used for the analysis
above to drive substantive progress.
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