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Background

If the U.S. is to exercise global leadership with its foreign assistance, it should view its contributions and
support through a Sustainable Development Goals lens. This would reinforce the long-standing principle of

U.S. assistance that it respect universal country ownership rather than a U.S. driven agenda.

Almost three years have passed since the Sustainable Development Goals and Agenda 2030 were adopted
by 193 countries at the United Nations General Assembly. Since then, focus has switched to implementa-
tion. Here the news is not good. Indicators of 14 out of 16 targets directly related to individuals (like pov-
erty, education, or child mortality) are unlikely to get more than half way to their agreed 2030 endpoint.
Child obesity is headed in the wrong direction. Violence against women may only reach 10 percent of the
target level.! It has become commonplace to say that “business-as-usual” will not suffice, but it is less easy

to be clear about what needs to change, whose actions need to change, and how can change be organized.

There is an urgency to SDG implementation. Time is running out. If the estimated trends do not change,
many lives will be lost or damaged, and, in the longer-run, development trajectories for the next few de-

cades will be adversely affected. A narrow window of opportunity that exists today is closing.

Consider the following: more infrastructure will be put in place in the next 15 years than the entire stock
of the world’s current infrastructure. Make it low carbon and sustainable, and the worst effects of climate
change can be averted. From a different perspective, think about the fact that more people are now moving
to cities than ever before, or than ever will again. Plan cities smartly, in terms of inclusive public services,
transport and land-use, and inequality in our societies can be reduced. Also, reflect on the demographic
bulge unfolding in Africa, the last place on earth where the number of children will expand over the next 15
years. Only by keeping these children alive, healthy and skilled can we avoid a generation being left behind.
In each case, choices made now and over the next fifteen years will lock in carbonization, urbanization, and

demographic trends that will shape the future of humanity for decades to come.

If there is to be change, someone has to lead it. The U.S. can and should resume its role as leading the world
towards sustainable development. U.S. citizens agree: in 2017, two-thirds responded “yes” to the question
“Do you think it will be best for the future of the country if we take an active part in world affairs?” The U.S.

should align its foreign assistance with the SDGs and, using that framework, build local and international
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coalitions with a range of government and non-government actors, including business, civil society and

academia. To do that, it should consider:
= What the Federal or local government needs to do to get the U.S.” own house in order.

* How to catalyze and partner with the U.S. corporate sector, non-governmental organizations and

civil society.
=  Where to engage internationally.

What the federal and local governments need to do domestically

Global leadership on sustainable development should begin with credible domestic action. Agenda 2030
is universal and, between 2016 and 2018, 112 countries have submitted voluntary national reviews of their

implementation plans at the U.N.’s High Level Political Forum. The U.S. is not among them.

The domestic SDG agenda for the U.S. (and indeed for most other countries) can be distilled into three

broad action areas:
(i) reinvigorate the long-term trend of overall economic growth;
(ii) re-couple economic progress with social well-being, and;
(iii) de-couple economic growth from environmental “bads” (pollution, carbon emissions).

The U.S. is not faring well on any of these. Growth is picking up, but, according to IMF forecasts, this is cy-
clical. Real GDP growth could accelerate this year and next to levels just shy of 3 percent thanks to the fiscal
stimulus, but this will dissipate, and growth is projected to return to 1.4 percent (0.6 percent per capita) by
2023. On the need for re-coupling, the gulf between growth and well-being is well-illustrated by stories of
opioid use and rising suicides occurring alongside economic recovery. De-coupling of environmental bads
has been thrown into question by the U.S. withdrawal from the Paris Agreement and the weakening of fuel
economy standards and other environmental regulations that the Trump Administration believes are con-

straining growth. The growth/environment policy trade-off is tilting back toward growth.

The SDGs provide a frame for analyzing and tackling these issues in a coherent way to improve the chances
of sustainable long-term progress. Indeed, the U.S. would do well to learn from the SDG-related processes

of other countries.

As a start, a stocktaking of the current situation is revealing. A recent review of national baselines on SDG
indicators warns that the U.S. must overcome major challenges to meet 12 of the 17 goals.3 In this, the U.S.
is not alone. No country is on-track to meet all the goals. Yet other countries have set in train a process for
action. They have requested their statistical offices to identify and monitor key indicators, adopted a na-
tional action plan for implementation, or at least modified or aligned an existing national plan or program
with the SDGs. They have undertaken an assessment of a baseline and trajectories to identify the largest
gaps and priority actions. Every G20 country, with two exceptions—the United States and Russia—has
followed, or plans to follow, each of these steps. To be fair, the U.S. has set in place a national reporting
platform to identify and update sustainable development statistics,* but two-thirds of proposed indicators
still require improvements or further exploration of the data.
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Local mayors and governors are at the forefront when it comes to leading the domestic SDG agenda, rather
than the federal government. New York City presented the first Voluntary Local Review to the U.N.’s High
Level Political Forum in July. Other cities are joining in the effort. Los Angeles has undertaken Global
Ambition, Local Action (GALA), a public commitment to the SDGs, and, through a partnership with Occi-
dental College is mapping and prioritizing against the goals. Both Baltimore and San Jose have developed
plans consistent with the U.S. Cities SDG Index developed by the Sustainable Development Solutions Net-
work (SDSN).5 In the SDSN U.S. Cities Index, common challenges for all U.S. cities include eradicating
poverty (Goal 1), healthy food and diets (Goal 2), health and wellbeing for all (Goal 3), gender equality (Goal
5), providing affordable and clean energy for all (Goal 7), reducing inequality (Goal 10), and climate action
(Goal 13).

On climate action, in particular, the We Are Still In campaign has attracted the support of local political
and civic leaders representing over half the U.S. population, and significant local government participation
is expected at the Global Climate Action Summit in California in September. This activist groundswell
could provide a springboard for broadening the local agenda to take on other aspects of the SDGs, including

social equity and inclusiveness issues.

Partnering with business

Sustainability concerns have become deeply embedded in many large corporations that now systematically
look at business risks and opportunities stemming from climate change, pollution, decent work, and product
safety. Indeed, in the U.S., businesses are moving way ahead of the government. About 80 percent of the
companies listed in the S&P 500 now report publicly on their sustainability performance, and a growing
number of companies are starting to align their sustainability strategies with the SDGs.® The issue, then, is
not reporting individual company performance per se, but to set common standards, establish industry-wide

goals, and develop comparable metrics to drive greater competition and impact at the company level.

The U.S. could be taking the lead in these areas, especially given the power of its financial institutions and
intermediaries and the global footprint of its largest corporations. The prize is substantial. The Business
and Sustainable Development Commission (2017) identified $12 trillion in new market opportunities in
just four economic systems—food and agriculture, cities, energy and materials, and health and well-being.
Banks seem to agree—setting an example, Bank of America, JPMorganChase, and Citigroup have made
combined commitments to facilitate at least $50 billion per year in green finance through 2025. The com-
petition to be sustainable will affect companies’ long-term ability to attract and retain talent, as well as

their ability to build consumer loyalty and remain globally competitive.

Increasingly, attention is shifting to the role of investors. A growing body of evidence suggests that high-rat-
ed environmental, social, and (corporate) governance (ESG) companies are more profitable, have less vola-
tility and risk, and have higher price/earnings valuations.” Outside the U.S., some investors, like Swiss Re,
have begun shifting their entire portfolio towards ESG indices. With several ESG indices outperforming
other benchmarks, ESG-based benchmarks could become a new standard for performance. This could
trigger a wave of change. One Forbes analyst argues that, when 10 percent of top investors start to focus on
system-level issues around sustainability, it generates attention among all stakeholders. When 30 percent
_______________________________________________________________________________________________________________________________________|
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of top investors focus on sustainability, there could be a culture change within the financial community.

When a two-thirds threshold is reached, there will be systemic change.®

What is emerging from these and other studies is a new narrative of business and sustainability, one that
recognizes that long-term profits and good performance on material non-financial aspects of business go
hand in hand. Even in the world of impact investing, the vast majority (85 percent) of respondents believe
there is no need to accept financial returns that are substantially below market in exchange for better ESG

impact—the two simply go together.

The idea that private business can contribute substantially to global progress on the SDGs is one that the
U.S. should embrace and encourage. U.S. reporting standards, like the industry-specific disclosures rec-
ommended by the Sustainable Accounting Standards Board, could be adopted by more companies as the
format to be used in Form 10-K filings that provide annual reports on firms’ financial performance. While
the Securities and Exchange Commission has not issued specific guidance on disclosures, this is partly
because of the view that rapidly changing technology and data availability can alter management’s dis-
cussion and analysis of financial conditions. Given the rapid pace of change, standards should evolve over
time rather than be restricted to a standardized format. Nevertheless, greater comparability across firms
would help provide valuable benchmarking information for management and for investors. The Task Force
on Climate-Related Financial Disclosures provides guidance to companies on what constitutes effective

financial disclosures across industries.?

Several countries are developing their own standards for sustainability reporting. The European Commis-
sion’s High Level Expert Group on sustainable finance made recommendations in early 2018 to pension
funds to “proactively seek and incorporate” beneficiary preferences in their decision making. China has
become the largest global issuer of green bonds and is pushing aggressively to set standards for compulsory

disclosure of listed company environmental performance.

The U.S. government also works with U.S. companies and entrepreneurs to advance technology break-
throughs for development. The Development Innovation Ventures program of USAID uses a venture cap-
ital model to conceive, test, and scale new technologies in global health, trade, energy, food security, and
other sectors. NGOs, universities, companies and social enterprises have partnered through this program.

Its future, however, is uncertain.

The absence of strong U.S. initiatives could mean that U.S. businesses lose any first-mover advantages from
setting global standards, developing new business models for development, or blending finance in novel

ways.
Engaging internationally

The U.S. has been the largest aid donor in the world, by some considerable margin, ever since World War II,
based in part on the highly successful experience with the Marshall Plan. From this vantage point, the U.S.
was responsible for the creation of the Development Assistance Committee of the OECD, the Global Fund,
Gavi, the Vaccine Alliance, and other institutions. It is also the dominant shareholder in the World Bank

and the major regional development banks.
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This U.S. leadership, however, has been eroded by a shake-up in the international development financing
architecture. First, as illustrated in the figure that follows, official aid has become a far smaller share of the
external financing for SDG investments.® Second, non-aid sources of finance, particularly market-priced
loans from official agencies, have become important. The U.S. has not had a large presence in these non-
grant forms of development finance. For example, the foremost U.S. official lending institution, the Over-
seas Private Investment Corporation (OPIC), announced only $3.7 billion in new commitments for FY16,
a small fraction of the total flows to developing countries. Across all official lending agencies, net U.S.
lending was negative $1.4 billion in 2016—that is, U.S. public lending institutions reduced their exposure
to the developing world."

China, by contrast, has encouraged its two large public banks, the China Development Bank and the China
ExIm Bank, to lend more to developing countries. These two institutions alone had outstanding foreign
loans of about $675 billion in 2016. The Bank for International Settlements reported that total Chinese
cross-border claims amounted to $970 billion in Q2, 2017. (This includes claims on developed country
counterparties, but it appears that for a significant number of African and emerging and developing coun-
tries in Asia, Chinese banks are the main lenders.*?)

External Financing for SDG Investments in 2016: US$576.2 billion
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Source(s): OECD DAC CPA table, Table 2A; World Development Indicators: Net financial flows (DT.NFL.BLAT.CD), Net flows on external debt, public
and publicly guaranteed (PPG) (DT.NFL.DPPG.CD), accessed April 2018; United Nations System Chief Executive Board for Coordination: Total Expen-
diture by Category Peacekeeping Operations + Normative, Treaty-Related and Knowledge Creation Activities, accessed April 2018; AidData Chinese
Global Official Finance Dataset Version 1.0 Official Finance recommended for research; “Dynamic of India’s Development Cooperation under the
Framework of ‘Development Compact.” Sachin Chaturvedi (2018) Research and Information System for Developing Countries; Hudson Institute The
Index Of Global Philanthropy And Remittances 2016 Private Philanthropy, Giving USA 2016 and 2017 reports on U.S. philanthropy, own calculations;
Amounts Mobilised from the Private Sector by Official Development Finance Interventions: Guarantees, syndicated loans, shares in collective
investment vehicles, direct investment in companies, credit lines, Benn, C. Sangare, and Hos (2017), own calculations; Private Participation in
Infrastructure Database, as of January 9, 2018, own calculations; The Global Impact Investing Network (GIIN) Annual Impact Investor Survey 2017,
Billions focused on Emerging Markets in 2016.
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A project-by-project compilation of Chinese development financing suggests that loans and credits reached
$37 billion in 2014, and this would seem conservative. At that level, Chinese financing would be significant-
ly larger than the $30 billion provided annually by the U.S. and very different in its composition. U.S. flows
are primarily grants, and considerable amounts (about one-third) flow through multilateral organizations.
Chinese flows are mostly loans that flow directly through Chinese institutions.® (The same pattern shows
up in other emerging economies. India, for example, disbursed about $10 billion in development financing

in 2016, to 63 countries, with the vast majority being lines of credit.)

There are also major differences between the U.S. and China in terms of the intended purpose of their
development finance. The U.S. gives substantial humanitarian aid (over $6 billion per year) to wherever
it is needed in the world. China is focused on infrastructure lending within carefully selected countries
of strategic interest. China’s signature initiative for development finance is the Belt and Road Initiative
(BRI), currently accounting for about one-third of its aid. The scale and scope of the plan is enormous,
with financing gaps of over $100 billion per year in participating countries. China alone will not fill these
funding gaps, but the BRI offers some insight that lack of demand will not be the key constraint on China’s

development finance.

Beyond the BRI, China has invested significantly in sub-Saharan Africa, as well as in Latin America. There
is considerable debate as to the quality and impact of these investments. On the negative side, arguments
run from complaints that Chinese foreign investments are motivated more by a need to off-load slack in its
domestic construction industry through overseas infrastructure projects rather than to meet developmen-
tal purposes, to the lack of attention to ESG standards and maintenance in the use of the assets being built,
to the dangers posed by high debt levels linked to Chinese finance. On the positive side, analysts point to
the fact that workers in China-sponsored projects are largely African, the loans extended to governments
are not predatory loans, and there is little evidence of land grabs.*# Some countries like Ethiopia have used
Chinese investments to sharply increase public investment and generate favorable growth dynamics. It is
too early to tell which of these narratives is closer to reality, but there is no doubt that the Chinese model is

dramatically different from the U.S. model in scale and composition.
Conclusion

The U.S. has long exercised global development leadership through its role as the world’s largest aid donor
in absolute terms (by some considerable margin) and through its influence in the multilateral development
institutions that it created. In addition to its own leadership role, the U.S. government has also proactively
supported U.S. companies, universities, foundations, and humanitarian organizations in their efforts to

invest and operate internationally and engage on global development issues.

The new world of development finance, however, revolves around loans, often for infrastructure projects.
It engages private businesses. On this front, other countries, in particular China, have leapfrogged the U.S.

both in the instruments they use and in the standards they are setting for sustainable finance.

At the same time, the priorities for the global development agenda are no longer being set by large indi-
vidual donors like the U.S. They have been determined through a multilateral accord of 193 countries that
negotiated and agreed on the SDGs as the framework to guide them through 2030. The U.S. has been slow
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to align its own policies and approaches to this agenda and risks losing credibility and competitiveness by

failing to seriously address the domestic components of the agenda.

The agenda for the U.S. is therefore threefold:

= Show through its domestic programs that it is taking the SDGs seriously and that it is prepared to

use this experience and its international assistance to help other countries achieve their goals.

= Strengthen its partnerships with the private sector, especially with financial intermediaries, to set
standards that more closely align finance and long-term development, and devise options through
which large corporations could adopt an SDG focus for their domestic and international operations

alike.

= Add blended finance to its toolkit, especially in areas like sustainable infrastructure where
afford-able long-term debt is a key constraint, and scale this up to establish itself as a leader in
this area. Here, the U.S. needs to take a hard-nosed look at how it views developing country cred-
itworthiness. Too cautious an approach leaves gaps unaddressed; too aggressive an approach can
lead to debt distress and developmental backsliding. The quality of design and implementation of

debt-financed investments are vital to finding the right balance.
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