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Abstract 
 
The world is facing an unprecedented climate crisis that requires immediate action to stabilize 
the climate and safeguard our livelihoods. The Paris Agreement commits countries to keep 
global temperature rise well below 2°C and to financially support developing countries in this. 
Existing literature highlights the critical role of financial actors to align their financial flows 
with the goals of the Paris Agreement, however, there is a lack of research on bilateral 
development finance institutions specifically. Through interviews, a document and spatial 
analysis within a single case study of the FMO, a Dutch development finance institution, this 
thesis addresses how the FMO’s activities align with the climate mitigation targets of the Paris 
Agreement. As the FMO is a typical case, the study aims to transfer its findings to a sample of 
similar bilateral development finance institutions. The author concludes that the FMO is 
actively contributing to climate mitigation, as they are: (a) developing climate mitigation 
policies and methodologies; (b) improving reporting transparency on climate impacts; and (c) 
phasing out their fossil fuel investments while increasing renewable energy investments. 
However, although the FMO already reduced fossil fuel financing by 68% after 2016, the 
implications of the remaining 32% should be taken seriously. First, when zooming into recently 
financed fossil fuel projects, there appears a risk of creating fossil fuel lock-ins and increasing 
the socioeconomic reliance on fossil fuels in the projects’ countries. For example, a FMO co-
financed gas power plant in Ivory Coast now supplies 1/3 of the country’s power. Second, it 
remains unclear how the fossil fuel assets across their entire portfolio become sustainable and 
who manages this transition. It appears difficult to allocate responsibilities amongst the 
commonly multiple involved asset owners and operators. Using political economy and climate 
justice theory, the findings lead to a debate on the effectiveness of bilateral development finance 
institutions’ operating models to achieve climate mitigation targets in an equitable way. Key 
recommendations for these institutions are: to increase transparency and disclosure, particularly 
on the interest rates they charge; and to collectively set up clear transition and exit strategies 
for fossil fuel assets across their entire portfolio. 
 
Key words: Development Finance Institutions, Paris Agreement, Climate Change, Financial 
flows, FMO, Fossil Fuels, Equity 
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1. Introduction 
 
1.1 Introduction 
 
The world is facing an unprecedented crisis: Climate Change. Within as well as outside the 
academic spheres only very little doubt remains regarding the urgency to address climate 
change and its associated problems. Excessive greenhouse gas concentrations in the atmosphere 
are causing global average temperature to rise due to which, among others, weather patterns are 
altered and weather events are becoming extreme. While some areas are forced to deal with 
catastrophic droughts, other areas are faced with increased risks of devastating floods. 
Ecosystems are being disrupted so severely that some are on the verge of collapsing and 
biodiversity is significantly declining. Clearly this is having a threatening impact on the earth’s 
living conditions and the prosperity of all living beings.  
 
The global community is actively addressing climate change and several international 
agreements and objectives have been established to adapt to the consequences of global 
warming (climate adaptation) and to avoid further global warming (climate mitigation) – these 
measures constitute the ‘global climate regime’. In 1992 the United Nations Framework 
Convention on Climate Change (UNFCCC) was adopted as an international environmental 
treaty to address climate change. The most recent negotiations on climate change under the 
UNFCCCC led to the adoption of the Paris Agreement, which aims to mitigate climate change 
by limiting global warming well below 2 degrees Celsius above pre-industrial times, and to 
strengthen countries in their ability to adapt to the consequences of climate change (UNFCCC, 
2015). Article 2.1c of the Paris Agreement specifies to: “[Make] finance flows consistent with 
a pathway towards low GHG emissions and climate-resilient development” (p. 3). In addition, 
article 9 of the Agreement requires developed countries to take the needs and priorities of 
developing countries into account and to financially assist developing countries in realizing 
mitigation as well as adaptation actions (UNFCCC, 2015).  
 
In order to fulfil these goals, considerable amounts of money – collectively called ‘climate 
finance’ - are required. As established by UNFCCC: “Climate finance refers to local, national 
or transnational financing—drawn from public, private and alternative sources of financing—
that seeks to support mitigation and adaptation actions that will address climate change” (n.d.). 
However, not every country has sufficient resources nor is equally responsible for climate 
change. Therefore, all agreements operationalizing the UNFCCC, including the Paris 
Agreement, expect countries to operate under the ‘Common but differentiated responsibilities 
and respective capabilities’ (CBDR-RC) principle, deeming developed countries responsible 
for financially compensating developing countries. This not only serves the purpose of 
effectively addressing climate change – 63% of current global emissions come from developing 
countries – but also of advancing equity between developed and developing countries (CGD, 
2015).  
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Both in terms of climate mitigation and advancing equity, major progress can be made by 
allocating financial resources to the transformation of the energy sector. According to the UN’s 
Intergovernmental Panel on Climate Change (IPCC) (2018, p. 22), $2.4 trillion – around 2,5% 
of the world’s economy - is needed annually to limit temperature rise well below 1.5 degrees 
Celsius from pre-industrial levels. Renewable energy and energy efficiency measures can 
potentially realize 90% of required carbon reductions (IRENA, 2017, p.2). Moreover, 
transforming the energy sector offers a pathway to poverty alleviation and improved 
socioeconomic conditions (UNDP, 2018).  
 
1.2 Problem statement 
 
With technology costs declining, climate policy becoming more stringent, and consumer 
demand changing, there is an opportunity for governments and companies to invest in clean-
energy projects. Besides, equity raised by clean-energy companies increased by $77 billion 
from 2012 to 2020 (in contrast to a $123 billion loss in fossil fuel equity), which signals 
investors have become more interested in clean-energy companies (Jeppesen & Booth, 2021, 
p. 1). However, many countries are socially and economically dependent on fossil fuels, and if 
the risks to transition are considered too high and the financial resources are simply not there 
to mitigate this, it becomes difficult for organizations to step up. Partly because of this, energy 
sectors are falling behind in their efforts to align investments with the Paris Agreement. The 
gap to finance a global energy transition remains large and yearly clean-energy investments of 
$3 trillion to $5 trillion are needed to keep global temperature rise to 1.5 degrees Celsius 
(Jeppesen & Booth, 2021, p. 1). Financial support is therefore needed to drive change - 
especially within developing countries where demand for energy is rising and the urgency to 
transition is even higher.  
 
With their mandate to support development and catalyse commercial investments, development 
banks are said to have an impartial role in the equitable allocation of financial resources to 
mitigate climate change (FOEI, 2020; Orliange, 2020). These banks are therefore increasingly 
considered key actors in realizing the Paris Agreement and already represent 37% of global 
climate finance (CPI, 2019,  p. 5). 
 
1.3 Academic gap in knowledge 
 
Literature on the role of development banks in financing climate mitigation primarily studies 
multilateral development banks (see 2.1.1) while there is a lack of research on bilateral 
development banks. Compared to other development institutions, the activities and impacts of 
bilateral development banks have remained under-studied (Kenny et al., 2018). In order to 
expand the academic debate on financial actors’ role in achieving climate mitigation goals and 
supporting developing countries, this research will investigate how the activities of European 
bilateral development finance institutions align with the climate mitigation goals of the Paris 
Agreement. For this, it will conduct a case study on a Dutch development finance institution, 
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called the ‘Nederlandse Financierings-Maatschappij voor Ontwikkelingslanden’ or more 
commonly referred to as the FMO. 
 
By studying distribution, power and justice aspects, this thesis will add a political economy and 
climate justice perspective to the debate on development banks’ financing for climate 
mitigation goals. The relevance of this follows from the political nature of these financial 
institutions, as found in the literature. In addition, it will add empirical evidence to this debate, 
which has been mainly theoretical. The study will contribute to the academic field of 
International Development Studies, since it is concerned with development processes that 
follow from the financing of projects in developing countries. Besides, it studies the relation 
between developed and developing countries and how this unfolds itself on a global and 
national level.  
 
1.4  Societal and policy relevance  
 
There is an urgent societal need to mitigate climate change by stabilizing atmospheric 
greenhouse gas concentrations to secure livelihoods. Societies, households and individuals 
prosper from a stable climate and well-functioning eco-systems. Excessive greenhouse gas 
emissions in the atmosphere alter weather patterns in a significantly harmful manner of which 
the effects are disproportionally felt by the most vulnerable. For example, agricultural 
production is greatly distorted by increased droughts or rainfall, which affects the global food 
system as a whole, yet most significantly burdens those who are in a vulnerable socioeconomic 
position. People that are fully dependent on the success of their harvests may be facing famines 
or are forced to migrate without any guarantee of a better life. In addition, increased soil, water 
and air pollution caused by excessive greenhouse gas emissions puts the health of humans, 
animals and eco-systems at stake (Safonov, 2019).  
 
Operating  in line with the mitigation goals of the Paris Agreement offers substantial near- plus 
long-term benefits. Among others, it was shown that Paris-alignment significantly reduces the 
risk of unprecedent near-term warming rates, hence safeguards our livelihoods (McKenna et 
al., 2021).  Moreover, reaching mitigation goals means that any money that is now spend on 
protection against the consequences of climate change, can be well better spend on broader 
societal issues. Since the financing of banks is critical to the above issues, studying the activities 
of under-researched financial actors, such as bilateral development banks, provides societal 
value.  
 
Multiple climate reports indicate the world is not on track to meet global mitigation targets.  
A new report by UN Climate change announced that the world is not on track to meet the 
climate mitigation goals of the Paris Agreement (United Nations, 2021). In addition, the report 
states that many developing countries remain in urgent need of support to implement climate 
action. According to the International Environmental Agency (IEA) (2021), there exists a gap 
between rhetoric and action when it comes to reaching net zero by 2050 and limiting the rise in 
global temperatures to 1.5 degrees Celsius - this gap needs to be closed. The consistency of 
bilateral development banks’ policies and their financial flows with the Paris Agreement will 
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play a crucial role in this. If global climate mitigation targets are to be met, we need to better 
understand how well positioned bilateral development finance institutions are to achieve the 
Paris Agreement, and act upon this knowledge to improve climate policies.   
 
1.4 Focus and limits 

 
This thesis research is based on data that was collected until March 2021 (spatial data) and mid-
June 2021 (document and interview data).  However, policies are subject to change and it is 
likely that some of the policies might already be revised or will be in the near future. In addition, 
it means that only financial flows until March 2021 are analyzed and investments that were 
made after this are not analyzed. Therefore, the conclusions drawn in this thesis must be 
considered within this time frame.  
 
While the research is situated in the global climate regime, it only focuses on climate mitigation 
and not on adaptation activities. This follows from a constraint in time and the need to narrow 
down the research. Within climate mitigation activities, the thesis specifically focuses on 
financing towards energy sectors. It does so because the energy sector serves as a good indicator 
for Paris Agreement alignment when it comes to mitigating emissions, since this sector is 
responsible for the largest share of global greenhouse gas emissions – 73% in 2016 (WRI, 2020, 
p. 1). Besides, investments in the energy sector deal with the risk of stranded assets, which is 
an important aspect of equitable climate mitigation. Yet, focusing on the energy sector also 
forms a limitation to the research, as investments to other sectors, such as agriculture, are as 
well important for climate mitigation.  
 
Although the FMO invest in 85 countries, the research is based on a more limited spatial area. 
This follows from the focus on financing towards energy sectors, which is directed towards 42 
developing countries. Moreover, the predominant focus is on the FMO’s financing towards 
fossil fuel projects which further narrows down the spatial area to Ivory Coast, Bangladesh, 
Sierra Leone and Senegal. In addition, the bilateral development finance institutions that are 
studied are all headquartered in Europe. Therefore the outcomes of the thesis must be 
considered in the European context.  
 
1.6 Direction and structure of the thesis  
 
The thesis aims to answer the research question: How do the activities of the FMO align with 
the climate mitigation targets of the Paris Agreement? Since the FMO is considered a typical 
case in the landscape of European development finance institutions, the objective is to draw 
more general conclusions on the role of these institutions in climate mitigation. A theoretical 
framework that integrates political economy theory and climate justice is used to guide the 
analysis of these units of analysis.  
 
The thesis will be structured as follows. First, a literature review is conducted to explore what 
it says about development banks, what lessons are learnt, and what is not yet covered. From the 
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literature a theoretical framework emerges that is then elaborated on and visualized. Second, 
the research design and methodology of the thesis is explained. Third, the first empirical chapter 
will address the following 3 sub-questions: 

1. What is the landscape of development finance institutions? 
2. Why and how does the FMO operate? 
3. How does the FMO approach the climate mitigation targets of the Paris Agreement? 

 
Thereafter, the second empirical chapter address the sub-questions: 

1. Are the FMO’s financial flows to energy sectors aligning with the Paris Agreement 
article 2?  

2. Are the FMO’s financial flows to energy sectors aligning with the Paris Agreement 
article 9?  

 
After the empirical chapters are concluded, a conclusion is drawn based on the FMO case study. 
This follows by a more general conclusion in which the case study’s findings are transferred to 
other European Development Finance Institutions. The thesis ends with lessons learnt, 
recommendations and directions for future research.  
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2. Literature review & theoretical framework 
 
2.1 Introduction  
 
The following chapter will review the literature on development banks to map out what has 
been covered, what lessons are learnt and what the gaps in the literature are. It first provides an 
overview of what the literature says regarding the evolvement of development banks over the 
years. This is useful to gain a better understanding of their functioning and purpose in 
development. Thereafter, the review will address what the literature says about development 
banks’ allocation determinants and financial operations. Then it will address what is said about 
the future role of development banks in the climate regime. Yet, first it will first explain the 
literature review approach. 

Mendeley, Wiley Online Library and Google Scholar were used as search engines for collecting 
the papers addressed in the review. Mendeley was chosen because it provided relevant results 
and offers a useful tool to manage and organize your search results in a library. Wiley Online 
Library was used because it offers a wide-variety of high quality, peer-reviewed articles across 
relevant subjects, which increases the likelihood of finding articles with a high validity. 
Moreover, the database features a useful filter tool that helps to get relevant results. Google 
scholar was used to expand the results and include unpublished literature as well. To search for 
papers, the following search strings were used: ‘Role of development banks’, ‘development 
banks operations’, ‘development banks’ AND ‘climate mitigation’ OR ‘climate action’, 
‘development banks’ AND ‘climate finance’, ‘climate regime’ AND ‘financial actors’. In order 
to understand how development banks evolved over time, various time periods were used in 
the searches (e.g. 1960-1970 or 1980-2000). To understand the role of development banks in 
the climate regime a time period from 1992 (first UNFCCC) until today was used. The 
following criteria were used for selecting the papers: Journal of publication (related to 
international development, climate policy, financial aid, political and economic policy), clarity 
and relevance of abstract, well-explained problem statement, arguments and/or theory. The 
number of citations were not considered due to the ambiguity of using this as a proxy for quality. 

2.1.1 Literature review  
 
Evolvement and role of Development Banks  
 
Development banks have been part of financial systems since the 1800s to support national 
policies for economic development on a country level or in a specific sector (Gutierrez et al. 
2011). In addition, development banks have been used as an instrument for state interventions 
in financial systems when market failures occur (Huidobro, 2014; Gutierrez et al., 2011). In 
economic terms, market failures are said to occur when the free market does not efficiently 
allocate goods or services resulting in lost economic output and value (Phang, 2013).  
 
Before the second world war, the projects that development banks financed were mere 
economic development projects and predominantly concerned with stimulating 
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‘Modernization’ and ‘Westernization’ in developing countries (Thorne & du Toit, 2009; Babb, 
2009). After the second world war the more contemporary version of development emerged. 
International development corporation emerged as an effort to reconstruction in war affected 
countries and poverty reduction (Orliange, 2020). Several multilateral development banks that 
are still operating today were established to support reconstruction and stabilize the global 
financial system (De Aghion, 1999). During that time, Rostow’s ‘Stages of Development’ 
theory influenced the mainstream development approach. According to Rostow’s theory, 
developing countries should follow a Western development path led by industrialization, which 
will transform them into ‘modern’ states characterized by capitalism and liberal democracy 
(Binns et al, 2008; Haslam et al., 2009). Most development banks adopted this approach to 
achieve development objectives and started targeting their investments on the advancement of 
industrial and manufacturing sectors (Jacobs, 2020).  
 
Around the 1970’s the dominant definition of development changed and became more similar 
to what it is today (Babb, 2009). By then, it was observed that the benefits of economic growth 
did not automatically trickle-down to marginalized and poor populations, as was assumed in 
Rostow’s theory (Birdsall & Londoño, 1997; Babb, 2009). As a consequence, the definition of 
and means towards development were revised. Economic growth was no longer the sole 
indicator of development and consideration towards social indicators of development, such as 
mortality and inequality, increased (Babb, 2009). It was also around that 1970s that several 
international policies on development started to recognize the crucial role of private financial 
flows. Yet, most of development funding continued to come from public sources until the end 
of the 1980s (Thorne & du Toit, 2009). At the same time, the global financial system started to 
face severe instabilities following a rapid increase in globalization and expansion of financial 
markets (Allen,  2016). Both the development field and the role of the public sector started to 
become heavily criticized (Griffith-Jones et al., 2020). Primarily, development banks were said 
to contribute more to fiscal crisis in developing countries rather than to their development. 
Many national development banks failed and were either restructured or shut (Nellis, 1986; 
Thorne & du Toit, 2009).  
 
By the end of the 1980s, states were no longer perceived as enablers of development and 
economic policies started to assign a lesser role to state regulation, while emphasizing the need 
for financial liberalization and privatization (Schulpen & Gibbon 2002; Jimoh, 2002; 
Fitzgerald, 2006). Since then, both multi- and bilateral development banks have grown under 
the conviction that private sector actors are crucial to stimulate economic growth, employment 
and foster overall socioeconomic development (Jimoh, 2002; Babb, 2009; Gössinger & Raza, 
2011). As a response, private sectors needed to be strengthened and many development banks 
started to follow a ‘private sector development’ approach. This approach presumes economic 
growth is triggered by including developing countries’ private sectors in development policy 
(Gössinger & Raza, 2011). In this respect, development banks allocate their investments to 
specific sectors or areas with the aim to lower investment risks and therewith catalyze private 
sector investments in that specific sector or area (Marston & Narain, 2004; Musasike et al., 
2004). The role this approach assigns to development banks is associated with their traditional 
role as an instrument for correcting market failures (Stiglitz, 1989; Gottschalk et al., 2016).   
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Besides correcting market failures, the literature also highlights the role of development banks 
in counter-cyclical financing enabled by their usually strong capital position and relatively easy 
access to capital (Humphrey, 2014; Griffith-Jones et al., 2020). Whenever the economy slowed 
down, particularly around the 2007-2008 financial crisis, development banks have proved to 
increase their lending while commercial banks retreated (Luna-Martinez & Vicente, 2012). The 
literature also underlines the role of governments and regulation in development banks’ 
functioning. Not the least because in most cases governments agree with the development bank 
to compensate their risks, enabling the bank to reduce expenses and mobilize private 
investments in times of crisis (Volberding, 2021). Moreover, according to Stiglitz (1994), 
market failures in financial markets are more prevalent than inadequate government 
intervention, hence, arguing for regulation in financial markets (as cited by Griffith-Jones et al., 
2020, p. 2). 
 
While economic growth continued to be a central objective of development banks operations, 
this is considered controversial amongst development experts and scholars (Widadgo, 2000; 
Sayan, 2016). Not only because underdevelopment still persists besides economic growth, yet 
also because national economies are complex and would ideally all require their own definition 
of economic success or failure (Babb, 2009). Over the last years, scholars started to address the 
issues with focusing on economic growth for development and advocate for development paths 
that are also environmentally and socially sustainable (Pouw, 2020, Dasgupta, 2021). In 
addition, the literature discusses several negative implications of taking a private sector 
development approach to development. Although this approach does not impose stringent 
policy reforms or adjustment programs (Donnelly, 2002), it does however, come with certain 
prerequisites. The effectiveness of the approach depends on the stability of institutions and 
legislation in the private sector sphere (Gössinger & Raza, 2011). Yet, many developing 
countries deal with weak and fraudulent legal systems. In addition, applying a private sector 
development approach in developing countries requires them to increase privatization and 
liberalize their markets (Schulpen & Gibbon, 2002). In some instances this deteriorated 
development due to increased inequality through corruption and unequal distribution of 
projects’ benefits (Frankel, 2005; Gössinger & Raza, 2011).  
 
Financial instruments and risks 
 
The direction and approaches used by development banks is partly guided by their shareholders 
(Babb, 2009). Being guided by shareholders contributes to the ingrained tension in development 
banks’ operations between meeting their developmental objectives and remaining profitable 
(Thorne & du Toit, 2009). This tension involves outweighing the level of risk they can accept 
financially and the risk they want to accept to stimulate development through their financing. 
 
Investments in emerging and developing countries are often perceived to be of high risk and 
therewith these investment are associated with high borrowing costs, which together (among 
other factors) limit the amount of financial flows to these countries (Collier et al, 2014; Collier 
and Cust, 2015; Hayawaka et al, 2013). For instance, compared to an average emerging market 
country, an average sub-Saharan African country paid 3% higher interest rate in the bond 
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market (Gueye & Sy, 2015). In particular, acquiring long-term financing is often problematic, 
as generally this involves large-scale projects with long maturation periods and high investment 
risks that commercial banks are not willing to take (Gottschalk et al., 2016). However, as stated 
by Bhattacharya and Holt (2015), such funding is crucial to meet the demand for infrastructure 
in developing countries that is now vastly unmet. Besides lending to large scale projects, 
development banks provide financing to small and medium sized enterprises that most 
commercial lenders consider too small and risky to invest (Gutierrez et al., 2011; Griffith-Jones, 
et al, 2020). As addressed in the literature, development banks have a role in bridging the 
financing gap that appears as a result of risk avoiding private lenders. Development banks can 
support developing countries in accessing long term finance by reducing the risk perception of 
private investors. One of the reasons they can do this, is that development banks have 
informational advantages and strong monitoring capacity that can lower a project’s risks – both 
in high and low risk countries - and consequently make the project more attractive for private 
investors (Arezki et al., 2017; Wang et al., 2019; Gurara et al., 2020). In addition, when 
development banks lend or invest their own money in a project they can signal the profitability 
of that project to private investors (Humphrey, 2015). It was shown that multilateral 
development banks accept higher levels of risk than commercial lenders, either by investing in 
a high risk country or a high risk client (Gurara et al., 2020). Yet, there also appears to be a 
limit to the level of risk they accept, as there is no evidence multilateral development banks are 
also more likely to provide financing to high risk clients in high risk countries.  

When it comes to the price of loans, it was found that financial margins used by development 
banks do not necessarily imitate those set by commercial banks (Huidobro, 2014). However, 
the exact pricing of loans differs per development bank. A study by Humprey (2014) suggests 
that multilateral development banks transfer the risk they face from volatile capital markets to 
their borrowers by varying their loans’ interest rates. In addition, the cost of borrowing in a loan 
provided by multiple lenders (a syndicated loan) appeared to be higher when a multilateral 
development bank was involved due to the higher level of risk that was accepted in those loans 
(Gurara et al., 2020). On the other hand, development banks might choose to charge clients 
with subsidized instead of market interest rates (Luna-Martinez & Vicente, 2012). In any case, 
development banks should avoid crowding-out private financing yet rather complement it and 
leverage additional private financing (Griffith-Jones, et al, 2020). Simply replicating the 
operations of commercial banks has proven insufficient when correcting market failures 
(Cotler, 2000; Huidobro, 2014). Loan pricing by multilateral development banks also appears 
to be influenced by whether a bank’s shareholders are from borrowing or non-borrowing 
countries or both (Humprey, 2014). When a multilateral development bank’s shareholders are 
all from non-borrowing countries, it was shown this gives them better access to capital at lower 
rates. However, banks with non-borrowing shareholders did not reduce borrowing costs 
accordingly due to shareholder pressure to increase net income. While bank’s with borrowing 
shareholders faced less or no income incentives and therefore minimized the costs charged to 
borrowers. However, they have more challenges in accessing capital markets. In order to choose 
debt or equity financing, companies in developing countries outweigh the level of costs, risks, 
and loss of control that comes with the financing  (Glen & Pinto, 1994). In general, as practically 
holds for all companies, they aim for minimal costs and retained control. Whether debt or equity 
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financing is more beneficial for a developing country depends on the terms and conditions 
attached to the financing (Corsepius et al., 1989). However, when equity financing is done 
through issuing non-voting stocks, equity financing can be more beneficial to developing 
countries than debt financing  (Samuels & Theobald, 1989).  

The literature also outlines several socioeconomic and political determinants behind the 
allocation of development banks’ financing (Alesina & Dollar, 2000; Neumayer, 2003). A study 
by Neumayer (2003) found that the financial allocation of both multilateral and bilateral 
development banks is biased towards less populous countries. In addition, an allocation bias 
often appears towards middle-income countries as opposed to poor countries (Dowling  & 
Hiemenx,  1985; Alesina & Dollar, 2000; Neumayer, 2003). In terms of political determinants 
for allocation, it was found that aggregate aid flows of bilateral as well as multilateral DBs were 
also more voluminous to former colonies (Alesina & Dollar, 2000; Round & Odedokun, 2004). 
Besides, higher volumes tend to flow to countries showing similar voting behavior in the United 
Nations, indicating shared political positions (Alesina & Dollar, 2000). The study by Neumayer 
(2003) adds that some DBs allocate more aid to geographically close countries and almost all 
DBs allocate more aid to countries with a higher share in the donor country’s exports.  

Debt issues 
 
Several authors discuss the role of development banks in relation to debt issues in developing 
countries. After the 1980s global financial recession, high levels of debt in low-income 
countries were increasingly recognized as a limiting factor to the development of these 
countries (Hanlon, 2000; Donnelly, 2002; Hansen, 1989; Bulajic, 1986). Developing countries 
became unable to repay their debts and while the dominant development approach was centered 
around stimulating economic growth by promoting  lending, the relation between a developing 
country’s economic performance and its level of debt became increasingly recognized as non-
linear (Pattillo et al, 2002; Casares, 2015). Research by Pattillo et al. (2002) showed that an 
increase in external debt may first contribute to a growth in per-capita output yet is found to 
negatively impact growth when reaching 35-40 percent of GDP. This triggered attention 
towards the need for debt relief measures and alternative or innovative source for development. 
Debt relief, or also called debt cancellation, implies the (partial) forgiveness of debt or efforts 
to stop the growth of debt. Using a ‘rights based approach’, lenders are deemed normatively 
obliged to cancel debts of indebted developing countries enabling them to meet development 
and human rights objectives (Hanlon, 2000). On the other hand, the literature underlines pitfalls 
of cancelling developing countries’ debt in developing countries debt cancellations, which is 
revived in the present global pandemic situation (Jomo & Chowdhury, 2020; Bouchet, 2021). 
There appears skepticism towards the ability of such measures to enable sustained financial 
improvement and creditworthiness, which calls for attaching improved governance and strict 
inclusive development policies to debt relief measures (Bouchet, 2021; Bird & Milne, 2003). 
Today, so called ‘debt-for-climate swaps’ are emerging (Fuller et al., 2018). Such swaps are 
introduced as innovative instruments to fill the financial gaps in climate finance and to 
contribute to developing countries’ debt sustainability. They aim to reduce external debts of 
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vulnerable countries while allowing them to invest the liberated funds in climate mitigation and 
adaptation activities. 
 
International Climate Regime and Development Banks 
 
Following the establishment of international frameworks and agreements to promote 
sustainable development in 2015, the field of international development aid and cooperation 
changed (Orliange, 2020; Pereira, 2021). The 2030 agenda for Sustainable development, the 
Paris Agreement and the Addis Ababa Action Agenda all set out new development goals and 
stressed the importance of increasing and aligning global financial flows with these goals. As a 
response, development banks increased their commitments to spend more on sustainable 
development (Orliange, 2020; World Bank, 2015). In addition, there is a growing emphasizes 
on the role of development banks to combat climate change through climate finance 
(Smallridge, 2013; Wright et al., 2017; IISD, 2020). Climate finance is defined in the literature 
as: “the financial resources that are paid to support climate change mitigation and adaptation 
activities, and thus to cover the costs of the transition to a global low-carbon economy, and to 
build resilience against current and future climate change impacts” (Falconer & Stadelmann, 
2014, p. 4). Today climate finance has grown to be a well-established part of the international 
fight against climate change (Peterson & Skovgaard, 2019). Development banks suit the 
purpose of climate finance, as they already operate according to the responsibility of providing 
long-term financing to risky projects that generally don’t attract commercial banks (Pérez at al., 
2016). 
 
The literature particularly assigns a role to multilateral development banks in this, as they can 
bridge the huge financial gap between developing countries’ demand and supply for sustainable 
investments, as capital is now locked-up in risk averse private savings (Mendez & Houghton, 
2020; Michaelowa et al., 2020). According to Mendez & Houghton (2020), sustainable banking 
is currently hindered by projects’ financial uncertainty and the lack of transparency on financial 
flows. Here the role of multilateral development banks as financial mediators is said to be 
critical due to their ability to de-risk private investments and enhanced transparency on global 
capital flows. In addition, national development banks are said to provide an important role in 
supporting the provision of public goods and are therewith critical to combat climate change 
(Griffith-Jones et al., 2020; Smallridge, 2013). Besides, national development banks usually 
have knowledge of and well-developed relationships with local actors, which further supports 
their ability to lower investment risks and mobilize private investments (Smallridge, 2013). 
Among multilateral development banks, green bonds are emerging as new financing 
instruments with the potential to  support environmental sustainable development, since they 
are designated to projects that have positive environmental impact (Pereira, 2021).  

The literature also provides normative findings with regards to development banks’ financing 
for sustainable development. First, to stimulate innovation and structural transformation 
national development banks should not operate in isolation yet should coordinate with national 
policy agents (Griffith-Jones et al., 2020). Second, development banks should cooperate 
amongst themselves and other financial institutions to collectively monitor and accelerate 
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progress (Orliange, 2020). Third, private sector actors involved in financing sustainable 
development projects should not only be regarded as sponsors but also as stakeholders that can 
contribute to the enhancement of accountability and environmental and social standards 
(Pereira, 2021).  

The improvement of environmental and social safeguards seems welcoming, since investments 
in private sectors are often associated with negative social and environmental impacts 
(Widagdo, 2000; Pérez et al., 2016). Cost-effectiveness is often prioritized over human rights 
protection and there is a lack of adequate reporting standards that can monitor all social and 
environmental impacts throughout a project’s full life-time (Pérez et al., 2016).  As most 
development banks provide both lending and equity participation, they are expected to have an 
interest in the close monitoring of projects (Gottschalk et al., 2016). However, the quality of 
project monitoring is contested by some scholars. It often appears difficult to measure direct 
development benefits of private sector investments (Widagdo, 2000). Especially without the 
involvement of a local NGO, transparency regarding the impacts of a project can be hindered 
significantly (Smillie, 1997; Jimoh,  2002). In addition, a great risk to a projects’ social, 
economic and environmental benefits comes from the lack of formalized sustainable 
development and human rights standards to govern these projects, nationally and internationally 
(Smallgride, 2013).  

Allocation determinants in climate finance 

In the field of International Development Studies, literature on climate finance often includes 
ethical debates that support why developed countries should be responsible for a significant 
share of the required financing on climate mitigation and adaptation activities in developing 
countries (Bowen, 2011). The most prominent arguments found in the literature are based on 
differences between countries in terms of their historical emissions that contribute to climate 
change; their ability to pay for climate mitigation and adaptation activities; and their 
vulnerability to climate change (Okereke, 2010; Fisher, 2014; Paavola & Adger, 2005; 
Colenbrander et al., 2018). All considerations taken together frame the global climate regime 
as one in which the most resourceful countries should carry the greatest burden and should 
provide financial assistance to less resourceful countries (Höhne et al., 2005).  
 
Some scholars consider climate finance to be a form of development finance, as it is reported 
as such by donor countries and the allocation of financial resources is also decided upon by 
industrialized countries (Pickering et al., 2015). However, others argue that climate finance is 
exclusively guided by climate objectives and, unlike development finance, does not per se 
promote economic development and welfare in developing countries (Peterson & Skovgaard, 
2019). In either case, the literature describes several tensions associated with climate finance 
that similar to those found in development finance. For instance, climate finance is said to be 
predominantly influenced by political factors that determine which countries receive more or 
less financial support, at the risk of divergence from the principle objective of climate 
mitigation (Barrett, 2015). Similarly, a study by Halimanjaya (2016) found that a country’s 
geopolitical interests shape the allocation of climate finance. She also found that developed 
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countries tend to favour recipient countries where their companies are involved in green 
projects to catalyse their own investments, which problematically promotes global inequality 
(ibid). Reviewing the literature, these findings can be regarded common practice, as it is 
unlikely a rich country will transfer financial resources without receiving any benefits beyond 
the collective global benefit of climate mitigation (Keohane, 2018; source). In a previous study, 
Halimanjaya (2015) also found that good governance is one of the main determinants for 
developing countries to be selected as recipients of climate mitigation finance and to receive 
more. Yet, what good governance means and how it is measured depends on political framing 
as well. The involvement of recipients’ ministries in policy processes is another factor that 
appears to predict which countries are selected and which of them receives more financing 
(Peterson & Skovgaard, 2019). For instance, the study by Peterson & Skovgaard (2019) showed 
that a country is more likely to be selected as a recipient for climate finance when the ministry 
of development is involved.  
 
Hence, although climate finance is legitimized as a construction of solidarity and support to 
developing countries, it can also be criticized as a mechanism to advance the political and 
economic power of developed countries. The global climate regime, in which climate finance 
is embedded, does not originate and can neither be sustained on the basis of altruism (Keohane, 
2018). Moreover, powerful states will have most authority to make decisions and hence 
determine the terms of global responses to climate change, which is  predominantly, yet not 
exclusively, led by self-interest (ibid). For instance, an important reason for allocating climate 
finance to developing countries is that it is often cheaper to reduce emissions in poor countries 
than in rich ones (Keohane, 2018; Delgado, 2019). Besides, for their own protection against 
climate change, developed countries benefit from supporting mitigation in developed countries 
as climate change is a globally felt problem and developing countries’ emissions are growing 
relatively fast (IMF, 2019). Yet, even if the consequences of climate change would only be felt 
by poor countries, rich countries still benefit from providing financial support, since they are 
likely to suffer economic consequences when emerging countries stagnate in their development 
(Wade, 2015). As such, self-interest can be effective in mitigating climate change, however 
there is no guarantee that it happens justly (Edwards, 2017; Keohane, 2018). Self-interest can 
only be perceived as a solution to solve environmental crises provided that it complements, not 
replaces, normative reasoning. In this regard, development banks are critical in progressing the 
climate finance landscape, as they are considered ‘norm-setters’ in sustainable banking and are 
the likeliest actors to pioneer the field (Mendez & Houghton, 2020).    
 
Inferences  
 
The literature makes clear that the role and approaches of development banks evolved over time 
according to changes in economic and development policies. Their traditional roles are to (a) 
correct market failures; (b) fill financial gaps in the market; (c) achieve development objectives 
by stimulating economic growth through private sector development. By investing in projects 
that are usually not attractive for commercial investors, development banks aim to lower 
perceived investment risks and signal profitability in order to leverage private investments. The 
literature also learnt there is a tension in the operations of development banks between meeting 
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their development objectives and remaining profitable. Besides the risks of an investment, the 
allocation of their financing is determined by political factors, such as the as the relation 
between the donor and recipient country. Further, the literature discusses how development 
banks’ investments can lead to debt issues in recipient countries and how these debts can be 
relieved. Following the emergence of the climate regime, a growing role is assigned to 
development banks in contributing to climate finance to combat climate change. The landscape 
of climate finance is described as political, and is on the one hand said to be constructed on 
solidarity from developed to developing countries, yet on the other hand is characterized by 
power inequalities between the developed and developing world. Development banks can 
contribute to climate finance as they can (a) bridge the financial gap between developing 
countries’ demand and supply for sustainable investments; (b) function as financial mediators 
due to their ability to de-risk private investments and enhance transparency on global capital 
flows; (c) act as norm setters to institutionalize sustainable financing. However, the literature 
predominantly discusses the role of multilateral development banks and national development 
banks or development banks in general. Literature specifically focusing on the role of bilateral 
development banks seems to be lacking. Existing research indeed confirms the activities and 
impacts of bilateral development banks have remained under-studied compared to other types 
development banks  (Kenny et al., 2018). In addition, the literature on development banks’ role 
in climate mitigation has been mainly theoretical. Both observations taken together identifies 
the following in gap in the literature: A lack of empirical research on how the current activities 
of bilateral development banks contribute to global climate mitigation.  
 
2.2 Theoretical framework 
 
Development banks operate to allocate financial resources for development purposes. 
Therefore, unsurprisingly, the way in which and to whom these banks allocate financial 
resources is a widely discussed topic across the literature. In addition, it was found development 
banks are both financial and political organizations. Hence, it is important to research the 
economic as well as political aspects of their financial operations to gain a fuller understanding 
of their motivations and activities (Humphrey, 2014). This indicates that the gap in the literature 
can be well studied from a political economy perspective, which is concerned with the political 
aspects of economic allocation. In addition, the identified gap situates the allocation of financial 
resources in the context of global climate mitigation. This context requires consideration for 
the distributive patterns and power relations in the international climate regime. Therefore, it is 
valuable to supplement political economy theory with climate justice theory.  
 
The following will elaborate on political economy and climate justice theory, and distill the 
aspects most relevant to this study. Thereafter, a section will explain the connection between 
political economy and climate justice and integrate both theories.   
 
2.2.1 Political economy 

Political economy theory is a theory to express the interrelationship between political and 
economic affairs (Caporaso & Levine, 1992). The theory has been interpreted, applied and 
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revised in various ways throughout its existence. Around the turn of the 19th century, political 
economy theory started to be redefined in accordance with the rise of capitalism. Influenced by 
the works of classical economists Adam Smith, Thomas Malthus and David Ricardo, political 
economy evolved into what is now referred to as ‘classical political economy’ (Hollander, 
2001). The central idea of this classical approach is that the market should regulate itself and 
should be radically depoliticized. As such, ‘political economy’ in fact became ‘economic’ 
theory. Although the literature illustrates a debate amongst scholars as to whether the classical 
theory exclusively relied on market regulation to organize the economy or whether it also 
considered non-market activities such as self-provision (Perelman, 2000). Moreover, while the 
work by Karl Marx is often seen as the initiator of the turn towards politicizing the economy 
again, it is also argued his ideas remained within the classical conception (Caporaso & Levine, 
1992). However, Marx did advance the theory by distinctly addressing the relation between the 
political and economic. The start of the 19th century was accompanied by a rise in critiques 
regarding market self-regulation and the depoliticized nature of the economy. Theories 
economists, such as John Maynard Keynes, recognized demand did not necessarily equal 
supply and hence that market failures existed. From here modern political economy theory 
emerged, which centers around the idea that the economy is inherently political even without 
government regulation (Banks & Hanushek, 1995).  

Today, the theory is still widely-used across the social sciences, yet remains subject to various 
interpretations. Differences in the definition of the theory mostly arise from different uses of 
the terms ‘politics’ and ‘economics’. To clarify, within this thesis ‘politics’ is concerned with 
power and authority and ‘economics’ refers to the allocation of resources. Yet, regardless of its 
exact definition, political economy centers around the idea that the allocation of recourses 
involves more than only economic principles. That is, it assumes resources are not merely 
allocated as result of an equilibrium in supply and demand, yet also according to power 
(Caporaso & Levine, 1992). Hence, political economy addresses the political dimension of 
economic decision-making and how this affects economic outcomes (Drazen, 2000). Whenever 
there is a conflict of interests between stakeholders as to how resources should be allocated, the 
allocation becomes a political issue. According to Drazen (2000), this conflict of interests is 
what adds the political dimension to economic theory. In order to understand what constitutes 
and results from a conflict in interests, political economy focuses on several key aspects. 
According to Mosco (2009), this includes the theory’s consideration for social structural and 
historical context and the (power) relations that govern the allocation of resources. In addition, 
political economy recognizes the embeddedness of economic or technical processes in wider 
socio-political contexts (Sayer, 2001). It identifies conflicting interests and power structures in 
change or development processes in order to understand how this shapes the process itself and 
its outcomes. As such, the theory is considered crucial to understanding any type of transition 
in a society (Drazen, 2000; Mosco, 2009). Moreover,  to create and implement effective 
development policies, it needs to be understood what and how political factors are constraining 
or enabling (Adam & Dercon, 2009; Rocha, Menocal, 2014). 

Following from the theory of political economy, approaches to political economy analysis 
emerged. Similar to the variety of theoretical definition, the literature offers a wide array of 



 20 

analytical frameworks. The topic and objectives of this thesis find a logical connection to the 
following definition: “Political economy analysis aims to situate development interventions 
within an understanding of the prevailing political and economic processes in society – 
specifically, the incentives, relationships, distribution and contestation of power between 
different groups and individuals – all of which greatly impact on development outcomes 
(Mcloughlin, 2014, p. 2). Adding to this, as identified by Fritz et al. (2009), a political economy 
analysis supplements a technical and economic analysis by adding the aforementioned aspects. 

2.2.2 Climate Justice  
 
Although both the causes as well as the consequences of climate change are global issues, they 
are not equally shared. The current concentration of greenhouse gasses in the atmosphere can 
for most part be traced back to already industrialized and developed countries (Gupta, 2014). 
Developing countries, on the other hand, have contributed significantly less in the past yet are 
faced with the same critical task to reduce global greenhouse gas emissions (ibid). Moreover, 
while the impacts of climate change may reach everyone, it is especially the more vulnerable 
populations that bear the brunt and are less able to adapt and protect themselves against the 
consequences of climate change (Paavola & Adger, 2005). The differences in countries’ 
contribution, vulnerability and adaptation capability to climate change are embedded in 
discussions around the role of countries within international climate regimes (Arler, 2001). To 
discursively and subsequently practically address this, the term climate justice has entered 
climate debates. Climate justice is a term used to frame climate change as an ethical and 
political issue rather than a sole environmental and physical issue. While the exact definition 
of climate justice varies across academic disciplines, generally it focuses on addressing climate 
change through incorporating historical responsibilities, distributive and procedural justice, and 
inter- and intra-generational equity (Okereke, 2010; Barrett, 2012; Fisher, 2014; Colenbrander 
et al., 2018). Distributive justice relates to a fair allocation of resources, costs and benefits. In 
addition, it is concerned with the fair distribution of rights and responsibilities in the climate 
regime (Babatunde, 2020).  Procedural justice is concerned with inclusive participation and 
equal representation in decision-making processes. Distributive and procedural justice are said 
to be interlinked and it is unlikely that one without the other will be sufficient to achieve climate 
justice (Paavola & Adger, 2005). Intergenerational equity aims to ensure justice between 
(future) generations, while intragenerational equity focuses on present-day justice between 
nations and people. The aspect of distributive justice is particularly relevant to study 
development banks’ role in climate mitigation, since their main operations concern resource 
allocation.  
 
Some scholars argue the current intranational distribution of power has limiting implications 
for the distribution and the level of climate justice that can be achieved, as the advancement of 
true justice would require a radical reorganization of the political world order (Okereke, 2010). 
Some realists in the discipline of international relations consider ‘justice in international 
politics’ an ‘oxymoronic expression’, as states would only want to maximize their self-interests 
(Franceschet, 2002). Although others offer a more optimistic view and emphasize the ability of 
the climate regime to facilitate cooperation and the willingness of developed countries to 
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provide support, which advances equity between countries (Chan et al., 2015). Yet, according 
to Okereke (2010), even though the climate regime recognizes the difference between rich and 
poor countries and the need to advance distributive justice between them, it does not sufficiently 
address underlying structures that reinforce global inequality. Based on this, he concludes, the 
concept of climate justice should be further advanced and advocated within the climate regime 
to ensure its institutions are ethical, responsible and fair (Okereke, 2010).  This calls for the 
integration of allocation and power dynamics analysis.  
 
2.2.3 Integration of both theories 
 
In the context of global climate mitigation, the integration of climate justice in political 
economy theory adds a useful dimension. The global effort to mitigate climate change is a 
matter that demands consideration for historical patterns and power relations. When analyzing 
mitigation policies from a political economy perspective, it cannot be ignored that the 
contribution to and impacts of climate change are unequally distributed amongst actors – which 
is captured in the definition of climate justice. This fits nicely to the consideration for social 
structural and historical context in political economy analysis. Particularly the distributive 
dimension of climate justice can be complemented by political economy analysis, as it involves 
analyzing how benefits and costs are distributed. All taken together, climate justice adds a more 
contemporary and normative lens to the theory of political economy. The framework as 
visualized below aims to capture and integrate the dimensions of both theories that are relevant 
to the objectives of this thesis.  

 
Figure 1: Theoretical framework  
 
The visualization of the theoretical framework can be interpreted as follows: Resources need to 
be allocated (economic), yet whenever there is a conflict of interests as to how these resources 
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are allocated (political), there appears a tension. The way resources are allocated is shaped by 
power and authority (who owns, who decides – and who not) which in turn shapes the allocation 
process (how are resources allocated) and the outcome (who and what receives). All these 
factors taken together determine the level of climate mitigation and distributive justice that is 
achieved (hence, whether equitable climate mitigation is achieved). To understand this process, 
several aspects need to be studied: the social, economic, and political environment, the involved 
stakeholders, and the distribution of power and authority. The analysis in this thesis will be 
guided by the elements of this theoretical framework. This can provide insights into the factors 
that constrain or enable equitable climate mitigation.   
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3. Methodology  
 
This chapter describes the research design and methods. It also explains the decisions behind 
choosing the design and methods. First it explains the research’s ontological and 
epistemological positions, second it provides the conceptual framework, third it explains the 
research design and methodological issues, and finally discusses research ethics and 
positionality.  
  
3.1 Ontological and epistemological position  
 
The following will explain the ontological and epistemological positions taken in the research.  
According to my world views, the world exists independently from our minds. While I agree 
knowledge is socially constructed, I think some versions of these social constructions can match 
individuals’ experiences, which is in accordance with pragmatist philosophy (Morgan,  2014a). 
When applying this to doing research, views on reality can be considered true as far as it helps 
to achieve a desired outcome – without ignoring the existence of other beliefs per se. 
Pragmatism focuses on what works instead of focusing on what is true or real absolutely and 
objectively (Frey, 2018). Among others, the choice of methods used in this study is based on 
their suitability to answer the research question (Feilzer, 2010). This pragmatic approach fits 
with the idea of ontological realism that beliefs knowledge about the world exists largely 
independently of what observers think about it (Sayer, 2006). As such, although acknowledging 
individuals can perceive the world differently, in the thesis knowledge is also approached as 
something that can be ‘real’. I interact with the research in an intersubjective manner, assuming 
a certain level of agreement on definitions, meaning and understanding can found (Morgan, 
2007). As for how knowledge is built in this thesis, an empiricist epistemology is used since 
data is collected first and observed based on which knowledge is built posteriori (Markie, 2017). 
Although knowledge from the literature review can be regarded a priori knowledge, which I 
took with me to guide the empirical chapters.  
 
3.2 Concepts and conceptual framework  
 
The following will describe how the key concepts in this thesis are defined and conceptualized. 
The conceptualizations below are based on literature and policy documents and shaped 
according to the research purpose. It must be noted that all the concepts can mean different 
things to different people. At the end a visualization of how the concepts are linked is provided 
(figure 2). 
 
Bilateral development finance institutions  
 
This study will focus on bilateral development finance institutions. These institutions differ 
from multilateral development banks as they are owned and mandated by one national 
government instead of multiple. Bilateral development finance institutions are considered the 
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same as bilateral development banks. Throughout the following study, the term ‘Development 
Finance Institutions’ (DFIs) will be used, since this how the institutions usually call themselves.   
 
The thesis uses a  relational view to the definition of development finance institutions. As such, 
it considers the existence of these institutions in relation to other phenomena from which they 
derive power, yet through which they can also be constrained (e.g. shareholders, reputation, 
international relations, policies, beneficiaries, the market etc.). 
 
Private sector development   
 
As indicated by the literature, using a private sector development approach to development is 
the current dominant approach taken by development banks. This thesis conceptualizes the 
private sector development (PSD) approach on the basis of literature and policy documents in 
which the approach is addressed. Based on this, the main goal of the PSD approach is to 
stimulate economic growth through supporting private sector development. It does so by 
providing financial additionality in the market and catalyzing other private investments by 
making investments more attractive (e.g. by lowering investment risks).  
 
The World Bank’s definition is (2002, p. 1): “Private sector development is about promoting 
growth, reducing poverty and helping people improve their quality of life. It is a way of doing 
things across sectors. Private initiative, unleashed in competitive markets, is key to promoting 
growth and poverty reduction, in parallel with public sector efforts”. 
 
Climate mitigation  
 
The study is concerned with activities of bilateral development finance institutions towards 
climate mitigation. The UNFCCC defines climate mitigation as the efforts to reduce greenhouse 
gas emissions and enhance sinks (UFCCC, n.d.). Among others, this can be achieved by 
increasing the use of renewable energy and increased energy efficiency. However, the inputs, 
processes and outcomes of climate mitigation are not merely technical and environmental, yet 
rather involve a wide range of domains. Since a political economy lens is used, the 
conceptualization of climate mitigation in this study focuses on its socioeconomic and political 
aspects as well.  
 
This study bases itself upon the targets of the Paris Agreement. The Paris Agreement is used 
for this, since it is internationally recognized and institutionalized by many organizations. 
Besides, the Agreement includes clearly agreed upon mitigation targets and acknowledges the 
need for an approach that is equitable for developing countries with which this study is 
concerned. As described in its own documents, the Paris Agreement is an international treaty 
that commits the countries that adopted it to limit global warming and adapt to the consequences 
of climate change. This research specifically focuses on the following Paris Agreement articles: 
2.1 (a) Holding the increase in the global average temperature to well below 2°C above pre-
industrial levels and pursuing efforts to limit the temperature increase to 1.5°C above pre-
industrial levels, recognizing that this would significantly reduce the risks and impacts of 
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climate change, and; 2.1(c) Making finance flows consistent with a pathway towards low 
greenhouse gas emissions and climate-resilient development (U.N., 2015). In addition, under 
article 9, the Paris Agreement also commits developed country Parties to take the lead in 
mobilizing climate finance and to take the needs of developing, vulnerable and capacity 
constrained countries into account. Within the Paris Agreement, the landscape of financial 
flows directed to climate mitigation and adaptation is termed ‘climate finance’ in the 
Agreement. This term will also be used in the thesis to refer to finance that is direct to climate 
mitigating activities.   
 
The below shows how the concepts are linked based on the literature. Based on the literature 
review, it is assumed the development finance institutions use a private sector development 
approach to meet development goals including climate mitigation targets. In addition, it is 
assumed they generate an income from providing finance to their clients as the literature 
explained. Another assumption is that the allocation of their financing is determined by risk 
levels, policy objectives, political interests and ensuring profitability.  
 

 
 

Figure 2: Conceptual framework 
 
3.3 Research design  
 
The following will first explain the thesis’ research design. After which the case selection, 
data collection and analysis, and methodological quality criteria are discussed.  
 
The research uses an embedded research design which involves the collection of quantitative 
and qualitative data. This can either be within a traditional quantitative design or in a qualitative 
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design (DeCuir-Gunby & Schutz, 2017). In this study data is collected and analyzed within a 
qualitative design, namely that of a case study (figure 3). A case study is used due to the 
importance of covering the contextual factors surrounding bilateral development banks, yet the 
inability to control these contextual factors (Yin, 2003). In addition, a single case is chosen as 
this enables conducting a careful study that can generate a deep understanding of a bilateral 
development bank’s activities (Gustafsson, 2017). In order to generalize the findings resulting 
from the single case study, a typical case (the FMO) was selected that can represent other 
development finance institutions (section 3.2.1). Knowledge on the case is built using different 
types of data. The research’s dominant data comes from documents, which is complemented 
by a spatial analysis and interviews that are conducted during the document analysis. A great 
deal of knowledge on organizations is stored in documents (Salminen, et al., 1997). Therefore, 
a document analysis is conducted to gain a deep understanding of FMO. A spatial analysis is 
suited to study geographical distribution of the FMO’s financing (Schulze Bäing, 2014). Semi-
structured interviews are conducted to clarify some of the other data sources and add insights 
on experts’ experiences, perceptions and opinions regarding the FMO (Peters & Halcomb, 
2015). Each data source is collected concurrently and mixed at multiple stages of in the analysis 
process to support each other and the overall  design – the case study (Creswell, 2015). The 
data is fully integrated in the interpretation of the results.  
 

 
Figure 3: Visualization of the research design 
 
3.2.1 Case selection 
 
This study focuses on the landscape of European bilateral development finance institutions 
(BDFI). It does so, because these institutions share similar characteristics and are therefore 
relatively comparable. Besides, they are associated under one organization, which increases the 
ability to compare them (section 4.2). A case study is valuable to explore and gain a deep 
understanding of the research topic (Seawright & Gerring, 2008). Therefore, this study zooms 
in on one European BDFI specifically: the FMO. The FMO was selected as it can be regarded 
a typical case that is representative of other European Development Banks. This fits the study’s 
objective to draw more generalized inferences on European Development Banks based on the 
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case study’s findings. In addition, since the FMO is a Dutch institution it is a convenient case 
to study since the research is both Dutch and located in the Netherlands. This facilitates access 
to sources and respondents.  
 
3.2.2 Data collection and analysis 
 
For the document analysis, 42 documents were selected from the FMO and other relevant 
organizations reporting on the FMO to answer the first 3 sub-questions (appendix A). The 
sample of documents includes policy briefs, annual reports, methodologies, meeting notes, 
evaluations, research documents and press releases that were collected until mid-June 2021. 
Initially the documents were selected on the basis of key words (Paris Agreement, climate 
mitigation, low-carbon pathway, operations, investment strategy and criteria). Throughout the 
research process more documents were added to the selection that were referred to in interviews 
and that followed from specific data needs or questions arising from the already collected data. 
For collecting Paris Agreement related documents 2015 was used as a start date, while for other 
documents either no specific time period was used or the most recent year was selected (e.g. 
annual report, updated policies). Simultaneously, a database for the spatial analysis was created 
including 166 energy projects the FMO financed until March 2021 (end of spatial data 
collection). This data was collected from the FMO’s website and displays the donor’s country 
name and coordinates (Netherlands in all cases), the country’s name and coordinates in which 
the financed project is located, whether it is a clean energy or fossil fuel project, and the year 
in which it was financed. Seven semi-structured interviews were conducted during the 
document and spatial data collection and analysis in order to fill data gaps or enrich the data. 
The interviewees were selected based on their expertise of the topic and include employees 
from the FMO, ministry of finance, civil society organisations and research institutes. Appendix 
B shows an overview of the anonymized interviewees. Background documents were also used 
to get a better and more contextual understanding of the collected data (appendix A)  
 
The document and interview data were analyzed using elements of content and thematical 
analysis. Although it did not involve a systematic coding process, it rather identified meaningful 
and relevant passages in the data through an iterative process of skimming, reading and 
interpreting the documents and transcripts (Bowen, 2009). In addition, the analysis was guided 
by themes that emerged from the literature and from recognizing patterns in the data itself. This 
concerned the following themes: Tension between development objectives and profitability, 
political influence, private sector development, risk management and debt issues. The spatial 
data was used to create maps visualizing the direction of the FMO’s financial flows. This was 
done in the open-source software called Jupyter. To produce the maps, python codes were 
created on the basis of codes used in a working paper by Rempel and shared on a data science 
platform called towards science. After the maps were produced the amount and direction of 
financial flows was analyzed, which triggered a deeper analysis on four specific flows.  
 
The spatial data in itself was objective (based on numbers and factual data), while the interview 
data was mainly subjective (reflected the perspective of the interviewee) and the document data 
was both objective and subjective (some documents presented objective facts while others 
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included opinions, interpretations or reflections). The data collection and analysis was partly 
done to provide an objective description of the unit of observation. However, the collection of 
data also involved a subjective element, as the researcher decided what data was relevant to 
collect and how to organize and describe it. Besides, the analysis is also subjective for a large 
part, since it was guided by the researcher’s interpretation of the data.  
 
3.2.4 Methodological quality criteria  
 
Lincoln & Guba (1985), defined the following key quality criteria in qualitative research: 
Credibility, transferability, dependability, confirmability and reflexivity. Credibility indicates 
whether the data is accurately represented in the research findings and inferences. In order to 
increase the credibility of this research, data triangulation was used, for example by comparing 
the data from documents and interviews to check for (in)consistencies. In addition, some of the 
data were checked by interviewees for accuracy. Transferability is concerned with the extent to 
which the research findings can be transferred to similar cases. In this research a typical case 
(the FMO) is used with the objective to make inferences about similar cases (other development 
finance institutions). However, it should be acknowledged that all these institutions are 
embedded in their own institutional, political and cultural environment. The research provides 
comparisons between the typical case and the other institutions, which need to be taken into 
account when transferring the results. Dependability and confirmability refers to the reliability 
of the research. The approaches taken in the research should be consistent and stable, hence be 
reliable (Creswell, 2015). In research this is supported by clearly stating the steps that are taken 
throughout the research process. However, the research did not create a systematic coding 
scheme for analyzing the qualitative data, which limits the quality of checking whether the 
approach for analyzing this data was consistent and stable. For reflexivity, I reflected upon my 
biases and positionality (section 3.3). This reflection was needed to remain self-aware and 
conscious about my own role in the data collection, analysis and interpretation, which can shape 
the research outcomes. In addition, considering part of the qualitative data represents 
perspectives, opinions and experiences, it is important to ensure trustworthiness of the analysis 
(Bryman, 2012). This required reflectivity and rigor when analyzing the data provided by them. 
In addition, commitments were made to understanding the background and context of document 
or interview data, so that this can be carefully considered when making inferences about this 
data.  
 
It should be noted that the data for the spatial analysis might not accurately reflect all FMO’s 
energy financing, as there can be more assets in their portfolio that are not disclosed on the 
website. For example, in an external database it was found the FMO invested in coal power 
plants, yet these investments are not disclosed on their website. It could be that they are removed 
from their portfolio, but it could also be an issue of data unavailability. In addition, a sample of 
documents was used for the analysis. The selection of the documents was done carefully and 
additional documents were added to the selection when they appeared essential to the study. 
Yet, there is still a chance that documents containing relevant data were not analyzed.  
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3.3 Ethics and positionality  
 
3.3.1 Ethics  

 
While this thesis might not involve the most personal or sensitive topic within the development 
field, it remains important to handle the research with great care and responsibility. As such, I 
declare to have adhered to the following principles: Voluntary participation in the research, 
informed consent, safety in participation, privacy, and trust. Nowadays, this also means being 
considerate about Covid-19 measures and being respectful about people’s preferences to 
meeting online or offline. As a result, all interviews were done online.  With regards to data 
management, all data was stored together and in an organized manner, so that it can be easily 
found and reviewed. However, it is secured with a password on my laptop and sensitive data 
will only be shared when needed with people who participated in, contributed to or evaluate the 
study. Besides, names or other personal details from interviewees are not disclosed, as these 
details are not considered relevant to the research and some interviewees requested anonymity. 
During the interviews I ensured to let the interviewees talk freely. Whenever interviewees 
portrayed a situation, perhaps in a way that favors their interest, I regarded this as their right to 
do so and hence I have left that data as it is. The only task I had is to interpret that data and 
extract meaning from it. This also holds for the data that was extracted from documents. 
Moreover, these documents were collected with a clear purpose and only when relevant to 
answering the research question. 
 
3.3.2 Positionality 
 
Throughout the research process I reflected upon my biases and positionality towards the 
research topic. Research is an interactive endeavor between the researcher and what is being 
researched. The way I understand and perceive the research data is influenced by my previous 
experiences or existing ideas. For example, I noticed that I went into this research convinced 
that any investment in fossil fuels is a bad thing, while throughout the course I started to become 
more appreciative of using gas as a transition energy source. However, when finding out this is 
also the justification used by the FMO, I somehow felt resistant to this. I realized I was 
searching for something to blame and critique them on. This type of bias tended to occur more 
often. I started my thesis research with a slightly different topic that had a core focus on justice. 
This triggered me to think critically and when I started researching my new topic I realized I 
was often looking for confirmation of my own critical ideas. However, after reflecting upon 
this I continued the research with a more open-mind.  
 
I am interested in unpacking systems and structures to understand their societal implications. 
However, these societal implications remain very high-level, as I am analyzing something 
(policies and financial flows of the FMO) of which I do not know the exact local implications. 
Local communities or clients that experience the direct impacts of the FMO’s financing might 
have given me different insights which I now did not include in the research. It also must be 
stressed that as a researcher, I believe in remaining modest and humble when approaching the 
research and making inferences about the research data. I am aware everyone faces information 
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asymmetry, so do I. The people who, in any shape or form, are involved in the FMOs operations 
or experience the implications of their operations can have information or views that are 
contradictory to mine.  

Lastly, the interest to analyze climate justice aspects in the activities of development finance 
institutions indicates a position as well, namely one that agrees and supports the current concept 
of development financing. While in fact, true advancement of climate justice for all would 
require radical changes in the political and economic world order (Keohane, 2018). However, 
considering the vested power of those who benefit from maintaining the status quo, I believe it 
is more realistic to focus at incremental changes. Hence, even though the thesis aims to 
stimulate taking a normative perception towards development financing, it will not offer a 
completely different and alternative model. By doing so, the study remains within the borders 
of western thinking and does not radically challenge the current economic and political world 
order. Although this is a conscious decision that loosely rests upon the idea ‘if you can’t beat 
them, join them’, I simultaneously believe there is value for other research to radically rethink 
the current climate regime and its mechanisms for financial support.  
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4. Empirical chapter 
 
4.1 Introduction and questions 
 
This chapter will provide a description of the study’s unit of analysis (development finance 
institutions) and its unit of observation (FMO) in order to get a better understanding of both. 
The chapter is guided by the following sub-questions: 

1. What is the landscape of development finance institutions? 
2. Why and how does the FMO operate? 
3. How does the FMO approach the climate mitigation targets of the Paris Agreement? 

 
The first sub-question aims to add a general understanding of the landscape of European 
Development Finance Institutions. This is useful to the study for two reasons: It provides 
context regarding European Development Finance Institutions; and insights on the position of 
the FMO within this landscape. This is followed by a section that provides a tick description of 
the FMO in order to understand why and how they operate. This is crucial to understand before 
drawing any conclusions on the FMO in relation to the main research question. Finally, a 
section will be focused on the FMO’s climate mitigation policy to understand how they 
approach the climate mitigation targets of the Paris Agreement. The chapter is concluded by 
making inferences about the data that was found in each of the sections.   
 
4.2 Landscape of European Development Finance Institutions 

This research will focus on the landscape of European development finance institutions, since 
they are comparable in terms of regulatory and operational context. Fifteen of the largest 
European bilateral development finance institutions, including the FMO, are associated under 
the European Development Finance Institution (EDFI) through which they are subject to 
several association wide policies. The main objective of the EDFI’s members is to promote 
private sector development and cooperation between European DFIs. The association aims to 
harmonize environmental and social standards among their members; foster the exchange of 
information and learning from each other; and function as a lobby group for its members at the 
European level (Gössinger & Raza, 2011). Tables 1 and 2 and the sections below will elaborate 
on and compare these European DFIs.  

Development 
Finance Institution 

Origin Country Portfolio value  
(in Millions) 

State ownership % and 
controlling ministry  

Financial instruments  

FMO Netherlands €9.123 51% - Ministry of 
Finance and Ministry of 
Foreign Affairs 

Loans: 73% 
Equity: 22% 
Other: 5% 

Deutsche 
Investitions- und 
Entwicklungs- 
gesellschaft (DEG) 

Germany €7.191 
 

100% (80% Federal, 
20% states) - Ministry of 
Economic Cooperation 
and Development 

Loans: 55% 
Equity: 45% 
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CDC United 
Kingdom 

 €5.998 
 

100%  - Foreign,  
common wealth & 
development office 

Equity: 69% 
Loans: 21% 
Guarantees: 10% 

Proparco France €5.623 74% - Ministry of 
Economy and Finance 
and Ministry for Europe 
and Foreign affairs 

Loans: 70% 
Other securities: 7% 
Equity: 13% 
Guarantees: 9%  
Grants: 1% 

Simest Italy €2.097 80% - Ministry of 
Economy and Finance 

Loans: 52% 
Equity: 48% 
Export-credits 

Norfund Norway €1.573 100%  - Ministry of 
Foreign Affairs 

Equity: 63% 
Loans: 21% 
Funds: 16% 

BMI-SBI Belgium €973 63% - Via Federal 
Investment company and 
National Bank of 
Belgium 

Equity: 100% 

Österreichische 
Entwicklungsbank 
AG (OeEB) 

Austria €973 0% - Wholly owned by 
Oesterreichische 
Kontrollbank AG 
 

Loans: 65% 
Equity: 30% 
Guarantees: 5% 

Cofides Spain €865 53% - Ministry of 
Economy, Industry and 
Competitiveness 
 

Loans: 62% 
Equity: 38% 

Belgian Investment 
Company for 
Developing countries 
(BIO) 

Belgium €622 100% - Ministry for 
Development 
Cooperation 
 

Loans: 68% 
Equity: 32% 
 

Finnfund Finland €602 95% - Ministry of 
Foreign Affairs 

Loans: 40% 
Equity: 32% 
Funds: 14% 
Mezzanine: 9% 
Other: 5% 

Investment fund for 
developing countries 
(IFU) 

Denmark €572 100% - Ministry of 
Foreign Affairs 

Equity: 68% 
Loans: 30% 
Guarantees: 2% 

SIFEM Switzerland €555 100% - State Secretariat 
for Economic Affairs 

Equity: 77% 
Loans: 23% 

SOFID Portugal €555 60% - Ministry of 
Foreign Affairs 
and Ministry of Finance 

Loans: 88% 
Guarantees: 12% 

Swedfund Sweden €376 100% - Ministry of 
Enterprise and 
Innovation, Ministry of 
Foreign Affairs 

Fund: 44% 
Loans: 42% 
Equity: 13% 

Table 1: Members of the Association of European Development Finance Institutions  
(Sources: EDFI, 2018; Annual reports & websites of each DFI1) 

                                                
1 Appendix A 
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Development Finance 
Institution 

Energy 
investments % 
of portfolio 

Fossil Fuel (FF) policy 2 Stranded assets 
policy  

Mention of 
SDGs or PA 
in latest 
annual report  

FMO 22%  Restriction on all FF, but 
transition phase for gas 
since 2021 

No info Both 

Deutsche Investitions- und 
Entwicklungsgesellschaft 
(DEG) 

16% Restriction on FF, except 
gas since 2019 

No info SDGs  

CDC 17% 
 

Restriction on FF, except 
gas since 2020 

Mentioned as a 
risk, no policy 
mention 

Both 

Proparco 39% Restriction on FF, except 
gas (2019-2022 strategy) 

Mentioned as a 
risk, no policy 
mention 

Both 

Simest No mention of 
targeted sectors 

No mention No info No info 

Norfund 48% No FF, support for gas 
(2019-2022 strategy) 

No info Both 

SBI-BMI No mention of 
targeted sectors 

No mention No info No info 

Österreichische 
Entwicklungsbank AG 
(OeEB) 

17% Restriction on FF, except 
gas since 2020 

No info Both 

Cofides 12%  No info No info SDGs 

Belgian Investment 
Company for Developing 
countries (BIO) 

26% Restriction on FF, except 
gas (not clear since 
when) 

No info SDGs 

Finnfund 22% Restriction on FF, except 
gas since 2020 

No info SDGs 

Investment fund for 
developing countries (IFU) 

24% Ban on all FF since 2021 Mentioned as a 
risk, no policy 
mention 

Both 

SIFEM 10% No mention. But 
excludes coal and says to 
promote renewables 

No info SDGs 

SOFID Share not 
mentioned 

No support for FF since 
2020 

No info Both 

Swedfund 35.1% Ban on all FF since 2014 No info Both 

Table 2: Climate related policies across European DFIs (Sources: Energy for Growth, 2021; 
annual reports & websites of each DFI3) 
 

                                                
2 Data from Energy for Growth (2021) 
3 Appendix A 



 34 

 
These European DFI’s share three general characteristics. First, being associated under the 
EDFI, they serve the same purpose “to invest in private sector projects in low and middle-
income countries to promote job creation and sustainable economic growth” as  stated on the 
EDFI’s website (EDFI, n.d).  When looking at the institutions’ mission and strategies (appendix 
C), they are indeed similar in their focus on stimulating economic growth through private sector 
development. The main strategy of the DFIs is to provide additional financial value in 
developing markets by investing in projects that are not attractive for commercial banks, yet 
are considered important for development. Although Simest and SBI-BMI on their websites 
state to be explicitly focused on stimulating growth of their national economies through 
supporting the international expansion of domestic businesses (Simest, n.d.; SBI-BMI, n.d.). 
As shown in table 1, the majority shareholders of all  EDFI’s members are their governments. 
Only the OeEB is an exception, yet this institution “is mandated by the federal government to 
support commercially self-sustaining projects in the private sector of developing countries and 
is obligated to support the mission of Austrian Development Cooperation” (EDFI, 2018, p. 28). 
The ministries to which the European DFIs report and that oversee their activities are generally 
responsible for economic, financial, development and/or foreign affairs.  
 
There is a difference in the financial instruments the banks use. Nine of them primarily use 
loans, for four equity represent most of their portfolio, while one bank primarily uses funds yet 
this comes close to the share of loans in their portfolio. The use of loans versus equity says 
something about the (financial) relationships between the banks and their client and how the 
banks generates their income. Loans place an additional financial burden on the client, as the 
loan itself needs to be repaid plus interest – which generates income for the bank. The debt a 
client obtains via loans can restrain them from accessing additional capital. When a bank uses 
equity financing they acquire a share of the client’s company. Other than when a loan is used, 
the client does not have to repay anything, but has to give up a share of control and share part 
of its profits with the bank – which is income for the bank. Whether loans or equity financing 
is preferred in by companies developing countries largely depends on the cost of borrowing and 
the equity share’s size, as became evident from the literature. However, when equity financing 
is done through issuing non-voting stocks, this may benefit the company more than debt 
financing.  
 
Second, being European based, they operate under a shared jurisdiction. Since DFIs are a type 
of asset owners and managers, they are subject to European financial reporting systems and 
regulations. In the European Union there is an increased focus on ESG responsible investments, 
which among others, is supported by the in 2019 introduced EU Taxonomy as part of the EU 
Sustainable Finance package. This taxonomy  outlines what kind of financing activities are able 
to make a substantial contribution to climate mitigation and adaptation. With regards to climate 
mitigation, the taxonomy’s objective is net-zero emissions by 2050 and a 50-55% reduction by 
20304 (EU Technical expert group on Sustainable Finance, 2020, p. 19). Financing power 
generation activities using solid fossil fuels and storage and/or transportation of any fossil fuel 

                                                
4 Against 1990 levels 
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should be excluded. Other fossil fuel activities are still considered a substantial contribution if 
a low-carbon activity is not feasible and they meet technical screening criteria and avoid 
creating a lock-in in carbon intensive assets considering the economic lifetime of those assets 
(see appendix D). In addition, as mentioned in the technical report of the Taxonomy, it holds 
financing activities accountable to social safeguards and the ‘do no significant harm’ principle 
to avoid that any low-carbon investment creates other environmental problems (EU Technical 
expert group on Sustainable Finance, 2020). The Taxonomy also demands financing activities 
to meet minimum social human rights safeguards. (e.g. based on the OECD’s or UNGPs 
guidelines). All banks from EU member states must report how their activities align with the 
sustainability objectives of the Taxonomy from 2022 onwards. In addition, as part of the Basel 
Accords that supervises EU banks on financial risks, the European Law will integrate Basel IV 
in 2023. This will increase the capital requirements of European DFIs, who therefore likely 
have to charge higher capital for market and operational risk and apply higher risk weight to 
equity investments (FMO, 2019).  
  
Third, being a member of the EDFI, these European DFI’s operate under shared policies set by 
the EDFI. These policies guide the institutions to contribute to the SDGs and the Paris 
Agreement; stimulate blended finance; execute responsible tax practices; and harmonize 
reporting standards (EDFI, n.d.). In terms of the latter, the EDFI recently committed all its DFIs 
to use a standardized impact measure called the ‘Joint Impact Indicators’. A climate relevant 
association-wide policy is the EDFIs phasing out fossil fuels policy. As announced on their 
website, this demands the following: “EDFI member institutions will immediately cease new 
coal or fuel oil financing and will limit other fossil fuels, such as selective investments in gas-
fired power generation, to financing consistent with the objectives of the Paris Agreement until 
generally excluding them by 2030 at the latest. The new commitment includes direct 
investments, indirect investments made through investment funds and dedicated lending via 
financial institutions” (EDFI, 2020). As shown in table 2, the DFIs approach this differently. 
 
In 2016, the EDFI established the EDFI Management Company (EDFI MC)  to “deliver 
development finance solutions that enable DFIs and private sector investors to invest more and 
in higher risk projects than they would otherwise be able to do” (EDFI, 2016). It aims to do so 
by providing innovative financing solutions through developing and managing joint financing 
facilities together with the European DFIs. The FMO is the frontrunner in partnering with the 
EDFI. MC as it manages first two EU-funded market development facilities together with the 
EDFI (the EDFI AgriFI and the EDFI ElectriFI) (EDFI, 2021). In may 2021 the ownership of 
the EDFI MC was allocated to nine European DFIs (BIO, Cofides, DEG, Finnfund, FMO, IFU, 
Proparco and Swedfund) and the EDFI association who currently all have equal shares in the 
company (EDFI, 2021).  
 
Position in the global financial system  
 
In order to get a more complete understanding of these European development finance 
institutions, its relevant to place their operations of into the broader global financial system.  
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There are 450 development banks worldwide operating at sub-national, national, regional, 
international or multilateral levels. In 2019 their combined financing activities compromised 
$2 trillion -  accounting for 10% of total global investments by all public and private sources. 
The combined value of their assets reached $11.2 trillion in 2018 – accounting for 7,6% of total 
assets hold by banks worldwide (Statista, 2021; Finance in Common, 2019). Based on table 1,  
the combined value of the European Development Finance institutions’ assets in 2019 was 
$44.7 billion - representing 2,2% of total development banks’ assets.  
 
While the European Development Finance Institutions do not represent a large share of global 
assets, as a development bank they do have an important position in the global investment chain. 
Based on the literature, development banks operate in the financial market to provide additional 
financial value and correct market failures in the benefit of development. As asset owners, they 
sit on top of the investment chain and decide where to invest and who to provide money to 
(UNPRI, 2018). However, in contrast to most other asset owners, development banks allocate 
money to recipients that are normally not attractive for commercial investments, such as 
organizations operating in developing country markets – making them important catalyzers of 
environmentally and socially sustainable finance.  
 
The literature demonstrated development banks evolved in accordance with the global shift 
towards market liberalization and privatization. This was confirmed by interviewee 7 who 
expressed that “Development finance institutions fell into the trap of trying to mirror their 
bigger sexier colleagues, from the sort of, you know, the mainstream private finance world”. 
In addition, interviewee 7 also that: “There seems to be a huge pressure on DFIs, particularly 
the European ones, to be profitable to show profitability to show impact”. These factors led to 
increasingly project-oriented financing from development finance institutions instead of 
capacity-building oriented financing.  The literature also showed that since the 1980’s and 90’s 
governments increasingly made investments through private companies with the idea this 
would leverage investments.  According to interviewee 5 this is also the main discourse in the 
Paris Agreement and the SDGs. However, this problematic because interviewee 5 observed that 
investing public money via private companies often results in higher costs and does not 
necessarily lead to the leveraging of investments. 
 
Inferences  
 
To answer the first sub-question: The landscape of EU bilateral development finance 
institutions is quite homogenous in terms of their operations, although some of the development 
finance institutions are more ambitious in their development objectives than others.   
 
The European Development finance institutions are similar in terms of vision and approach to 
development. The DFIs listed above are all set up to stimulate economic growth through using 
a private sector development approach. However, whether their own economies or foreign 
economies should benefit from this approach differs among them. SIMEST and SBI-BMI 
appear to operate primarily for domestic benefits as they explicitly state to focus on the 
internationalization and growth of domestic businesses. Overall, stimulating economic growth 
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seems to be a central objective of all DFIs. Although, according to the EDFIs policy, the DFIs 
use investment criteria aimed at safeguarding social and environment sustainability. Moreover, 
increasing regulation on sustainable financing forces DFIs to consider their environmental and 
social impacts.  
 
In terms of their portfolio value, the FMO is a leading DFI in Europe. When it comes to climate 
policies and standards, this is more difficult to determine as the EU DFIs come across 
homogenous yet due to a lack of transparency it is hard to compare them in detail. What can be 
seen from table 2 is that almost all of the DFIs at least recognize the Paris Agreement and/or 
the SDGs, as most of them mention either the SDGs or the Paris Agreement or both in their 
annual report (also see appendix E). Moreover, the IFU, SOFID, and Swedfund appear most 
progressive in terms of their fossil fuels policies. SBI-BMI and Cofides do not provide any 
details. The remaining DFIs limit (not exclude) their fossil fuel financing except for gas. 
According to interviewee 3, who represents a civil society organization and engages with 
European DFIs, the FMO is a leading European DFI when it comes to policy innovation and 
public engagement. 
 
What can also be inferred, is that development finance institutions are subject to similar 
financial pressures as other banks in the financial sector. Their mandate to stimulate the 
development of private sectors in underserved markets fits – expectedly – well with the 
dominant neoliberal narrative. This shows that, while they might be a different type of financial 
institution, they are subject to the same financial system as all other financial institutions.  
 
4.3 Description of the FMO 
 
The following section aims to answer the question: Why and how does the FMO operate? It 
will describe the FMO’s mission, strategies, policies, ownership structure, way of operating 
and reasons for operating.  
 
The FMO was founded in 1970 as a private-public partnership and since then developed itself 
into a bilateral public-private development bank, supervised by the Dutch Central Bank, with a 
committed portfolio of €9.2 billion. The Dutch Ministry of Finance, on behalf of the State, owns 
51% of the FMO’s shares. The State considers the FMO an important instrument for its 
development policy (Eurodad, 2014). The remaining 49% shares are owned by, as indicated on 
the FMO’s website, “Large Dutch banks (42%) and employers’ associations, trade unions, 
companies and individual investors (7%)” (FMO, n.d.). The Dutch Banks FMO refers to are 
ABN AMRO, ING, Rabobank, Triodos Bank and Regiobank. The Dutch Ministry of Finance 
is the only shareholder to which A shares may be issued and it has an economic interest in more 
than 90% of shareholders’ equity (FMO, 2019). This implies the Dutch government has a high 
stake in the financial viability of the FMO.  

As expected on the basis of previous sections (2.1.1 and 4.2), the FMO operates under a 
mandate to promote private sector development in developing countries. This aligns with the 
Dutch policies on foreign trade and development cooperation. Moreover, the private sector 
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development approach not only aligns with, but is also said to be of strategic importance to 
these policies, as it supports businesses and financial institutions in developing countries that 
can be attractive for Dutch economic activities (S&P, 2019). As expressed in their annual 
report: “Because the Dutch government has a 51% stake in FMO, we align our work with the 
country’s development objectives. This is reflected in our articles of association and agreement 
with the State. With its financial instruments, FMO supports the government’s policy on foreign 
trade and development cooperation, as well as the Dutch Africa Strategy launched in November 
2019 by VNO-NCW, NABC, NLinBusiness, PUM and DECP” (FMO, 2019, p. 31).  

Besides being majority owned by the Ministry of Finance, the FMO also manages three funds, 
that are worth €1.1 billion, on behalf and for the risk of the Dutch State. These funds are 
specifically direct to financing high risk projects and are, in descending order of size: MASSIF, 
Building Prospects and the Access to Energy Fund (FMO, 2019). Moreover, the Dutch State 
and the FMO are under a so called explicit support agreement through which it is settled that 
the State must cover all losses from operations not covered by other provisioning and reserves. 
This makes lending and investing through the FMO more secure.   
 
In over 85 countries the FMO offers private sector companies and financial institutions a variety 
of financial products, expertise and access to their networks. As determined in their Agreement 
with the State in 1998 the FMO exclusively provides its services to countries that are classified 
as ‘developing countries’ by the World Bank (FMO, 1998, p. 6). In addition, low-income and 
lower-middle income economies should both receive approximately 35% of financial support. 
From time to time, the Dutch State will test the ‘developing countries’ against its own political 
criteria; if they fail to meet them, then the FMO must refrain its activities in that country (FMO, 
1998).  
 
As most other organizations, the FMO operates according to a vision, mission and strategy. On 
their website, the FMO expresses its vision as:  
 
“We believe in a world where, in 2050, more than nine billion people live well and within the 

means of the planet’s resources” 
 
To pursue this vision, its mission is to:  
 
“Empower entrepreneurs to build this better world. To that end, FMO invests in businesses, 
projects and financial institutions, by providing capital, knowledge and networks to support 
sustainable growth. We do this with the ultimate goal of empowering people to apply their 

skills and improve their own quality of life” 
 
As a strategy to realize its mission, the FMO has the goal to: 
 

“Become your preferred partner to invest in local prosperity” 
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In 2017 the FMO reviewed its operating environment and updated its strategy accordingly.  
This resulted in a strategy towards 2025 that aligns with the Sustainable Development Goals 
(SDGs) (FMO, 2017). Across all its investments they aim contributing to decent work and 
economic growth (SDG 8). Up to 2025 they are increasing the share of their portfolio that 
focuses on reduced inequalities (SDG 10) and climate action (SDG 13).  To reduce inequalities 
the FMO increases inclusive investments and investments in least developed countries. For 
climate action they increase their climate mitigation and adaptation investments. In addition, 
they are identifying policies and methodologies to align with a 1.5-2.0 - degrees pathway (See 
section 4.4) (FMO, 2017). According to its polices, the FMO operationalizes their vision, 
mission and strategy by lending and investing money following three criteria: 

1. Provide additional financial services where the market does not do it itself and 
catalyze the financial flow to its clients  

2. Provide non-financial (ESG) value in the market 
3. Catalyze private sector investments  

 
Approach to development 
 
Based on the above, and in alignment with mainstream development economics, the FMO 
seems to equate development with economic growth. It follows the rationale that financially 
stable projects as well as institutions contribute to economic growth and social development. 
This aligns with their predominant focus on building stronger financial institutions to create 
stronger financial markets in developing countries, which takes up 47% of its portfolio. Other 
sectors in which they invest are the Energy sector (22% of its portfolio), the Agribusiness, Food 
& water sector (18%), and a variety of sectors make up the remainder of its portfolio (13%). 
Loans are predominately used as a financial instrument to allocate their money (73%). In 
addition, they invest in private equity (22%) and provide guarantees (3%) and mezzanine 
financing – which is a hybrid of debt and equity financing (2%) (Annual report, 2019). For its 
loans the bank uses fixed as well as variable interest rates, yet no details are available regarding 
the precise level of interest rates charged per project. Though what is known from their financial 
accounts, is that gross income from interest accounted for €376.259.000.000 in 2019 (FMO, 
2019, p. 108). This interest comes from a total amount of loans and interest-bearing securities 
provided in 2019 for a value of €5.030.622.000.000 and €350.237.000.000 respectively. This 
would imply an average interest rate of 7%. However, it would be more informative to know 
the interest rates of each project per country the FMO lends to, as this allows for comparison to 
local interest rates and it provides insights on the financial burdens created by the FMO.   
 
More generic information on how the FMO establishes  their interest rates is available though. 
Since the FMO aims to mobilize private sector investments and avoid market distortion, they 
operate in line with commercial investors. Hence, they charge market interest rates and do not 
subsidize interest rates (I2). The FMO defines ‘interest’ as “consideration for the time value of 
money, for the credit risk associated with the principal amount outstanding during a particular 
period of time and for other basic lending risks and costs (e.g. liquidity risk and administrative 
costs), as well as a profit margin” (FMO, 2019, p. 121). According to an external assessment 
by S&P Global Market Intelligence, the FMO determines its interest rates “by adding a spread 
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over its own basic rate for fixed-rate loans, or over LIBOR or an equivalent benchmark for 
floating-rate loans” (S&P, 2019, p. 6). In accordance with the FMO’s definition, the interest 
rates are said to reflect borrower and country risks, maturity of the loan and the current 
conditions of the financial market.  In its annual report the FMO recognizes the risk of distorting 
commercial debt markets when off-market pricing is used for their loan instruments. However, 
in some instances it can occur that the FMO does not have access to the required data points in 
the capital markets in which they operate to determine the market-based price. This then may 
result in off-market pricing, which can distort commercial debt markets and therewith limit 
their ability to mobilize private capital. One of their principles for countering this risk, is to 
create accountability and transparency towards private market actors. Yet, the FMO appears to 
be non-transparent regarding the interest rates and broader terms & conditions of their loans - 
undermining its own premises.  
 
From a civil society perspective, the use of market-based priced loans is viewed differently. 
The European network on debt and development (Eurodad) expressed its concerns regarding 
debt accumulation in developing countries through encouraging them to take up loans. Data 
from the same organization shows that, between 2010 and 2018, external debt payments as a 
percentage of government revenue grew by 83% in low- and middle-income countries 
(Eurodad, 2020, p.4). When being asked about how the FMO handles debt issues, interviewee 
2 expressed that the FMO does consider debt avoidance an important issue in their operations, 
however there is no strategy for this yet. On the other hand, in the context of our current 
development system, an insight from interviewee 1 is valuable to add here, namely that some 
developing countries actually prefer private financing, even if it’s more expensive, as this 
allows them access to capital market without having to comply with austerity measures or other 
policies that are imposed by institutions as the International Monetary Fund.  
 
Financial viability  
 
As any other bank, the FMO needs to make a profit and ensure a return on the equity of its 
shareholders and to remain operative. As stated in their annual report: “FMO needs to be 
financially sustainable. Income from interest adds more to the bottom line than advisory and 
management fees” (FMO, 2019, p. 65). Indeed, as shown above, the lion’s share of FMO’s 
income comes from interest - representing 65% of total income in 2019. Their biggest cost item 
is impairment on loans - representing 41% of total costs in 2019. Calculated over 10 years 
(2010-2019)5, the FMO’s average return on equity (ROE) is 6,9%, which is higher than their 
targeted 6,2% ROE. The return on a bank’s portfolio provides an indication of their investment 
gains and losses, which is a more important number for a bank than its profit. For the FMO this 
was 7% in 2019, which is a relatively high number (FMO, 2019, p. 183). 
 
As explained by interviewee 1, development banks have little interest to reduce borrowing costs 
and lessen debt pressure: “Development banks rely on their financing from financial markets 
                                                
5 For the financial results, FMO’s annual report of 2019 was used, since its 2020 annual report was published in 
a later stage of the research. Moreover, the financial results from 2020 deviated from previous results due to 
Covid-19   
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and therefore they also rely on their Triple A rating. They fear that losing this will increase the 
cost of their financing and therefore reduce their capacity of lending to countries. So they are 
focusing on net-financing. We need to see what is the truth behind that?” The FMO has a triple 
A rating as well, which signals a high creditworthiness. Indeed, their Common equity tier 1 
(CET1) ratio – indicating if a bank holds enough capital to mitigate the risks they face - was 
21,8% in 2019 (FMO, 2019, p. 174). Based on the last 10 years, their average CET1 is 26,8%. 
This is quite high compared to the required CET1 minimum of 4,5% and to the CET1 ratios of 
commercial banks (ING: 14,6%, Rabobank: 16,3%,  ABN AMRO: 18%). The relatively high 
CET1 of the FMO again implies they are not likely to charge minimal costs for borrowing as 
they have to maintain capital to mitigate against risk. On the other hand, their high 
creditworthiness allows good access to capital markets and enables them to offer long-term 
financing which benefits their clients (section 2.1.1).  
 
In their risk governance and management approach the FMO explains how it understands and 
accounts for credit risk. The FMO assess the credit risk of their clients using a Customer Risk 
Rating (CRR) methodology that follows guidelines of the European Banking Authority - the 
regulatory body for financial stability of European banks. To manage the credit risk in their 
portfolio, the FMO uses a set of investment criteria per sector and product that reflects the 
minimum standards for clients’ required financial strength6 (FMO, 2019). The decision to 
invest in a project depends on the client’s risk profile and financing instrument. Based on S&P’s 
credit rating, most of FMO’s loans, 47% in 2019, are to clients that are speculative in terms of 
credit risks (BB-, BB, BB+) and 34,7% is provided to highly speculative clients (B-, B, B+), 
while 11% goes to clients with extremely speculative risks (CCC+) and 7% to clients that have 
adequate to very strong capacity to meet financial commitments (BBB- and higher) (FMO, 
2019, p. 178). It is unclear what interest rates they charge for allowing these levels of credit 
risk. To avoid too much exposure to country-risks that can negatively affect their portfolio, the 
FMO uses a geographical diversification strategy. In doing so, they adhere to country limits 
from 8% to 22% of FMO’s capital of which the limits are higher for less risky countries. This 
means that high risk countries generally receive less capital. In case a project fails or becomes 
unprofitable, it is unclear who of the involved actors should bear that risk. According to 
interviewee 2, the distribution of financial risks varies across projects and depends on the way 
the agreement is set up and who is liable for the project’s failure. It was also explained by 
interviewee 2 that the FMO does not disclose this information, as they work with private 
partners and hence their contractual agreements  cannot be made publicly.  

Transparency & disclosure  

The FMO’s level of transparency and disclosure has often been addressed as being inadequate. 
In 2020, the International Accountability Project, a civil society organization researching 
destructive development projects, did research on the FMO’s access to information system. On 
the basis of a dataset that consisted of 241 disclosed projects on the FMO’s website, it was 
found that:  0% of projects disclosed included translations to native languages of basic or 

                                                
6 No specific details are shared  
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technical project information; 0% of project disclosure included technical documents, including 
environmental and social impact assessments; 24% of disclosures included a summary of 
potential impacts and 9% included harm prevention measures (IAP, 2020). 

In 2021 FMO responded to the findings and committed to improving transparency and 
disclosure levels. The statement also said the FMO avoids disclosing project information that 
is likely to change and that they are limited in the extent to which they can disclose because, 
which was reiterated by interviewee 2, they want to generate trust and cannot disclose 
commercially sensitive information from their clients. In addition, it states that the FMO regards 
Environmental and Social Impact Assessments, management plans, and stakeholder 
engagement disclosure as a client responsibility. As such, they expect their clients to disclose 
this information, not the FMO (FMO, 2021). However, such reports are often nowhere to be 
found on the clients’ websites (See section 5.2).   

According to interviewee 3, the FMO is a leading development finance institution in the EDFI 
landscape when it comes to disclosure and transparency. Yet that, even despite this, they are 
still lacking behind and do not provide sufficient details on their investments to assess whether 
they are truly creating the impact they claim to make.  
 
Dutch State as a shareholder  
 
As a shareholder, the ministry of Finance states not to put huge pressure on the FMO for profits  
(I4). It considers itself a prudent shareholder (hence does not always demand dividend if that’s 
not feasible) and it requires a norm return on equity (profitability from shareholders’ equity) 
between 4-6% (Ministry of Finance, 2019). To determine this norm, the FMO is compared to a 
peer group consisting of Dutch commercial banks and international development banks (I4). 
Only the bandwidth is given, as the exact percentage concerns competition sensitive 
information and therefore said to remain confidential (though in its own reports the FMO says 
to target 6,2% ROE). According to interviewee 4, the ministry of finance does not want to 
intervene with the FMO’s development operations. It primarily wants the FMO to serve the 
public good to stimulate sustainable economic growth in developing countries. The ministry of 
foreign affairs is more influential to FMO’s policy. Besides the 1998 agreement between the 
FMO and the State, an additional agreement exists that is more subject to revisions overtime 
and in which the ministry of foreign affairs is involved. Among others, interviewee 4 explained 
they “co-determine how the FMO should set up its investment policy, on which sectors and 
countries they should focus, and what policy principles they must adhere to”. This additional 
agreement is not publicly available.  
 
The FMO is said to have an important role in the Dutch strategy on Foreign Trade and 
Development Cooperation. In this strategy, the FMO functions as a key financer of private 
renewable energy projects in developing countries. In addition, the FMO is mentioned several 
times to be a facilitator and provider of networks in developing countries for Dutch businesses 
(Ministry of Foreign Affairs, 2018). In the Ministry of Foreign Affairs’ theory of change for 
private sector development the FMO is mentioned as an important actor for increasing access 
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to financial services in developing countries; facilitating Dutch businesses in attracting financial 
resources; and stimulating innovative solutions of Dutch businesses to development issues 
(Ministry of Foreign Affairs, 2018). In addition, the FMO has inputted and is actively involved 
in the ‘Africa Strategy for Dutch Industry’. As stated in a report, the strategy aims to: 
“[..]encourage Dutch companies to do business – or more business – in and with Africa so that 
Africa’s potential is better reflected in Dutch earning power abroad, and to raise their 
awareness of Africa’s potential” (VNONCW and MKB Nederland, 2019, p. 2). The report 
outlines several global developments and market opportunities from which Dutch businesses 
can profit in Africa. Among others, report mentions the rise in demand for electricity and the 
process of leapfrogging as an potential to introduce new innovations to be important business 
opportunities. The FMO’s main role in the Africa strategy is to support the set-up of new 
business hubs in major cities the first 8 targeted countries; and to develop and improve financial 
instruments for better fit with conditions and opportunities in all 15 targeted countries.  
 
In the FMO’s general annual meeting of 2020, the economic interests in Africa were reiterated 
through the following quote: “Concerning the Dutch Africa strategy, Mr. Van Mierlo [former 
FMO CEO] explains that the Netherlands (and Europe as well) should be more interested in 
Africa. If Europe wants to stay relevant in this world, it needs Africa to keep that relevance. 
The power is shifting from the Atlantic to the Pacific. It is obvious that China and the US play 
tremendous big roles. FMO believes in the position of Africa, with its democratic force, with 
its commodities, and with its space, as 60-70% of the arable of the world is in Africa” (FMO 
general annual meeting, 2020, p. 11).  
 
Inferences  
 
To answer the second sub-question:  The FMO operates to ensure a financial return (ROE is 
6,9% on average) and to meet development objectives that are based on its own as well as on 
the Dutch ministry of foreign affairs’ policies. 
 
Their mission focuses on supporting the private sector to stimulate economic growth in 
developing countries. Within this mission they use term ‘growth’ instead of ‘development’, 
which gives the impression they pursue economic progress rather in quantity than quality. This 
aligns with the FMO’s overall strategy and approach to development. They operate under a 
commercial business model aiming to provide financial additionality in underserved markets. 
This way of operating aligns with the traditional role of development banks, namely to fill the 
gaps in financial markets (section 2.1.1). Yet, in addition to that, they aim to provide additional 
environmental, social and governance value in the markets they operate in. Besides wanting to 
strengthen private markets and avoid market distortion, the FMO also operates commercially 
to remain profitable and satisfy its shareholders. It predominantly generates income from the 
interest paid for the loans they provide. As interest represents the largest share of income, while 
impairment on loans represents the largest cost item, it can be inferred that the FMO will not 
be keen on charging minimal interest rates or increasing their share of grants or other 
approaches that can lower the cost of borrowing and avoid debt accumulation. Moreover, 
although it is not clear who exactly constitute the 7% of FMO’s shareholders next to the State 
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and Dutch Banks, the FMO seems to be completely owned by non-borrowing shareholders 
which, according to the literature (section 2.1.1.), likely makes them subject to income boosting 
incentives (Humprey, 2014). Hence, it is probably difficult for the FMO to minimize the costs 
of borrowing as they have to reach a certain level of income that can assure profitability. 
Unfortunately, transparency is lacking regarding their charged interest rates and contractual 
details. What is known is that they conform to market rates and factor in lending risks and a 
profit margin. However, it is unclear what level of financial risk they exactly allow to maintain 
their high creditworthiness and profitability. Due to a lack of transparency, it is difficult to say 
whether the FMO’s lending approach truly contributes to the development of the country the 
invest in. On the other hand, the use of such loans give their clients access to capital market 
without too much policy restrictions. 
 
As a shareholder, the Dutch ministry of finance states not to be involved in shaping the FMO’s 
operations from a financial perspective. It primarily expects a certain level of returns (minimum 
ROE 4-6%). Rather, the Ministry of Foreign affairs is involved in the FMO’s operations, as 
they co-determine FMO’s investment policy. This becomes visible through the Dutch Trade 
strategy in which the FMO plays a facilitating role. The purpose of the FMO’s involvement in 
improving financial instruments as part of the Dutch Africa strategy, does not exclusively seem 
to be led by development objectives, but rather on promoting trade or trade and aid – depending 
on a recipient country’s level of development.  
 
4.4 FMO’s policy approach to climate mitigation  
 
This section will aim to answer the question: How does the FMO approach the climate 
mitigation targets of the Paris Agreement? Based on an analysis of the FMO’s climate policies 
and related documents, the section provides insights on the FMO’s contribution to and 
understanding of the Paris Agreement’s mitigation targets.  
 
First, since the Paris Agreement can be quite broadly interpreted, a brief overview of what a 
1.5-degree pathway would look like is given.  In 2011 it was established we need to stabilize 
Co2 concentrations at 450 parts per million (ppm) by 2050. This requires global emissions to 
decline by about 60% by 2050 (Climate Communication, 2011, p. 4). Various institutions have 
created scenarios that indicate how much the emissions coming from the energy sector should 
decrease. According to Climate Action Tracker (2017), the goals of the Paris Agreement 
demand a complete decarbonization of the energy sector by 2050 – leaving almost no room for 
any kind of fossil fuels, including natural gas. While business consultancy firm McKinsey 
outlined three potential scenarios for 1.5-Degrees pathway that allow a trade-off between a 
certain level of fossil fuel use and deforestation (McKinsey, 2020). A recently published report 
by the International Energy Agency outlined a roadmap for the global energy sector to achieve 
global net zero emissions by 2050. According to the report, all unabated coal and oil power 
plants must be phased-out by 2040. In 2050, 90% of total electricity generation should come 
from renewable energy sources (IEA, 2021, p. 19). It also expects that between 2020 and 2050 
demand for oil barrels per day falls by 26% and demand for natural gas by 44% (IEA, 2021, p. 
160). As consequence of this contraction, supplies of oil and natural gas will expectedly become 
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concentrated in a small number of low-cost producers (IEA, 2021). Moreover, as shown in 
figure 4, international trade in natural gas will lower significantly.  
 

 
Figure 4: LNG exports by region in net zero emissions scenario (Source: IEA, 2021) 
 
FMO’s climate policy development  
 
At the Paris Climate Summit in 2015 the FMO pledged to contribute to limiting global 
temperature increase to 2 degrees and preferably 1.5 degrees (FMO, 2017). The FMO revised 
its sustainability policy accordingly, which was finalized and implemented in 2017. The 
sustainability policy now requires the FMO “[to] contribute to financing the transition in the 
economy, in line with the Paris UNFCCC COP 21 goal, to keep global temperature rise this 
century well below 2 degrees Celsius above pre- industrial levels and to pursue efforts to limit 
the temperature increase even further to 1.5 degrees Celsius” (FMO, 2017, p. 3)  

The FMO’s 2017 commitment to climate action (SDG 13) (see section 4.2) consists of: 
“Providing finance to reduce greenhouse gas emissions, increase resource efficiency, preserve 
and grow natural capital and support climate mitigation; Building expertise and deal 
experience on climate adaptation; Aiming to align our portfolio to a 1.5° pathway [requiring] 
a continued reduction in portfolio emissions” (FMO,2020, p. 26). In 2019 the FMO signed the 
Dutch Climate Accord, which is a Dutch initiative to achieve the Paris Agreement  (FMO 
annual report, 2019). In its 2019 annual report (p. 64), the FMO states: “In the context of SDG 
10, Reducing Inequalities, we may decide on a case-by-case basis whether to support a gas-
fired power plant. We will not, however, invest in other non-renewable sources of energy, such 
as coal or Heavy Fuel Oil (HFO)”. This approach is further developed in their phasing out 
fossil fuel statement – addressed below.  

Transparent and consistent reporting is an important goal of the Paris Agreement and it commits 
signatories to report on their climate impact from 2020. The FMO is a signatory of initiatives 
committing them to improve transparency and accountability of their investments regarding 
climate and impact. Two main ones are: Operating Principles for Impact Management and the 
Task Force on Climate-Related Financial disclosures (TCFD). Besides the number of jobs 
created, the FMO started reporting the sum of avoided GHG emissions related to their financing 
as an impact measure (FMO, 2019, p.3). In 2018 and 2019 the FMO released two methodology 
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papers to achieve the climate action goals in their 2025 strategy and its sustainability. The first 
methodology outlines different absolute GHG accounting approaches that should become 
standardized in the FMO’s climate impact measurement policy (FMO, Technical Paper 2, 
2018). The second methodology is developed to assess the FMO’s portfolio alignment with a 
1.5C pathway. This involves assessing FMO’s financed emissions in absolute terms and 
evaluating this against external climate goals. As part this assessment, the FMO compared the 
emissions intensity of the power sector in their own 1.5 C scenario to that of the IPCC (figure 
5). This showed that, in terms of decarbonization of the power sector, the FMO is aligned with 
a 1.5C scenario. Although it must be noted that the FMO’s 1.5 scenario used here is based on 
annual greenhouse gas emissions generated from new investments in 2015 and 2016 (FMO, 
2019, p. 15). As such, it does not account for the emissions generated during the lifetime of 
their investments or projects.  
 

 
Figure 5: FMO’s Power emissions intensity compared to low-emission scenarios from 2020-
2050 (Source: FMO, 2019) 
 
However, the FMO is a member of the global Platform for Carbon Accounting Financials that 
launched its first global carbon accounting standard in 2020 (FMO, 2020). That year the FMO 
directly applied the standard to measure and disclose its greenhouse gas emissions associated 
with their loans and investments (FMO, 2020, p. 58). This means they now disclose absolute 
greenhouse gas emissions that are generated through their investments, hence reporting their 
portfolio’s entire climate impact. CDC group is the only other European DFI that commits itself 
to the Platform, although they have not disclosed data on the standard yet.   
 
Since 2020, the FMO also uses a so called ‘Green Methodology’ to grow their ‘Green’ 
investment portfolio, which is defined as a portfolio that is focused on “reducing greenhouse 
gas emissions, increasing resource efficiency, preserving and growing natural capital, and 
supporting climate adaptation” (FMO, 2020, p. 3). This definition is based on two ‘Green 
principles’, as defined in the Multilateral Development Banks report for Climate Tracking:  

Principle 1: Green-labelled investments contribute to a genuine improvement  
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Principle 2: Green-labelled investments should not contribute to a long-term lock-in of 
high carbon infrastructure  

 
In the Climate Tracking report, it is explained that greenfield energy efficiency investments 
should only be made in a few cases where they can prevent a long-term lock-in to high-carbon 
infrastructure. In the case of brownfield energy efficiency investments, the old technology must 
be replaced before they reach the end of their lifetimes to avoid a carbon lock-in. The new 
technology much be substantially more efficient (EBRD, 2018, p.7). 
 
In their ‘Green Methodology’ report the FMO states to consider something a mitigation activity, 
when: “it contributes to either, avoiding or reducing greenhouse gas (GHG) emissions, or 
sequestering GHG emissions from the atmosphere. If the project or activity relates to Energy 
efficiency, it should achieve at least 20% reduction in energy consumptions or GHG emissions” 
(FMO, 2020, p. 5). It is important to note here that a GHG emission reduction activities also 
fall under this definition – including the retrofitting of thermal power plants to run on less GHG 
intensive fuels like gas. Moreover, investments in Carbon Capture and Storage technology are 
also considered an eligible green activity under climate mitigation (FMO, 2020, p. 11).  
 
On June 1st 2021, the FMO released its position statement on phasing out fossil fuels in direct 
investments. In the statement the FMO commits to: “no longer invest directly in upstream or 
mid-stream stand-alone fossil fuel related activities. We will phase out direct investments in 
integrated mid/down-stream fossil fuel activities for power generation” (FMO, 2021, p. 2). The 
transition period is limited to 5 years from the moment the position statement on phasing out 
fossil fuels was approved (Transition period ends at June 1st 2026). Within these 5 years, direct 
investments across the value chain of liquid or gaseous fossil fuels for energy purposes must 
meet the transition criteria shown in appendix F. Among others, this includes the criteria that: 
“[the] investment is consistent with the objectives of the Paris Agreement (“Paris- aligned”) 
and with the decarbonization trajectory of the sector or country” (FMO, 2021, p. 4). In order 
to ensure the investment is Paris-aligned, the FMO will consult publicly available information 
on the investments, including government and third-party research and opinions. The position 
statement explains the FMO’s rationale for using this transition period for the phasing out of 
fossil fuels: “In many developing countries there is no economically and technically viable 
renewable energy alternative to ensure flexible non-intermittent power. We believe that fossil 
fuels  are at times required to build a reliable electricity sector and to improve the access to 
energy in these countries. A transition period allows for technological developments and 
improved market readiness for renewables and technology enablers (e.g. batteries)” (FMO, 
2021, p. 2). The phasing out fossil fuel statement must be viewed complementary to the 
statement on coal implemented in 2016 following which the FMO stopped all its direct 
investments in coal power generation and coal mining.  
 
It is unclear what the FMO will do with fossil fuel assets they finance during the transition 
period. When being asked about the future management of gas plants, interviewee 2 answered: 
“The thing with a gas asset is, once it’s there, at a certain point it could be valuable to 
decommission it. But once you pay for something, our company pays for that investment, it is 
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more or less there for a period of time and you have to take that into account when making 
these investments. And that’s why it’s so critical to consider it right now and realize right now 
that it has a medium term impact, probably for 20 years, and that’s why it’s such a serious 
decision. The world will have to see where we are in a certain period of time and whether it 
makes sense to actually pay for decommissioning those plants, but that’s not where we are”. In 
addition, the FMO does not have a specific policy or strategy to avoid that already existing 
fossil fuel assets become worthless whenever the transition towards clean energy is made. 
However, according to interviewee 2, the FMO is currently undertaking a three-year project to 
implement climate risk into their framework in which the risk of stranded assets will likely be 
included. Interviewee 2 also mentions the FMO’s phasing out fossil fuel statement is part of 
their thinking on stranded asset risks, to quote interviewee 2: “[I] think for now there's no 
particular policy on stranded assets, okay? Yeah. I mean it's captured in other ways so you 
know that we're working on. For example, for energy, we're working on the fossil fuels position 
statement and in that way, you know, will also avoid having stranded assets, especially in the 
energy sector”. These quotes clearly indicate the transition towards net zero requires time, as 
investment cannot just be terminated.  This in turn, indicates the need to stimulate the uptake 
of renewable energy investments in order to support the controlled phasing out of fossil fuels. 
 
The FMO also published a stakeholder consultation report on the draft version of their phasing 
out fossil fuels statement. The report includes an overview of which stakeholders gave their 
contribution to the consultation. Only 3 of the 34 stakeholders come from developing countries 
(India, Philippines, Senegal), while the matter of consultation is particularly relevant to 
developing countries.  
 
Inferences 
 
To answer the third sub-question: The FMO is actively revising and updating its policies to 
align with the mitigation targets of the Paris Agreement.   
 
It understands the Paris Agreement as a commitment to making and accelerating investments 
in clean energy sectors with some level of acceptance towards fossil fuel investments when this 
contributes to economic growth and is considered critical to the transition towards clean energy 
(aligns with the EU Taxonomy, see section 4.2). This acceptance concerns the direct financing 
of mid- and down-stream fossil fuel activities for power generation. The transition period is 
supposed to be limited to a period of 5 years. It remains unclear, however, what will happen to 
fossil fuel assets the FMO financed in the past or will finance up to 2026. If not converted to 
renewables or decommissioned carefully, these assets may become worthless and turn into 
stranded assets once fossil fuels are phased out. It is unclear who will be responsible for 
managing this, although the FMO seems to be developing strategies on this.  
 
FMO’s argument that gaseous and liquid fossil fuels are, under the right conditions, critical in 
the transition towards renewables must be considered with caution. Indeed, research by Gürsan 
& Gooyert (2021), showed that natural gas can directly support the reconfiguration of energy 
systems towards renewable energy by balancing intermittency, providing affordable and 
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reliable energy, and offering affordable investments However, it also shows that the indirect 
impacts of using natural gas as a transition fuel poses a great risk, since natural gas investments 
can crowd out renewable energy investments. There is a risk they lock-in natural gas and lock-
out renewable technologies, which is addressed by the FMO in its Green Methodology. 
Transition management plans should take a systems approach and thoroughly anticipate on all 
interdependencies in socioeconomic and technical system of energy transitions. Among others, 
it is crucial that energy transition management includes an approach to making renewable 
technologies more attractive for investments. 
 
4.5 Conclusion 
 
The landscape of European Development Finance Institutions is quite homogenous in terms of 
their operations and policies, although some EU DFIs are more ambitious in their development 
objectives than others (Section 4.2).The FMO operates to ensure profitability (ROE is 6,9% on 
average) and meet development objectives that are based on its own as well as on the Dutch 
ministry of foreign affairs’ policies (section 4.3). From 2015 onwards, the FMO’s policies 
follow a trend of increased commitments to a 1.5 degrees pathway (section 4.4). This includes 
(a) continuously revising and developing climate policies and methodologies (b) increasing 
climate reporting transparency (c) phasing out fossil fuel investments. From reviewing its 
policies, it became clear the focus on stimulating economic growth through its investments 
remained a stable element in the FMO’s policies and strategies. Particularly based on its phasing 
out fossil fuels statement, it seem their policies center around a trade-off between climate 
mitigation and economic development that is present in many climate policies of today.   
 
As of 2020 the FMO started using the global carbon accounting standard. This will hold them 
accountable for the absolute greenhouse gas emissions across their entire portfolio and, 
although they are not legally obliged, this will likely lead them to addressing their high-carbon 
assets financed in the past. However, there is a difficulty in determining which investments 
exactly fall under a bank’s portfolio. In case there are multiple asset owners, will the largest 
owner be responsible for transitioning the asset? Or is it a matter of operational instead of 
financial control? This again points to the issue of deciding who is responsible to act in the 
transition. Overall, it can be debated whether the FMO’s climate policies offer a systemic 
approach required for global equitable climate mitigation. From the data, it remains unclear 
how the FMO governs the longer-term impacts and outcomes of their fossil fuel assets, 
especially of those financed in the past.  
 
Applying a political economy perspective to the data, it is clear the FMO has power and 
authority to determine how, to where and to what financing is allocated. Yet, this is enabled 
and/or constrained by the following factors: (a) FMO’s domestic policy and political 
environment (b) the nature of their business model (c) civil society expectations and regulatory 
requirements. First, Dutch trade and development policies co-determine the FMO’s allocation. 
Its largest shareholder, the ministry of finance, expects the FMO to serve the public good by 
stimulating sustainable economic growth in developing countries. This can be very broadly 
interpreted and is ambiguous as to whom this ‘public good of stimulated economic growth’ 
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specifically serves. The fact that the FMO uses this mandate as its main policy objective shows 
how they are shaped by the policy and political environment of the Dutch State. Moreover, 
using public money, they are subject and held accountable to the Dutch political machinery. 
Second, operating commercially and aiming to confirm to market conditions, constrains the 
choice of projects they can finance. Interest from loans generates most of their income and 
therefore they have to diversify their portfolio to mitigate credit risks and guarantee a sufficient 
income. As such, if there is already too much risk in their portfolio, they cannot finance an 
additional high risk project. Third, from interviews and public consultation documents it 
became clear the FMO responds to the demands of civil society organization. Besides, the FMO 
responds to (inter)national standards and regulations by shaping policies accordingly.   
  
From a climate justice perspective, the FMO recognizes the need for a fair distribution of rights 
and responsibilities as they (a) link reducing inequalities (SDG 10) to climate action (SDG 13) 
by financing fossil fuel projects if this allows the recipient country to grow and (b) financially 
support developing countries in climate activities. However, the provision of loans to 
developing countries in the context of climate mitigation can be debated. Throughout the 
history of North-South financial development aid, the North has placed financial burdens on 
countries in the South – albeit intendedly or unintendedly – through the provision of loans and 
the private sector development approach (Kacowicz, 2007). The effects of climate change 
already burden developing countries disproportionally. Financial support should not add to the 
vulnerability of developing countries who are generally already (becoming) more vulnerable 
due to the consequences of climate change. FMO’s lack of transparency on the interest rates 
they charge is problematic, because it should be possible to hold the FMO accountable for the 
financial impacts their lending imposes on recipient countries.  
 
FMO’s policies on climate mitigation are primarily future-oriented, as they are only recently 
implemented or currently in development. The following chapter depicts and analyzes the 
FMO’s past financial allocations to energy sectors. It zooms in on several projects specifically 
in order to gain a more contextual understanding of these projects and what they might demand 
from the FMO’s climate policies. In addition, it will explore whether the FMO finances projects 
in countries that are most vulnerable to climate change and should be prioritized in climate 
finance.  
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5. Empirical chapter 
 
5.1 Introduction and questions  
 
The previous chapter provided a description of the FMO and the European development finance 
institution landscape in which it is embedded. In addition, it gave a thick description of the 
FMO’s policies and operations. The following chapter focuses on the FMO’s actual financial 
flows and the implications of these flows in relation to climate mitigation policy. It will aim to 
answer the sub-questions: 

1. Are the FMO’s financial flows to energy sectors aligning with the Paris Agreement 
article 2?  

2. Are the FMO’s financial flows to energy sectors aligning with the Paris Agreement 
article 9?  

 
 5.2 Geographical pattern of FMO’s energy lending 
 

 
Figure 6: Spatial mapping of the FMO’s financial flows to energy sectors  
 
Figure 6 visualizes the direction of the FMO’s financial flows towards clients operating in the 
energy sectors. The green lines represent investments in renewable energy projects, while the 
red lines represent investments in fossil fuel projects. The black dots in the recipient countries 
represent the amount of flows that the FMO directed towards clients in that country. In order to 
compare the direction of the FMO’s financial flows from before and after the in 2016 ratified 
Paris Agreement, separate maps have been made – before and after 2016. Since 2015 the FMO 
started responding to global climate mitigation targets (see section 4.4), which is shown by their 
decreased fossil fuel investments after 2016. FMO’s financial flows towards fossil fuel assets 



 52 

decreased by 68% since 2016. The remaining 32% of its financing concerned fossil fuel projects 
in Ivory Coast, Senegal, Sierra Leone and Bangladesh. 
 
In addition, fossil fuel assets the FMO financed before its policies were updated in accordance 
with the Paris Agreement are still in operation. Among them are the following: In 2015 they  
provided a loan to construct and expand an independent oil tank storage terminal in the port of 
Jakarta. In 2018 it was announced the terminal’s capacity will be expanded with 8 storage tanks 
for gasoline, ethanol and biodiesel (Vopak, 2018). In 2012 the FMO provided funding for the 
extension of a thermal power station in Ghana. The power plant was intended to run on crude 
oil and to transition to gas once gas becomes available in Ghana. Already a year before this, in 
2011, the West African pipeline started supplying natural gas to Ghana. According to company 
owner of the plant, it started operating in 2019 and currently runs on natural gas, distilled fuel 
and light crude oil fuel. It  is unclear which type of fuel is used most. An external database 
informs that the FMO financed two coal plants in South Africa and India in 2007 and 2009 
respectively (Oil Change International, 2020). There is no information on these investment nor 
on the current conditions of these plants on FMO’s website. In 2012 the FMO invested in a coal 
plant in Senegal which became a severely problematic case due to local complaints regarding 
the plant’s water pollution and the introduction of FMO’s no-coal policy in 2015. They are still 
struggling to find a sustainable solution for the future of the plant. In 2020 the FMO gave news 
update on the project: “FMO’s decision to invest in the Sendou project preceded the adoption 
of this [no coal] policy, although the plant design would allow for conversion to accept gas 
from domestic offshore gas fields once this becomes available. FMO cannot change existing 
commitments” (FMO, 2020). This case illustrates the complexities of changing direction after 
an investment is made and to determine who is responsible for retrofitting the plant.  
 
The following sections will zoom in on each of the fossil fuel projects that were financed since 
2016 (information is based on the FMO’s projects’ details - see appendix A). It does so in order 
to explore what type of fossil fuel project it concerns, which players were involved, what 
amount and type of financing was provided, and reasons for funding the project. The aim of 
exploring this is to get a better understanding of the context and implications of these 
investments.   
 
Ivory Coast 
 
In 2019 the FMO invested in the expansion of gas power plant in Ivory Coast. Its client, a 
company from Ivory Coast named Azito Energie S.A., was provided with a €30 million loan. 
The 15 year tenor of this loan is not available in the commercial market and will allow for 
reduced electricity tariffs. In the FMO’s annual report 2019, it is explained why Ivory Coast is 
considered an exception to their fossil fuel free lending. FMO invests in a gas-fired power plant 
in order to increase reliable and affordable energy supply. This is said to not only drive 
economic growth, but to also facilitate the longer-term energy transition since “the enhanced 
baseload capacity lets Ivory Coast integrate more renewables onto its grid” (p. 64). The FMO 
regards the gas project to be an effective transition asset that already lowers emissions.  
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Currently, the oversight and daily management of the Azito Power plant is done by the company 
Azito Energie S.A. The electricity is transmitted to the national grid by the electricity company 
Compagnie Ivoirienne d’Electricite (CIE). The Azito power plant expansion increased its 
generation capacity to 426 MW and now supplies more than one-third of Ivory Coast’s essential 
electricity (Power Technology, 2020). According to Reuters (2020), another Ivory Coast-based 
company has invested heavily in the expansion of the country’s gas output for national use and 
for expanding exports to surrounding countries. This investment follows a deal between Ivory 
Coast’s government and its power sector. The energy investments are meant to meet the 
countries rising energy demand by a third. The expansion of the Azito power plant and 
increased investments in natural gas illustrate Ivory Coast’s growing reliance on this fuel. 
Considering that a gas power plant generally operates for minimal 30 years (Cary, 2012), it 
remains to be seen what will happen with this infrastructure by 2040.  
 
In 2020 FMO also provided a €303 million loan to a client called Atinkou S.A. in Ivory Coast 
for the development, construction and operation of a 390 MW combined cycle gas-fired power 
plant. This accounts for 17% the country’s total generation capacity, which is said to be 2200 
MW (Takouleu, 2020).The government of Ivory Coast buys the electricity generated by the 
plant under a 20-year concession agreement. The plant is funded to stimulate economic growth, 
as it can provide stable base load electricity. In addition, it should support the development of 
intermittent renewable energy generation. It is also more energy efficient than other plants and 
should therefore reduce carbon emissions.  
 
Senegal 
 
Due to low generation capacity, Senegal deals with frequent electricity outages and high energy 
costs which has constrained the country’s economic growth for several years. As a 
consequence, the country developed plans to expand its power generation capacity and diversify 
its energy sources to cheaper sources that include coal, gas and renewables (Holle Energy, 
2017). By 2050 Senegal wants 15% of primary energy supply to come from renewables, yet 
this is challenged by robust activities in its oil and gas sectors.  According to the IEA, major 
gas discoveries in Senegal predict to transform the country into a fossil fuel producer (IEA, 
2020). It is expected to produce 9.5 billion cubic meters gas in 2040, which would help the 
country to replace oil and increase its export revenues.  
 
In 2014 and in 2017 the FMO provided a €25 million and €6.6 million loan respectively to the 
company Tobene Power SA for the construction and expansion of a heavy fuel oil combined 
cycle power plant in Senegal. The plant, called the Tobene Oil-Fired Power Plant, is co-
financed to cover the total project’s cost of $120 million by multilateral development banks 
(EAIF, IFC, BOAD). The plant’s installed capacity is 115 MW. This accounted for 10% of the 
Senegal’s total installed capacity in 2019 (Get.Invest, 2021). Generally, such a plant operates 
for at least 25 to 40 years (CDC Group, 2018). According to the project details, these 
investments are made to provide available and reliable power in Senegal. While the power 
plant’s engines are constructed to run on heavy fuel oil and diesel, they can be converted to run 
on gas. Based on global climate targets, this transition to gas must be made by 2040 (IEA, 
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2021). This usefully aligns with the expectation that Senegal will depend on gas production by 
2040. However, at this point it is unclear who will make sure this transition will happen. An 
external evaluation report described local community members requested clarification on 
whether the conversion from HFO to gas is a realistic possibility on the medium-to-long term, 
yet no response is found (EWS, 2019). The plant’s emissions not only worsen climate change, 
yet also impact the health of local residents and the surrounding environment. Sulfur is 
particularly a problem. The HFO from the Tobene power plant is said to contain 2% sulfur, 
while for example in the European Union oil fuels may only contain a maximum of 0,5% sulfur 
(EWS, 2019). As opposed to the European Union, Senegal does not have the legislation in place 
to regulate this. In addition, the price of heavy fuel oil is likely to increase following the rise of 
international emissions trading systems, which can burden Senegal with expensive energy 
prices or serve as a good opportunity to transition towards renewables. The IFC has 10% 
ownership in the plant and a private Lebanese company called Matelec owns the remaining 
90%. Both the IFC and Matelec do not provide any operational details or governance strategies 
for the plant’s future.  
 
Bangladesh 
 
In 2017 the FMO lend to $30 million to a Bangladeshi company called Excelerate to develop, 
construct, and operate the first LNG import terminal in Bangladesh called the Moheshkhali 
Floating Liquid Natural Gas (LNG) Terminal. Excelerate is a private company and does not 
disclose any ESG assessments on the project. Total project costs was $179.5 million which was 
co-financed by four other Western development banks (IFC, DED, CDC, JICA). The IFC is the 
lead financer. The terminal is said to increase the country’s natural gas supply by 20% which 
is sufficient to support 3 gigawatts of total power generation (14% from a total of 21 GW 
installed capacity in 2019). The reasoning for funding this project is that the terminal will 
provide stable energy for the country’s development. This responds to Bangladesh’s 
problematic energy sector. Access to energy and the country’s energy supply have been lacking 
behind its demand for a long time (UN, n.d.). The funding took place before the FMO 
implemented its policy to phase out fossil fuels that states to no longer finance fossil fuel up- 
and midstream activities. However, as found in chapter 4, it is unclear what happens to the 
existing gas infrastructure. 
 
Currently, 62% of Bangladesh’s power is generated by gas for which the country has a lot of 
gas energy infrastructure (IEEFA, 2016, p. 1). However, Bangladesh’s gas reserves are said to 
be depleted significantly and in order to stimulate economic growth gas supplies need to be 
imported. According to a report by the Institute for Energy Economic and Financial Analysis, 
the government of Bangladesh planned to double fossil fuel generation capacity by 2021 which 
enforces the country’s dependence fossil fuel imports and infrastructure (IEEFA, 2016). The 
reliance on gas imports not only steals resources away from clean energy investments, yet is 
also likely to create inflation and destabilize the country’s economy.   

 
In 2014 the FMO provided $9.5 million debt and $5.5 million equity to Omera Petroleum 
Limited for the development and construction of 4 Liquefied Petroleum Gas (LPG) power 
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plants. In 2018 the FMO provided further financing to increase the capital of Omera in order 
for them to expand their operations. The project serves as a good illustration of the catalyzing 
power of these investments. Based on government numbers, since 2014 the country’s LPG 
consumption more than doubled each year and rose by 500% between 2015 and 2021 (S&P 
Global, 2021). Yet, the spike in investments was not only due to the market but also facilitated 
by favorable government policies.  
 
Sierra Leone 
 
Sierra Leone deals with extreme low access to electricity rates – only 15% of the population 
has access to electricity (Trade.gov, 2020). In 2020 the country had an installed capacity of 
around 100 MW compared to only a slightly lower capacity of 83 MW in 2016. Government 
policies are primarily aimed at diversifying its power generation in a way that can offer 
consumers affordable and stable energy. Policies particularly rely on increasing thermal 
generation capacity and attracting independent power producers  (RVO, 2017).   
 
In 2016 the FMO provided long term financing through a 15 million dollar senior loan to 
support the development, construction, operation and maintenance of a 57 MW Heavy Fuel Oil 
fired power plant to increase electricity capacity by 130% in Sierra Leone’s capital. Four other 
development banks were also involved in the debt financing (IFC, AfDB, CDC, EAIF). The 
client was CEC Africa Sierra Leone Ltd., which is owned by two private companies. Initially 
one of the owners was the development finance institution CDC Group. In 2018 CDC sold it 
shares to a private Mauritian company called Milele Energy which is now the owner together 
with an Abu Dhabi private company called TCQ Power.  What is known about the current status 
of the plant is that it its financiers agreed to restructure it into a LPG / combined cycle plant in 
2019 (PERI, 2020). The main incentive for this appeared to be the decrease in global gas prices 
making gas more competitive than HFO. This case illustrates how an economic incentive led 
to a plants restructuring, yet it still operates on fossil fuels.  
 
Inferences 
 
To answer the fourth sub-question: The financial flows of the FMO are increasingly aligning 
with the Paris Agreement’s climate mitigation targets. After the Paris Agreement came into 
force in 2016, the FMO directed 32% of its energy investments to fossil fuel projects. The  
reasoning for investing in these specific gas and heavy fuel oil assets was to stimulate the 
recipient’s country economic growth. However, the long-term implications of this are 
ambiguous.  
 
When zooming into FMO’s financial flows to fossil fuel projects in Ivory Coast, Bangladesh, 
Senegal and Sierra Leone, there appears a risk of creating a fossil fuel lock-ins and enhancing 
the socioeconomic dependence of recipient countries on fossil fuels. For example, the 
government of Ivory Coast is heavily investing in an expansion of the country’s gas power 
sector in order to increase domestic power supply and increase its gas exports. The FMO 
contributes to this by financing the construction and expansion of gas power plants in Ivory 
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Coast (now supplying 1/3 of national power). The power plant will supply energy for at least 
the coming 30-years. In addition, in Bangladesh the FMO invests in the continuation and 
expansion of a gas import terminal. This fits the country’s plan to double fossil fuel generation 
capacity within 2021 and reach 60-70% of total generation capacity. While these investments 
might fulfil recipient countries’ energy needs, they also contribute to making the energy sectors 
and economies of these countries reliant on fossil fuels. How can a transition to renewable 
energy be achieved if the recipient country is so heavily depend on fossils? To reverse this fossil 
fuel reliance, a clear transition plan towards clean energy assets is required.  
 
As became evident from the interviews, one of the issues with transparency and responsibility 
regarding the environmental and social governance of these projects, is the difficulty of 
determining who is accountable for this (I3). Most of the investments made by the FMO are 
complemented by financing from other financiers alongside the involvement of developers, 
operators and managers. It is difficult to determine who is taking the lead and has most control 
over a project. This is also illustrated through the issue of allocating responsibilities among 
multiple asset owners (section 4.5). Hence, it remains unclear how responsibilities are allocated 
in the transitioning of already existing fossil fuel assets.  
 
5.3 Paris Agreement Article 9 
 
The above section questioned whether the FMO’s financial flows to energy sectors align with 
the climate mitigation targets stated in the Paris Agreement. However, this research is also 
concerned with climate justice principles that call for an equitable distribution of the costs for 
climate mitigation (section 2.2.2). Therefore the following section addresses the fifth sub-
question: Are the FMO’s financial flows to energy sectors aligning with the Paris Agreement 
article 9?  
 
Guided by the UNFCCC’s ‘common but differentiated responsibilities’ principle, article 9 of 
the Paris Agreement reiterates that developed countries are expected to financially assist 
developing countries in their climate mitigation and adaptation activities. Since the FMO, as an 
actor from a developed country, exclusively provides financing to clients in developing 
countries, it can be stated their financial contributions to climate mitigation automatically meet 
this. Yet, article 9 of the Paris Agreement also requests developed countries to take the needs 
of least-developed, vulnerable, and capacity constrained countries into account in the climate 
regime. While not all the FMO’s investments necessarily contribute to climate mitigation or 
adaption directly, it can be argued that financial assistance to realize any type of development 
objective is welcomed in developing countries. If an investment positively contributes to a 
vulnerable and developing country’s development, it can make the country more resilient and 
capable to adapt to climate change. When countries remain vulnerable to the consequences of 
climate change, this continues to burden these countries with higher costs and it might diminish 
climate mitigation efforts. This is clearly illustrated by the challenges Kenya is facing. While 
Kenya accounts for less than 0,1% of global emissions, it suffers extremely from climate change 
induced disasters. Because of erratic rainfalls, hydroelectric generation has been hampered and 
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this forces Kenya to exploit its 400m tons of coal reserves (Muiruri, 2021). Therefore, the 
analysis below is based on all types of the FMO’s investments.  
 
Based on the data that was collected for the spatial analysis, the FMO only invested in the 
Dominican Republic’s energy sector in 2017 out of all 58 Small Island Developing Sates7. After 
looking into all their investments, it appeared the FMO also very minimally invests in other 
sectors. It only invested in infrastructure in Haiti after the earthquake in 2012, in a financial 
institution in Papua New Guinea in 2014, and in financial institutions of the Dominican 
Republic in 2013, 2016, 2017 and 2019. As for least developed countries8, 20% of total 
investments is directed and 21% of energy investments are directed to this group of countries. 
The organization German Watch identified 38 countries (appendix G) that face the most climate 
risks (German Watch, 2021). Of these 38 countries, the FMO invested in 9 of these countries’ 
energy sectors – including fossil fuel investments in Bangladesh. However, it must be noted 
that of those 38 countries, 19 are developed countries and hence are not considered eligible to 
receiving the FMO’s finance. Moreover, when also looking at other sectors, FMO provides 
financing to all 19 climate vulnerable developing countries.  
 
The subsequent relevant question to ask is what exactly determines the geographical allocation 
of their investments. From chapter 4 it became clear the FMO spreads their investments  
geographically to  manage credit risks in their portfolio. Investment decisions are based on a 
client’s credit risk, policy criteria shaped by the FMO and the Ministry of Foreign affairs, and 
its general investment criteria (section 4.3). However, it remains unclear what these specific 
criteria are, therefore it is difficult to precisely understand what refrains them from investing in 
Small Island Developing States.  
 
Inferences 
 
To answer the fifth sub-question: In principal, the financing of the FMO towards climate 
mitigation activities meets article 9 of the Paris Agreement as it is directed towards developing 
countries. However, while they do invest in least developed and climate vulnerable countries, 
they hardly invest in Small Island Developing Countries. Moreover, based on the analysis in 
section 5.2, it is ambiguous whether the FMO’s financing towards vulnerable and developing 
countries actually results in distributive climate justice. For example, if the FMOs investments 
contributed to making Bangladesh socioeconomically depended on gas, does this truly meet the 
development needs of Bangladesh? There is chance this reliance burdens the country with more 
costs to mitigate climate change in the future. In addition, as also addressed in chapter 4, the 
use of loans is problematic in terms of climate justice. As expressed in by interviewee 1: “There 
are several reports saying that most of the climate finance in a bilateral public institutions is 
made by loans, especially by DFIs, and not grants. And that is a problem, because I think this 
breaks with the issue of common but differentiated responsibilities. So if the rich countries, that 
actually made this climate emergency, should pay for it and contribute more for climate 

                                                
7 Based on the United Nations classification: https://www.un.org/ohrlls/content/list-sids  
8 Based on the United Nations classification: https://unctad.org/topic/least-developed-countries/list  
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mitigation and adaptation in the south, they cannot do it by lending with interest, cause then 
they are not paying for it. Who is actually paying for it in the end, is the developing countries. 
There is not a differentiated responsibility there”. As such, the financing approach the FMO is 
taking has to be reconsidered if they want to meet their climate action and reducing inequality 
objectives.      
 
5.4 Conclusion 
 
From the spatial mapping it became clear the FMO has reduced its fossil fuel investments, 
which together with its policy to phase out fossil fuels, aligns with the climate mitigation 
requirements of the Paris Agreement. Measured until March 2021 (see section 1.5), the number 
of energy investments in fossil fuel assets decreased by 68% after 2016. This means that, at that 
moment, 15% of the FMO’s total energy portfolio consisted of fossil fuel assets. Although this 
is a small percentage, it comes with cautions when taking a closer look into some of the past 
fossil fuel investments. This is because, (a) these assets increase recipient countries’ 
dependence on fossil fuels; (b) allocating responsibilities to transition the fossil fuel assets is 
difficult. 
 
The data above shows that fossil fuel projects are financed to increase the recipient’s energy 
generation and supply which in turn should lead to economic growth in the country. In addition, 
the projects are said to lead to an uptake of renewable energy. However, as assumed in political 
economy theory, this will not just happen through the market. Political factors will be crucial 
as well: who has power, who has authority, who owns and controls, and what are the interests 
in transitioning? When looking at the FMO’s position, although they have power and authority 
to decide who and what receives financing, they are also limited in this (section 4.5). It is not 
only up to the FMO to shape an asset’s transition, as there are multiple financers, managers, 
and operator involved who might have conflicting interests regarding the future of the asset. 
Besides, since all the projects are embedded in their own political landscape, it is difficult to 
identify and act upon a project’s unique factors that enable or constrain the asset’s transition. 
Transitioning is further complicated as the fossil fuel assets seem to increase recipient 
countries’ socioeconomic dependence on fossil fuels. 
 
Moreover, while fossil fuel investments are also made to increase energy access in recipient 
countries, empirical research observed that energy access if fluid and subject to multiple factors 
that change overtime (Kumar et. al, 2019). For example, access can vary as the amount of 
electrical devices owned by people become less or more overtime. As such, whether or not a 
population will benefit from stable energy access goes far beyond investing in the increase of 
energy supply. 
 
From a climate justice perspective, the FMO financially supports developing and (climate) 
vulnerable countries, yet not all their financing contributes to distributive justice in the climate 
regime. First, while financing of fossil fuel assets in developing countries is justified by the 
recipient’s right to economic growth, it can be questioned if this financing truly results in 
benefits for the recipient country. Fossil fuel assets might turn into stranded assets and impede 
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a growth trajectory that is more sustainable on the long-term. Hence, they either have to make 
the transition towards renewables or they face a risk of becoming worthless – in both cases 
someone will have to pay for it. In addition, the financing of fossil fuel projects puts more 
environmental pressure on the recipient country and diverges resources away from supporting 
the recipient country in its climate mitigation activities. Second, their use of debt financing is 
problematic as this may financially burden the recipient country instead of supporting it. This 
stresses the importance of being transparent on interest rates, as mentioned in section 4.5.  
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6. Conclusion 
 
6.1 Recalling objectives and questions 
 
As was mentioned in the problem statement, there is a huge gap to finance the global energy 
transition that is required to mitigate climate change and limit global temperature rise to 1.5 
degrees Celsius. Development banks are considered essential financial actors in closing this 
gap. However, the role of bilateral development finance institutions in financing climate 
mitigation is under-studied. This investigated how the activities of one particular bilateral 
development finance institution, the FMO, align with climate mitigation targets. As the FMO 
is considered a typical case in the landscape of European development finance institutions, the 
objective was to draw more general conclusions on the role of these institutions in climate 
mitigation.   
 
The research was guided by the research question: 
How do the activities of the FMO align with the climate mitigation targets of the Paris 
Agreement? 
 
Supported by the sub-questions: 

1. What is the landscape of development finance institutions? 
2. Why and how does the FMO operate? 
3. How does the FMO approach the climate mitigation targets of the Paris Agreement? 
4. Are the FMO’s financial flows to energy sectors aligning with the Paris 

Agreement article 2?  
5. Are the FMO’s financial flows to energy sectors aligning with the Paris 

Agreement article 9?  
 
The above questions were asked to gain an understanding of the FMO’s operations, its climate 
policy and financial flows towards energy sectors and how this compares to the climate 
mitigation target of the Paris Agreement. From a political economy perspective, the financing 
of climate mitigation activities is not only an economic issue of resource allocation, yet it also 
requires considering how, to whom, and to what financial resources are allocated and what 
outcomes follow from this. The ‘how’ question has been addressed primarily in chapter 4. The 
‘to whom’ and ‘to what’ questions have been addressed on a general level in chapter 4, while 
chapter 5 provided a more specific analysis of these questions by zooming in on several 
financial flows. 
 
6.2 Answer to the question and conclusions on the FMO case study 
 
As a banker with a mandate to meet development objectives, the FMO is a critical financial 
actor in global climate change mitigation. Based on the empirical chapters, the FMO is actively 
aligning its activities with the mitigation goals of the Paris Agreement, since they are: (a) 
developing climate mitigation policies and methodologies; (b) improving reporting 



 61 

transparency on climate impacts; (c) phasing out their fossil fuel investments and investing in 
renewable energy; (d) financially supporting climate vulnerable countries. However, their 
approach to climate mitigation requires critical consideration, because:  
 
First, even though the FMO is phasing out and already reduced fossil fuel financing by 68% 
after 2016, the implications of the remaining 32% should be taken seriously. In 2016 they 
invested in a heavy fuel oil power plant that increased Sierra Leone’s electricity generation 
capacity by 130%, in 2017 they financed a LNG import terminal that increased gas supply in 
Bangladesh by 20%, in 2017 they also financed a heavy fuel oil power plant that represents 
10% of Senegal’s total installed capacity, in 2018 4 LPG power plants were refinanced in 
Bangladesh, in 2019 a gas power plant in Ivory Coast was financed that now supplies more 
than 33% of its electricity, and in 2020 the FMO financed a combined-gas power plant in Ivory 
Coast that accounts for 17% of the country’s generation capacity. These fossil fuel assets 
operate for long (at least 25 to 40 years) – therewith continuously adding to the excessiveness 
of greenhouse gasses emissions while by 2050 global emissions should be net zero. In addition, 
as these assets account for large shares of the countries’ energy supply or generation, they 
increase the countries’ dependence on fossil fuels. This dependence is problematic as it locks-
in fossil fuel infrastructure and hence hampers the transition towards renewable energy. 
Moreover, the dependence on fossil fuels burdens the recipient countries with the responsibility 
to reduce their emissions, and potentially having to deal with the cost of stranded assets, as 
climate policies are only becoming more stringent.  
 
When looking at the FMO’s entire energy portfolio, it was found fossil fuel assets account for 
15% of its energy assets (until March 2021). Chapter 4 found that the FMO started reporting 
on absolute greenhouse gas emission across its entire portfolio. By reporting this, they can be 
held accountable for emissions related to their past investments. Therefore it is likely they will 
take action to reduce the emissions from all its fossil fuel assets instead of only reducing 
emissions generated by the assets they will finance throughout their 5-year phasing out fossil 
fuels period. However, as the FMO’s fossil fuel assets are often owned by multiple asset owners 
it is difficult to determine who should be accountable for transitioning these assets. Besides, it 
is unclear whether it is the financier’s or the operator’s responsibility for handling the transition 
of these assets. Moreover, investments that are already made cannot just be terminated without 
damages. This is illustrated by a coal plant in Senegal the FMO invested in. Although the FMO 
wants to find a sustainable solution for the coal plant, they have been unsuccessful for the last 
6 years as they cannot change their existing investment commitments. Due to a lack of data, it 
is not clear what the current conditions of all FMO’s other assets financed before 2016 are. 
Although for the fossil fuel assets that were financed in Indonesia, Ghana and Senegal, it was 
found they are still in operation and fed with fossil fuels – despite plans to close or convert them 
to renewable energy.  
 
Second, realizing equitable climate mitigation is challenged by the FMO’s operating model. As 
expected from reading the literature, the FMO uses a private sector development approach to 
stimulate economic growth (SDG 8) and create social (SDG 10) and environmental (SDG 13) 
value in developing countries. To achieve this they aim to leverage private investments in 
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underserved markets through debt (73% of portfolio) and equity (22%) financing. This way of 
operating is not only used to meet development objectives, but also to ensure business 
continuity and maintain a high-creditworthiness (Triple A ranking). In order to guarantee a 
sufficient financial return, the FMO has to mitigate the investment risks in their portfolio and 
therefore their decision to finance a project is constrained by the level of risk their portfolio 
allows. For example, they use a geographical diversification strategy adhere to country limits 
from 8% to 22% of FMO’s capital of which the limits are higher for less risky countries. This 
implies risky investments that might be crucial for climate mitigation cannot always be made. 
Besides, the FMO wants to avoid market distortion and therefore operates in line with 
commercial investors. However, the uptake of renewable energy would benefit from providing 
subsidies to renewable energy sectors if they are less attractive for investors than fossil fuel 
sectors. In addition to this, their climate mitigation policies allow the financing of gas assets in 
the next 5 years. Which is based on the justification that some countries require these fossil fuel 
investments in order to grow economically and that gas can support the transition towards 
renewable energy.  
 
What lies underneath the FMO’s approach, is the assumption that after stimulating private 
sector development the market will eventually achieve development objectives – yet as 
explained in chapter 5 the market does not automatically do so. As stated in chapter 4, the 
transition of energy sectors requires long-term governance, policy or institutional reform. 
Although challenging, it is important to take the unique context of each project they finance 
into account and to act upon this in cooperation with all involved stakeholders. Assessing the 
environmental, social and governance risks of a project should be complemented by the longer-
term monitoring of factors that constrain or enable a fossil fuel asset’s transition. For example, 
in the case of the investment in a HFO power plant in Senegal, the expected rise in heavy fuel 
oil prices should be monitored so that, when renewable energy becomes more competitive, and 
in parallel with the depreciation of the assets, investments for the conversion of the HFO plant 
can be made.  
 
Although the financing of gas assets can enable an energy transition and meet recipient 
countries’ development needs, unless these and past fossil fuel investments are supported by 
well-designed and -defined transition management in which responsibilities are clearly 
allocated, there is no guarantee the transition will actually happen. Since the FMO does not 
have exclusive power and authority in their financed projects, they have to understand how 
ownership and control is distributed and cooperate with other involved actors to overcome 
conflicting interests and steer efforts into the right direction. In addition, the financial burdens 
of climate mitigation activities need to fall on the most resourceful actors. This means their 
operating model should avoid burdening a recipient country with debts and a dependency on 
fossil fuels. Otherwise, costs are still distributed to countries that are least responsible for 
climate change. In conclusion, in order to realize its vision that in 2050 more than nine billion 
people live well and within the means of the planet’s resources, the FMO has to ensure their 
operating model and focus on stimulating economic growth finds synergy with achieving 
climate mitigation in an equitable way.   
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The findings of the study resulted in a revision of the conceptual framework that was initially 
created on the basis of the literature review (section 3.2). Figure 6 shows that a lot of elements 
in the conceptual framework remained stable. However, in order for development finance 
institutions to achieve the Paris Agreement’s climate mitigation goals through private sector 
development, it can now be concluded that collaboration across stakeholders, reduction of 
portfolio emissions, long-term transition policy, and the mitigation of stranded assets risks, are 
required.  
 

 
Figure 7: Revised conceptual framework on the basis of the findings 
 

6.3 Wider conclusions  
 
Eventually, in order to limit global warming, global financial flows need to be coherent with 
climate mitigation targets. Among others, this requires the investment risks related to renewable 
energy projects to be lowered to a point at which these projects are more attractive to any type 
of investor than fossil fuel projects. As became evident from the literature, this is where 
development finance institutions are able to fulfil a clear role due to their ability to lower the 
investment risks perceived by private investors. Based the empirical chapters, the FMO and 
other European development finance institutions live up to this role by investing in renewable 
energy projects in underserved markets. However, they all use commercial business models 
and need to assure financial returns for their shareholders. As explained in the previous section, 
the need to remain financially viable constrains these institutions in the level of risk they can 
accept and hence the type of projects they can finance. In addition, they aim to avoid market 
distortion which withholds them from providing subsidies to renewable energy sectors.  
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Besides, like the FMO, the other development finance institutions support fossil fuel 
investments when deemed necessary for economic growth (except for IFU, SOFID, and 
Swedfund). If, as outlined by the IEA (2021), by 2050 global electricity supply must for 90% 
come from renewable energy sources, while the fossil fuel assets the European development 
finance institutions invest in are likely to operate for the coming 25 - 40 years and potentially 
push away renewable energy investment, it becomes challenging to reach this 90% goal. 
Moreover, not only do continued fossil fuel investments create the risk of failing climate 
mitigation targets, they might result in stranded assets for which none of the European 
development finance institutions seemed to have a strategy. From the study on the FMO, it a 
can be concluded that transitioning of fossil fuel assets is a complicated matter as many 
financiers are involved and the projects that are financed are embedded in a wider political, 
regulatory and economic context, which makes it difficult to determine who should be 
accountable for realizing the transition to renewable energy. This calls for the coordination of 
actions from all actors and for cross-sector cooperation, otherwise climate change might not be 
mitigated effectively. The European Development Finance Institutions Association and the 
recently established EDFI MC are a promising start.  
 
In order to live up to their of role climate finance mobilizers in the financial system, it is 
important bilateral development finance institutions continue to strategically use their financial 
activities. For example, instead of following market prices, when interest rates increase 
development finance institutions can offer lower interests to renewable energy projects as to 
contribute to the climate mitigation targets. In addition, realizing climate mitigation goals in an 
equitable way, requires the banks to account for the risk of stranded assets, avoid debt pressure 
and geographically diversify their investments on the basis of climate vulnerability.   
 
6.4 Lessons learnt and recommendations 
 
The following will elaborate on lessons learnt regarding the role of European bilateral 
development finance institutions, particularly of the FMO, in climate mitigation. Based on the 
lessons learnt, recommendations are provided for the FMO specifically and for European 
bilateral development finance institutions more broadly.  
 
Using a political economy perspective, the study illustrates that who owns and controls the 
resources for development determines what this development looks like. The FMO is a western 
institution that, through its investments, policies and other types of involvement in developing 
countries, has a powerful role in shaping the climate mitigation pathways of these countries. In 
line with the dominant economic narrative in the west, their development approach imposes a 
capitalist economic model on recipient countries by relying on the leveraging of private 
investments to achieve climate targets. Discussing whether or not this turns out to be the most 
optimal approach goes beyond this thesis. Yet, what is learnt is that western economic thinking 
controls the allocation aspects of European development finance institutions’ financing. The 
general lack of transparency on the details of their investments, and particularly on the cost of 
borrowing, makes it difficult to determine whether their approach always benefits developing 
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countries. Therefore, a first recommendation to bilateral development finance institutions is to 
increase their transparency and level of disclosure.  
 
From a climate justice perspective, the FMO’s climate mitigation approach supports developing 
countries and respects their right to development. However, although the FMO’s investments 
in underserved markets are critical for developing countries, it was learnt this is primarily done 
via loans that are priced in accordance with commercial prices. The true benefit of such loans 
for the developing country can be disputed, as they can increase debt pressure on developing 
countries. This is especially problematic in the context of the Paris Agreement which calls for 
affordable, responsible and transparent climate financing. The use of loans as a financial 
instrument was found dominant amongst European development finance institutions. A second 
recommendation is therefore to increase the use of alternative financial instruments, such as 
grants.  
 
From the thesis’ findings it can also be learnt that the path towards reaching the Paris 
Agreement’s climate finance objectives is getting shape, since climate polices and 
methodologies are increasingly applied. However, although the Paris Agreement has set a clear 
mitigation target, it does not provide an implementation plan. In the case study on the FMO this 
was illustrated by the lack of a plan on how to deal with the transitioning of existing fossil fuel 
assets and the risk of future stranded assets. Yet, these are key issues in achieving equitable 
climate mitigation. Hence, the third recommendation is that development finance institutions 
should collectively set up clear transition and exit strategies for fossil fuel assets across their 
entire portfolio. In addition, strategies to avoid stranded assets should be developed to support 
and protect the recipient country that otherwise carries the risk of ending up with a stranded 
assets as a consequence of a development finance institutions’ investments.  
 
To reach the Paris Agreement’s climate mitigation target, efforts beyond reducing portfolio 
emissions are needed. Investments in renewable energy must be stimulated, which is what the 
development finance institutions already do. However, being at the eve of a phase that is 
decisive for the success of climate mitigation, more instrumental tools for stimulating 
investments in mitigation projects would be welcomed. Additional instruments can be, besides 
monetary penalties, positive incentives such as the allocation of scarce resources, like water, to 
a mitigation project which then becomes more attractive for investments. 
 
6.5 Future research directions  
 
The thesis pointed towards the following four future research directions. First, it would be 
insightful to understand what interest rates bilateral development finance institutions charge. 
They are not transparent about interest rates, which was a hurdle in this research. However, by 
conducting a deep analysis on a few specific projects and interviewing (past) borrowers might 
lead to more information. Knowing what interest rates are charged enables a better 
understanding of the distribution of benefits between the donor and recipient country. In 
addition, it can give deeper insights in how these institutions manage risk across their portfolio. 
For example, it would be interesting to know how they price high-risk loans and how this 
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compares to commercial bankers. Do they really provide financial additionality in a market or 
not? 
 
Second, future research may want to dive deeper into collective risk sharing of investments.  
For example, in the case of stranded asset risks, it would be interesting to understand how this 
risk can be allocated in a way that does not burden one actor. In addition, it would be interesting 
to understand how responsibilities in the transitioning of fossil fuel assets can be allocated 
amongst the asset owners and operators.  
 
Third,  this research did not analyze the motivations or drivers of private financial actors to 
invest in climate mitigation. However, when this is understood, it can be better assessed whether 
development finance institutions use an effective approach to leverage investments. This can 
provide more insights on how to advance development finance institutions’ strategies for 
increasing renewable energy investments. 
 
Fourth, the research has been dominated by a ‘structure’ approach to knowledge. It answered 
questions of how the structure of financing limits or constrains actors. Future research can focus 
on the agency side and dive into how receivers of the finance or other stakeholders navigate in 
the structure as described in this thesis. For example, it was found that recipient countries often 
deliberately choose a private sector loan that has a higher interest rate but gives them more 
freedom compared to public loans tied to certain policies.  
 
6.6  Limitations and reflection 
 
The thesis is subject to six limitations that should be acknowledged and reflected upon. First, 
the thesis only analyzed the FMO’s financial flows towards energy sectors, while the FMO also 
invests in agribusiness and financial institutions. These sectors can all, in their own way, 
contribute or hamper climate mitigation. Therefore, focusing in on one sector in the FMO’s 
portfolio could have shaped the outcomes of the research, as other investments important for 
climate mitigation are now disregarded.  
 
Second,  the small amount of interviews is a limitation to the research. More interviews with 
other development finance institutions, and especially with the FMO itself, would have been 
valuable to enrich and triangulate the data. In addition, interviews with partners and clients or 
other commercial investors could have benefitted the research to understand their perspective 
on the FMO’s operations. This might have provided insights on the incentives they would need 
in order to start investing in a renewable energy project for which the development finance 
institution wants to leverage investments.  
 
Third, using the FMO as a case study influenced the outcomes of the research to some extent, 
though not decisive. Even though the FMO is comparable to other European development 
finance institutions, they all hold unique characteristics as they are embedded in their own 
political environment. Moreover, the thesis analyzed climate mitigation policies, 
methodologies, approaches and financial flows that are specific to the FMO. While it was found 
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that the other European development finance institutions operate similarly, it is not known 
whether they all follow the same path towards climate mitigation as the FMO.  
 
Fourth, the theoretical framework that was used shaped the outcomes of the research. Using 
political economy and climate justice theory, the analysis was guided towards distribution 
issues. Other theories could have shaped the outcomes, for example, towards an in-depth 
discussion on governance systems or the trade-offs between environmental, social and 
economic development that are present in the operations of development finance institutions.  

 
Fifth, the FMO is still in its early stages of creating a Paris Aligned strategy. Some strategies 
and policies are in development or were not yet released when this research took place. As a 
consequence, the conclusions drawn in this thesis can become outdated when new policies are 
implemented. This relates to the sixth limitation. The global financial system is subject to a 
changing legal context. This follows from increased attention towards sustainable financing. 
However, while this thesis addressed the upcoming EU taxonomy for sustainable finance, it did 
not sufficiently cover the legal landscape. However, this has a great impact on the operations 
of development finance institutions. 
 
If I would redo the research, I would add more interviews and include deeper analyses on the 
other European bilateral development finance institutions. In fact, I would have used a multiple 
case study instead of a single case study in order to get a better understanding of the entire 
landscape. Moreover, I would narrow down the research scope by zooming in on a key issue 
that was found, for example on the transition management of fossil fuel assets. I took too long 
to explore the topic, which left me with unresolved questions. Due to travel restrictions from 
Covid-19 it was not possible to go into the field to study my topic. However, I believe not going 
to the field did not harm my research. While the field of international development studies is 
accustomed to doing field research in the global South, I realized this a bit outdated and not 
every thesis topic requires going abroad.  
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Accounting Approach 
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5f168b5f417f%2Fposition%2Bstatement%2Bon%2Bcoal.pdf
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Both Ends 
(2020) 

Input FMO Fossil Fuel 
Statement  
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FMO (1998) Agreement State-FMO 
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2/guaraproviitagreesfmoonov/a1040_Guarantee-provisions-in-
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FMO (2019) FMO impact model 
methodology 

https://www.fmo.nl/l/library/download/urn:uuid:d85800f8-
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+methodology+document+25+march+2019.pdf?redirected=1  

Energy for 
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https://www.energyforgrowth.org/memo/do-major-dfis-
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FMO (2020) News: Action towards 
green and inclusive 
recovery 

https://www.fmo.nl/news-detail/8379743e-ac23-4287-8ecc-
c20ea6f6e042/action-towards-green-and-inclusive-recovery  

FMO (2020) Disclosure Statement 
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https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source
=web&cd=&cad=rja&uact=8&ved=2ahUKEwiunODVkL3xA
hWuNOwKHRiJBuwQFjAAegQIAhAD&url=https%3A%2F
%2Fwww.fmo.nl%2Foperating-principles-for-impact-
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FMO  
(2017) 

General investment 
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https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source
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%2Fl%2Flibrary%2Fdownload%2Furn%3Auuid%3A1dec722
0-aac7-4220-8350-
c9d0e3774c87%2Fgeneral%2Binvestment%2Bcriteria.pdf%3
Fformat%3Dsave_to_disk&usg=AOvVaw2wMvXXi-
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FMO (2019) FMO Investor 
Presentation  

https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source
=web&cd=&cad=rja&uact=8&ved=2ahUKEwjmvNjyrL3xAh
XMCuwKHXosDFQQFjAAegQIAxAD&url=https%3A%2F
%2Fwww.fmo.nl%2Finvest-with-
us%2Ffunding&usg=AOvVaw1Hz9F2ZqbcfXSOOgRCuLCf  

FMO (2017) Annual report 2017 https://annualreport.fmo.nl/2017/  
FMO (2016) Annual report 2016 https://reporting.fmo.nl/FbContent.ashx/pub_1000/downloads/

v181120142816/2016%20FMO%20Annual%20Report.pdf  
FMO (2019) Annual report 2019 https://annualreport.fmo.nl/2019/FbContent.ashx/pub_1000/do

wnloads/v200330094723/2019%20FMO%20Annual%20Repo
rt.pdf  

FMO (2018) Annual report 2018 https://annualreport.fmo.nl/2018/  
FMO (2015) Annual report 2015 https://reporting.fmo.nl/FbContent.ashx/pub_1000/downloads/

v181120143155/fmo_annualreport2015_online.pdf  
FMO (2014) Annual report 2014 https://reporting.fmo.nl/FbContent.ashx/pub_1000/downloads/

v181120143954/FMO%20Annual%20Report%20and%20Acc
ounts%202014.pdf  



 80 

FMO (2013) Annual report 2013 https://reporting.fmo.nl/FbContent.ashx/pub_1000/downloads/
v210127143823/2013%20FMO%20Annual%20Report.pdf  

FMO (2012) Annual report 2012 https://reporting.fmo.nl/FbContent.ashx/pub_1000/downloads/
v210127143806/2012%20FMO%20Annual%20Report.pdf  

FMO (2011) Annual report 2011 https://reporting.fmo.nl/FbContent.ashx/pub_1000/downloads/
v210127143805/2011%20FMO%20Annual%20Report.pdf 

FMO (2021) Update Sendou  https://www.fmo.nl/news-detail/694da753-7bbf-41db-a79a-
e97fac99052e/update-sendou  

S&P (2019) Ratings Direct: 
Nederlandse 
Financierngs-
maatschappij voor 
Ontwikkelingslanden 
N.V.  

https://www.fitchratings.com/entity/nederlandse-
financierings-maatschappij-voor-ontwikkelingslanden-nv-
92944297  

Eurodad (2014) FMO Fact Sheet https://www.eurodad.org/development_finance_institution_fac
t_sheets  

FMO World map on website https://www.fmo.nl/worldmap  
FMO (2019) Private-Equity fund 

evaluation (2008 - 
2018) 

https://www.fmo.nl/private-equity-fund-evaluation  

FMO (2021) Statement 
Accountability Project 

https://accountabilityproject.org/wp-
content/uploads/2021/01/FMO-statement-on-report-
IAPFundeps.pdf  

 
Project details used in section 5.2: 
 

Project Link  
Ivory Coast (2019) https://www.fmo.nl/project-detail/56184  
Ivory Coast (2020) https://www.fmo.nl/project-detail/55932  
Senegal (2014) https://www.fmo.nl/project-detail/32089  
Senegal (2017) https://www.fmo.nl/project-detail/52283  
Bangladesh (2017) https://www.fmo.nl/project-detail/51298  
Bangladesh (2014) https://www.fmo.nl/project-detail/32711 
Sierra Leone (2016) https://www.fmo.nl/project-detail/49686  
Indonesia (2015) https://www.fmo.nl/project-detail/45312  
Ghana (2014) https://www.fmo.nl/project-detail/32373  

 
European Development Finance institutions recent annual reports: 
 

Organization Year Link 
FMO 2020 https://annualreport.fmo.nl/2020/FbContent.ashx/pub_1000/downloads/v2

10323201814/2020%20FMO%20Annual%20Report.pdf  
Deutsche 
Investitions- und 
Entwicklungs- 
gesellschaft (DEG) 

2020 https://www.deginvest.de/DEG-Documents-in-English/Download-
Center/DEG_JAB_2020_EN.pdf  

CDC 2019 https://assets.cdcgroup.com/wp-
content/uploads/2020/06/29214402/CDC_Annual_Review_2019_final_spr
eads.pdf  

Proparco 2019 https://www.proparco.fr/en/ressources/sustainable-development-report-
2019  

Simest 2019 https://www.simest.it/docs/default-source/simest/financial-statements-and-
reports-2019.pdf?sfvrsn=6566cabe_2  

Norfund 2020 https://www.norfund.no/annualreport-2020/  
BMI-SBI  Not available  
Österreichische 
Entwicklungsbank 
AG (OeEB) 

2019 https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&
ved=2ahUKEwiJi5Hk0K3xAhV5BmMBHYxiC1YQFjAAegQIAxAD&ur
l=https%3A%2F%2Fwww.oe-eb.at%2Fdam%2Fjcr%3Ab634c553-26ef-
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4f1e-a2fc-72b6c60419fc%2FOeEB-Annual-Report-
2019.pdf&usg=AOvVaw2GBCgYt2rZx_Og3VKbTXer  

Cofides 2019 https://www.cofides.es/sites/default/files/biblioteca/2020-07/activity-
sustainability-report-cofides-2019-english.pdf  

Belgian Investment 
Company for 
Developing countries 
(BIO) 

2020 https://www.bio-invest.be/files/BIO-invest/About-BIO/Annual-
Report/2019/BIOAnnualReport2019_Digital.pdf  

Finnfund 2020 https://www.finnfund.fi/wp-
content/uploads/2021/06/Annual_Review_2020.pdf  

Investment fund for 
developing countries 
(IFU) 

2020 https://www.ifu.dk/wp-content/uploads/2021/04/IFU-AR-2020-samlet-
16042021.pdf  

SIFEM 2017 http://mail.sifem.ch/fileadmin/user_upload/sifem/pdf/en/Reports/2017_An
nual_Report.pdf  

SOFID 2020 http://www.motioncreator.net/sofid/rc2020.pdf  
Swedfund 2020 https://www.swedfund.se/media/2490/swedfund-integrated-report-

2020.pdf  
 
Background documents:  
 

Organization Title Link 
UNFCCC News: Climate commitments 

not on track to meet paris 
agreement 

https://unfccc.int/news/climate-commitments-
not-on-track-to-meet-paris-agreement-goals-as-
ndc-synthesis-report-is-published  

UNFCCC Climate mitigation https://unfccc.int/topics/mitigation/the-big-
picture/introduction-to-mitigation  

International Energy 
Agency 

General website https://www.iea.org  

Federal public service 
finance (n.d.) 

General website https://finance.belgium.be/en/iefa/topics/bilatera
l/bmisbi  

UNFCCC (2021) Report on climate goals https://unfccc.int/news/climate-commitments-
not-on-track-to-meet-paris-agreement-goals-as-
ndc-synthesis-report-is-published  

UNFCCC (n.d.) Process and meetings: The 
Paris Agreement 

https://unfccc.int/process-and-meetings/the-
paris-agreement/the-paris-agreement  

IPCC (2018) Global warming of 1.5 C https://www.ipcc.ch/sr15/  
CBR (2019) Dutch Trade in Facts and 

Figures 
https://www.cbs.nl/en-
gb/publication/2019/37/dutch-trade-in-facts-
and-figures-2019  

Ministerie van 
Financien (2019) 

Jaarverslag Beheer 
Staatsdeelnemingen 2019 

https://www.rijksoverheid.nl/documenten/kamer
stukken/2020/06/16/jaarverslag-beheer-
staatsdeelnemingen-2019  

Ministerie van 
Buitenlandse zaken 
(2018) 

Theory of Change Private 
sector Ontwikkeling 

https://www.rijksoverheid.nl/documenten/public
aties/2018/11/08/theory-of-change-
ontwikkelingssamenwerking  

Eurodad (2014) FMO Fact Sheet https://www.eurodad.org/development_finance_
institution_fact_sheets  

ODI (2011) Role of development Finance 
institutions in tackling global 
challenges 

https://odi.org/en/publications/the-role-of-
development-finance-institutions-in-tackling-
global-challenges-2/  

German Watch  General website https://germanwatch.org  
UNCTAD (2021) SDG Pulse https://sdgpulse.unctad.org/debt-sustainability/  
International panel on 
climate change 

Website https://www.ipcc.ch  

ODI (2015) Multilateral development 
banks: A short guide 

https://odi.org/en/publications/multilateral-
development-banks-a-short-guide/  

Climate action General website https://www.climateaction.org/climate-leader-
papers  
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IFI Partnership (2021) Towards common standards 
for impact measurement and 
reporting 

https://indicators.ifipartnership.org/wp-
content/uploads/2021/03/Towards-Common-
Standards-for-Impact-Measurement-and-
Reporting-for-March-16.pdf  
 

UNPRI (n.d.) EU Sustainable Finance 
Taxonomy  

https://www.unpri.org/policy/eu-sustainable-
finance-taxonomy  

 
Appendix B: Overview of interviewees  
 

Code of interviewee Type of organization the 
interviewee represents  

Date of 
interview 

Location 

Interviewee 1 (I1) Civil Society Organization  05.05.2021 Online 
Interviewee 2 (I2) The FMO  07.05.2021 Online 
Interviewee 3 (I3) Civil Society Organization  01.06.2021 Online 
Interviewee 4 (I4) Ministry of Finance  11.06.2021 Online 
Interviewee 5 (I5) Researcher Energy Transitions  04.11.2020 Online 
Interviewee 6 (I6) Civil Society Organization  18.11.2020 Online 
Interviewee 7 (I7) Experienced development banker  17.06.2021 Online 

 
Appendix C: Missions, strategies and mandates of European BDFIs 
 

FMO: 
Since 1970 we have been the driving force behind investments empowering entrepreneurs in 
emerging markets. We invest with the aim of enhancing local prosperity in places where this is 
needed most. We focus on underserved markets in key sectors for development, taking risks that 
few others are willing to take.  
FMO's mandate is to provide long term capital for projects in countries in which commercial 
investors do not yet dare to invest. 
Mission: We empower entrepreneurs to build a better world. 
DEG:  
DEG aims to promote social justice as well as ecological and economical sustainability through their 
activities. They state to actively promote human rights and contribute to a fair globalization. Their 
approach to achieving this is promoting private entrepreneurial initiatives in future markets. 
Together with its customers and partners, they develop solutions for stable growth. DEG also aims 
to advise clients and provide them access to their international network. They do so to generate 
sustainable income, have developmental impact and support German SMEs. 
CDC group: 
CDC helps solve the biggest global development challenges by investing patient, flexible capital to 
support private sector growth and innovation.  
It is the world’s first impact investor with over 70 years of experience of successfully supporting 
the sustainable, long-term growth of businesses in Africa and South Asia.  
CDC is a UK champion of the UN’s Sustainable Development Goals – the global blueprint to 
achieve a better and more sustainable future for us all.  
 
Their objective is to support growth and jobs and to make a financial return, which they reinvest 
into more businesses. In this way, they use their capital over and over again to help create the jobs 
and economic stability that will enable countries to leave poverty behind. 
Proparco: 
Proparco, the private sector financing arm of Agence Française de Développement (AFD), has been 
working to support development in Southern countries for 40 years. It plays a key role in AFD 
Group and the French cooperation mechanism: financing and support for projects led by companies 
and financial institutions in developing and emerging countries – from SMEs to regional banking 
groups, including microfinance institutions. 
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PROPARCO’s mission is to be a catalyst for private investment in developing countries which 
targets growth, sustainable development and reaching the Millennium Development Goals (MDGs). 
Simest: 
SIMEST was set up in 1991 to promote foreign investments by Italian companies and to provide 
technical and financial support to investment projects. 
In particular, SIMEST supports businesses in their growth over the entire internationalization 
lifecycle, from the initial assessment of new markets to the expansion through direct investments.  
 
Invests in wide ranging sectors that can support international expansion of Italian business.  
Nordfund:  
Our mission is to create jobs and to improve lives by investing in businesses that drive sustainable 
development. 
Norfund’s mandate is to assist in building sustainable businesses and industries in developing 
countries. We do this by providing equity capital and other risk capital. We contribute to economic 
and social development by helping to build sustainable businesses that would not otherwise be 
initiated because of the high levels of risk involved. 
BMI-SBI 
After 50 years of existence, it is BMI-SBI’s continued mission to support Belgian companies to 
optimize their presence abroad with adequate financing. 
Invests in any sector that can positively impact Belgian exports and employment. 
OeEB: 
We are a wholly-owned subsidiary of Oesterreichische Kontrollbank (OeKB). As a private stock 
company with a public mandate, we provide financing at near-market conditions, but we can take 
on more economic risk than commercial banks. We acquire a financial interest in companies in 
developing countries and emerging markets and strengthen the developmental effects with collateral 
measures, our Business Advisory Services. 
 
As a development bank with the mandate or mission to finance sustainable investments in the private 
sector of developing countries, we are one of a diverse range of actors in Austrian development 
policy whose activities complement each other. We also take Austrian foreign policy and foreign 
economic interests into account in our work. 
Cofides: 
Mission: To contribute to the internationalization of companies and the Spanish economy and 
promote the economic and social development of developing or emerging countries. 
Vision: To be the government’s main public-private instrument promoting direct and indirect 
investment abroad and financing sustainable development; also to be Spain’s public-private venture 
capital specialist abroad. 
BIO: 
BIO operates according to a commercial logic inherent to its status and its development finance 
mission. 
 
The mission of the Belgian Investment Company for Developing countries (BIO) is to support a 
strong private sector in developing and emerging countries, to enable them to gain access to growth 
and sustainable development within the framework of the Sustainable Development Goals. 
Finnfund: 
Finnfund’s mandate is to finance companies in challenging environments where, for example, the 
state is often not able to ensure realization of human rights.  
 
The strategy states that Finnfund’s mission is to build a sustainable world by investing in responsible 
businesses in developing countries. The company’s vision is to be a respected partner and a 
frontrunner in impact among European development finance institutions. 
IFU: 
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The Investment Fund for Developing Countries, or IFU from its Danish initials, provides risk capital 
and advice to companies wanting to do business in Africa, Asia, Latin America and parts of Europe. 
IFU is a self-governing state fund with the purpose of promoting economic and social development 
in developing countries. Investments are made on commercial terms in the form of share capital and 
loans to project companies. Advice is provided from IFU’s head office in Copenhagen and on 
location through regional offices in Asia, Africa, Latin America and Central and Eastern Europe. 
 
IFU’s mandate was changed as of 31 December 2016, so that IFU is no longer tied to Danish 
companies or a Danish interest.  
SIFEM: 
The Swiss Investment Fund for Emerging Markets is the development finance institution of the 
Swiss Confederation. SIFEM promotes long-term, sustainable and broad-based economic growth in 
developing and emerging countries by providing financial support to commercially viable small and 
medium-sized companies (SMEs) as well as fast-growing enterprises which in turn helps to create 
secure and permanent jobs and reduce poverty.  
SOFID: 
Created in 2007 with the mission to contribute to the sustainable development of the countries with 
less developed economies, linked with the general strategy for the Portuguese cooperation and the 
Official Development Assistance (ODA). 
By offering financial products and services to private and public companies (as long as they are 
commercially managed), SOFID has to contribute to the increase of productive and commercial 
relations between Portugal and emerging and developing countries in order to boost their economic 
and social progress.  
 
Mission: The SOFID must focus its effort on financing solid internationalization projects that bring 
benefits to the recipient economies.  
Swedfund: 
Their mission is to combat poverty by investing in and develop sustainable business in the world’s 
most challenging markets. 
 
They aim to contribute to the goals of Sweden’s politics for global development (PGU). They should 
participate to financially, socially and environmentally sustainable investments, which create better 
living conditions for people living under poverty and suppression. 
 

 
Appendix D: EU Taxonomy Climate Change mitigation 
 
EU climate mitigation objectives 
In establishing thresholds for Taxonomy screening criteria, the TEG understands climate change 
mitigation objectives to mean net-zero emissions by 2050 and a 50–55% reduction by 2030,22 
consistent with the commitments under the EU Green Deal.  

To reach these goals, the TEG recognizes that sectors already at near-zero carbon levels must be 
expanded, and heavily emitting sectors must rapidly decarbonize. In order for an economic activity 
to be considered as substantially contributing to climate change mitigation, it must demonstrate 
consistency with medium- and long-term climate goals.  

To establish transition pathways for heavily emitting sectors for which low-carbon solutions are not 
available, consistent with these goals, the TEG adopted two principles:  

1. ensuring no lock-in of assets inconsistent with these goals, and  
2. environmental performance well above the sector average.  
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This is discussed in more detail below, and further explanation of the underlying assumptions on 
sectoral transition pathways and implications for activity thresholds are provided in the preamble 
text for each economic sector in the Technical Annex. The TEG expects that the criteria for all 
economic activities will be reviewed periodically to ensure that they continue to be aligned with the 
EU climate change mitigation goals.  

Substantial contribution to climate mitigation 
Near-zero and transition activities  

For the purposes of paragraph 1, an economic activity for which there is no technologically and 
economically feasible low carbon alternative, shall be considered to contribute substantially to 
climate change mitigation as it supports the transition to a climate-neutral economy consistent with 
a pathway to limit the temperature increase to 1.5 degrees Celsius above pre-industrial levels 
including by phasing out greenhouse gas emissions, in particular from solid fossil fuels, where that 
activity:  

I. has greenhouse gas emission levels that correspond to the best performance in the sector or 
industry;  

II. does not hamper the development and deployment of low-carbon alternatives; and  
III. does not lead to a lock-in in carbon-intensive assets considering the economic lifetime of 

those assets.  

For the purpose of this paragraph and the establishment of technical screening criteria in 
accordance of Article 14, the Commission shall assess the potential contribution and feasibility of 
all relevant existing technologies.  

The TEG believes this formulation is consistent with its June 2019 Technical Report, where we 
outlined three sub-categories of substantial contribution to climate change mitigation (section 6.4):  

1. Activities that are already low carbon (i.e., activities associated with sequestration or very 
low and zero emissions). These activities require capital to increase their development and 
wider deployment. The technical screening criteria for these activities are likely to be stable 
and long-term. At the time, these were called ‘green’activities.  

2. Activities that contribute to a transition to a net-zero emissions economy in 2050 but are 
not currently close to a net-zero carbon emissions level. These activities are critical to the 
economy but must significantly enhance their performance beyond the industry average, 
without lock-in to carbon-intensive assets or processes. The technical screening criteria for 
these activities will be subject to regular revision, approaching zero over time. At the time, 
these were called ‘greening of’ activities. 

3. Activities that enable low-carbon performance or enable substantial emissions reductions. 
At the time, these were called ‘greening by’ activities. They are now called enabling 
activities.  

At an individual economic activity level, the regulation indicates that to avoid lock-in, the 
environmental performance of the activity must not persist at levels incompatible with 
environmental goals over the economic lifespan of the activity.9 

                                                

9  Lock-in, and carbon lock-in, are established terms in environmental economics, but refer to market-wide dynamics, as opposed to individual economic activities. 
Erickson et al (2015) define carbon lock in as follows: The term 'carbon lock-in' refers to the tendency for certain carbon-intensive technological systems to persist over 
time, 'locking out' lower-carbon alternatives, and owing to a combination of linked technical, economic, and institutional factors. These technologies may be costly to build, 
but relatively inexpensive to operate and, over time, they reinforce political, market, and social factors that make it difficult to move away from, or 'unlock' them. As a result, 
by investing in assets prone to lock-in, planners and investors restrict future flexibility and increase the costs of achieving agreed climate protection goals.  
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Exclusion of solid fossil fuels  
 
In the TEG’s Technical Report (June 2019), we stated: The transition to a low carbon economy will 
involve phase-out of some economic activities, such as unabated fossil fuel-based power generation. 
While there may be some short-term advantages to reducing the environmental harm caused by these 
activities, the TEG considers that these cannot be considered to make a ‘substantial’ contribution to 
climate change mitigation. The EU Taxonomy should therefore exclude activities which would 
ultimately undermine climate change mitigation objectives if their operation was locked in for the 
long term. Including such activities in a sustainability-oriented Taxonomy would send inappropriate 
signals regarding their long-term contribution to climate objectives. Activities that were identified as 
failing this principle in the TEG work to date include renovations to transport facilities or buildings 
(including storage) that are dedicated to fossil fuels and may create lock in of these assets for fossil 
fuel purposes.  

TR Article 14(2a) states: The technical screening criteria referred to in paragraph 1 shall ensure that 
power generation activities that use solid fossil fuels are not considered environmentally sustainable 
economic activities.  

Furthermore, Article 6(1.b) states that improvement in energy efficiency in power generation 
activities referred to in Article 14(2a) cannot be considered to make a substantial contribution to 
climate change mitigation. Article 6(1a(new) sets out the conditions under which an economic activity 
may be considered to contribute to a transition (discussed above).  

With respect to fossil fuels, including liquid and gaseous fuels, the TEG’s view remains:  

• Activities related to dedicated storage and/or transportation of any fossil fuels, including 
gaseous or liquid fossil fuels, should not be considered as making a substantial contribution 
to climate change mitigation, as this risks leading to lock-in which would undermine Article 
6(1a). 

• Energy generation from gaseous or liquid fossil fuels should only be considered to make a 
substantial contribution to climate change mitigation where it meets the technical screening 
criteria, which we recommend be set at <100 g CO2e/ kWh reducing in five-year 
increments to 0 g CO2e/kWh by 2050. The implications of this are discussed further in the 
energy sector commentary.  

Avoiding significant harm to climate change mitigation 
 
The majority of economic activities covered in the TEG’s June report had technical screening 
criteria to demonstrate a substantial contribution to climate change mitigation. They were 
accompanied by technical screening criteria for avoiding significant harm to the other environmental 
objectives: climate change adaptation, pollution prevention and control, water and protection of 
marine resources, a circular economy, resource efficiency and recycling, and protection of 
ecosystems. The Taxonomy Regulation framework recognizes that an economic activity may also 
make a substantial contribution to one or more of these other environmental objectives.  
 

 
Appendix E: Mention of SDGs or PA in EU DFIs’ annual reports 
 

Institution SDGs Paris Agreement 
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FMO We believe in a world in which, in 
2050, more than 9 billion people live 
well and within the means of the 
planet’s resources. To achieve this, 
we need to overcome the global 
challenges highlighted by the 17 UN 
Sustainable Development Goals.  
(annual report, 2019, p. 37) 

“In 2019, FMO signed the Dutch Climate 
Accord, a major initiative in The Netherlands 
to achieve the goals of the Paris Agreement.” 
(Annual report, 2019, p. 20) 

DEG SDGs as part of business model 
(annual report, 2020, p. 18) 

No mention  

CDC 
Group 

“We invest to make a lasting 
difference to people’s lives, 
in line with our overall commitment 
to all the SDGs, beginning with Goal 
1 on poverty. We target a wide range 
of global issues, and people 
experience our impact primarily 
through more and better jobs and 
opportunities (SDG 8); access to 
basic goods and services such as 
food, health, education and 
power (SDGs 2, 3, 4 and 7); and our 
action on climate change (SDG 13) 
and gender equality (SDG 5)”. 
(annual report, 2019, p. 11) 

“We’re aligning our investment strategy with 
the goals of the Paris Agreement.”  (Annual 
report, 2019, p. 19) 
 

Proparco Proparco is guided by this vision of 
supporting these countries toward 
more sustainable and equitable 
models, equal to the ambitions of the 
2030 Sustainable Development 
Agenda and the Paris Climate 
Agreement.  
(Annual report, 2019, p. 4) 
 

Proparco is guided by this vision of supporting 
these countries toward more sustainable and 
equitable models, equal to the ambitions of the 
2030 Sustainable Development Agenda and 
the Paris Climate Agreement.  
(Annual report, 2019, p. 4) 
 

Simest No info No info 
Norfund “Our mission and strategy for 2019-

2022 are based on the UN Sustainable 
Development Goals.” 
(Annual report, 2020, p. 131) 

“By reduction, we mean reducing or avoiding 
emissions to enable the transition to an energy 
system aligned with the Paris Agreement” 
(Annual report,  2020, p.  158) 
 

BMI-SBI No info No info 
OeEB “OeEB’s projects contribute towards 

the achievement of the Sustainable 
Development Goals (SDGs), particu- 
larly SDG 1 (fighting poverty in all 
its forms), 7 (access to sustainable 
energy), 8 (sustainable economic 
growth), 13 (combating climate 
change) and 17 (global partnership 
for sustainable development).”  
(annual report, 2019, p. 2). 

“At the Paris climate conference, Austria 
committed to provide at least half a billion 
euros for climate finance between 2015 and 
2020. OeEB sees a comparative strength in its 
ability, through the instruments at its disposal, 
to contribute to this climate financing goal in a 
particularly efficient and effective manner.”  
(annual report, 2019, p. 11) 
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Cofides “In all its endeavours, COFIDES 
purposes to be a loyal 
and pro-positive partner compliant 
with the Sustainable Development 
Goals (SDGs)” 
(Annual report, 2019, p.7) 

No mention 

BIO “Impact investing is how BIO 
supports and actively contributes to 
the UN’s Sustainable Development 
Goals.”  
(Annual report, 2019, p. 1) 

No mention 

Finnfund Finnfund’s strategy guides us to 
invest in business projects which 
contribute to the Sustainable 
Development Goals (SDGs)  
(annual report, 2020, p. 20) 

No mention 

IFU “IFU’s Sustainability Policy is the 
foundation that 
sets out IFU’s commitment to invest 
in sustainable development and to 
contribute to the realization of the 
Sustainable Development Goals 
(SDGs)” 
(annual report, 2020, p. 23) 

“In November 2020, we joined the other 
European Development Finance Institutions 
(EDFIs) in a commitment to align all new 
financing decisions with the objectives of the 
Paris Agreement by 2022 and to ensure that 
our portfolio will demonstrate net zero 
emissions by 2050 at the latest. These 
commitments are in line with IFU’s Climate 
Policy”  
(Annual report, 2020, p. 3) 

SIFEM [SIFEM is part of] “EDFI [that] is an 
European association of 15 bilateral 
institutions operating in emerging 
markets and developing economies 
and mandated by their governments 
to:  
• Foster growth in sustainable 
businesses; 
• Help reduce poverty and improve 
people's lives; and 
• Contribute to achieving the 
Sustainable Development Goals” 
(Annual report, 2017, p. 15) 
 

No mention 

SOFID “The year 2020 is marked by a joint 
effort in this direction. The first 
approach was to face the health crisis, 
but also its economic and social 
consequences, with the 
defense of the value chains and 
business fabrics of the most fragile 
economies. In this context, SOFID 
laid the foundations for a strategy 
where its contribution would become 
visible for the United Nations 
Sustainable Development Goals and 
the Paris Agreement”. 
(annual report, 2020, p. 10) 

“The year 2020 is marked by a joint effort in 
this direction. The first approach 
was to face the health crisis, but also its 
economic and social consequences, with the 
defense of the value chains and business 
fabrics of the most fragile economies.In this 
context, SOFID laid the foundations for a 
strategy where its contribution would become 
visible for the United Nations Sustainable 
Development Goals and the Paris Agreement”. 
(annual report, 2020, p. 10) 
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Swedfund “There is a clear link between our 
new mission goals and the UN's 
Sustainable Development Goals. Our 
work will contribute to long-term 
sustainable results” (annual report, 
2020, p.  12). 
 

“Combating the consequences of climate 
change and poverty goes hand in hand, and 
Swedfund’s ambition is thus to contribute to 
fulfilment of the Paris Agreement” 
(annual report, 2020, p.  70).  

 
Appendix F: FMO Transition criteria for direct investments in liquid or gaseous fossil 
fuels 

A. Transition Criteria for Gas-based power generation 
A.i.  The country of investment faces challenges in terms of access to energy, access reliability 
or grid stabilization (e.g., management of demand, intermittent generation, ancillary services, or 
the peak); AND  
A.ii.  The country of investment is a Least Developed Country (LDCs) or Sub-Saharan African 
country classified as Low-Income Country (LIC); AND  
A.iii.  There is no economically and technically viable renewable energy alternative to ensure 
flexible non- intermittent power; AND  
A.iv.  The investment is consistent with the objectives of the Paris Agreement (“Paris-aligned”) 
and with the decarbonization trajectory of the sector or country; AND  
A.v.  The lowest emission gas generation technology available is to be chosen, considering 
sector needs and efficiency rates. Note that, when possible, combined cycle gas turbines 
(CCGTs) will be the preferred option, due to their efficiency.  

B. Transition Criteria for Distributed Energy   
For direct investments in distributed power generation solutions (off-grid, mini-grid, and 
commercial & industrial (C&I) hybrid), we require a minority share (<50%) of power generation to 
be from fossil fuels, the remaining being from renewable energies and batteries. The majority of 
“expected” generation should come from renewables (i.e., actual wind solar production may differ 
per year based actual wind and sun hours). We encourage clients to transition to renewable 
alternatives for direct investments in industrial distributed energy solutions for non-power purposes.  
C. Transition Criteria for Transmission & Distribution (T&D)  
FMO may invest in new or existing transmission lines that are necessary to link 100% gas-based 
power generation (which meets the transition criteria A for gas-based power generation, as per 
above) to the electricity grid.  

 
Appendix G: German Watch climate risk index 
 

Country  Level of climate risk scale 1-5 In FMO’s portfolio? 
Puerto Rico 5 No 
Myanmar 5 Yes 
Haiti 5 Yes 
Philippines 5 Yes 
Pakistan 5 Yes 
Vietnam 5 Yes 
Bangladesh 5 Yes 
Thailand 5 Yes 
Nepal 4 Yes 
Dominica 4 No 
Madagascar 4 Yes 
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Cambodia 4 Yes 
Fiji 4 No 
Mozambique 4 Yes 
France 4 No 
Guatemala 4 Yes 
India 3 Yes 
Germany 3 No 
Portugal 3 No 
The Bahamas 3 No 
Grenada 3 No 
Sri Lanka 3 Yes 
Oman 3 No 
Afghanistan 3 Yes 
El Salvador 2 Yes 
Italy 2 No 
United States 2 No 
Bolivia 2 Yes 
Spain 2 No 
Russia 2 No 
Croatia 2 No 
Belize 1 No 
Australia 1 No 
Switzerland 1 No 
Romania 1 No 
Zimbabwe 1 Yes 
Kenya 1 Yes 
Vanuatu 5 No 

 
 


