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Abstract

The World Bank'’s concessional lending arm, the International Development Association

(IDA), provides significant assistance to small states for fostering long-term development
and responding to climate change. Around half of all small states have access to IDA.
While only three percent of IDA’s resources go to small states, these countries comprise
nearly a third of IDA-eligible countries. IDA plays alarge role in the external financing

of these countries, making up a third of Official Development Assistance. The IDA Small
States Exception plays a critical function in providing these countries access to IDA, and
we argue that it accounts for the climate vulnerability faced by small states compared to
alternative proposals being explored. We show that small states use IDA for adaptation to
a greater extent than non-small states and, given large unmet financing needs, discuss
how IDA might scale up its adaptation finance to these countries. We evaluate recent
World Bank initiatives to scale up disaster finance and conclude with a discussion of

key aspects for small states within the World Bank'’s SimplifIDA reforms.
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Introduction

Small states are recognized as warranting special attention from the international development
community. Lower-income small states generally experience slower economic growth and
development progress, rely heavily on a narrow set of income sources (including international aid),
and are highly vulnerable to exogenous shocks. Following the COVID-19 pandemic, economic
recovery is slower in small state economies compared to other emerging and developing countries.
Rising energy and food prices have also significantly negatively impacted these countries. Small
states have contributed negligible amounts of carbon emissions to climate change, yet are at the
forefront of its impacts in terms of extreme weather events, sea level rises challenging the existence

of some countries, and ocean acidification impacting economic activities.

There are various definitions of small states. Twenty-eight lower-income small states are eligible
for the World Bank’s concessional arm, the International Development Association (IDA) out of
the 53 entities that could be considered ‘small’. Of these twenty-eight countries, twenty-three are
given access to IDA through the Small States Exception (SEE) where their populations are below
1.5 million and their GNI per capita below the World Bank Group'’s income classification for high-
income countries. This paper focuses on these twenty-three countries and uses the term ‘small

states’ to refer to them.!

The World Bank’s concessional lending arm, the International Development Association (IDA),
provides significant assistance to small states in fostering longer-term development and
responding to climate change. Small states represent nearly a third of countries eligible for IDA.
However, these countries only represent around one percent of the people in IDA countries' and
receive three percent of IDA’s total financing. Yet, IDA is playing a large role in small states.

From IDA16 to IDA19 total commitments to small states almost quadrupled from $653 million to
$2.5billion, while commitments to non-small states grew by only 33 percent from $52 billion to

$69 billion. On a per capita basis over the same period, commitments to small states on average
tripled from $90 to $276, while for non-small states this figure only doubled from $18 to $39. This was
largely due to the increase in countries’ minimum base allocation levels made in IDA18 which now
accounts for four-fifths of IDA’s financing to small states. Between 2018 and 2022, IDA accounted for
nearly a third of official development assistance (ODA) in small states compared to roughly a quarter
innon-small states.” The critical role for IDA small states is also seen in that as IDA has grown over
the last two decades, total ODA as a percent of GNI to these countries haslargely held steady at a
median of nine percent, then climbing in 2020 largely due to the pandemic increasing aid flows and
lowering GNIs (see Figure 1below).” The World Bank’s Country Opinion Survey program indicates
small states are generally satisfied with IDA and view it as trustworthy and effective, with the caveat

that survey coverage of small states is still patchy."!

1 Belize, Bhutan, Cabo Verde, Comoros, Djibouti, Dominica, Eswatini, Fiji, Grenada, Kiribati, Maldives, Marshall Islands,
Micronesia, Samoa, Sao Tome and Principe, Solomon Islands, St. Lucia, St. Vincent and the Grenadines, Suriname,
Timor-Leste, Tonga, Tuvalu, and Vanuatu. Note that Suriname's application is still being processed.
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https://thedocs.worldbank.org/en/doc/abf6fab46b08d9edfcf1187e6a3e108e-0350012023/related/Global-Monthly-Jul2024.pdf
https://www.adb.org/publications/asian-development-outlook-july-2024
https://climatepromise.undp.org/news-and-stories/small-island-developing-states-are-frontlines-climate-change-heres-why
https://climatepromise.undp.org/news-and-stories/small-island-developing-states-are-frontlines-climate-change-heres-why
https://www.worldbank.org/en/news/statement/2024/06/26/small-states-and-small-states-forum-members
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*zuvcff*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*zuvcff*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*bwk0s9*_gcl_au*OTUxNzU3NDQzLjE3MjEzMzI5Nzk.
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*bwk0s9*_gcl_au*OTUxNzU3NDQzLjE3MjEzMzI5Nzk.
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099348305212433439/idu13e2a9ae711c0c145fa18a8a1c4364c9603ee

FIGURE 1. IDA disbursements to small states, constant USD 2022
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Source: 20 SEE countries with IDA access over this period. Authors’ calculations using the OECD Creditor Reporting
System, 2002-2022 and World Development Indicators GNI current USD.

Small states benefiting from IDA are geographically diverse. Pacific Island countries comprise half
of the 20 small states with access to IDA before 2023 and received 45 percent of IDA commitments
to small states during 2018-2022. African small states receive the next largest share of IDA's
commitments to small states at 27 percent followed by Latin American and Caribbean small states
at19 percent. South Asian small states, Bhutan and Maldives, are the smallest regional group and
receive about 9 percent. IDA's role is also the smallest in these countries, with financing equal to
about 1 percent of GDP in South Asian small states compared to 3.5-4 percent of GDP in the other

regional groupings.

This year IDA is seeking renewed funding from donors for its next three-year cycle - IDA 21.

World Bank President Ajay Banga and recipient countries are calling for it to be the biggest-ever IDA.
While possible, this looks to be a difficult task. At the first replenishment meeting in March 2024,
IDA Deputies and Borrower Representatives “underscored the importance of continued support

to small states ... [and] ... also reiterated the need to have a common definition on vulnerability

and how it affects allocations.” Additionally, last year the World Bank launched its Comprehensive
Toolkit to Support Countries after Natural Disasters with parts of this exclusively aimed at assisting

small states.

This paper will explore the key issues within IDA for small states. The paper has five parts. First, we
explore how small states access IDA. Amid the growing focus on climate vulnerability, we argue
that the small state exception (SSE) which provides these countries with access to IDA is already
functioning like a vulnerability criterion for small states and appears superior to alternative
proposals. Second, we explore what small states use IDA for. Here we argue that while small states
uniquely use IDA for adaptation, there is a need to reconsider the sectors where this investment is

taking place. Third, given large unmet adaptation financing needs and constrained IDA resources,
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https://www.reuters.com/world/africa/world-banks-banga-calls-record-replenishment-fund-poorest-countries-2023-12-06/
https://www.president.go.ke/president-ruto-to-ida-enhance-concessional-funding/
https://www.cgdev.org/publication/can-ida-break-100-billion-dollar-mark-math-difficult-not-impossible
https://documents1.worldbank.org/curated/en/099051724171510081/text/BOSIB1770c8b6e08c18a0619a6f8b47ed7a.txt
https://www.worldbank.org/en/news/factsheet/2023/06/22/comprehensive-toolkit-to-support-countries-after-natural-disasters
https://www.worldbank.org/en/news/factsheet/2023/06/22/comprehensive-toolkit-to-support-countries-after-natural-disasters
https://www.worldbank.org/en/news/factsheet/2023/12/01/world-bank-extends-new-lifeline-for-countries-hit-by-natural-disasters

we suggest allowing some small states to trade some of their IDA grant financing for a larger volume
of concessional loans while retaining the SSE; and evaluating how IDA factors debt management into
its grant allocation framework. Fourth, we explore the relevance of recent innovations in IDA’s toolkit
for post-disaster financing in small states. We argue that small states benefit from avenues to access
more funding from IDA but tools that introduce greater flexibility in existing financing are relatively
new and untested. Lastly, given the limited institutional capacity of small states, we conclude by

highlighting the importance of key IDA administrative reform efforts for these countries.

How do small states access IDA? The Small Economies
Exception (SEE) and vulnerability

The SEE now covers nearly a third of countries with access to IDA

The Small Economies Exception (SEE) grants countries access to IDA if the population is less than

1.5 million and the GNI per capita is below the World Bank Group income classification for high-
income countries. The SEE gives countries access to IDA despite their per capita incomes being above
the income threshold for IDA support as the SEE recognizes the unique characteristics of small
states - including their size, limited economic base, and remoteness - results in these countries
having comparable challenges to other IDA-eligible countries with lower per capita incomes

(see Figure 2 below)."!

Following the November 2023 IDA mid-term review, the number of states included in the Exception
has grown and it now covers nearly a third of IDA and Blend countries. Originally targeted to
islands, the SEE has been expanded into a broader small state exception. This expansion allows the
SEE to retain its purpose by recognizing that small states “face similar challenges [to Small Island
States] and have deep rooted vulnerabilities.” The financial implications for IDA will be very small -
likely around US 125 million annually in country allocations or roughly 0.4 percent of IDA’s annual

total pot.viti

The SEE also provides more concessional terms for small states compared to other IDA recipients.
InthelastIDA 20 cycle, IDA hardened some of its terms making it more expensive for some countries

to borrow from IDA. However small states under the SEE were exempt from these changes.

Looking ahead to IDA 21, it is possible that IDA could further harden its terms and if this occurs
small states should be exempt from this again. A hardening of terms is possible as IDA’s current
financing model is under pressure from rising interest rates and a greater number of countries are

in worsening debt situations. In the last IDA cycle, small states were excluded from the hardening of
terms due to “the larger impact this change would have on the concessionality they receive compared
to other ... countries and the particularly high vulnerability they face.” In IDA 21, small states should

again be exempt from any hardening of terms as the reasons justifying their exclusion previously
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https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://thedocs.worldbank.org/en/doc/340031539197519098-0290022019/original/WorldBankSupporttoSmallStatesbooklet.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*bwk0s9*_gcl_au*OTUxNzU3NDQzLjE3MjEzMzI5Nzk.
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*bwk0s9*_gcl_au*OTUxNzU3NDQzLjE3MjEzMzI5Nzk.
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://datahelpdesk.worldbank.org/knowledgebase/articles/906519-world-bank-country-and-lending-groups
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/163861645554924417/pdf/IDA20-Building-Back-Better-from-the-Crisis-Toward-a-Green-Resilient-and-Inclusive-Future.pdf
https://documents1.worldbank.org/curated/en/163861645554924417/pdf/IDA20-Building-Back-Better-from-the-Crisis-Toward-a-Green-Resilient-and-Inclusive-Future.pdf
https://www.cgdev.org/blog/ida-equipped-another-debt-shock
https://www.cgdev.org/blog/ida-equipped-another-debt-shock
https://documents1.worldbank.org/curated/en/163861645554924417/pdf/IDA20-Building-Back-Better-from-the-Crisis-Toward-a-Green-Resilient-and-Inclusive-Future.pdf

have not changed. Additionally, continuing to provide the current IDA terms to small states would
have avery limited cost to IDA’s overall financing envelope but could have significant negative
impacts on these countries given the role IDA plays in these countries’ total ODA financing and
that none of these countries have an investment grade credit rating, indeed most do not have any

credit rating.

Ahardening of terms for the wealthier countries under SEE was floated at the November 2023
midterm review but sensibly appears not to have progressed. This change would have likely seen

six countries have their borrowing terms changing from SEE to regular IDA terms, with a possible
view to having these countries graduate from IDA in the medium term. The countries include
Dominica, Grenada, St. Lucia, and St. Vincent and the Grenadines in the Caribbean, the Marshall
Islands in the Pacific, and the Maldives in Asia. On the one hand, the GNI per capita of these countries
is high relative to IDA’s other recipients (see Figure 2 below). However, removing these six countries
from IDA would have saved little funding (roughly 0.7 percent of IDA’s total pot*), while potentially
significantly limiting the amount of external financing these countries receive. Only one of the
Caribbean blend countries - Grenada — has borrowed from the IBRD in the last 10 years* and

no country has an investment-grade credit rating.*!

Should this issue of graduating SEE countries arise in the future additional factors should be
considered. First, given that many of these countries do not have a credit rating, it would be helpful
to also consider both a country’s GNI and population as potential indicators for whether countries
may borrow from the IBRD. Currently, forty percent of IBRD-only small states do not actively borrow
from the institution, these countries tend to have smaller populations and/or GNIs compared to
other IBRD-borrowing small states.*i This indicates that should some small states no longer be able
to borrow from IDA, it is not clear whether they would start borrowing from the IBRD, especially in
the context of higher interest rates. For example, for SEE countries with higher GNIs per capita, the
Republic of the Marshall Islands and Tuvalu both have smaller GNIs and populations indicating that
they may be less likely to borrow from the IBRD if IDA access is removed.*" Secondly, the degree to
which IDA is the main source of ODA could be considered as an indicator of whether other donors
are prioritizing providing aid to these countries. As shown in Table 1 below, again the Caribbean
countries have a particularly high share of IDA as a proportion of their total ODA, and this is much

lower for the countries in the Asia-Pacific.
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https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf

FIGURE 2. SEE income per capita, IDA finance type, and World Bank
graduation thresholds
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Note: Maldives is eligible for 100 percent grant financing given its risk of debt distress, however as it has breached the
Sustainable Development Finance Policy since July 1, 2023, it has received loans only. 2022 data is used for Tonga and
Bhutan.

TABLE 1. Wealthier SEE countries IDA as a portion of ODA commitments
and risk of debt distress rating

Country Dominica Grenada Maldives Marshall St. Lucia  St.Vincent Tuvalu
Islands and the
Grenadines

IDAasa 59% 61% 16% 20% 55% 71% 45%
proportion
of ODA
commitments
Risk of Debt High In debt High High High High High
Distress distress risk of
Rating sovereign

stress

Source: OECD DAC3A ODA commitments 2018-2022 current prices IDA as a proportion of total official donors.
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https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://www.worldbank.org/en/programs/debt-toolkit/dsa
https://www.worldbank.org/en/programs/debt-toolkit/dsa
https://www.worldbank.org/en/programs/debt-toolkit/dsa
https://www.imf.org/en/Publications/CR/Issues/2024/03/07/St-545560
https://www.imf.org/en/Publications/CR/Issues/2024/03/07/St-545560
https://www.imf.org/en/Publications/CR/Issues/2024/03/07/St-545560
https://www.imf.org/en/Publications/CR/Issues/2024/03/07/St-545560

The SEE functions like a vulnerability criterion for small states’
access to IDA

Some small states are calling for the World Bank to “go beyond per capita GNI as the criterion

for determining eligibility for concessional financing to include climate vulnerability”. There is
no agreed definition of vulnerability and consequently using ‘vulnerability’ to determine country
eligibility for IDA is inherently difficult. One of the ways some small states are advocating for

this change is for the World Bank to consider including the new Multidimensional Vulnerability
Index (MVI) as part of the eligibility criteria. The 2022 World Bank Evolution Roadmap states that
the World Bank will consider including vulnerability as an eligibility criterion for IDA and IBRD,
including for small states. In May 2024, as part of IDA replenishment the World Bank produced a
Discussion note on Vulnerability Considerations in IDA’s policy and financing framework. This note
defines vulnerability as the extent to which individuals, communities, or systems are susceptible to
adverse effects from external or internal shocks and focuses on economic, environmental, political
and social vulnerabilities. The note finds that “IDA’s existing approach to provide targeted support
to IDA countries based on their unique vulnerabilities has proved highly effective” including to
small states. The note also highlights that in 2010 and 2018, before the development of the MVI,

IDA explored incorporating a vulnerability metric into its allocation framework and found it would
not lead to improved outcomes, particularly for small Ssates and that currently no Multilateral
Development Bank has incorporated a vulnerability index into its standard eligibility criteria.x* We
show below that for small states the SEE is already providing good coverage against vulnerability

considerations.

The use of the term ‘vulnerability’ has become ingrained in the SEE over time. Although not
originally part of the Exception, “vulnerability to climate change is now a key criterion for entry
into the [SEE]. Though not a formal requirement, [the] Bank’s decisions to grant the Exception
to Tuvalu, the Marshall Islands and Micronesia [in previous years] all considered vulnerability
to natural disasters and climate change. In 2019, revisions to the [SEE] entry criteria for IBRD-
only [small states] formally recognized these aspects as part of the rationale for granting the

Exception.”

The SEE functions like a vulnerability criterion for small states. In Figure 3A-C below we divide
countries into quadrants for whether they qualify for IDA or not (using the FY24 IDA cut-off and
limiting the sample size to GNI per capita under the high-income country threshold), and whether
they are considered vulnerable or not (using the three vulnerability indexes the SEE uses as criteria
for IBRD entry into IDA - the EVI, CRI, and WRI).*"' The graphs show that the SEE is functioning

like a vulnerability exception for small states. All but two of the SEE countries fall in the quadrant
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https://www.bridgetown-initiative.org/
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*bwk0s9*_gcl_au*OTUxNzU3NDQzLjE3MjEzMzI5Nzk.
https://www.un.org/ohrlls/mvi
https://www.un.org/ohrlls/mvi
https://www.devcommittee.org/sites/default/files/download/Documents/2023-03/Final_DC2023-0002 evolution paper for DC website.pdf
https://www.devcommittee.org/sites/default/files/download/Documents/2023-03/Final_DC2023-0002 evolution paper for DC website.pdf
https://documents1.worldbank.org/curated/en/099070124191517803/pdf/BOSIB10a7116710a31a633130efe4ff439c.pdf?_gl=1*bwk0s9*_gcl_au*OTUxNzU3NDQzLjE3MjEzMzI5Nzk.
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://www.un.org/development/desa/dpad/least-developed-country-category/ldc-data-retrieval.html
https://www.googleadservices.com/pagead/aclk?sa=L&ai=DChcSEwifncr6oq6HAxWFTEcBHa3dCl4YABAAGgJxdQ&ase=2&gclid=EAIaIQobChMIn53K-qKuhwMVhUxHAR2t3QpeEAAYASAAEgI94PD_BwE&ohost=www.google.com&cid=CAASJeRodedOqvRu_J2ivqHNavfAp15WF5YwUub6ocsTUtttz20mFJM&sig=AOD64_1ED2zxI7x088JdNUpAeKzbSQ8zkw&q&nis=4&adurl&ved=2ahUKEwilrcT6oq6HAxV9FVkFHTvJASsQ0Qx6BAgEEAE
https://weltrisikobericht.de/wp-content/uploads/2021/09/WorldRiskReport_2021_Online.pdf

of non-IDA eligible and vulnerable for at least one of the vulnerability indices (Bhutan and

Sao Tome and Principe). We also consider a broader list of small states beyond those listed under
the SEE. Four of these countries also satisfy this criterion (vulnerable on at least one measure).
However, three of these ‘small’ states have populations above the 1.5 million SEE threshold, and
the other Mauritius, has an investment-grade credit rating. Note that we are not arguing that
because a country is vulnerable and not IDA-eligible (as many countries are) it should be given
IDA access. Other criteria such as a country’s GNI, GNI per capita, population, and access to other
sources of finance should also be considered. Additionally, a broader consideration of including
avulnerability criterion for IDA eligibility would need to be weighed against the impacts it would
have on IDA’s financing model given that any new vulnerability criterion would likely apply to

countries beyond small states. !

Adding the new Multidimensional Vulnerability Index (MVI) into consideration or substituting

it for the SEE would not improve things for small states and would be regressive to small states’
incomelevels. The UN has recently developed a new vulnerability index focused on small island
states. There are inherent issues with using one index to determine vulnerability as some factors
may be more significant for some countries than others - even the MVI which was designed for
small states would not produce a better outcome for these countries compared to the SSE which has
greater flexibility for considering individual country needs. In Figure 3D below we assess a broad list
of small states and assume a similar cut-off for vulnerability as used by the SEE for other indexes.*Viil
Under the MVI Antigua and Barbuda, Bahrain, Bahamas, Barbados, Botswana, Namibia, Nauru, and
Palau** are rated vulnerable, and only Botswana has an investment-grade credit rating.** However,
the global community is unlikely to welcome the inclusion of these countries into IDA as on average
these countries have a GNI per capita nearly fifteen times that of the FY24 IDA cut-off *< All countries
except Botswana and Namibia have GNI per capita above the High-Income threshold. > Botswana
and Namibia have GNIs per capita below the IBRD GDI cut-off needed for IBRD countries to enter

the SEE, yet both countries have populations above the 1.5 million SEE criterion.=i Additionally,
ifthe MVIwas used instead of the SEE, a third of SEE countries would lose out as they would not

be considered vulnerable: Belize, Bhutan, Fiji, Sao Tome and Principe, Suriname, Timor-Leste,

and Vanuatu.
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https://www.worldbank.org/en/news/statement/2024/06/26/small-states-and-small-states-forum-members
https://www.un.org/ohrlls/mvi
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https://www.un.org/ohrlls/mvi
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https://www.worldbank.org/en/news/statement/2024/06/26/small-states-and-small-states-forum-members
https://www.worldbank.org/en/news/statement/2024/06/26/small-states-and-small-states-forum-members
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf

FIGURE 3. Vulnerability Indexes and GNI per capita: EVI, CRI, WRI
and MVI respectively
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FIGURE 3. (Continued)
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Note: Many countries labelled as IDA are above the IDA eligible cut off as they are gap or blend countries.

Sources: World Development Indicators GNI per capita Atlas Method latest, EVI, CRI, WRI 2021 and MVTI. In 2022, the WRI
changed its methodology to account for population sizes and this resulted in many island states no longer being at the top of
the risk ranking. The World Bank rule relating to the WRI predates this being from 2019 however the current application of
this rule uses the 2022 methodology. For the EVI Botswana and Namibia are non-SEE small states that are vulnerable,
however both have populations above 1.5 million. For the CRI Jamaica and Namibia are also vulnerable, their populations are
also over the threshold. For the WRI both Jamacia and Mauritius also appear vulnerable. However, Mauritius is

not vulnerable under the 2022 WRI methodology, and has an investment-grade credit rating. In the end notes we also
examine the ND-Gain index.*" The data in figure 3 is available for download here.
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https://www.un.org/development/desa/dpad/least-developed-country-category/ldc-data-retrieval.html
https://www.germanwatch.org/sites/default/files/Global Climate Risk Index 2021_2.pdf
https://weltrisikobericht.de/wp-content/uploads/2021/09/WorldRiskReport_2021_Online.pdf
https://www.un.org/ohrlls/sites/www.un.org.ohrlls/files/final_mvi_report_1.pdf
https://weltrisikobericht.de/wp-content/uploads/2022/09/WorldRiskReport-2022_Online.pdf
https://weltrisikobericht.de/wp-content/uploads/2022/09/WorldRiskReport-2022_Online.pdf
https://documents1.worldbank.org/curated/en/099012624123036908/pdf/BOSIB1cd951f870011b87d1243b7b5be036.pdf
https://www.cgdev.org/sites/default/files/Dimond-Rajah-Hammersley-data-IDA-policy-small-states.xlsx

Small states use IDA to invest in place-based
adaptation. Future investments in people-based
adaptation could also be useful

Small states use IDA to invest in places, compared to non-small states which invest proportionally
more in people. Between 2018 and 2022, non-SEE countries spend a third of their IDA commitments
on people in health, education, and social services, while small states spend only 21 percent.

Small states use IDA to invest more in transport and storage and disaster prevention, 36 percent,

compared to non-small states at 14 percent - see Table 2 below.

TABLE 2. The proportion of IDA commitments 2018-2022 on average across sectors

Sectors SEE Total Non-SEE
Sectors Total Sectors
People-based sectors (health, education, and social services) 21% 33%
Transport and Storage 19% 6%
Disaster Prevention and Preparedness 17% 8%
Agriculture and Water 10% 12%
Energy 4% 1%

Source: 20 SEE countries with IDA access over this period. OECD Creditor Reporting System, 2018-2022, current prices, all
channels and modalities, commitments, ODA, sectors explored include education, health, population, water, government
and civil society, other social infrastructure and services, transport and storage, communications, energy, banking,
business and other services, agriculture, industry, trade policies, tourism general environmental protection, other
multisector, reconstruction, and disasters prevention.

These differing investment patterns are likely explained by the unique development challenges
small states face. Small states face issues of remoteness, both from major markets and sometimes
internally with populations spread over numerous islands. Additionally, small states are highly
vulnerable to weather events. Investments in transport and storage and disaster preparedness
make sense in these contexts. Proportionally lower investment in people may also make sense - in
2022, SEE countries had an average Human Development Index value of 0.670, compared to non-SEE

IDA countries of 0.533.%

Small states, particularly Pacific small states, have more of their IDA finance tagged as adaptation
compared to other IDA recipients. Vanuatu, Tonga, Samoa, Tuvalu, Micronesia, Marshall Islands, and
Kiribati fall in the list of top 10 IDA-only countries with the highest share of their IDA finance tagged

as adaptation with at least 30 percent of financing tagged as adaptation over the last decade.

Small state’s adaptation finance is concentrated on place-based investments in transport and
disaster prevention. Between 2018 and 2022, SEE countries had over fifty percent of their adaption

commitments in these two sectors, compared to less than a quarter for non-SEE countries. V!
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https://documents1.worldbank.org/curated/en/293681468197068563/pdf/103573-WP-P152963-PUBLIC-NON-BOARD-VERSION-FOR-DISCLOSURE-PIC8-Systematic-Country-Diagnostic-Final-20160219.pdf
https://documents1.worldbank.org/curated/en/293681468197068563/pdf/103573-WP-P152963-PUBLIC-NON-BOARD-VERSION-FOR-DISCLOSURE-PIC8-Systematic-Country-Diagnostic-Final-20160219.pdf
https://www.cgdev.org/blog/who-gets-world-bank-climate-money-exploration-adaptation-financing-lower-income-countries

Investments in people-based resilience have proportionally received less adaptation finance in small
states - see Table 3 below. This distribution is unsurprising as IDA’s adaptation finance is a function
of its overall programming with projects tagged as also being for climate purposes. Given the way
the World Bank tags its climate finance and that infrastructure projects can be more expensive

than human development projects, we also explored the proportion of project titles with adaptation

finance and found a similar pattern across sectors — also see Table 3 below.

TABLE 3. The proportion of IDA adaptation finance and projects 2018-2022
on average across sectors

Sectors SEE Non-SEE SEE Non-SEE
Adaptation  Adaptation Adaptation Adaptation
Finance Finance Projects Projects
People-based sectors (health, 15% 20% 28% 34%
education, and social services)
Transport and Storage 30% 15% 10% 5%
Disaster Prevention and Preparedness 21% 8% 16% 7%
Agriculture and Water 18% 29% 7% 1%
Energy 1% 3% 4% 4%

Source: 20 SEE countries with IDA access over this period, and other countries listed with IDA as the provider excluding
graduated countries for the period. OECD Development Finance for Climate and Environment Recipient Dataset.

Going forward, small states may benefit from making investments in people-based adaptation and
resilience as well as place-based adaptation. The IMF estimates that small states need to invest in
scaling up health and education spending by 3 percent of GDP, comparable to the 3.7 percent of GDP
needed for scaling up physical infrastructure to meet their development and climate objectives.

The Asian Development Bank also highlights the role of investing in education and health, as well

as energy and transport for climate adjustments in the region. In the Pacific region, which contains
half of IDA’s SEE countries, World Bank investments in human capital are also potentially needed

as other donors in have shifted their financing to budget support and infrastructure investments
inrecentyears. Examples of people-based adaptation investments could include social protection
systems, which the IMF and the Asian Development Bank notes are critical for adaptation in small

states and are underdeveloped in many of these countries.

Small states may already want to shift their IDA investment to people-based activities. Although
IDA financing is demand-driven by countries, the World Bank Country Opinion Surveys*vi
reveal that approximately one-third of respondents from small states identified education, job
creation, and health as their top three development priorities. In contrast, less than 10 percent of
respondents prioritized place-based investments such as transport, infrastructure, and disaster

risk preparedness.
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https://webfs.oecd.org/climate/RecipientPerspective/
https://www.imf.org/en/Publications/WP/Issues/2021/03/05/Meeting-the-Sustainable-Development-Goals-in-Small-Developing-States-with-Climate-50098
https://www.adb.org/sites/default/files/publication/988006/pem-august-2024.pdf
https://pacificaidmap.lowyinstitute.org/Lowy-Institute-Pacific-Aid-Map-Key-Findings-Report-2023.pdf
https://www.imf.org/en/Publications/Policy-Papers/Issues/2024/07/25/2024-Staff-Guidance-Note-On-The-IMFs-Engagement-With-Small-Developing-States-552538
https://www.adb.org/sites/default/files/publication/988006/pem-august-2024.pdf
https://devpolicy.org/unpacking-the-evidence-on-social-protection-in-the-pacific-and-timor-leste-20240703/

Meeting the need for scaled-up adaptation
investment: Two options

Scaling up investment in adaptation is the most important way to enhance resilience in climate-
vulnerable small states. Further prioritization of small states within IDA is unlikely given small
states already receive considerable preferential treatment. Below we consider two options for
scaling up adaptation finance by IDA in small states without preferencing these countries with

newresources.

Option one: Allow small states that receive IDA grants the
ability to trade some of this grant financing for a larger
volume of concessional loans while retaining the SEE

Allow small states that receive IDA grants the ability to trade some of this grant financing for a
larger volume of concessional loans while retaining the SEE. Unlocking larger volumes of finance
could be beneficial to some small states both because of their unique debt situation and because
of the necessity of adaptation investments to enhance macro-economic resilience and debt
sustainability. IDA provides many small states grants depending on the country’s income level
and theirrisk of debt distress. Yet some small states are preemptively rated at elevated risk of debt
distress due to the low debt-carrying capacity of their economies, rather than having high debt

or unsustainable fiscal settings - see Table 4 below. As such, there may be cases where additional

concessional lending could be beneficial for small states looking to finance macro-critical adaptation

investments but are unable to do so while primarily relying on grant financing, especially if these
loans have climate resilience debt clauses (discussed further in the next section). By investing in
adaptation, countries can reduce the costs of future natural disaster shocks, thereby reducing

their vulnerability to future debt problems despite increased borrowing. For example, recent

IMF modeling for Samoa incorporating the resiliency benefits of large upfront adaptation investment

significantly improved the outlook for debt sustainability, even if this was financed by new debt.
Other modeling by the IMF for Vanuatu and Tonga illustrates that without additional resources,
natural disasters could push these countries into debt distress, highlighting the need to further

scale up adaptation investments.
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https://ieg.worldbankgroup.org/evaluations/world-banks-role-and-use-low-income-country-debt-sustainability-framework
https://ieg.worldbankgroup.org/evaluations/world-banks-role-and-use-low-income-country-debt-sustainability-framework
https://ieg.worldbankgroup.org/evaluations/world-banks-role-and-use-low-income-country-debt-sustainability-framework
https://www.imf.org/en/Publications/CR/Issues/2022/03/21/Samoa-Technical-Assistance-Report-Climate-Macroeconomic-Assessment-Program-515505
https://www.imf.org/en/Publications/Departmental-Papers-Policy-Papers/Issues/2021/03/24/Fiscal-Policies-to-Address-Climate-Change-in-Asia-and-the-Pacific-Opportunities-and-49896

SSE
Countries
that
Receive
Grants
from IDA

Bhutan

Comoros

Djibouti
Kiribati
Maldives

Marshall
Islands

Micronesia
Samoa

Sao Tome
and
Principe
Solomon
Islands

Tonga
Tuvalu
Vanuatu

Average

TABLE 4. SEE IDA grant recipients sample of debt statistics

Debt
to GDP
2024

11%
36%

57%
10%
121%

17%

1%
29%
43%

20%

44%
7%

44%
42%

World
Bank-
IMF Risk
of Debt
Distress
Rating

Moderate
High

High
High
High

High

Moderate
High

In distress

Moderate

High
High
Moderate

IDA 19
Percent of
Total IDA

Commitments

0.2%
0.2%

0.3%
0.1%
0.1%

0.1%

0.1%
0.1%
0.1%

0.2%

0.2%
0.1%
0.1%
0.15%

Debt to
Private
Creditors?

Yes
No

No
N/A
Yes

N/A

N/A
No

Yes

No

No
N/A
No

Share of
Debt that is
Concessional

26%
88%

26%
N/A
15%

N/A

N/A
63%
70%

91%

37%*
N/A
50%*
52%

IDA NCBP
and SDFPA
Infringements
(including
waivers)

2013 waiver,
2018 ceiling
suggested,

2019 ceiling
established

2017, 2018,
2019 and 2023
hardened
terms

2014 waiver

Source: WEO April 2024 General Gross Government Debt percent of GDP, World Bank DSA Ratings; IDA-19 Commitments
and International Debt Statistics PPG, private creditors (DOD, current US$) 2022. Concessional debt is sourced from
International Debt Statistics 2022 and is the sum of PPG, bilateral and multilateral concessional; divided by the sum of
PPG, bilateral, multilateral and private creditors (DOD, current USS) N/A is not available. "NCBP is the Non-Concessional
Borrowing Policy and SDFP is the Sustainable Development Finance Policy. “Note that some of Tonga's and Vanuatu's debt
to China does not show up in the International Debt Statistics as concessional in recent years, other sources indicate this
debtlikely is concessional. This may be the case for other countries as well.
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https://www.worldbank.org/en/programs/debt-toolkit/dsa
https://ida.worldbank.org/en/financing
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/099041724185014481/pdf/BOSIB1fced3e8a0091895b189038bbef4de.pdf
https://www.lowyinstitute.org/publications/ocean-debt-belt-road-debt-diplomacy-pacific
https://www.lowyinstitute.org/publications/ocean-debt-belt-road-debt-diplomacy-pacific

The debt sustainability analyses carried out by the World Bank and IMF would play a central

role in working out the scope for additional concessional borrowing, however this needs to

more consistently factor in the effects of climate change. IDA grant recipient small states are
assessed according to the Low-Income Country Debt Sustainability Framework (LIC DSF). This is
currently under review. A key priority for small states in the medium term will be developing a
consistent and prudent way to incorporate escalating climate impacts and the benefits of investing
in adaptation to minimize these costs into the LIC DSF. Climate change and natural disasters are
already incorporated into the debt sustainability assessments (DSA) of most small island states
(SIDS). However, the longer-term risks from natural disasters and/or climate change are applied
to the LIC DSFvia judgment of IMF staff rather than a transparent and replicable methodology*iit
A 2023 World Bank Independent Evaluation Group report into the LIC DSF found that “DSA's for
some SIDS treat financing for climate adaptation as both a source of fiscal stress and a necessity
to maintain debt sustainability in the long term ... generally, DSA’s suggest that this is a good use of
resources, given it will reduce costly damages later.” This thinking should be consistently applied
across all DSAs. In August 2024, the IMF issued a Supplement to 2018 Guidance Note on the Bank-
Fund Debt Sustainability Framework for Low Income Countries. This Note highlights that the IMF
is continuing to strengthen the inclusion of climate change in the LIC-DSF. However, the Note
generally only requires the DSA authors to be clearer on how climate change has been factored
into the assessment, without providing guidance on how this should be done. At present having a
flexible approach is sensible as the macro-modelling of climate change is still relatively new for
the Fund and predictions on the effects of climate change can change. However, there is a need for
amore consistent approach in the areas outlined above, and the Fund should check that different
approaches being applied are not resulting in different outcomes, particularly if this impacts the
financing countries receive from the International Financial Institutions. In the meantime, the
scope for flexible additional borrowing by small states would have to be worked out on a case-by-

case basis at the country and project level.

Allowing greater flexibility in applying the existing LIC-DSF could help identify opportunities for
scaled-up adaptation investment financed by concessional borrowing. The current LIC DSF requires
all multilateral development bank (MDB) financing to be assumed to be provided on full credit terms
to identify where MDB lending would lead to an irresponsible increase in debt and therefore grants or
amix of grants and loans should be provided . This is critical to sustainable MDB lending decisions.
However, applying this assumption too rigidly can underestimate the scope for useful additional
borrowing in heavily aid-dependent countries.** In the case of Samoa, the IMF determined that
financing its adaptation plans via additional debt was still an unsustainable proposition, despite

the resiliency benefits. This conclusion however reflected the IMF analysis maintaining the usual
assumption that Samoa would receive its MDB country allocations as loans, even though it is eligible
and receives entirely grant financing. > With annual MDB grants averaging 4 percent of Samoa'’s

GDP, the IMF analysis assumed a large base amount of borrowing that will not occur, thereby limiting
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https://ieg.worldbankgroup.org/evaluations/world-banks-role-and-use-low-income-country-debt-sustainability-framework
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/LIC-DSF.pdf
https://www.imf.org/en/Publications/Policy-Papers/Issues/2024/07/25/2024-Staff-Guidance-Note-On-The-IMFs-Engagement-With-Small-Developing-States-552538
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/LIC-DSF.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/LIC-DSF.pdf
https://www.imf.org/en/Publications/Policy-Papers/Issues/2024/08/05/Supplement-to-2018-Guidance-Note-on-the-Bank-Fund-Debt-Sustainability-Framework-for-Low-553151
https://www.imf.org/en/Publications/Policy-Papers/Issues/2024/08/05/Supplement-to-2018-Guidance-Note-on-the-Bank-Fund-Debt-Sustainability-Framework-for-Low-553151

the assessed scope for additional debt. If the analysis recognized that MDB country allocations take
the form of grants, this would likely have revealed some meaningful scope for concessional loans to
help meet Samoa’s large adaptation needs. Several other small states are likely in a similar position:
over half of the IDA-eligible small states at moderate or high risk of debt distress receive annual

MDB grants equal to more than 2 percent of GDP. »ii

This option to scale up concessional lending would need to be managed cautiously. Loans should
only be provided for projects that could not otherwise be financed by grants due to the scale of
funding needed and would need to be provided on concessional terms. Projects would also need to
be carefully selected so that they provide sufficient returns relative to taking on debt financing.

The World Bank offering this lending also should not set a precedent for other donors to switch from
grants to loans. Rather this approach should be seen as an exceptional response to a critical problem,
where grant financing is scarce and the resiliency benefits of scaled up adaptation investment
warrant taking on the debt. Such treatment would be similar to the ability of IDA countries to access
the Scale Up Window on IBRD terms on a case-by-case basis. Lastly, we acknowledge that many
developing countries continue to advocate for adaptation financing to be provided on grant terms
given the historic injustices of this issue. This option is proposed given the lack of grant financing

that has been forthcoming for adaptation.

Option two: Strengthening consideration of the causes of debt
distress when allocating IDA’s grant financing

Given IDA is facing funding pressures in part due to more countries being rated at a higher risk
of debt distress it is worth examining the causes for this and considering in future IDA cycles
whether countries with poor debt management should continue to receive grant financing.
Under IDA’s Grant Allocation Framework, the risk of debt distress is the key factor influencing
whether countries receive grants from IDA. This can inadvertently reward countries that
mismanage their debt. As mentioned above many small states are preemptively rated at moderate
or high risk of debt distress due to the low debt-carrying capacity of their economies. This
contrasts with many other recipients of IDA grant financing who have a high risk of or in-debt
distress ratings due in part to having taken on significant amounts of non-concessional debt.
These countries are in effect ‘rewarded’ with more concessional grant financing from IDA for
their ‘poor performance’. For example, Table 5 below illustrates that some of the countries that
are toreceive the largest share of grants from IDA 21 have expensive debt to private bondholders
including Ethiopia, and Mozambique. In IDA 19, Ethiopia received twice the funding allocation of
all small states combined. Table 4 above shows that the small states that receive grant financing
from IDA have typically not taken on this type of debt excluding Bhutan, the Maldives, and

Sao Tome and Principe.
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https://www.carbonbrief.org/explainer-how-can-climate-finance-be-increased-from-billions-to-trillions/
https://www.carbonbrief.org/explainer-how-can-climate-finance-be-increased-from-billions-to-trillions/
https://www.cgdev.org/blog/ida-equipped-another-debt-shock
https://www.cgdev.org/blog/ida-equipped-another-debt-shock
https://www.cgdev.org/blog/comment-idas-debt-sustainability-framework
https://www.cgdev.org/blog/comment-idas-debt-sustainability-framework

In 2020, IDA introduced the Sustainable Development Finance Policy (SDFP) which financially
penalizes countries for debt mismanagement. Under the SDFP countries agree to performance and
policy actions (PPAs) related to improving debt transparency, fiscal sustainability, and improving
debt management. If a country fails to meet the PPAs then between 10- to 20 percent of IDA’'s annual
country allocation can be withheld. **ii Repeated or severe breaches can lead to a hardening of

IDA terms. Funding withheld is returned to the overall IDA pot and subsequently redistributed

to countries that do not breach the SDFP. This implicitly can benefit countries that have not had

poor debt behavior, including small states.

There are questions about the effectiveness of the SDFP in large economies given that its
predecessor, the Non-Concessional Borrowing Policy (NCBP) established in 2006 was largely
unsuccessful in these countries, and the financial incentives in the SDFP have not been
strengthened. The NCBP “lacked the capacity to stem the rise in IDA-eligible countries’ non-
concessional external borrowing over the last decade”. This was inlarge part because IDA’s financing
is small relative to other financing sources. A review of the NCBP found that public debt rose
substantially in IDA countries over the period, but only modestly in small states where IDA financing
is more critical. The SDFP has an expanded mandate with more countries and a wider analysis of debt
dynamics, however, it does not have substantially stronger financial incentives to encourage good
behavior. To date, the SDFP has only hardened terms for one country, a small state, the Maldives for

repeated breaches of the non-concessional borrowing policy.
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https://ida.worldbank.org/en/financing/debt/sustainable-development-finance-policy
https://thedocs.worldbank.org/en/doc/a0908d01b8edaed8b042114bf89b2dc2-0410012020/original/sdfp-at-a-glance-2020-8-14.pdf
https://thedocs.worldbank.org/en/doc/a0908d01b8edaed8b042114bf89b2dc2-0410012020/original/sdfp-at-a-glance-2020-8-14.pdf
https://thedocs.worldbank.org/en/doc/a0908d01b8edaed8b042114bf89b2dc2-0410012020/original/sdfp-at-a-glance-2020-8-14.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/IDA_SDFP.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/IDA_SDFP.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/IDA_SDFP.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/IDA_SDFP.pdf
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://www.cgdev.org/publication/harder-times-softer-terms-assessing-world-banks-new-sustainable-development-finance
https://documents1.worldbank.org/curated/en/099041724185014481/pdf/BOSIB1fced3e8a0091895b189038bbef4de.pdf

TABLE 5. Non-SEE IDA grant recipients sample of debt statistics

Non-SSE Risk of Debt IDA 19 Percent Debt to Share of IDA NCBP and SDFP” Infringements

Countries that Distress of Total IDA Private Debt that is (including waivers)

Receive Grants Rating Commitments Creditors? Concessional

from IDA

Afghanistan 1% High 1.0% No 48%

Burundi 73% High 0.7% No 82% 2011 and 2013 waivers

Central African 56% High 0.6% Yes 70%

Republic

Chad 32% High 1.4% Yes 26% 2010 volume reduction, 2013-14 Waiver

Ethiopia 30% High 6.0% Yes 54% 2011 waiver, 2013-14 volume reduction and hardened
terms, 2015 & 2016 hardened terms, 2017 no response,
2018 & 2019 hardened terms

The Gambia 64% High 0.3% No 64%

Guinea-Bissau 77% High 0.1% Yes 37%

Malawi 75% In distress 1.3% No 84%

Mozambique 97% High 3.6% Yes 57% 2016 volume reduction and hardened terms, 2017 &
2018 volume reduction, 2019 no response and waiver

Sierra Leone 70% High 0.6% N/A N/A

South Sudan 48% High 1.1% Yes N/A

Sudan 280% In distress 2.6% Yes 13%

Tajikistan 31% High 0.8% Yes 32% 2018 waiver and 2019 no response

Zambia 15% In distress 0.9% Yes 12% 2011-12 waiver, 2013-14 no response

Average 76% - 1.50% - 48% -

Source: WEO April 2024 General Gross Government Debt percent of GDP - Afghanistan 2022, and Zambia 2023, World Bank DSA Ratings; IDA-19 Commitments and International Debt Statistics PPG, private
creditors (DOD, current USS) 2022 and South Sudan. Concessional debt is sourced from International Debt Statistics 2022 and is the sum of PPG, bilateral and multilateral concessional; divided by the sum of
PPG, bilateral, multilateral and private creditors (DOD, current USS). “NCBP is the Non-Concessional Borrowing Policy and SDFP is the Sustainable Development Finance Policy. N/A is not available.
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https://ida.worldbank.org/en/financing/debt/country/afghanistan
https://ida.worldbank.org/en/financing/debt/country/burundi
https://ida.worldbank.org/en/financing/debt/country/central-african-republic
https://ida.worldbank.org/en/financing/debt/country/central-african-republic
https://ida.worldbank.org/en/financing/debt/country/chad
https://ida.worldbank.org/en/financing/debt/country/ethiopia
https://ida.worldbank.org/en/financing/debt/country/gambia
https://ida.worldbank.org/en/financing/debt/country/guinea-bissau
https://ida.worldbank.org/en/financing/debt/country/malawi
https://ida.worldbank.org/en/financing/debt/country/mozambique
https://ida.worldbank.org/en/financing/debt/country/sierra-leone
https://ida.worldbank.org/en/financing/debt/country/south-sudan
https://ida.worldbank.org/en/financing/debt/country/sudan
https://ida.worldbank.org/en/financing/debt/country/tajikistan
https://ida.worldbank.org/en/financing/debt/country/zambia
https://www.worldbank.org/en/programs/debt-toolkit/dsa
https://ida.worldbank.org/en/financing
https://www.imf.org/en/Publications/CR/Issues/2024/06/10/Republic-of-South-Sudan-2023-Article-IV-Consultation-and-First-and-Second-Reviews-under-the-550191
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.
https://documents1.worldbank.org/curated/en/099041724185014481/pdf/BOSIB1fced3e8a0091895b189038bbef4de.pdf

An alternative to the SDFP is introducing a variable that captures debt management into the grant
allocation framework - this would likely benefit most small states. In 2021, the Inter-American
Development Bank (IDB) introduced an index of non-concessional borrowing into consideration for
the level of concessionality it provides to countries. ¥ Non-concessional borrowing is measured as
the sum of non-concessional public and publicly guaranteed external debt from private creditors and
bilateral creditors, divided by the country’s GNI. The IDB does not have an SDFP or NCBP equivalent.
If an IDB-like approach was adopted it should benefit most small states as well as other IDA
recipients, but details would need to be worked out. For example, given that some of IDA 21's largest
grant recipients are those with past poor debt management including Ethiopia and Mozambique
(see Table 5), if these countries’ grant resources were constrained, this would free up resources to
benefit other IDA recipients, including small states who typically have relatively good historic debt

management (see Table 4).

However, there are several limitations to this alternative. First, it penalizes countries at a point in
time for past behavior with little avenue to reward subsequent good behavior. The SDFP is future-
focused and more responsive to changes in debt management. Secondly, this approach does not
consider the frequency of poor debt management, and one bad decision can penalize a country for
along time. Thirdly, the data inputs would need to be carefully managed. For example, Tonga has
amuch larger share of non-concessional debt than Ethiopia with only 37 percent of Tonga’s debt
being concessional compared to Ethiopia at 54 percent - see Tables 4 § 5. In Tonga’s case, this debt
thatis not reported as concessional likely stems from one instance of taking on loans from China in
2008. Unlike China’s lending in other parts of the world, these loans to Tonga were concessional but
thisis not captured in the International Debt Statistics data.**’ Tonga has not otherwise borrowed
from non-concessional sources. Additionally, Ethiopia, on the other hand, has repeatedly taken on

non-concessional debt over the last decade as indicated by its breaches of the NCBP.

A new way to factor in debt management by large economies is potentially needed for IDA’s grant
allocation. As both the SDFP and IDB approaches are relatively new, these mechanisms should be
evaluated in the coming years for their impact on debt management practices. If the SDFP is found
to belargely ineffective as the NCBP was in the past, especially in large IDA grant recipients, and
these countries continue poor debt management practices, the validity of allocating future grants to
these countries should be evaluated, particularly if grant resources remain constrained. This could
resultin a future mechanism where an SDFP-like approach is used for smaller countries where it

is effective, and for larger countries where the SDFP does not have an impact another approach is

adopted with harder terms for poor past performers.
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https://www.cgdev.org/blog/comment-idas-debt-sustainability-framework
https://www.cgdev.org/blog/comment-idas-debt-sustainability-framework
https://finance.gov.to/sites/default/files/2024-07/Budget Statement 2024-2025 English.pdf
https://finance.gov.to/sites/default/files/2024-07/Budget Statement 2024-2025 English.pdf
https://www.lowyinstitute.org/the-interpreter/tonga-walks-tightrope-its-chinese-debts
https://www.lowyinstitute.org/the-interpreter/tonga-walks-tightrope-its-chinese-debts
https://www.lowyinstitute.org/publications/ocean-debt-belt-road-debt-diplomacy-pacific
https://finance.gov.to/sites/default/files/2024-07/Budget Statement 2024-2025 English.pdf
https://finance.gov.to/sites/default/files/2024-07/Budget Statement 2024-2025 English.pdf
https://documents1.worldbank.org/curated/en/816041584453016044/pdf/IDAs-Non-Concessional-Borrowing-Policy-2019-Review.pdf?_gl=1*l2b8v1*_gcl_au*Nzc3MDYxNzA4LjE3MjExNDY5OTI.

New instruments for disaster response

Beyond adaptation finance, small states have a significant need for improved disaster financing.
InJune 2023, the World Bank launched its Comprehensive Toolkit to Support Countries after Natural
Disasters which contains new initiatives to scale up financing available. Historically small states
have benefited the most from IDA’s disaster products when they provide new funding, and countries
can control their access to these (rather than being dependent on a disaster meeting a predefined
trigger). These tools have typically been small relative to the size of the disaster. New tools designed
to scale up financing in disasters mostly provide flexibility for using existing funding, rather than
new resources. These tools range in the size of their response and the degree of control countries
have in using them. Ideally these new tools will provide countries with greater flexibility for using
their World Bank funds and could be deployed together for a greater impact. As these tools are

new, their usefulness is untested.

Historical tools: Avenues to receive more funding when a crisis
occurs are highly valued by small states

DPF Cat-DDOs and the Crisis Response Window have been useful
but are small in scale

SEE countries frequently take up opportunities to access IDA funding beyond their country
allocation. The World Bank offers a Development Policy Financing Catastrophe Deferred Drawdown
Option (DPF Cat-DDO), where countries can receive immediate financing to address natural disasters
and/or health-related events. This financing is generally sourced from the country’s IDA allocation
and additional IDA resources. Accessing this financing is within the country’s control usually based
on a declaration of a state of emergency. Thirty-five countries appear to have or have had a DPF Cat-
DDO, with three more in the pipeline, around 40 percent of these are SEEs - or to put this another
way, nearly two-thirds of SEE countries have had or are considering a DPF Cat-DDO.**V DPF Cat-
DDOs need to be renewed every three years. Most small states where enough time has passed appear
to have renewed these. it Another example of how small states can access additional funding is

the Crisis Response Window (CRW). The CRW provides financing when a severe external economic
shock, health crisis, or natural disaster occurs. A country’s access to and the amount received from
the CRW depends on the magnitude of the impact of the crisis, the country’s access to alternative
sources of financing, and a country’s ability to use its own resources. Since FY18 a fifth of SEE
countries have accessed the CRW, excluding the COVID-19 years of FY20 and FY21 where nearly

every country accessed the CRW ooxviil
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https://www.worldbank.org/en/news/factsheet/2023/06/22/comprehensive-toolkit-to-support-countries-after-natural-disasters
https://www.worldbank.org/en/news/factsheet/2023/06/22/comprehensive-toolkit-to-support-countries-after-natural-disasters
https://thedocs.worldbank.org/en/doc/1820b53ad5cba038ff885cc3758ba59f-0340012021/original/Cat-DDO-IBRD-Product-Note.pdf
https://thedocs.worldbank.org/en/doc/1820b53ad5cba038ff885cc3758ba59f-0340012021/original/Cat-DDO-IBRD-Product-Note.pdf
https://thedocs.worldbank.org/en/doc/ab4dba2d33ec13b86a413fcd3bf0a26f-0340012023/original/IDA-CAT-DDO-Product-Note.pdf
https://thedocs.worldbank.org/en/doc/1820b53ad5cba038ff885cc3758ba59f-0340012021/original/Cat-DDO-IBRD-Product-Note.pdf
https://thedocs.worldbank.org/en/doc/1820b53ad5cba038ff885cc3758ba59f-0340012021/original/Cat-DDO-IBRD-Product-Note.pdf
https://thedocs.worldbank.org/en/doc/ab4dba2d33ec13b86a413fcd3bf0a26f-0340012023/original/IDA-CAT-DDO-Product-Note.pdf
https://ida.worldbank.org/en/financing/crisis-financing/crisis-response-window
https://ida.worldbank.org/en/financing/crisis-financing/crisis-response-window
https://ida.worldbank.org/en/financing/crisis-financing/crisis-response-window

Alimitation of these instruments is their small size relative to major disasters. For example, in
2022 the Hunga-Tonga-Hunga-Ha'apai volcanic eruption and subsequent tsunami near Tonga
caused US $182 million in loss and damages, equivalent to over a third of Tonga’s GDP. It was the

most explosive volcanic eruption in the world in nearly 30 years. IDA provided an unprecedented
level of support with Tonga’s Cat-DDO disbursing US $8 million and the CRW providing an additional
US $15 million. However, with support from other donors and the Tongan government, there was still

a significant financing gap of $20 million or 4 percent of GDP in FY22 for recovery efforts.

Initiatives in Sovereign Disaster Insurance have at best been building
blocks for future initiatives: CCRIF SPC and PCRAFI

Historically small states have been the first movers in World Bank sovereign disaster insurance,
however, to date these programs have at best been building blocks for future initiatives. The

two main programs have been the Caribbean Catastrophe Risk Insurance Facility (CCRIF SPC)
which included the use of a Catastrophe Bond, and the Pacific Catastrophe Risk Assessment and
Financing Initiative (PCRAFI). According to a 2022 World Bank Independent Evaluations Group (IEG)
Report on Reducing Disaster Risks from Natural Hazards, these initiatives have “only been partially
successful”. While 22 countries have joined the CRRIF SPC, these countries “have not significantly
increased their [disaster insurance] coverage”. Less than half of the eligible countries participated
inthe PCRAFI, and half of the participating countries have discontinued their involvement because
the disasters experienced did not meet the insurance payout trigger. This has left just three active
members. Though the new iteration of the Pacific Catastrophe Risk Insurance Foundation now

has six members. Overall, the IEG report found that “disaster insurance activities have had a
limited impact because insurance programs have had difficulty in reaching scale. However, these
activities have made progress in awareness raising, capacity building, and product development ...
which are important building blocks for future progress on insurance.” Additionally, previously for
these initiatives countries had to cover the costs of insurance premiums. The new Disaster Toolkit
allows countries to embed the cost of insurance into their IDA operations. This may improve the
affordability and take-up of these instruments. However, this expense would need to be worthwhile

relative to other potential IDA investments.

New tools: More flexibility in using existing financing during crises
is yet to be fully rolled out and tested

Given that the above tools do not provide sufficient scale, the World Bank has created several new
instruments that allow countries to use their existing financing more flexibly in a disaster. These
instruments typically do not provide new funding. As these tools are relatively new their take-up,
usefulness in a disaster, and impact on other programming in the country remains to be seen. Going
forward this should be evaluated individually for each instrument, and collectively to determine if

these instruments work together to provide a greater level of assistance.
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https://documents1.worldbank.org/curated/en/529241654609629236/pdf/Tonga-Second-Resilience-Development-Policy-Financing-Supplemental-Financing.pdf
https://documents1.worldbank.org/curated/en/529241654609629236/pdf/Tonga-Second-Resilience-Development-Policy-Financing-Supplemental-Financing.pdf
https://documents1.worldbank.org/curated/en/529241654609629236/pdf/Tonga-Second-Resilience-Development-Policy-Financing-Supplemental-Financing.pdf
https://documents1.worldbank.org/curated/en/529241654609629236/pdf/Tonga-Second-Resilience-Development-Policy-Financing-Supplemental-Financing.pdf
https://documents1.worldbank.org/curated/en/529241654609629236/pdf/Tonga-Second-Resilience-Development-Policy-Financing-Supplemental-Financing.pdf
https://www.ccrif.org/?language_content_entity=en
https://thedocs.worldbank.org/en/doc/55f0632430a178e49216c36d4ed541c4-0340012024/original/Financing-Solutions-for-IDA-Eligible-Countries.pdf
https://pubdocs.worldbank.org/en/178911475802966585/PCRAFI-4-pager-web.pdf
https://pubdocs.worldbank.org/en/178911475802966585/PCRAFI-4-pager-web.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/Reducing_Disaster_Risks_v3.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/Reducing_Disaster_Risks_v3.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/Reducing_Disaster_Risks_v3.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/Reducing_Disaster_Risks_v3.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/Reducing_Disaster_Risks_v3.pdf
https://ieg.worldbankgroup.org/sites/default/files/Data/Evaluation/files/Reducing_Disaster_Risks_v3.pdf
https://pcric.org/who-we-are/pcrif-council-of-members/
https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit

Expanded disaster draw-down options: Rapid Response Option (RRO), DPF
Cat-DDO scale up, and IFP-DDO - early days with some take up by small states

The World Bank has recently introduced three new disaster financing options that allow countries
to access some of their unused funding when a crisis occurs, however, it remains to be seen how
this willimpact other World Bank programming in countries when accessed. The Rapid Response
Option (RRO) “allows countries to quickly repurpose a portion of their unused Bank financing
across their portfolio to address emergency needs during a crisis.” Seven countries have adopted
the RRO, three of them small states: Belize, Grenada, St. Lucia. The Scalable DPF feature increases
“disbursements related to the DPF Cat-DDO if a substantial shock occurs”. Given the large take-up of
DPF Cat-DDO’s by small states, it is anticipated that this tool could be useful as it allows for a greater
level of budget support funding to become available in disasters. In addition, the World Bank has
doubled the country limits on Cat-DDO’s with special provisions to increase access for small states.
Lastly, Investment Project Finance (IPF) DDOs will provide contingent finance for pre-specified
expenditures related to an existing project if a trigger event occurs, and where other instruments to
support this are unavailable. As of April 2024, only two non-small states, Malawi and Burundi, have
taken up IPF-DDOs. Interest in these options will likely depend on the intersection of disasters and
World Bank programming in countries. As these instruments are untested, it remains to be seen
what the implications could be for other World Bank programming in these countries if funding is

diverted away from these activities to disaster response.

Climate Resilient Debt Pause Clauses are likely to be more useful
to wealthier small states

In December 2023, the World Bank announced that it would expand its plans for Climate Resilience
Debt Clauses (CRDCs) offering 45 small states the ability to pause debt service on all existing

World Bank loans in the event of an earthquake or tropical cyclone meeting predefined triggers.
This provides temporary liquidity support for up to two years but does not change a country’s debt

to the World Bank. The countries that are more likely to be interested in using these clauses are
thought to be wealthier small states that have historically borrowed from IDA and/or the IBRD, rather
than the less well-off countries that have historically received grant financing. The World Bank
announced the introduction of these clauses just over a year ago. To date, it appears that only blend
and IBRD countries have taken these up: Bahamas, Barbados, Belize, Grenada, Montenegro, St. Lucia,
and Saint Vincent and the Grenadines. The World Bank recently announced that the 5 basis points
per annum fees associated can be covered by other parts of the World Bank. This may mean that

more countries will take up the offering, even if the amount of debt to be paused is not large.

The relative usefulness in response to disasters remains to be seen. The first adopter countries on

average have high debt to GDP at 77 percent*** and the World Bank makes up around 13 percent of
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https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
https://www.devcommittee.org/content/dam/sites/devcommittee/doc/documents/2024/Final_DC2024-0002.pdf
https://thedocs.worldbank.org/en/doc/f6f050a0f316062f1fac6554d1f3a23d-0340012024/original/IPF-DDO-Major-Terms-and-Conditions.pdf
https://thedocs.worldbank.org/en/doc/f6f050a0f316062f1fac6554d1f3a23d-0340012024/original/IPF-DDO-Major-Terms-and-Conditions.pdf
https://www.worldbank.org/en/about/unit/brief/crisis-preparedness-and-response-toolkit
https://www.worldbank.org/en/news/factsheet/2023/12/01/world-bank-extends-new-lifeline-for-countries-hit-by-natural-disasters
https://documents1.worldbank.org/curated/en/099070124104032582/pdf/P1170001f19b7309e1b39d1526bfc597dcc.pdf
https://www.worldbank.org/en/news/factsheet/2023/06/22/comprehensive-toolkit-to-support-countries-after-natural-disasters
https://www.reuters.com/sustainability/sustainable-finance-reporting/world-bank-eyes-first-drought-bond-next-12-18-months-2024-07-17/
https://documents1.worldbank.org/curated/en/099070124144016920/pdf/P111928189a7f30a61b53f10476bd53d7d6.pdf
https://documents1.worldbank.org/curated/en/099070124104542898/pdf/P00717616f774f05b1abc5191c47c01cf34.pdf
https://documents1.worldbank.org/curated/en/099070924110039200/pdf/P10747316c42b202619feb16206e71086b5.pdf
https://www.reuters.com/sustainability/sustainable-finance-reporting/world-bank-eyes-first-drought-bond-next-12-18-months-2024-07-17/
https://documents1.worldbank.org/curated/en/099070124102532740/pdf/P00697019c806a0db193c61ada41f4417a0.pdf
https://www.devcommittee.org/content/dam/sites/devcommittee/doc/documents/2024/Final_DC2024-0002.pdf
https://www.devcommittee.org/content/dam/sites/devcommittee/doc/documents/2024/Final_DC2024-0002.pdf
https://www.worldbank.org/en/news/factsheet/2023/12/01/world-bank-extends-new-lifeline-for-countries-hit-by-natural-disasters

their debt service annually going forward.” The potential debt pause is material at around $10 million
annually*! However, this may not be significant in comparison to the size of a disaster as this amount
equates to these country’s annual average loss from earthquakes and tropical storms, with actual
disasters typically being much larger events - noting that CCDRs are to provide liquidity and be used
in conjunction with other disaster financing tools.* Lastly, the design of the World Bank’s triggers

for payment for these events is also yet to be tested.

The World Bank could have a demonstration effect for other creditors. This is critical as these

tools are thought to be more effective when they are offered by all creditors. The World Bank and
other MDBs should explore offering these clauses for a wider range of events and to more countries.
The Inter-American Development Bank was the first MDB to offer these clauses, and most other
large MDBs are now exploring them. Only two countries, both small states, have fully adopted these

clauses into their external debt stock, Grenada and Barbados.

Key administrative reform issues for small states

There is aneed to improve the way the World Bank operates administratively and collects data in
small states. Small states are capacity-constrained with smaller institutions than many other IDA
countries. Additionally, given the lower volume of overall IDA financing, these countries receive less
corporate attention from the institution. The below explores the implications of this in the new World

Bank Scorecard, SimplifIDA, and Country Opinion Surveys.

The introduction of a World Bank Scorecard presents opportunities and risks for small states.
The Scorecard aims to have a clearer focus on development outcomes rather than money out the
door and as such consists of 22 indicators rather than the current 1504 Initial results released in
June 20244 demonstrate that small states have made good progress through debt sustainability
reforms, but are falling short in areas like education, water and sanitation, electricity access, and
food security. For small states, disaggregation of results will ensure that IDA’s performance and
areas for improvement are accurately understood without the influence of results from larger
countries. But for greater impact, the Bank should avoid overemphasizing absolute figures, given
the small populations of these states, and instead recognize performance diversity within the group.
Meanwhile, perennial data quality issues could also pose challenges for ensuring adequate and
timely coverage in small states. Thus, streamlining efforts will benefit small states, but striking the

right balance remains crucial.

Efforts to streamline administrative processes could increase the speed and impact of IDA
development solutions and be especially beneficial for capacity-constrained small states. IDA is
seeking to reduce the complexity of its policy and financing framework through the SimplifIDA

initiative. " This effort responds to client concerns about operational delays caused by cumbersome
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processes, which have proven especially problematic and burdensome for small states with limited
capacity. Nearly one-fifth of respondents in small states identified slow and complex procedures as

a key weakness of the World Bank in the Country Opinion Survey Program i

Improvements in the World Bank’s data initiatives are needed to better capture the interests of
small states. Since 2012, the World Bank’s Country Opinion Surveys (COS) Program has surveyed

131 countries to measure and track clients’ development priorities and perceptions of the World Bank
Group, guiding project priorities and operational decisions. Yet only 56 percent of IDA small states
have been included. Vi This gap stems from poor coverage in the Pacific Islands, which constitute
almost half of the current IDA small states group. Only the larger islands - Fiji and the Solomon
Islands - have been surveyed, overlooking the views of the more vulnerable micro-states, such as
Kiribati, Samoa, and Tonga, despite IDA’s longstanding presence in these countries. At a minimum,
the Country Opinion Surveys should include all client countries to comprehensively and fairly

inform operational and policy planning.

Conclusion

A successful IDA 21replenishment will be vital for small states, but key policy reforms could also
improve the World Bank’s effectiveness in these countries. Given the financial pressures facing IDA,
a strong replenishment is required from donors. Changes that would reduce access for small states
or harden their financing terms would impose high costs on these countries while freeing up little in
additional IDA resources. The Small States Exception helps ensure these more vulnerable countries
have access to IDA. Small states use the concessional window to invest in adaptation, though this

is concentrated in place-based resilience, likely neglecting people-based resilience investments.
Looking forward, IDA needs to explore how to provide small states with a greater volume of
adaptation finance. Allowing small states to trade some of their grant financing for expanded
volumes of concessional loans for adaptation could be one way to do this. A stronger focus on the
causes of debt distress when allocating IDA's volume of grant financing would also likely benefit
many small states which generally run relatively prudent fiscal policies. Recent innovations in IDA’s
programming toolkit aimed at enhancing resilience offer potential benefits to small states, however,
some of the changes are less relevant to poorer and more vulnerable countries. Lastly, while World
Bank administrative reform efforts could be beneficial for capacity-constrained small states, a focus

on addressing data-related issues will be critical.
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Note for an IBRD small state to enter IDA it must have a GNI per capita below the IBRD
Graduation Discussion Income Level. As some existing SEE countries are above this,

we use the High Income cut-off that is used for hardening terms to SEE countries.
World Development Indicators Population 2023.
SEE countries. Source: https://ida.worldbank.org/en/financing

Authors’ calculations using the OECD Creditor Reporting System and World Bank Open Data
GDP (current US$) 2018-2022.

For the 20 SEE countries that have historically received IDA financing over this period.
OECD Statistics DAC 3A IDA current prices as a percentage of Official Donors ODA
Commitments, and Creditor Reporting System, ODA commitments current prices,

and World Development Statistics GNI current USD.

Authors’ analysis of the most recent reports for the 14 out of 23 small states participating
inthe World Bank Country Opinion Program including Bhutan (2019), Cabo Verde (2023),
Comoros (2021), Djibouti (2023), Fiji (2023), Eastern Caribbean States (Dominica, Grenada,
St. Lucia, and St. Vincent and the Grenadines) (2021), Eswatini (2021), Maldives (2021),

Sao Tome and Principe (2023), Solomon Islands (2021), and Timor Leste (2020).

From the recent Mid Term Review: “Countries are granted the Exception once their per
capita income crosses the IDA operational cut-off and it allows them to remain eligible
for highly concessional loan terms that IDA offers... The Exception allows SIEs that are

in principle Gap countries to remain classified as IDA-only countries, thus potentially
becoming eligible for IDA grants depending on their risk of external debt distress. In 2019,
the then Small Island States Exception (SIEE) was revised to allow IBRD-only SIEs to be
eligible for the exception, as a result of which, Fiji was granted the exception effective
1stJuly 2019.”

Authors’ calculations are based on a simplified calculation assuming an IDA21 of
$100 billion and therefore $33 billion provided annually and the calculations provided
inthe MTR document paragraph 51 assume 1 SDR =1.33 USD.

The changes will impact six countries. For existing IDA countries, Bhutan, Djibouti,

and Timor-Leste, will now fallunder the SEE. These countries already receive access to
small island credit terms resulting from a decision under IDA18. The key change is that
Bhutan and Djibouti are now eligible to receive grants. For countries previously receiving
finance only from the World Bank's hard lending window, the International Bank for
Reconstruction and Development (IBRD): Belize, Eswatini, and Suriname have gained
access to IDA with Blend financing terms. Note that Suriname’s application is still being

processed. The inclusion of these countries in IDA was based on per capita income levels,
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ix.

xi

xii.

XIil.

Xiv.

XV.

XVi.

vulnerability to natural disasters and long-term climate change, and access to commercial
finance. Vulnerability to natural disasters and long-term climate change is measured by
ifa country falls in the highest or second-highest quintile of vulnerability as measured

by the CRIor EVI, oris classified as “high risk” or “very high risk” by the WRI, it will have
met the vulnerability criterion for entry/re-entry. These countries could benefit from IDA
access: their GNI per capita is lower than several IDA small states (see Figure 2 above) and
other IBRD small economies are far wealthier (this last group of countries would need to see
their GNI per capita income fall by at least a third before becoming eligible for IDA under
this rule). Authors’ calculations based off World Development Indicators GNI Atlas Method
2023 and IBRD GDI criteria cut off USD 7,805 and other criteria outlined on page 26 of the

mid-term review document.
Source: Trading Economics.

Source: https://ida.worldbank.org/en/financing using IDA 19 commitments. Additionally,
these countries on average receive two-thirds of the IDA allocation of other SIEE countries

around a tenth of the allocation of other non-SIEE countries using IDA 19 commitment.

Dominica, St. Lucia, and St. Vincent and the Grenadines have had no gross disbursements
from the IBRD since 2014 Source: IBRD Net Flows & Commitments Trend chart | WBG Open

Finances (worldbank.org). Fiji is excluded here as it was an IBRD-only country until 2019.
Source: Trading Economics.

Measured as no gross disbursements in the last five years: Equatorial Guinea, Mauritius,
Namibia, Nauru, Palay, St. Kitts and Nevis. In addition, Trinidad and Tobago only started
borrowing recently and Montenegro borrows but has consistent net negative transfers.
Source: IBRD Net Flows § Commitments Trend chart | WBG Open Finances (worldbank.org)

and list of small states. World Development Indicators GNIcurrent USD and population.
World Development Indicators Population and GNI current USD.

“The Caribbean Development Bank (CDB) and the International Fund for Agricultural
Development (IFAD) have incorporated a vulnerability index into their allocation formulas
(i.e., for determination of resources). In 2020, the Asian Development Bank (AsDB)
introduced an economic vulnerability premium for small island states that are eligible

for Asian Development Fund grants and in 2023, it introduced new financing terms for
eligible SIDS that are similar to IDA’s Small Economy Terms. In 2021, the Inter-American
Development Bank (IDB) incorporated a vulnerability index for determination of financing

terms/concessionality.” May 2024 World Bank Document.

The 2019 SEE entry criteria for IBRD-only small states requires a country falls in the highest
or second-highest quintile of vulnerability as measured by the climate indexes CRI or EVT,;

oris classified as “high risk” or “very high risk” by the WRI.
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xvii. For a discussion on how the Inter-American Development Bank considers vulnerability
please see: A Comment on IDA’s Debt Sustainability Framework | Center For Global

Development (cgdev.org).

xviii.  Thetop and second most vulnerable quintiles.

Xix. For the list of countries considered we use the World Bank Small States Forum Members.
XX. Trading Economics.
XXi. World Development Indicators GNI per Capita Atlas Method.

xxii. World Development Indicators GNI per Capita Atlas Method.
xxiii. ~ World Development Indicators GNI per Capita Atlas Method and Population.

XXIV. We also examined the ND-Gain Index 2021 as the other major climate vulnerability index

and similarly found that the SEE performs better for the countries it serves.
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XXV. Source: https://hdr.undp.org/data-center/human-development-index#/indicies/HDI 2022.

xxvi.  Sourced from OECD recipient perspective on development finance for climate and the

environment.

xxvii.  Authors’ analysis of the most recent reports for the 14 out of 23 small states included in the
World Bank Country Opinion Program including Bhutan (2019), Cabo Verde (2023), Comoros
(2021), Djibouti (2023), Fiji (2023), Eastern Caribbean States (Dominica, Grenada, St. Lucia,
and St. Vincent and the Grenadines) (2021), Eswatini (2021), Maldives (2021), Sao Tome and
Principe (2023), Solomon Islands (2021), and Timor Leste (2020).

xxviii. The LIC DSF accounts for the short and medium-term impacts of natural disasters.

xxix.  Seethe IMF LIC-DSF staff guidance note (paragraph 37): “For the World Bank (IDA) and other

MDBs, regular credit terms on all lending should be assumed for all years in the projection
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period for which grant finance has not already been committed.” https://www.imf.org/en/

Publications/Policy-Papers/Issues/2018/02/14/pp122617guidance-note-on-lic-dsf.

XXX. See the discussion of this in the Pacific Islands during COVID-19 in Rajah and Dayant (2022),
Pacific Islands’ debt: financing post-COVID-19 recovery amid precarious sustainability in ADB:
https://www.adb.org/sites/default/files/publication/788366/sustainability-asia-debt.pdf.

xxxi.  Seeabove source: Analysis by the authors shows that treating MDB financing as grants
rather thanloans while retaining other IMF projection assumptions suggests Samoa would
stay below the relevant debt-to-GDP warning threshold over the 20-year horizon used by

the IMF analysis.

xxxii.  Authors’ calculations using the OECD Creditor Reporting System and World Bank Open Data
GDP (current USS) 2018-2022.

xxxiii. Note that for IDA 21itis proposed that countries subject to the SDFP instead start with a
lower country allocation and receive a top-up payment when they satisfactorily complete
their PPAs shifting the SDFP from a negative to positive incentive. However, overall, this

does not appear to be a change to the amount of financing a country can access.

xxxiv. TheIDB does not have an SDFP or NCBP equivalent but has relied on the IMF and World
Bank policies on non-concessional borrowing and has an income cut-off for concessional
resources more than twice that of IDA resulting in some higher-income countries at high

risk of debt distress receiving highly concessional financing.

xxxv. Inthe International Debt Statistics, PPG Concessional DOD Tonga and Vanuatu’s debt to
China does not show up as concessional in recent years. Some of China’s debt to other

countries does show up as concessional.

xxxvi. We searched the World Bank documents database and World Bank project list for the
terms “Cat DDO” and “Catastrophe Deferred Drawdown Option” on 18 July and 26 July 2024
respectively and extracted from this a list of countries that came up in the search and had
program documents associated. These include Benin, Bhutan, Colombia, Costa Rica, Cabo
Verde, Dominica, Dominican Republic, Fiji, the Gambia, Grenada, Guatemala, Honduras,
Kenya, Kiribati, Sri Lanka, Mauritania, Morocco, Madagascar, Marshall Islands, Maldives,
Malawi, Nepal, Panama, Peru, Philippines, Romania, Seychelles, El Salvador, Tonga, Tuvalu,
St. Vincent and the Grenadines, Vanuatu, Samoa, Serbia and the Solomon Islands. St. Lucia,

Rwanda and Tajikistan appear to have CAT-DDO’s in the pipeline.

xxxvii. Usingthe same dataset above we examined the date range of the documents provided to
see if they spanned a six-year period (allowing for time before the projects were up and

running).

xxxviii. Cabo Verde, Comoros, Djibouti, Dominica, and Tonga.
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IMF WEO April 2024 General government gross debt percent of GDP Bahamas, Barbados,

Belize, Grenada, Montenegro, St. Lucia and St. Vincent and the Grenadines.

International Debt Statistics, PPG Debt Service 2025 to 2029 Belize, Grenada, Montenegro,
St. Lucia and St. Vincent and the Grenadines to IDA and IBRD as a percent of World.

Bahama'’s and Barbados are not available.

Average debt service payments to the World Bank fall to $5 million if Montenegro is

excluded.

Annual Average Loss available for Belize, Grenada, and St. Lucia. Estimates not found for the

other countries.
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