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Financing the Sustainable Development Goals 
through mission-oriented development banks
Mariana Mazzucato*

ABSTRACT

There is an urgent need for channeling long-term risk-tolerant 
finance towards achieving the Sustainable Development 
Goals. The paper argues that National Development Banks 
(NDBs) and Multilateral Development Banks (MDBs) can 
play a crucial role in mobilizing the needed capital but 
only if an outcomes oriented ‘mission-oriented’ approach 
is adopted to galvanize, catalyze, and crowd in substan-
tial global public and private finance (scaling it up from 
billions to trillions). Missions help transform broad SDG 
related challenges, like global health and climate change, 

into investment pathways where strong publicly set goals 
crowd in private investment. Key is to make sure that strong 
conditions around reciprocity determine equitable and just 
partnerships and direct public and private finance towards 
inclusive and sustainable outcomes. Low-income coun-
tries which continue to face stringent international credit 
conditions can benefit from diverting resources from debt 
repayment towards development goals, while high-income 
countries can unlock financialised and hoarded capital for 
sustainable development.
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of high risk and focused on the long-run not the short-
run (Lazonick and Mazzucato, 2013). Since innovation is 
a collective effort, it requires diverse forms of financing 
from both public and private entities, and both risks and 
rewards socialized.

In nations that experienced innovation-driven growth, 
the public sector frequently provided long-term, high-risk 
capital that the private sector was initially hesitant to offer 
(Mazzucato, 2013b). In Korea, Taiwan, and Singapore—
countries that made the leap to development in the 1970s 
and 80s—an active, visible hand allowed them to “kick away 
the ladder” (Reinert, 2019; Chang, 2003). In Korea, by nation-
alizing, owning, and controlling all commercial banks, the 
government ensured that adequate funding was directed 
to targeted sectors needing innovation for catch-up, while 
also ensuring that the conditions for learning and competi-
tiveness were met (Amsden, 1989). A similar strategy was 
employed in Taiwan (Wade, 1990). In China, the majority of 
funding for both public and private companies comes from 
public banks. Ambitious developmental goals are inherently 
risky, but history shows that determined governments are 
more likely to take the bold, long-term steps necessary to 
achieve them.

Equally, the most advanced and successful capitalist econo-
mies, even with a powerful private financial sector and 
banks, have had active states that made risky investments, 

1. �FINANCING�THE�SDGS:�
MISSION-ORIENTED PATIENT FINANCE

The UN’s Sustainable Development goals require govern-
ments and businesses to prioritize investment-driven 
growth that is both inclusive and sustainable. As the SDGs 
are not being met (UN, 2023a), more attention is required on 
how to create the finance that is needed to address them 
seriously. Financing innovation for development demands 
risk-taking, but with a long-term focus. The configuration of 
both national and international financial systems is crucial 
to realizing this objective (Mazzucato and Macfarlane, 2018; 
Macfarlane and Mazzucato, 2019, Mazzucato and Penna, 
2016a; UN, 2023b; 2023c). The structure is pivotal because 
finance is not neutral; the structure of financing influ-
ences investment decisions and the resulting activities 
(O’Sullivan, 2004; Mazzucato, 2013a). Contrary to the idea 
that money merely facilitates exchanges without affecting 
the real economy (Modigliani and Miller, 1958), different 
financial instruments and institutions shape economic 
activities (Spence, 2021). Innovation’s inherent uncer-
tainty, lengthy development phases, collective nature and 
accumulative characteristic necessitate a unique financial 
approach. Indeed, as is well known, investments in inno-
vative endeavors might not always guarantee short term 
financial returns. Given the uncertainty and long-term 
aspect of innovation, financing for it must be both tolerant 

Table 1
Assets under administration (AuM)

2018 2019 2020 2021 CAGR 
2018-2021USD M % of total USD M % of total USD M % of total USD M % of total

Total 17,067,591 100.0% 17,676,187 100.0% 22,164,015 100.0% 22,519,490 100.0% 10%

MDBs 1,973,623 11.6% 2,058,304 11.6% 2,305,107 10.4% 2,284,504 10.1% 5%

 Global remit 594,398 3.5% 617,482 3.5% 674,981 3.0% 676,675 3.0% 4%

 Regional remit 1,379,225 8.1% 1,440,822 8.2% 1,630,125 7.4% 1,607,829 7.1% 5%

  Africa 77,404 0.5% 83,932 0.5% 93,939 0.4% 98,375 0.4% 8%

  Americas 195,892 1.1% 206,822 1.2% 226,381 1.0% 235,377 1.0% 6%

  Asia 269,574 1.6% 305,822 1.7% 367,858 1.7% 388,167 1.7% 13%

  Europe 836,337 4.9% 844,228 4.8% 941,933 4.2% 885,894 3.9% 2%

  Oceania 17 0.0% 17 0.0% 15 0.0% 15 0.0% -4%

NDBs 15,093,968 88.4% 15,617,883 88.4% 19,858,909 89.6% 20,234,986 89.9% 10%

 National ownership 14,247,404 83.5% 14,712,227 83.2% 18,829,901 85.0% 19,175,484 85.2% 10%

  Africa 75,772 0.4% 79,477 0.4% 90,513 0.4% 96,754 0.4% 8%

  Americas 6,230,083 36.5% 6,465,093 36.6% 8,255,756 37.2% 8,537,738 37.9% 11%

  Asia 5,792,767 33.9% 5,941,826 33.6% 6,804,439 30.7% 7,025,602 31.2% 7%

  Europe 2,142,452 12.6% 2,218,922 12.6% 3,672,008 16.6% 3,503,883 15.6% 18%

  Oceania 6,330 0.0% 6,909 0.0% 7,184 0.0% 11,508 0.1% 22%

 Subnational ownership 846,564 5.0% 905,655 5.1% 1,029,007 4.6% 1,059,501 4.7% 8%

  Americas 276,706 1.6% 322,768 1.8% 342,416 1.5% 394,981 1.8% 13%

  Asia  17,207 0.1%  18,101 0.1%  22,748 0.1%  30,789 0.1% 21%

  Europe  549,942 3.2%  562,057 3.2%  660,189 3.0%  630,247 2.8% 5%

  Oceania  2,709 0.0%  2,729 0.0%  3,654 0.0%  3,484 0.0% 9%

Info: Data for institutions with complete data for 2018-2021
Note: Totals may not add up due to rounding
Source: Xu et al. (2023).
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contributing to the advancement of general-purpose 
technologies (GPTs). This includes the development of the 
Internet, the nanotechnology sector, the biotechnology 
sector, and the emerging clean-tech sector (Block and Keller, 
2011; Sampat, 2012). Rather than just fixing market failures, 
public investments shaped and co-created the markets 
(Mazzucato, 2016). The government took the initiative, not 
just as an investor of last resort, but as the investor of first 
resort, paving the way for new technological and industrial 
horizons. This has taken different institutional forms, from 
innovation agencies to public venture capital, procurement 
programs, and state banks (Mazzucato and Semieniuk, 
2017). A key characteristic of market-shaping investments is 
that they are not limited to upstream basic research. Indeed, 
public investments that led to technological revolutions 
and new general-purpose technologies were distributed 
along the entire innovation chain: basic research through 
the National Science Foundation (NSF), applied research 
through the Defence Advanced Research Projects Agency 
(DARPA) and the National Institutes of Health (NIH), and 
early-stage financing of companies through agencies such 
as Small Business Innovation Research (SBIR) that use 
government procurement to allow small companies to scale 
up through providing innovative goods and services for the 
public sector (Block and Keller, 2011; Mazzucato, 2013b).

In developing countries, and some developed countries, 
such patient strategic finance is increasingly coming 
from national development banks (NDBs) and multilateral 
development banks (MDBs) (Griffith-Jones and Ocampo, 

2018). NDBs are publicly owned entities that have a mandate 
to pursue socio-economic goals in a defined geographical 
area, sector or market segment through the use of repay-
able financial instruments. MDBs are international finan-
cial institutions chartered by two or more countries for the 
purpose of encouraging economic development in countries 
and regions. Some, like the World Bank, have a global remit, 
while others, like the African Development Bank (AfDB), 
the Asian Development Bank (ADB), the Inter-American 
Development Bank (IDB) and the Islamic Development Bank 
(IsDB), have a regional remit.

There are over 500 public development banks worldwide: 
90% are classified as NDBs, and 10% as MDBs. Delving 
deeper into the composition of MDBs, eight operate on a 
global scale, while 47 focus regionally. Geographically, 14 
regional MDBs are located in Europe, 13 in Africa, 10 in the 
Americas, nine in Asia, and Oceania has one. Historically, 
half of the MDBs were established before 1980. Notably, 25% 
were founded in the 21st century, suggesting an increasing 
trend in their establishment in recent years.

As of June 2023, NDBs manage total assets (AuM) valued at 
around $20.2 trillion. Over 70% of these assets are controlled 
by just five countries: the US, China, France, Germany, and 
Japan (Figure 1). However, this figure is based on data from 
only 58% of NDBs, suggesting that the actual total might be 
higher. In contrast, the data concerning the assets of MDBs 
is more reliable, as it encompasses nearly 90% of these insti-
tutions. MDBs manage assets totaling approximately $2.2 

Figure 1
National development banks’ (NDB) assets under management as of 2021. USD million (Total USD 20.2 T)
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Figure 2
Multilateral development banks’ (MDB) assets under 
management as of 2021. 100% = USD 2.2 T
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Figure 3
Multilateral Development Banks’ (MDB) and National 
development banks’ (NDB) assets under management as 
of 2021. USD million. (Total USD 22.5T)
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trillion (Table 1). Delving deeper, global MDBs oversee $676 
billion in assets, while regional MDBs control around $1.6 
trillion (Figure 2) (Xu et al., 2021, 2023).

Historically, public development banks were predominantly 
focused on capital-intensive projects, such as infrastruc-
ture. However, in recent times, there has been a shift. They 
are now increasingly channeling funds towards sustain-
able development goals (Mazzucato and Penna, 2016a). 
The challenge-orientation can not only promote economic 
development but also address critical challenges like climate 
change, health disparities, and the digital divide (Figure 3).

At a time when countries are failing to meet the Sustainable 
Development Goals (SDGs), and in the context of widening 
global fragmentation and regionalization, the need for NDBs 
and MDBs to play a more strategic and aligned role has been 
highlighted (UN 2023b; 2023c). A central task of this paper 
is to consider ways for creating a more dynamic and coor-
dinated ecosystem of public development banks – at the 
national level in the form of NDBs and at the international 
level in the form of MDBs. In particular, the paper examines 
how a mission-oriented approach can help NDBs and MDBs 
mobilize and coordinate strategic patient finance around 
ambitious SDG-aligned missions, creating an SDG multiplier. 
Section 2 defines mission-oriented structures for policy, 
finance and governance in the context of public development 
banks (Mazzucato, 2022). Section 3 shows how a mission-
oriented approach can create additionality and strengthen 
alignment between MDBs and NDBs. Section 4 concludes by 
highlighting the need for a new economics of the common 
good that encourages economic actors to actively shape 
markets toward collective goals (Mazzucato, 2023a; 2023b).

2. MISSION-ORIENTED�FINANCE
A key problem in advanced capitalism is the way finance has 
been disconnected from the real economy. There are three 
dimensions of this problem: First, in advanced economies, 

most bank lending is directed towards trading or lending 
against existing assets, rather than financing the creation 
of new productive assets. For instance, in the UK, only about 
10% of all bank lending supports investment by non-finan-
cial firms. The majority funds purchases of finance, insur-
ance, and real estate assets—often referred to as FIRE. This 
tends to drive up the prices of these assets in the process 
(Mazzucato et al., 2023). Second, a significant portion of this 
finance is short-term. In 2022, the global algorithmic trading 
market was valued at 15.5 billion, where profits are derived 
from investments traded at the millisecond level (GVR, 2021). 
Third, the problem is not only of the financial sector alone. 
Large corporations have become financialized, allocating 
over 54% of their earnings to stock buybacks, while another 
37% goes to dividend payouts (Lazonick, 2014; Mazzucato, 
2021). This represents a lack of reinvestment of funds back 
into the real economy. Indeed, buybacks were essentially 
illegal in many jurisdictions until the 1980s because they 
were considered a form of stock manipulation. When they 
were reintroduced in the USA, due to the lobbying of the 
Securities Exchange Commission, buybacks were widely 
adopted around the world over the next 20 years (Williamson, 
et al., 2020). Between 2010 and 2019, total spending by all 
publicly traded companies on stock buybacks totaled $6.3 
trillion (Palladino and Lazonick, 2021). Finding ways for 
finance to be more long -term and getting both the financial 
and business sectors to reinvest back into the real economy, 
rather than in financialized areas, is crucial to development 
policy. How to make sure that investment is green and leads 
to inclusive outcomes is key. But this will not happen on its 
own and is the reason why market shaping policies that are 
mission oriented are crucial for the future of development 
policy and our ability to tackle the SDGs.

2.1. Mission-oriented policy
To steer finance towards the real economy, it is useful to 
think about the role that missions oriented policies can play 
at the center of development policies. Missions are a policy 
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framework that can shape economic policy in an outcomes-
oriented way, in the service of the common goal. Missions 
require market shaping and creating, not just market fixing 
(Mazzucato, 2016; 2021). Guided by a goal-oriented approach, 
missions are useful for catalyzing investments in solutions 
to challenges that require deep coordination across both 
public and private actors, many different industrial sectors 
and patient long-term finance.

NASA’s Apollo mission had the clear objective of going to 
the moon and back in one generation. It involved 400,000 
people in both public and private sectors, and the types 
of businesses involved were in many different industries, 
from aerospace to nutrition, materials, and software. NASA 
played a coordinating role, but the level of co-investment 
and collaboration led to some of the most interesting tech-
nological solutions, from camera phones to foil blankets and 
baby formula. Furthermore, NASA was careful to structure 
the ‘partnerships’ in a fair way, with ‘no excess profits’ 
clauses—in other words, if investment is collective, so should 
rewards be. They also used outcomes-oriented procurement 
to allow market creation for the companies involved—market 
creation towards a goal rather than the usual emphasis on 
commercialization as an end in itself (ibid 2021). While such 
problem-solving has been typical of wartime missions, 
there is no reason why the SDGs cannot also benefit from 
a mission-oriented approach that puts urgency, fairness 
and collective investment at the core of the partnership. 
The “wicked” characteristic of such social and economic 
problems means that it is not just technological change 
that is needed but also social and behavioral (Mazzucato, 
2018a; 2018b). Such missions can be used to frame problems 
like eradicating food insecurity and improving access to 
clean and safe water for all to mitigating climate change by 
creating net-zero regions.

A mission-oriented approach begins with a challenge (an 
SDG), transforms it into a clear targeted mission and then 
uses all levers, from procurement to grants and loans, to 
crowd in1 bottom-up innovation across as many sectors and 
actors as possible: in the same way that going to the moon 
required not just aerospace but also nutrition, solving our 
climate challenges is not just about renewable energy but 
also about new forms of transport, nutrition, construction, 
digitalization and so on. For example, SDG 14 on life below 
water can be transformed into a plastic-free ocean mission, 
which would require a wide range of research and innova-
tion activities in areas as different as chemicals, biotech, 
waste, design and Artificial Intelligence (AI) (Figure 3) 
(Mazzucato, 2018a; 2018b; 2021; Miedzinski et al., 2019). 
Crowding in projects under a common mission should result 
in a sum greater than the parts. In other words, missions 
require a portfolio of actions and experimentation (e.g., on a 
project- and technology-level) directed towards generating 
multiple technological and organizational solutions, some 
of which will, of course, fail (hence risk finance is needed). 
While the mission must be clear, the ‘how’ must be kept 
open, stimulating as much innovation and experimenta-
tion as possible. This also involves seeking synergies across 
sectors, technologies and policy domains, and therefore 

1 Crowd in refers to the phenomenon where public sector invest-
ment or policy initiatives attract and stimulate additional pri-
vate sector investments in a particular area or sector.

requires “systems thinking”, novel approaches to collabo-
rations, social learning and deliberate governance mecha-
nisms (Mazzucato, 2021).

Missions also have an important role to play in national and 
regional economic strategies. A mission-based approach 
can help to ensure that industrial policies do not end up as a 
static list of sectors to support, easily ‘captured’ by lobbying 
efforts. Rather than focusing on particular sectors, mission-
oriented policies focus on problem-specific societal chal-
lenges as captured in the SDGs, which many different sectors 
and actors interact to solve. The focus on societal problems, 
and new types of collaborations between public and private 
actors to solve them, creates the potential for greater econ-
omy-wide spillovers, which can stimulate growth due to the 
investment and innovation required. Therefore, a mission-
based approach to innovation and financing, anchored in 
the SDGs framework, can lay long-term foundations for 
inclusive and directed growth, sectoral diversification, and 
productivity increases.

To stimulate inter-sectoral collaboration to solve mission-
oriented challenges around the SDGs it is crucial to clearly 
design ambitious outcomes oriented public private partner-
ships. This can be done through core ‘common good’ princi-
ples. While public goods have been framed in the economics 
literature as corrections for market failures, the political 
economy of the common good sets an objective that requires 
market shaping not just fixing, with the ‘how’ to collaborate 
and coinvest (with ambitious structures, conditionality 
and reciprocity) as important as the ‘what’ (Mazzucato, 
2023a; 2023b; 2023c Forthcoming). Contracts that demand 
co-investment, knowledge sharing, revenue sharing, trans-
parency and accountability are key. In particular, global 
collaboration that bridges NDBs and MDBs, governments and 
the private sector should be rooted in knowledge-sharing 
with the goal of collective intelligence. To realize this vision, 
barriers such as the existing intellectual property rights 
framework must be reformed. For example, the challenges of 
vaccine distribution during the COVID-19 pandemic, where 
intellectual property rights and wealth disparities resulted in 
inequitable access, emphasize that financial solutions alone 
are not enough. Knowledge-sharing and equitable access to 
resources are paramount for genuine global progress.

2.2. Mission-oriented finance
Missions require patient long-term high-risk finance that can 
crowd in other forms of finance, creating transformational 
change at different stages of the technological and busi-
ness cycle. If structured well, finance can create and shape 
markets by channeling funds to solve problems. Such funds 
can come from a variety of direct and indirect sources: loans, 
grants, guarantees, and debt- and equity-based instru-
ments. While the vocabulary is often one of ‘de-risking’, this 
misses the point that risk-taking is necessary (embracing 
the underlying fundamental Knightian uncertainty), and 
hence mechanisms for sharing both risks and rewards are 
crucial (Mazzucato and Macfarlane, 2018; Macfarlane and 
Mazzucato, 2018).

Innovation in financial instruments is essential. These 
include social bonds, green bonds, credit enhancement 
mechanisms, and private-public results-based financing, 
which channels resources from both commercial and 
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Figure 4
An example of a mission around climate change for Latin 
America
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non-profit institutions (Mazzucato 2018b). However, these 
aren’t the only options; the spectrum also covers relief 
mechanisms like natural disaster bonds and SDG Debt 
Swaps (WHO Council on the Economics of Health for All, 
2023b). In other words, directionality of innovation is 
enabled not only by clear policy goals, but also through 
strategic financing policies.

When public financial institutions, such as development 
banks, act as mission-driven investors, they often act 
as lead investors (lenders of first, not last, resort) which 
implies assuming various types of risk. The risk portfolio 
is also associated with the various roles NDBs play: from 
a countercyclical role by providing finance throughout the 
swings of business cycles, to a capital development role by 
financing infrastructure, to a venture capitalist role and a 
mission-oriented role by acting as investor of first resort 
to catalyze different forms of investment aimed at solving 
challenges (Mazzucato and Penna, 2016a; 2016b). MDBs 
also play a crucial role in enabling low-income countries to 
access lending, as these countries face tight restrictions set 
by international credit markets.

Mission-driven financial institutions tend to provide 
financing programs and instruments that aim to support 
projects and/or technologies related to particular chal-
lenges (e.g. renewable energy within the overall goal of 
achieving just green transitions) rather than following 
‘directionless’ mandates such as supporting ‘competitive-
ness’ or ‘economic growth’. Figure 4 shows the prevalence 
of NDBs and MDBs in the climate financing space. The risk 
portfolio of mission-driven national development banks is 
also reflected in the range of financial instruments that are 
designed for various areas of the risk landscape – a more 
strategic approach to risk-taking is what enables public 
development banks to be more active in risk-sharing 
between public and private financing actors (Mazzucato, 
2019). Public banks must be able to strike the right balance 
between risks and rewards, ensuring that investments are 
structured across a risk-return spectrum so that lower risk 
investments help to cover higher risk ones. Where success 
occurs, a bank should be able to reap some of the financial 
rewards to offset the inevitable failures.

Managing risk in MDBs is a complex task. Unlike tradi-
tional banks, MDBs are not subject to standard regula-
tion and supervision. Instead, they are monitored by their 
shareholders, who have unique expectations. Shareholders 
want MDBs to access low-cost funding from bond markets 
and avoid situations that could trigger a call on reserve 
capital. They also expect MDBs to maximize their impact 
on development, use their capital efficiently, and expand 
operations in poorer and riskier countries. These goals 
have clear risk management implications. To manage these 
complexities, shareholders often use MDB bond ratings as a 
measure of risk. Most MDBs are expected to maintain a top-
tier AAA bond rating, a rating that’s very rare and usually 
only achieved by state-backed institutions. However, main-
taining a AAA rating can cause MDBs to build up large safety 
margins to deal with uncertainties. To reduce risk exposure, 
MDBs have implemented financial solutions where the risk is 
shared with a third party, such as a philanthropist. Despite 
these efforts, AAA rating targets can constrain MDBs. This 
might curtail their willingness to undertake riskier projects 
that could offer significant social benefits (G20, 2022).

In the case of renewable energy technologies, while the 
composition of the investment portfolios of financial actors 
varies considerably, public financial actors – especially 
national development banks – invest in portfolios with 
higher risk technologies with a view to creating a direc-
tion (Mazzucato and Semieniuk, 2018). They also account 
for an increasing share in overall investment in renewable 
energy technologies. Figure 5 depicts a risk-capital inten-
sity framework: public financial actors tend to occupy the 
top-right quadrant, which plays a critical role in creating 
and shaping new markets to crowd in private capital.

To ensure a fair distribution of risks and rewards, public 
banks have various mechanisms at their disposal to 
generate returns. These include retaining equity or royal-
ties, holding a portion of intellectual property rights, or 
integrating conditionalities into public funding agree-
ments (Mazzucato 2013a; 2013b; Macfarlane and Mazzucato, 
2018). For instance, green stipulations can strategically 
channel financial resources towards decarbonization 
efforts (Mazzucato 2022a; Mazzucato et al., 2023). In 
Germany, the public bank KfW extended loans to the steel 
industry, contingent on the sector’s commitment to reduce 
its material production content. This initiative by KfW 
has catalyzed a significant transformation in Germany’s 
steel industry, prompting substantial investments in new 
infrastructure and technologies focusing on reuse, repur-
pose and recycle strategies, all aimed at achieving carbon 
neutrality by 2045 (Schreck et al., 2023). In a similar vein, 
BNDES, the Brazilian NDB, has financed the life sciences 
sector, but with a condition: the sector must develop drugs 
and antibiotics that are readily available to underserved 
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populations (Gadelha et al., 2012). The concept of social-
izing rewards can manifest in various ways. For instance, 
the profits from successful investments may boost BNDES’s 
earnings, which in turn benefit the Brazilian Treasury and 
the social security funds of Brazilian workers. By actively 
collaborating with governments, private enterprises, non-
profit organizations and global development allies, these 
banks can synchronize their funding initiatives with more 
extensive green transition strategies that prioritize justice 
and fairness. Recognizing the collaborative essence of 
value creation (Mazzucato, 2018b) encourages the active 
participation of all stakeholders.

Rethinking the risk management approach of MDBs is 
crucial. The G20 Capital Adequacy Frameworks Panel 
encourages a more comprehensive definition of risk appe-
tite, grounded in robust evidence, institutional objectives, 
specific financial risks of MDB operations and shareholder 
risk tolerance. History shows MDBs are resilient; despite 
various crises since WWII, no major MDB has faced a capital 
call. However, an overemphasis on AAA ratings could limit 
MDBs’ potential in their unique role of not just financing, 
but actively shaping markets. It is vital to free them from 
these constraints and empower them to contribute signifi-
cantly to economic development (G20, 2022).

2.3. Mission-oriented governance
To reap the benefits of the mission-oriented approach, 
it must be governed effectively. Nine considerations can 
help NDBs and MDBs strengthen their governance struc-
tures: (1) mandate and mission, (2) organizational structure 
and ownership, (3) economic role, (4) investment activity, 
(5) governance arrangements, (6) sources of finance, (7) 
funding instruments, (8) risk and reward, and (9) relation-
ship with government policy (Macfarlane and Mazzucato, 
2018). This subsection digs into some of these considera-
tions, but how governance structures can influence MDB 
and NDB financing requires further study.

The overarching mandate of MDBs and NDBs is critical to the 
role that public banks play in their economies. Mandates are 
often set out in law or in articles of association, and often 
change and evolve over time. There is a notable contrast 
between banks that are driven by a desire to solve big soci-
etal problems and those which are focused on more static 
outcomes, such as competitiveness, or serve particular 
sectors. By focusing finance on missions that need cross-
sectoral collaborations, the role of the banks is less open 
to capture by specific business interests (Macfarlane 
and Mazzucato, 2018). Further, governance arrangements 

Figure 5
Public development finance makes up more than half of climate finance as of 2019/2020

Source: Climate Policy Initiative (2022).
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Figure 6
Risk-capital intensity classification of renewable energy 
finance. Public actors – especially NDBs – deliver most of 
the high-risk capital for renewable energy technology
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are vital to the success and legitimacy of public banks. 
Achieving the right balance between political representa-
tion and independent decision-making is a key challenge. It 
is important that management teams to be free of day‐to‐day 
political interference to make independent, long-term deci-
sions. While political representation can help to maintain 
alignment with government policy and a path of democratic 
accountability, steps should be taken to prevent undue 
political interference or capture by interest groups.

Structural transformation also requires strong and capable 
governments to steer financial investments in a more stra-
tegic and deliberate way. The transition to greener and more 
resilient economies needs more ambitious and capable states 
that embrace their role as ‘market-shapers’. Outsourcing key 
capacities is not the answer (Mazzucato and Collington, 2023). 
Lessons should be learned from mission-oriented organiza-
tions like DARPA and ARPA-E in the US, Yozma in Israel, SITRA 
in Finland and Vinnova in Sweden. The point is not to copy 
these organizations, but to learn from key sources of their 
success. For example, these organizations have explicitly 
welcomed risk-taking at the organizational level; they have 
used secondment practices to bring high-level scientists into 
the civil service for limited time periods; they have often 
aligned goals with national procurement practices; and they 
have been extremely good at drawing on the expertise of 
wider networks (Mazzucato and Macfarlane, 2019).

2.4 Definancializing global finance
Unlocking finance for development requires recognizing 
that a central issue is not the lack of finance but how it is 
utilized in dysfunctional manners: it is too short-term, leans 
more towards ‘brown’ than ‘green’ investments, is not rein-
vested in the real economy but is used for other financial 
purposes, and evades taxation. Financing for development, 
especially for the SDGs, can be improved with policies that 
address all these challenges.

Policies addressing tax evasion and avoidance have been 
weak, if not entirely absent. The Tax Justice Network esti-
mates that the total annual tax losses incurred by countries 

globally amount to $480 billion: $311 billion due to tax 
abuse and $169 billion resulting from offshore tax evasion. 
This rise in annual tax losses also increases the projected 
amount that countries will forfeit to tax havens over the 
next decade, estimated at $4.8 trillion (Tax Justice Network, 
2023). As observed during the COVID-19 pandemic, there 
are methods to introduce conditionalities that penalize 
companies that evade taxes: such companies are unable to 
benefit from government programs in times of need.

Tax rates and rules should change. For example, multina-
tionals should be treated as unitary businesses and their 
global profits allocated between countries using a formula, 
thus abandoning the century-old system of transfer 
pricing which allows multinationals to avoid taxation. This 
new system should be underpinned by a global effective 
minimum tax of 25%, the current international average rate 
(Ghosh, 2023). Another key discussion element is the current 
corporation-tax regimes, which allow firms to deduct 
virtually all costs, including labor and capital (OECD, 2023). 
Corporate taxes are close to a pure profit tax, which does 
not distort economic decisions and thus does not lead to 
higher prices, less investment or lower wages and employ-
ment. Thus, corporation taxes can be raised without fear of 
adverse effects on growth or welfare. The major distortions 
and gross inequities in the current international tax system 
come from inadequate enforcement and large loopholes 
(Devereux and Freeman, 1991).

Taxes on capital gains represent a significant loophole. 
Capital gains, which are profits from selling assets, can 
be taxable. While long-term gains, like those from stocks 
held for an extended period, generally enjoy lower tax rates 
than regular income, not all gains are taxed equally. The 
disparity in tax rates between short-term and long-term 
gains can be exploited, resulting in tax abuses. Simple 
modifications to tax codes can close this loophole, ensuring 
that long-term trades receive more favorable tax treatment 
than short-term ones (Enda and Gale, 2020). In this same 
respect, the tax on materials should be greater than the tax 
on labor, helping to tilt the playing field towards business 
practices that are labor enhancing, and green, with low 
material content (Daly, 2008).

The current situation provides a compelling foundation for 
proposing a Global Financial Transaction Tax (GFTT). After 
WWII, the US, having reaped the economic benefits of the 
war without suffering its destruction, was positioned to 
launch the Marshall Plan. Today, we face past socio-economic 
devastation and anticipate future environmental challenges. 
It’s imperative that we identify a major funding source, akin 
to the Marshall Plan, to facilitate the socio-economic and 
environmental transition in the global south. The most viable 
solution to amplify available funds lies in the GFTT.

Financial transaction taxes (FTT) have a proven track 
record as effective policy tools worldwide. Roughly forty 
countries, including powerhouses like Japan, Germany, 
Italy, France, China, Brazil, India, South Africa, Chile, and 
the UK, either currently utilize this form of tax or have 
recently done so. The United States already maintains a 
minor transaction tax, the revenue from which sustains 
the Securities and Exchange Commission. Implementing 
a trading tax is straightforward: stock sales might incur a 
minor percentage of the sale price as tax, while bond taxa-
tion could depend on their duration (Pollin, 2009).



September  2023  United Nat ions Depar tment  of  Economic and Socia l  Affa i rs  11 

A 0.1% GTT could yield annual revenues ranging from $237.9 
billion to $418.8 billion, with the USA and the EU respon-
sible for over half of this income. Even when factoring in 
more conservative estimates and such a nominal tax rate, 
the GTT’s revenue potential remains substantial, approxi-
mating 0.4% of global GDP. Due to the modest proposed 
tax rates for the FTT, its introduction would likely have a 
negligible effect on financial market activities. Moreover, 
an FTT could potentially curb speculative behaviors, 
thus possibly diminishing market volatility (Pekanov and 
Schratzenstaller, 2019).

Introducing an FTT at the national level would neces-
sitate only minor administrative changes, considering 
the existing reporting responsibilities of market players. 
Yet, transitioning the proposal to an international scale 
requires significant consensus. One option for a new 
institution tasked with tax collection might be to extend 
loans to development banks instead of businesses directly. 
Above all, this entity’s operations must be fully transparent 
(Stiglitz, et al., 2023).

3. �UNLOCKING�THE�SDG�MULTIPLIER�
THROUGH�PUBLIC�DEVELOPMENT�BANKS

As the UN Secretary General has argued, an SDG Stimulus 
requires different forms of finance working together in an 
aligned way (UN, 2023a). An SDG multiplier can be created 
by aligning global development banks around missions, so 
the sum of financing is greater than the parts. This can be 
done by steering them to crowd in private sector invest-
ments around concrete goals that require inter-sectoral 
and inter-actor coordination. Such coordination should be 
designed through the use of bold principles of reciprocity.

SDG targets are defined as aspirational and global, with each 
government setting its own national targets guided by the 
global level of ambition but considering national circum-
stances. Each government will also decide how these aspira-
tional and global targets should be incorporated into national 
planning processes. The results are agreements on ambitious 
goals. However, there is often a missing link in terms of 
actionable plans on how to achieve them. The understanding 
that ‘business as usual’ is no longer viable is widespread, 
but there is a prevalent challenge in crafting new, impactful 
policies. This is where the mission-oriented approach comes 
into play. Fulfilment of the 2030 Agenda demands more than 
just visionary thinking; it necessitates specific direction and 
actionable strategies, the exact dimensions where a mission-
oriented approach can be most effective.

Building on this perspective, a mission-oriented approach to 
directing strategic and patient finance emphasizes a shared 
vision and clear long-term policy goals (Mazzucato, 2021). 
The 17 SDGs – with their 169 underlying targets – present 
a framework that offers robust opportunities to guide 
economic activity towards a future that is both inclusive and 
sustainable. What is more, to ensure the sum of public devel-
opment bank financing is greater than its parts, achieving 
additionality and alignment is critical, especially in regions 
that share similar challenges and objectives.

MDBs are increasingly central in creating environments 
conducive to the realization of the SDGs. Their initiatives 

extend across a broad range of sectors, from agriculture 
and manufacturing to health and education. This diversity 
attests to the dynamic role MDBs play in shaping the global 
development agenda. For instance, in Latin America, the IDB 
health loan portfolio stands at $5.7 billion, slightly over 5 per 
cent of its total loans. The IDB supports strengthening health-
care systems, disease prevention and treatment, addressing 
malnutrition, and innovative digital health solutions across 
16 countries. Indeed, during the COVID-19 pandemic, global 
and regional MDBs became the largest provider of develop-
ment assistance, providing approximately $8 billion (WHO 
Council on the Economics of Health for All, 2023a).

However, MDBs do not limit their interventions to areas of 
acute crisis. They also create environments that encourage 
education, gender equality and economic growth. In 
Mozambique, for instance, the IsDB Secondary Education 
project has not only improved the learning environment for 
40,000 students, but also triggered systemic changes leading 
to increased participation of girls and raising pass rates from 
55 per cent to 80 per cent. In parallel, the European Bank for 
Reconstruction and Development (EBRD) is driving gender 
equality forward through its Women in Business program, 
which demonstrates a willingness to push boundaries by 
providing more than 17,000 loans to women entrepreneurs. 
Climate change action has become a strategic priority for 
MDBs globally. The EBRD aims to increase green financing to 
over 50 per cent of its business volume and achieve significant 
greenhouse gas emissions reductions by 2025. Likewise, the 
ADB, the Asian Infrastructure Investment Bank (AIIB), the 
European Investment Bank (EIB) and the World Bank have 
set ambitious climate finance targets. These MDBs strive to 
support investments that enable climate change mitigation, 
adaptation and resilience, thus contributing further to the 
broader SDGs (IsDB, 2023).

National development banks (NDBs) are also stepping up 
with innovative financing projects that embody a dynamic, 
purpose-driven approach to tackling socio-economic, 
environmental and climate-related challenges. In Morocco, 
CDG Capital financed a large desalination plant through 
a public-private partnership that serves two crucial func-
tions: providing clean drinking water to local populations 
and supporting agricultural development. The Development 
Bank of Southern Africa’s (DBSA) Climate Finance Facility 
(CFF) is pioneering a ‘green bank’ model that encour-
ages private investment in low-carbon, climate-resilient 
infrastructure across South Africa, Namibia, Lesotho and 
Eswatini. This facility, in line with the Paris Agreement’s 
national determinants and SDGs, attracted initial funding 
of $110 million from the DBSA and the Green Climate Fund 
(GCF). In Latin America, Mexico’s Nacional Financiera 
(NAFIN) demonstrates how green and sustainability bonds 
can support the SDGs. From the issuance of Mexico’s first 
green bond in 2015, NAFIN has interwoven the SDGs with 
national priorities, demonstrating a deep commitment to 
sustainability and economic return. Lastly, in the Eurasian 
region, the Industrial Development Bank of Turkey (TSKB) 
presents an organizational framework aligned with the 
SDGs. TSKB, having set specific SDG impact targets, 
covers at least one or two SDGs in nearly 90 per cent of its 
lending portfolio. This strategic alignment, emerging from 
a robust internal reform process, extends beyond simple 
SDG activity-mapping towards meaningful contributions 
to global goals (UNDP, 2022).
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Many global and regional MDBs have strategic plans that 
explicitly align with the SDGs. For instance, the ADB the 
IDB, and the IsDB report the explicit alignment of their 
financing programs with the SDGs and highlight the contri-
butions they have made to specific targets (ADB, 2021; IDB, 
2023; IsDB, 2023). The African Development Bank (AfDB) 
led the way in issuing SDG-linked bonds, integrating a 
conditionality – or reciprocity – that obliges the bank to 
align their strategic programs with the SDGs (AfDB, 2020). 
This action not only leverages capital market mechanisms 
for financing sustainable development, but also institu-
tionalizes the SDGs within the bank’s financing struc-
tures. Unfortunately, more broadly, there is only partial 
alignment of public development bank strategies with the 
SDGs. According to a survey conducted among a sample 
of 46 public development banks, only half of them fully 
incorporated the SDGs into their organizational strategy. 
Additionally, 36 per cent stated that the SDGs were partially 
incorporated, while 14 per cent indicated limited or no 
mapping of the SDGs in their strategies (UNDP, 2022).

Enhanced coordination among global and regional MDBs, 
alongside NDBs, is critical to prevent isolated planning 
and financing, and to advance a genuine mission-driven 
approach to SDG finance. A key initiative promoting this 
improved coordination is the World Bank Partnership Fund 
for the SDGs. The fund currently underwrites 17 diverse 
projects that channel resources into six vital sectors: envi-
ronmental sustainability and climate resilience, gender 
equality and social inclusivity, food security and agri-
culture, urban planning and development, sustainable 
finance and investment, and energy transition to renew-
able sources. The fund operates in various global regions, 
including China, Sub-Saharan Africa, Latin America, and 
Southeast and Central Asia, as well as projects with a global 
scope. It has successfully mobilized a broad network of over 
275 partners, which includes regional MDBs, NDBs, Official 
Development Assistances (ODAs), societies, private sector 
entities and national governments, to contribute their 
support (World Bank, 2023a). Mission-oriented policy can 
help to coordinate MDB and NDB financing around such 
shared challenges, while crowding in the sorely needed 
business investment. This crowding in process is the result, 
not the objective: it happens as a result of increasing busi-
ness expectations about future opportunities around the 
mission (where mission accomplished is the objective).

The roles of public banks in the development process should 
be properly acknowledged. For instance, many attribute 
the success of the East Asian economic narrative from the 
last century to the establishment of long-term develop-
ment banks. Their influence was not just limited to direct 
lending; they played a pivotal role in risk-sharing and in 
guiding the economy with the right signals (Stiglitz, 1996). 
In East Asia, public sector control of banks and funding 
has been a hallmark of countries that achieved significant 
development in the 1970s and 80s, such as South Korea and 
Taiwan, as well as for China’s remarkable ascent. However, 
this is not enough. Regions, countries, and cities must have 
clear strategies to direct the development process; other-
wise, banks will be directionless. For instance, govern-
ment control of finances, combined with a clear national 
strategy, guided South Korean companies towards capital 
accumulation rather than rent-seeking (Amsden, 1989).

3.1. �Mobilizing�public�development�finance�for�
achieving�the�SDGs:�from�billions�to�trillions

As acknowledged by the IMF (2022a), the global economy is 
confronting its most substantial challenges since World War 
II and nations are concurrently encountering an unfortunate 
regression in progress towards the SDGs. The Sustainable 
Development Report 2023 shows that of the roughly 140 
Targets only about 15 per cent are on track (UN, 2023a). The 
burden of soaring public debt and servicing costs, particu-
larly affecting the poorest countries, exert pressure on the 
resources necessary for SDG financing.

The COVID-19 pandemic has resulted in a troubling ‘scis-
sors effect’ on the financing gap related to the SDGs. This 
effect is marked by a simultaneous increase in the need for 
financing and a decrease in accessible resources. According 
to OECD estimates, the pandemic has caused global recovery 
spending and the SDG financing gap to surge by a staggering 
$3.5 trillion. However, this escalation has coincided with a 
sharp decline in external private financing of $700 billion, 
including precipitous drops of 80 per cent in net investment 
inflows, 35 per cent in Foreign Direct Investment (FDI) and 20 
per cent in remittances. In response to the crisis, advanced 
economies have instituted extensive monetary and fiscal 
stimuli. However, developing nations are struggling with 
a gap in recovery spending and financing. These nations 
would have needed an additional injection of $800 billion to 
$1 trillion to match the level of response provided by their 
developed counterparts. For example, just to effectively 
tackle the pandemic’s financial challenges, Sub-Saharan 
Africa alone would need a boost of $100 billion to its recovery 
package (OECD, 2020).

The Debt Service Suspension Initiative served as a signifi-
cant relief during the pandemic until it ended in December 
2021. Its conclusion, along with the impending rise in 
interest rates and the burden on public finance, is subjecting 
national budgets to considerable stress. The IMF has noted 
that 60 per cent of low-income countries are now either at 
high risk of, or are already in, a state of debt distress. These 
already formidable challenges have been further intensified 
by recent geopolitical events, such as the war in Ukraine 
(IMF, 2022a). The sobering reality is that nations are facing 
an increasingly complex and challenging global economic 
landscape.

The SDG financing gap has consequently widened from $2.5 
trillion before the COVID-19 pandemic to an estimated $3.9–7 
trillion annually today (Zhan and Santos-Paulino, 2021; 
High-Level Advisory Board on Effective Multilateralism, 
2023). Hampered by unsustainable debt burdens, a weak 
global financial safety net and unfair international 
governing structures (including within the IMF and World 
Bank), many countries in the Global South cannot build the 
resilience they need in the face of big global challenges, such 
as climate change, the digital divide and health disparities, 
as well as increasing inequality and hunger.

Addressing these financial deficits that hinder the achieve-
ment of the SDGs necessitates a significant expansion of 
fiscal space. The Bridgetown Initiative has called for a $1 
trillion expansion of multilateral lending to governments, 
and though this is more than what has been proposed to 
date, it is still not enough to meaningfully tackle the SDG 
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financing gap (Government of Barbados, 2022). Crucially, 
this comes down to how countries can mobilize, structure 
and coordinate finance to become more aligned with the 
SDGs. Estimates show that the SDG financing gap could be 
filled by shifting just 1 per cent of global financial assets 
(OECD, 2022). The total assets held by the 526 public develop-
ment banks and development finance institutions globally 
amounts to no less than $22.5 trillion, which is more than 
20 per cent of global financial assets and more than 10 per 
cent of global investment (UN, 2023a; Xu et al., 2023). It is 
estimated that they represent up to $2.7 trillion of annual 
investments, approximately 12 per cent of the total amount 
invested in the world every year by all public and private 
sources combined.

However, relying on traditional strategies may fall short, 
necessitating the advent of innovative, pioneering methods 
to carve out fiscal space for lower-income nations. For 
instance, Barbados has taken the lead in incorporating a 
‘pandemic clause’ into a sovereign bond, crafted to suspend 
debt repayments during a pandemic. Similarly, they have 
implemented a natural disaster clause in their recent debt 
restructuring, post the severe hurricanes they endured 
(WHO Council on the Economics of Health for All, 2022a). In 
June 2023, following Barbados’ experience, the World Bank 
introduced climate resilient debt clauses designed to provide 
temporary debt relief to vulnerable countries during times of 
crisis (World Bank, 2023b). These tools serve as compelling 
examples that other public development banks could poten-
tially adopt. The unfolding of such innovative approaches 
highlights the imperative for flexibility and creativity 
in financial mechanisms, tailored to address the unique 
challenges that lower-income countries face. Moreover, 
international financial institutions and public development 
banks have the opportunity to take the lead in pioneering 
SDG swaps to enlarge fiscal space. Debt swaps serve as a 
distinct financial mechanism enabling low-income nations 
to raise capital while addressing multifaceted policies. An 
example of a successful debt-swap program is Debt2Health 
(The Global Fund, 2016).

Another potential tool to boost the fiscal space of lower-
income countries is the Loss and Damage Fund, conceptual-
ized at COP27. These funds are set up to provide financial 
assistance to nations that are especially susceptible to the 
devastating impacts of climate change. However, to trans-
form this concept into reality, several critical questions need 
to be addressed. For instance, how can the genuine augmen-
tation of net additional financing be ensured and how can 
fragmentation be minimized (Hill, 2023). Though these ques-
tions remain unanswered, the international commitment 
to establishing these funds has been widely applauded and 
recognized as a historic breakthrough. The final structure of 
the Loss and Damage Fund is yet to be determined, as is the 
role of public development banks within it. Yet in principle, 
MDBs can better align their program with the objectives 
of the Loss and Damage Fund. They could also participate 
in blended finance initiatives to curb the worst impacts of 
climate change and contribute to the attainment of the SDGs.

Finally, it is essential to acknowledge that the finances 
of a government do not operate like those of a household. 
Traditional assumptions argue that any significant augmen-
tation in government financing cannot occur without signif-
icantly escalating taxes or running the risk of insolvency or 

detrimental macroeconomic repercussions, thereby limiting 
public expenditure. However, in stark contrast to households, 
governments have the ability to generate money, and they 
are immune to bankruptcy (WHO Council on the Economics 
of Health for All, 2021). This concept has been particularly 
evident during periods of military expansion and wars, when 
the flow of finance appears limitless. A recent manifestation 
of this took place during the pandemic in 2021, when the IMF 
approved the allocation of special drawing rights (SDRs) 
to set up the Resilience and Sustainability Trust, financed 
by the donated SDRs of high-income nations, to effectively 
broaden fiscal space (WHO Council on the Economics of 
Health for All, 2022b). Since that time, the allocation of SDRs 
has taken center stage in the global development financing 
agenda, with some proposals advocating for the SDG to serve 
as seed capital for MDBs to enhance financing (Plant, 2023).

If structured in a more directed, patient and long-term way, 
international and national finance can kickstart a newly 
energized global effort to accelerate implementation of the 
SDGs. One key step for aligning finance with the SDGs is 
to revisit the international financial architecture. The UN 
Secretary General’s sixth Our Common Agenda policy brief 
on ‘Reforms to the International Financial Architecture’ 
offers an important contribution to this debate by setting 
out five concrete actions around how best to massively 
scale up financing and the SDG impact of public develop-
ment banks: (1) Massively increase development lending and 
improve terms of lending; (2) Change the business models of 
MDBs and other public development banks to focus on SDG 
impact and more effectively leverage private finance for 
SDG impact; (3) Massively increase climate finance, while 
ensuring additionality; (4) More effectively use the system 
of development banks to increase lending and SDG impact; 
and (5) Ensure that the poorest can continue to benefit from 
the MDB system.

The UN policy brief calls for public development banks 
to rethink current modalities to increase lending aligned 
with the SDGs and to develop a framework by which they 
can scale up their lending, mobilize more private sector 
capital and coordinate SDG impact. This is where a mission-
oriented approach can help. Confronting the SDG financing 
gap will necessitate a diverse, inventive and globally harmo-
nized approach. Established methods of financing need to 
be adjusted, while innovative financial mechanisms, such as 
debt swaps and purpose-oriented funding, need to be broad-
ened. A strategy focused on a shared mission might provide 
a hopeful path, enabling nations to collaborate towards the 
SDGs. The function of public development banks needs to 
be meticulously examined and exploited to its fullest extent. 
Only through such cooperative and visionary tactics can 
the aspiration to bridge the profound funding shortfalls and 
transition towards a more sustainable, equitable and resil-
ient world be realized.

3.2. �Unlocking�business�investment�through�
reciprocity and progressive conditionality

While much attention is paid to the role of public funding for 
SDGs, the reality is that their key role should be to stimu-
late business sector investment that is often hoarded or 
used for financialized reasons. Indeed, the need to unlock 
business investment to target the challenges underlying the 
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SDGs is crucial. This is not instead of public investment, but 
complementary to it. Corporate governance models wed to 
maximizing shareholder value have been shown to reduce 
the level of investment (Lazonick, 2016; Mazzucato 2018a). 
A key aspect of unlocking business investment is to ensure 
profits, currently at a global high, are reinvested back into 
the economy, rather than extracted out through financial-
ized means (e.g., excess dividends and stock buybacks) and 
directed towards areas that are good for people and planet, 
i.e., SDG aligned.

Such progressive conditions mean that loans, grants and 
guarantees are used to set a ‘reciprocity’ relationship 
between public and private sectors. This use of condition-
ality is different from the widely criticized IMF and World 
Bank conditionalities of the 20th century which reduced 
fiscal space of developing countries. Loans from MDBs and 
NDBs with progressive conditions mean that, for example, 
to access a loan businesses must pay workers their living 
wage, improve working conditions, avoid excessive use of 
stock buybacks and implement green supply chains. If they 
need help doing so, that help is provided on that condition 
(especially important for small companies that might have 
a harder time to meet such objectives (Mazzucato, 2022b). 
For example, the US Government’s CHIPS and Science Act 
provides $52.7 billion for American semiconductor research, 
development, manufacturing and workforce development. 
The funding opportunity included conditionalities related to 
profit-sharing, limiting share buybacks and worker protec-
tions. Another example is how COVID relief packages in 
France, included conditions on companies like Renault and 
Air France to commit to lowering their carbon emissions. 
And finally, the creation of Germany’s green steel sector 
was guided by the country’s high-level mission for a carbon-
neutral energy transition – the Energiewende. Germany’s 
public bank, the KfW, introduced a Green Loans Programme 
for heavy industry with smart conditionalities attached 
to the bank’s public investments. To qualify for the KfW’s 
low-interest loans, steel manufacturers must (1) comply with 
zero- or low-carbon processes, (2) provide proof of compli-
ance and (3) engage a three-stage verification process. In 
doing so, it has created a new market for CO2-efficient steel. 
Benefiting from its first-mover advantage and increasing 
returns to innovation, the German steel sector has remained 
globally competitive.

Blended finance, that is the mix of public and private 
resources, can be an effective approach to enhancing public 
development bank financing through the mobilization 
of additional private funds towards sustainable develop-
ment in developing countries. To improve blended finance, 
it is necessary to fortify the foundational frameworks of 
domestic financial systems, create an atmosphere conducive 
to blended finance transactions and embolden local actors 
to partake in these ventures. Moreover, adopting a broader, 
transformational vision assists in preparing a diverse pipe-
line of projects ripe for the infusion of blended finance. 
However, this alone is not sufficient. The public sector’s 
commitment to a more robust system of impact management 
and transparency needs to be strengthened to ensure the 
effectiveness and fairness of blended finance operations 
(OECD, 2020). This dynamic, all-inclusive approach has the 
potential to invigorate the symbiosis between public devel-
opment banks and the private sector, steering economies 
towards more sustainable and inclusive outcomes.

Mission-oriented finance can help stimulate a multiplier 
effect by crowding in private sector investment. Indeed, 
if an MDB (e.g. the African Development Bank) lends in a 
mission-oriented way to a national NDB (e.g. the public 
bank in Nigeria), and if in turn the NDB lends to the private 
sector with conditions attached linked to transformational 
change (e.g. the example above of KfW lending to steel 
conditional on material reduction), then a multiplier effect 
can result which goes way beyond the total funds in MDBs.

Previous evidence has shown a greater multiplier for 
investments – when initial investment leads to additional 
spending and investments – guided by mission-oriented 
policies, able to respond to the grand socio-economic and 
environmental challenge involving different sectors in the 
economy (Deleidi and Mazzucato, 2019). Indeed, a key role 
of development finance can be to catalyze private invest-
ment, often hoarded, or too risk averse. The generation 
of additionality (making investments happen that would 
otherwise not have) has been reflected in the Brazilian 
case, for example, where companies’ R&D intensity has 
increased following the receipt of a loan from the public 
bank BNDES (Carreras, 2020). More specifically, permanent 
changes in the rate of growth of mission-oriented public 
expenditure generate the largest effect in terms of labor 
productivity, investments and output growth, additionally 
‘crowding in’ resources from private companies (Deleidi 
and Mazzucato, 2019). This is due to the embedded `ripple 
effect’ of these policies, generated by fostering inter-
sectoral investment and bottom-up innovation.

Tracking the finance that flows from MDBs and NDBs 
to businesses to fully capture the multiplier effect and 
crowding in potential of certain investments is therefore 
crucial. One of the current core issues in the evaluation 
of policy effectiveness and public expenditure is strictly 
related to the use of the static multiplier, often leading to 
very different positions compared to what is determined 
from a dynamic analysis. Being able to distinguish the 
type of public expenditure and its effect at different stages 
of project implementation is paramount to evaluating the 
different dynamics within programs, particularly with a 
medium- to long-term horizon. We need to move towards 
an understanding that public sector organizations are 
dynamic in terms of developing their own capacities and 
competences. Evaluation metrics should focus on dynamics 
of change, using approaches that go beyond the concept 
of general equilibrium to help understand the over-time 
evolution of systems under general conditions (Kattel 
et al., 2018; BEIS, 2020). As noted in many recent studies, 
evaluation practices often lag theoretical advances in 
policy evaluation and the advent of transformative innova-
tion policies makes this gap apparent, which calls for the 
integration of existing evaluation approaches, including 
sustainability transitions (Haddad and Bergek, 2023).

3.3. Aligning regional MDBs and NDBs
Aligning the activity of public development banks at the 
regional level is a good place to start. MDBs with a regional 
focus possess in-depth knowledge and understanding of 
the specific challenges and opportunities within their 
respective regions. This regional expertise enables them 
to design tailored financing approaches that address 
the unique needs and priorities of different regions. By 
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aligning their activities with regional, national, and local 
development strategies and priorities, MDBs can ensure 
that their financing efforts are targeted and impactful. 
Such a regional approach allows for greater effectiveness 
in addressing region-specific SDG targets and fostering 
sustainable development within diverse geographical 
contexts.

During the COVID-19 pandemic, some development banks 
also created specific funding programs that targeted 
particular issues, whether related to health or the climate. 
In addition to lending operations, advisory services can 
help to create viable projects and encourage businesses to 
make investments that otherwise would not happen. The 
Asian Development Bank (ADB), for example, significantly 
increased health sector financing, reaching 26 per cent 
of total commitments in 2021. A key response included 
the Asia Pacific Vaccine Access Facility, which sought to 
support vaccine coverage of the region by committing 
$4.1 billion in loans and grants for 15 developing member 
countries, delivering 227 million initial doses. Similarly, 
the African Development (AfDB) plans a $3 billion invest-
ment by 2030 to develop regional pharmaceutical manu-
facturing capacities in Africa. While regional MDBs have 
been crucial in providing needed health financing during 
the pandemic, an important open question remains as to 
whether they will continue their pandemic level commit-
ments beyond this crisis (WHO Council on the Economics 
of Health for All, 2022a).

Improved alignment of strategic goals possesses the poten-
tial to boost overall funding. For instance, climate finance 
currently constitutes 20 per cent of total commitments 
pledged by members of the International Development 
Finance Club. If public development banks were to pledge 
to a comparable ratio, they could offer more than $50 
billion in climate finance per year and mobilize even more 
through the private sector. Achieving strategic align-
ment, however, is no easy task. Public development banks 
recognize the necessity to build a comprehensive portfolio 
that aligns seamlessly with the SDGs. Merely relying on 
standalone, individual projects, while commendable, 
falls short of realizing the desired transformative impact 
(UNDP, 2022).

Still, strategic coordination alone is insufficient. For 
example, the Access to COVID-19 Tools Accelerator 
(ACT-A) is a multistakeholder initiative swiftly estab-
lished during the early stages of the COVID-19 pandemic. 
Representing the most significant international effort to 
ensure access to COVID-19 health technologies, the initia-
tive successfully aligned the strategic goals of a diverse 
array of stakeholders in the private sector, civil society 
organizations and the multilateral space with the common 
objective of ending the pandemic. The ACT-A strategic 
plan and budget aim to fundraise $23.4 billion, encom-
passing donor-grant financing and contributions from 
sovereign and private donors. However, ACT-A has fallen 
short of meeting its funding goals; as of September 2022, 
ACT-A contributions had fulfilled less than 50 per cent of 
its budget (WHO, 2022). An extensive body of literature 
has attributed its funding challenges to poor governance 
and inadequate public sector involvement, as well as ques-
tions regarding the partnership’s political legitimacy and 
accountability level (Moon et al., 2022).

4. CONCLUSION
With seven years left to achieve the SDGs, and with only 
15% of the roughly 140 targets on track, now is the time to 
turn the SDGs into concrete action. The issue at hand is not 
solely the quantity of financial resources available but also 
their quality. It is necessary to reimagine finance that is not 
only abundant, but also purposeful. The goal should be to 
channel long-term, risk-tolerant finance that aligns with 
the SDGs through a clear trajectory of mission-orientation.

NDBs and MDBs play a critical role in providing patient 
long-term finance to tackle socio-economic challenges, 
supporting projects that traditional financiers shy away 
from. To unlock their potential and redirect global finance 
towards the SDGs, this paper has argued in favor of three 
core changes.

First, align the NDBs and MDBs around concrete goals 
using a mission-oriented approach. Missions can help 
to transform broad SDG-related challenges, like global 
health and climate change, into investment pathways 
where strong publicly set goals mobilize coordinated action 
around shared challenges.

Second, use missions to help crowd in and galva-
nize substantial global public and private finance. By 
adopting a mission-oriented approach, setting clear objec-
tives, and raising future expectations for business invest-
ments, a transformative chain reaction can be catalyzed, 
creating an SDG multiplier.

Third, attach strong conditions around reciprocity to 
direct public and private finance. Different from the 
harmful conditionalities of the past, which reduced fiscal 
space of developing countries, these progressive condi-
tionalities can mean that, for example, to access a loan 
businesses must pay workers their living wage, improve 
working conditions, avoid excessive use of stock buybacks 
and implement green supply chains (Mazzucato, 2022a).

A number of reform proposals are in development by various 
groups, including the G20 Expert Group on Strengthening 
Multilateral Development Banks, which was initiated under 
the G20 Indian Presidency (Independent Expert Group, 
2023; Summers and Singh, 2023b). These reforms would 
benefit from a joined up, mission-oriented lens to capture 
the full scope of the transformation needed.

 � A new triple mandate: MDBs should embrace a revised 
mandate that acknowledges their central role in aiding 
the most vulnerable communities within nations, cham-
pioning national economic development and collec-
tive wealth, and amplifying the contributions of their 
borrowing nations to global well-being. This mandate 
should encompass global public goods, especially those 
that have significant impacts on poverty alleviation and 
national economic growth. Key areas include climate, 
nature, water, food, energy, cybersecurity, pandemics 
and challenges related to conflict. It is imperative that 
NDBs also adopt this expanded triple mandate as a 
primary objective.

 � Resource provision: This implies expanding grants 
and concessional finance aimed at the poorest nations, 
non-concessional resources for financially stable 
middle-income countries and measures to catalyze 
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private finance. The G20 Expert Group advocates for a 
threefold increase in sustainable lending levels by 2030, 
targeting approximately $400 billion annually. While 
this is an ambitious goal, it is overshadowed by the $1 
trillion increase in multilateral lending proposed by 
the Bridgetown Initiative, and it still falls short when 
compared to even the most conservative estimates of the 
SDG financial gap (Government of Barbados 2022). It is 
also necessary, through the conditionalities reviewed 
above, to unlock capital that is either hoarded, or locked 
into the financial markets (FIRE).

 � Catalyzing private capital: Despite a significant increase 
in MDB lending, a gap remains that requires bridging 
through private funds. MDBs need to redouble their efforts 
to mobilize and secure private capital, addressing core 
challenges such as local currency risk, policy and regula-
tory uncertainties, a scarcity of investable projects and 
limited risk capital. It is paramount to recalibrate interac-
tions with the private sector, forging strong public-private 
partnerships, with conditions that allow for knowledge 
sharing, and sharing of both risks and rewards between all 
public and private value creators.

 � Establishing a ‘global challenges funding mechanism’: 
This proposal advocates for the creation of a global 
financing mechanism that draws from flexible coali-
tions of specific donors and non-state investors eager to 
align with MDB initiatives in a structured manner. While 
its initial positioning would be within the World Bank 
Group, it should function under distinct governance 
driven by common good principles. The goal is to address 
the limitations of MDBs and to encourage the adoption of 
innovative financial solutions, that involve risk-reward 
sharing, and conditional guarantees with the conditions 
driven by human rights and SDG principles, such as 
gender equity, dignity at work, and green supply chains.

These proposals represent just the beginning of a 
comprehensive reform program. Such reforms need to be 
embraced not only by global and regional MDBs, but also 
by national and subnational governments, along with their 
NDBs. However, these efforts may remain fragmented 
unless finance is mobilized around a clear set of missions. 
Harnessing the full potential of these institutions is crucial 
to addressing the current SDG financing gaps.

The paper has considered opportunities to create a more 
dynamic and coordinated ecosystem of public development 
banks – at the national level in the form of NDBs and at the 
international level in the form of MDBs. While the SDGs 
present a commendable blueprint for achieving inclusive 
and sustainable growth, they do not yet provide a detailed 
investment strategy or guide for actualizing that vision. 
This requires a clear and inspirational direction for finance 
and investment, with multiple portfolios and trajectories on 
getting there—exactly what a mission-oriented approach to 
finance can help provide.
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