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A previous booklet entitled Towards a Multidimensional Vulnerability Index, col-
lected six policy briefs that preceded and accompanied the development of a
vulnerability index at the United Nations. This index, commonly known as the MVI
(Multidimensional Vulnerability Index), was developed by a high-level panel set
up for the purpose.’ FERDI, which had published numerous works on the subject
and had provided the lead authors of the United Nations report used to guide
the work of the panel?, then made a major contribution to the drafting of the re-
port itself through the technical support provided throughout its preparation by
Dr Laurent Wagner and Dr Sosso Feidouno, although they were not responsible
for the entire report. They are both involved in the reflections contained in this
book, as it more particularly appears in several chapters they co-authored.

The problem now is how this index can be used effectively to improve interna-
tional financing for development, which was the main goal initially pursued. For
several years, FERDI has supported the call for the use of a structural vulnerability
indicator in the allocation of aid. The adoption of the MVI by the United Nations
and the invitation made to financial institutions to move in this direction led FER-
DI to continue its reflection in this area without delay, in order to show how the
index adopted by the United Nations General Assembly (UNGA) - provided that it
is adapted to the needs of users - could this time be adopted by them.

This book brings together twelve policy briefs, covering three complementary
themes.

The first part deals with the index itself: it starts with a commentary on the index
promoted by the UNGA, showing how it should be adapted to be acceptable and
usable by the international financial institutions (IFls); It then highlights the value
of a “continuous” approach, in which financial contributions can be modulated
through a (“discontinuous”) approach that seeks to directly define groups or cat-
egories of countries according to their level or form of vulnerability; it also shows

1. . United Nations (2021) Possible Development and Uses of Multidimensional Vulnerability Indices, Analysis and
Recommendations, report prepared by UN-OHRLLS under the direction of Tishka Francis and Sai Navoti,
with Patrick Guillaumont and Laurent Wagner as lead authors.

2. . United Nations (2024) High-Level Panel on the Development of a Multidimensional Vulnerability Index: Final
Report, New York, United Nations, 120 p.



how such an index (in this case adapted) can be used by a donor country in a
bilateral context to define a list of “priority countries”

The second part, which forms the heart of the book, explores the reasons of
equity, efficiency and transparency for which the use of a structural vulnerability
index would make it possible to improve access to concessional financing from
the multilateral development banks, by modifying not only the rules of access to
this financing, but also and above all its allocation between countries, and how a
PVBA could replace the PBA.

Leaving behind the ex ante perspective of the previous section, the third part
considers how ex post a multidimensional vulnerability index can be used to as-
sess the selectivity of aid, i.e. the extent to which vulnerability is effectively tak-
en into account by the donor in allocating resources. In particular, it involves the
method proposed for comparing the actual behaviour of bilateral donors and
multilateral donors, in particular the multilateral development banks, thereby re-
vealing the lack of a vulnerability index in their allocation formula. A final note
shows the use that can be made of the structural vulnerability index in the analy-
sis of countries’ structural transformation processes.

Lastly, one brief annex reproduces the text of a speech given recently at the
United Nations, that provides a summary presentation of the ideas presented in
the previous chapters.



The Multidimensional Vulnerability Index
Under the Lights: For What Purpose?”

It has been a long road to arrive at the Multidimensional Vulnerability Index,
now known as MVI. For more than 30 years, Small Island Developing States (SIDS),
at international meetings dedicated to them, notably in Mauritius in 2005 and
Samoa in 2014, have been calling for an index that would show their high vulner-
ability and could be used to channel more resources to them. The impetus for
the development of such an index was given by UN General Assembly Resolution
75/215 in December 2020 inviting its Secretary-General to make recommenda-
tions to establish a “Multidimensional Vulnerability Index for Small Island States,
including its potential finalization and use”.

The first outcome of this resolution was the preparation and publication of a
report prepared by UN-OHRLLS as part of its mandate to coordinate the SAMOA
Pathway? and entitled Possible Development and Uses of Multidimensional Indices.
Analysis and Recommendations (United Nations, December 2021).

This report reviewed the existing indicators similar to an MVl and set out the cri-
teria that the MVI should be met. In addition to the criteria that any composite in-
dicator must meet, i.e. the availability and statistical reliability of its components
on the one hand, and its clarity and transparency on the other, three essential and
specific criteria were put forward: (i) be multi-dimensional by covering the three
dimensions, economic, environmental and social; (i) be universal, i.e. cover all cat-
egories of developing countries and not only small island states, which was the
condition for being able to compare the vulnerability of these countries with that
of others; (iii) to be separable in its components between the factors that were
truly exogenous in relation to the present policy, factors also known as structural
factors, and those that depend on this policy, which was on the condition that

1. This text, originally published as a policy brief, was contributed by Sosso Feindouno. See also: Guillaumont
P.(2024) “The Multidimensional Vulnerability Index under the lights: for what purpose?”, FERDI Policy Brief
B270, July.

2. As noted by the report “Patrick Guillaumont and Laurent Wagner are the lead authors of this report under
the direction of Tishka Fancis and Sai Navoti”.
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the exogenous or structural part could be used as a criterion for the allocation of
external resources, without moral hazards.

These three essential principles that underpin the MVI were included in the
roadmap given by the President of the General Assembly to the High-level Pan-
el that was established to develop a multidimensional vulnerability index. This
panel of 12 members chosen from the names proposed by the States met for 18
months from the beginning of 2022. Its report was released in the fall of 2023 and
its final version published in February 2024 as the High-Level Panel on the Develop-
ment of a Multidimensional Vulnerability Index (United Nations, 2024), referred to
here as HLPMVI.

The panel should be congratulated for the important and outstanding work done
both conceptually and statistically. This work is an essential reference for researchers
and policy makers who are concerned about the structural vulnerability of countries
and wish to take it into account in their work or decisions. However, there does not
appear to be a full consensus on the outcome, nor does it appear to be able to be
used as such to allocate more resources according to the vulnerability of countries.
In order to assess the use that can be made of the HLP MV, it should be noted both
that its analysis of vulnerability factors meets the criteria set out above, but also
includes few debatable choices. These choices explain some anomalies found in
the ranking of countries, which have attracted various criticisms both within and
outside the United Nations, and may jeopardize the use of the index, at least in
its current form, by international funding sources. As the report is based on a dis-
tinction between structural factors of vulnerability and structural factors of lack
of resilience, we consider these two parts of the report in turn before presenting
some remarks on its results and the use that can be made of them.

>

Compliance with the three criteria of multidimensionality, universality, and exog-
eneity seems to have been a constant concern of the authors during the drafting
of the report. The scope of the three dimensions (economic, environmental, and
social) can certainly be defined in various ways. Rather than a classification accord-
ing to the source of the shocks, a classification according to their manifestation
(economic, environmental, and social) was preferred, which proved to be relevant.

The principle of universality has been fairly well respected, despite the fact that
the index was built at the request of Small Island Developing States. The pressure

3. We highlighted with Laurent Wagner the scope of these three criteria, in Guillaumont and Wagner (May
2022), after presenting them to the panel at its opening session.



to have an index that is of primary concern to them has given way to the obvious
fact that, in order to serve these countries as a priority, their vulnerability must be
comparable in a fair manner with that of other countries. However, LDCs, perhaps
not sufficiently involved in the development of the index, expressed some reser-
vations about the reliability and true universality of the index.

The principle of multidimensionality of the index has itself been well respected,
even if the indicators of the social dimension have failed to integrate the recur-
rent domestic violence which is a structural component of the fragility of States.
The coherence of the two principles of universality and multidimensionality has
been ensured through the use, relevant although sometimes misunderstood, of
a quadratic average to aggregate the indices of the various dimensions of vulner-
ability% this kind of average is what makes it possible to highlight a significant
vulnerability specific to a country in a given dimension, for example anisland or a
semi-desert, even if it is low in the other dimensions.

The exogenous criterion was the most difficult to meet, as the boundary could
sometimes seem uncertain between what is a matter of present policy and what
is due to past policies, which is inherited by the current governments and con-
stitutes for them a structural factor. But it is an essential criterion for the index to
be used as a criterion for the international allocation of concessional resources,
without creating a moral hazard problem (i.e. without creating an incentive in a
recipient country to increase its vulnerability): in case of doubt, the right way to
draw the line between what should or should not be considered structural was to
ask whether it is logical that an increase in the level of the component indicator
envisaged should lead to an increase in the level of aid to a country. It is for this
reason, for example, that income inequality should rightly not be includeds (and
not, as stated in the report, due to a lack of statistics).

In this regard, there was a discussion on the desirability of including the export
rate of goods and services as a component of economic vulnerability. This vari-
able, included in the preliminary version, was ambiguous, because both struc-
tural and the expression of an openness policy. So it was opportunely removed
from the final version, but it could just as opportunely have been retained as a
multiplicative variable of the instability of exports of goods and services, an un-
disputed structural factor of vulnerability, the impact of which depends on the
exposure of countries to this type of shock, i.e. the export rate. On a related sub-
ject, it is surprising that the instability in migrants’ remittances, a major source of
foreign exchange earnings for some countries, has not been considered in the
same way as exports of services, itself weighted by the share of these flows in
domestic product. These are details among others, not undermining the HLP MVI.

4. Recommended and applied by FERDI for several years (cf. Guillaumont, 2022a).
5. Cf. Guillaumont, 2022b.
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>

While the analysis of structural vulnerability in its three dimensions is generally
satisfactory, the same cannot be said for resilience, which is referred to in the re-
port as structural resilience. The treatment of resilience in HPLMVI raises several
important issues.

The first is the result of the artificial symmetry that the report sought to intro-
duce between the three dimensions of structural vulnerability and the supposed
dimensions of structural lack of resilience.

Resilience, which is the country’s ability to cope with shocks, is partly structur-
al and partly attributable to the country’s policy. As far as the structural part is
concerned, there is no reason to take up the distinction between the three di-
mensions of structural vulnerability (economic, environmental and social) and
to match them with three “similar” dimensions of structural resilience. The main
structural factors of resilience (infrastructure and human capital) are essentially
the same regardless of the kind of shock, and there is no clear logic in the division
of components between the three dimensions.

Moreover, the way in which the components of structural resilience were aggre-
gated was based on a quadratic average, as for the average of the components of
structural vulnerability, without any reason to operate in this way: the quadratic
average was appropriate for structural vulnerability because, as has been point-
ed out, its different components are not perfectly substitutable for each other,
whereas they are for structural resilience, especially since, as we have just indi-
cated, the boundaries between these three arbitrarily assumed dimensions are
uncertain. In short, if a structural resilience indicator were to be introduced in the
MV, it would have been more relevant to do it whether as a fourth dimension,
or as a multiplicative coefficient of structural vulnerability (both solutions are
included in the Commonwealth Universal Vulnerability Index, which also clearly
distinguishes between structural resilience and “policy” resilience and measures
the latter by a specific index).

Another problem, linked to this artificial symmetry, is the number of indicators
chosen on the resilience side, which was chosen equal to the number of structural
vulnerability indicators, i.e. 13, which brings the total number of indicators to be
manipulated to construct the index to 26. This is a far from the recommendation of
simplicity and transparency contained in the UN report of December 2021, prior to
the establishment of the HLP. The parsimony of a composite indicator determines
its transparency. And, if the objective is to have an indicator that can be used in a
formula for allocating concessional funds by multilateral banks, a high number of
components will be seen as an obstacle, as already heard from these institutions.



In order to ensure that the MVl is likely to be used for allocation, the number of
components covered by the lack of structural resilience should be reduced by first
removing those components that cannot be considered really independent of the
current policy and will never be used as arguments for increasing the allocation
of funding. The most obvious is the low proportion of women in parliaments (in-
dicator 26). But other components fall under the same criticism: which institution
will agree to allocate more to a country that is reducing its forest cover (indicator
20) or even decreasing its investment rate (indicator 16)?

Finally, the treatment of resilience in the HLP MVI could have been lightened not
only by removing those components that are not clearly exogenous, but also by
merging elements that could find their place in structural vulnerability as well as
in the lack of resilience. It is traditional in vulnerability analysis to include both
the magnitude and probability of shocks, and the countries’ exposure to these
shocks, as is done in the CDP Economic and Environmental Vulnerability Index
(EVI). However, it must be recognized that the distinction between exposure to
shocks and lack of structural resilience is sometimes uncertain®.

The report’s proposal to supplement the index with a vulnerability and resil-
ience profile, as is done by the CDP for countries graduating from LDC status,
could help to move in this direction of simplification. It should also make it possi-
ble to identify the political drivers of resilience and lower vulnerability.

>

The classification by groups of countries (SIDS, LDCs, LLDCs and all developing coun-
tries, themselves classified by per capita income level) is in line with what could be
expected, as shown in Table | on p. 43.The SIDS group is clearly the most vulnerable,
both in terms of the median and the mean, followed by the LICs group or the LDC
group, the difference being more significant for the median than for the average.

But there are significant anomalies at the country level. These have provoked
negative comments on the index, which, if not corrected, risk undermining its
credibility and thereby weakening the principle of using such an index in a for-
mula for allocating concessional funds. The panel chose not to show the ranking
of countries for the different indicators, probably fearing too specific reactions or
because the differences in rank correspond in some cases to very small differenc-
es in the value of the indicators. But if the objective is to see the HLPMVI used as
one of the criteria for the allocation of concessional funds between countries, it is

6. For example, the concentration of production is one of the indicators of lack of resilience, and the con-
centration of exports is one of the indicators of vulnerability.

13
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obviously the level of the indicator in each country that matters and transparency
is then required.

As an example of an anomaly, let us note the case of Nepal, found (even if slight-
ly) “less vulnerable than India” (in 110" place instead of 108t for India)! If only struc-
tural vulnerability (without resilience) had been retained, Nepal would have been
considered more vulnerable (ranked 98th versus 137t for India). Even if this rank-
ing is high, it raises questions for the HPMVI, as it had done in the past for the level
of the EVI used by the CDP for the graduation of this country from the category
of LDCs (cf. Guillaumont, 2017, 2019): nor the very significant shocks that are likely
to be repeated in this country represented by the fall in migrant remittances (the
main source of foreign exchange) during the Middle East crises, neither the terri-
ble (and recurrent) earthquake of 2015, nor the risk of glacial lake outbreak flood
(GLOF) due to global warming (which could have been included by extending the
flood risk for low elevated coastal areas) had a significant impact on the Nepal lev-
el of the HLPMVI. Looking for anomalies would have made it possible or perhaps
will make it possible in the future to improve the indicators.

If the minor modifications suggested above were implemented, it would greatly
mitigate some criticisms that have been identified. An even more convincing and
operational result could be achieved by using the only part of the MVI dedicated
to structural vulnerability for the allocation of concessional funds.

It should be noted that the ranking by country groups would not be fundamen-
tally changed, but the main anomalies by country could be avoided.

>

In order to avoid getting bogged down in the MVl adoption process and to find a
real consensus on the MVl and how it can effectively contribute to a better alloca-
tion of concessional resources to poor and vulnerable countries a simple solution
could have been looked for.

One solution, suggested above, would have been to focus on the “structural vul-
nerability” part of the index as an allocation criterion, leaving aside the “structural
resilience”, which would be presented for information purposes, as a complement
of the vulnerability and resilience profiles, the development of which would be
strongly recommended. The lack of structural resilience, as analysed in the MVl is
too debatable to be to be used as such for the allocation of concessional resources
and could be taken into account by another way in the formulas used by the main
multilateral donors. But it was difficult that the UNGA agreed to express an critical
opinion on the content and related use of the HLP MVI.



Another solution would be to present the HLP MVI as an example illustrating
what a multidimensional vulnerability index could be, emphasizing that it is up
to the various financial institutions that agree to take structural vulnerability into
account in their allocation to establish their own index “in the spirit of the MVI",
i.e.in accordance with the principles that underpin its development: multidimen-
sionality, universality, exogeneity (cf. Guillaumont, 2023a et 2023 b). For these in-
stitutions the UNGA would only recommend using an index built according to
these principles. At the same time, these institutions would be recommended to
refine the analysis of resilience by distinguishing between structural and policy
resilience. The normal complement to the inclusion of structural vulnerability
(and lack of structural resilience) in their allocation formula would indeed be to
take into account the resilience policy in the assessment of “Performance”, which
is a traditional and important variable of such a formula (precisely qualified as
Performance Based Allocation, PBA). The resilience policy is not included as such in
the performance index and is no more analysed in the HLP report.

Finally, as an extension of the previous proposal, it would be appropriate to refer
to the declaration entitled MDBs Vision Statement, adopted at the Paris Summit in
June 2023 for a new global financial pact and now supported by the Paris Part-
nership for People and Planet (4P), which states: “MDBs could explore a common
definition of vulnerability taking into account the UN workstream in that regard and
to develop common guidelines for the targeted use of concessional finance to address
vulnerabilities” (para 4.c). Followingly, it could be recommended that a joint work-
ing group be set up by the main multilateral development banks, to which the
United Nations, through OHRLLS and/or UNDESA, could provide assistance. The
experts nominated by these institutions would be invited to agree on the kind of
index likely to be used if they wish to do so.

Without flexibility in the MVI design and content, there is no chance that the
MVI as such be used by the MDBs for their policy, except to argue that the whole
principle of an allocation according vulnerability is inappropriate.

In any case, it would obviously be needed that the unit in charge of implement-
ing the MVI should have, under the control of a group of experts, probably the
Independent MVI Advisory Panel provided for in the report, the full freedom to im-
prove it according to the scientific criticisms it has aroused.

Further comments will be submitted after the adoption of the resolution on the
MVI by the UN General Assembly.

15
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Why Creating a “General Category”
of Vulnerable Countries is Not Suitable, but...”

As part of the preparation for the June Summit on financing, the question was
raised as to whether a category of “vulnerable countries” should not be created
or recommended. One would first have to ask who would be responsible for cre-
ating this category, so that it would be authoritative. Only the United Nations has
the legitimacy to do so and a negative answer was given there when the question
was asked five years ago. It could indeed be imagined that this position might
change. But to understand what is at stake and examine the question in depth, it
is necessary to recall this historical point.

>

In 2018 the United Nations Committee for Development Policy (CDP) linked to
ECOSOC and in charge of monitoring the evolution of the category of “Least Devel-
oped Countries” (LDCs), by designing the identification criteria and proposing the
inclusions into the list and the exits from it, had suggested creating a category of
countries“facing extreme vulnerability to climate change and other environmental
shocks”. It did so apparently to respond to the recurring criticisms made of it on
the graduation rules applied to the countries that have already graduated or are
in the process of graduating: These were generally small countries no longer being
low-income, nor being characterized by a particularly low level of human capital,
but still vulnerable with regard to the vulnerability index that the Committee had
itself built and is the third criterion for identifying LDCs.

The need for a new category then seemed to be justified only by the difficulty,
no doubt overestimated, of modifying the graduation criteria for the LDC catego-
ry. In fact, such a modification could have been done by aggregating the criteria

7. This text was originally published as a policy brief: Guillaumont P. (2023) "Why creating a general category
of vulnerable countries is not suitable", FERDI Policy Brief B247, April.
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Part 1

An Index and Categories

18

for identifying LDCs into a synthetic criterion, which would have involved always
taking vulnerability into account. ECOSOC having clearly ruled out the possibility
of creating a new category of vulnerable countries (E/RES/2018/27), the concern
of the countries concerned, the small island States in particular, was expressed
through a Resolution of the UN General Assembly calling for the establishment of
a “multidimensional vulnerability indicator” that could be used to guide financial
flows to vulnerable countries.

Moreover, there is an almost general category, defined by the OECD Develop-
ment Assistance Committee (DAC), in fact a list of countries where the concession-
al flows received can be counted as ODA. This list, which includes all developing
countries except those with a high per capita income, has itself been discussed:
first on the occasion of the exit of a small island country that had reached the
high-income threshold but remained vulnerable, then as other countries ap-
peared able to cross the threshold that separates high incomes from intermediate
incomes, some of which can also be considered vulnerable.

P> Several Specific Categories for the Eligibility
to Concessional Funds

Without the creation of a general category stamped by the United Nations, the
financial institutions, which have special counters for the granting of concessional
resources, establish conditions of eligibility for these counters. These conditions
lead de facto to the creation of categories specific to the institutions. The eligibil-
ity of countries is generally subject to the existence of a per capita income level
below a certain threshold. Other countries may be added at the discretion of the
countries thus identified. The vulnerability criterion is not generally used as an
eligibility condition, but could be, as we indicate in fine.

The question being asked today is the creation of a new general category of
vulnerable countries, which could serve as a reference for all financial institutions.

P> Reasons for Avoiding to Create a New
and General Category of Vulnerable Countries

There are in fact severals reasons why the creation of a new category of vulner-
able countries is not desirable.

The first, unfortunately illustrated by the experience of the LDC category, the
only official category recognized by the United Nations, is that the use of a cat-



egory always raises problems at its borders, in particular when belonging to the
category generates specific advantages and exit from it from it is on the agenda.
The LDC category is precisely discussed because of this “graduation” issue. Hence
the laborious search for “smooth transition” measures. The financial institutions
that have set up eligibility conditions for their concessional windows had to use
transitory measures for countries no longer meeting these conditions.

The second and most important reason, also illustrated by the case of LDCs, is
that the use of a category tends to make the member countries considered as a block
and leads to not differentiating among them. It is better to differentiate vulnerable
countries on the basis of vulnerability criteria than to consider them as a homoge-
neous whole. This has now become clearer than ever before, thanks to the emerg-
ing consensus on a multidimensional indicator of vulnerability.

A third reason for not proposing the creation of a new category relates to a pos-
sible confusion with the category of least developed countries with which a category
of vulnerable countries would inevitably and largely overlap. This overlapping
could further contribute to the fragmentation of funding, as far as the creation
of a new category would create pressure for a new financial instrument to meet
the specific needs of vulnerable countries, needs difficult to distinguish from the
needs of LDCs, if not through continuous criteria.

Let us add that, since vulnerability is multidimensional, the wish of a new cat-
egory might become a wish of several categories corresponding respectively to
each dimension, each with the same problems than those identified for a general
category, and with an additional risk of category overlapping. Nevertheless, the
dimension with regard to which it would be assess an exogenous vulnerability is
vulnerability to climate change.

For these three reasons, the use of continuous vulnerability criteria that can guide
the distribution of concessional financing between countries is highly preferable to
the creation of a new category.®

>

If, however, for political reasons it was really necessary to have a category
gathering the most vulnerable countries, a possible solution would be, rather
than create a new category, to revise the category of LDCs, so that it becomes a
category of “least advanced and most vulnerable countries”. This would imply

8. See on this subject Guillaumont P, «Financing global policies: but for whom?” FERDI Working Paper P319
(Work of the International Development Finance Architecture Chair), March 2023 and “How vulnerability
should impact the global distribution of concessional flows", FERDI Policy Brief, B246, March 2023.
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an in-depth, but ultimately quite simple, revision of the criteria for identifying
member countries. It would indeed suffice, as indicated above, to aggregate the
three identification criteria of the LDCs category into a synthetic criterion where
vulnerability would have, alongside per capita income and the level of human
capital (the other two criteria) a suitable place. The Committee for Development
Policy could commit to this only if it received a specific mandate in this sense from
ECOSOC, to which its proposals are intended.

Even if a reform of the LDCs identification criteria in the direction indicated is
desirable, it is not sure that it can even go as far as a change in the nature of the
category, which has gradually imposed itself and around which a series of dedi-
cated international bodies have been established.

>

Moreover, once an agreement has been reached on the principles of a vulnera-
bility criterion that can be used for this purpose, each donor can use it as it sees
fit (according to its governance), possibly with other criteria, such as per capita
income, to set the eligibility conditions for funding or special measures. It then
defines its own category of priority countries, although without a guarantee of
global consistency in the allocation of funding. This is the approach adopted by
France, as explained in the following chapter.

This approach can even become multilateral if, as discussed by the OECD De-
velopment Assistance Committee, vulnerability is taken into account alongside
income for the concessional flows received by a country to be considered as ODA.
This is an indicative eligibility, as each donor is obviously free to grant concession-
al support to a country not on the list of ‘eligible’ countries, which will not then be
counted as ODA.

In any case, vulnerability cannot replace per capita income. And the two criteria
can be combined in two different ways. One may be described as complemen-
tary: a country is eligible with regard to one or the other criterion, possibly vul-
nerability, leading then to create a category of vulnerable countries, which is not
really desirable, as we have seen. In the other way, which seems more flexible and
logical, the eligibility criterion is a combination of vulnerability and income (for
example, according to a geometric average, that limits the substitutability inher-
ent in the arithmetic average). On this question of eligibility, see the next chapter.



P> The Categories Are for Eligibility,
Not for Allocation Between Countries

In short, in order for concessional financing to be better allocated among coun-
tries, it is more important that donors, especially multilateral ones, effectively use
vulnerability criteria that are continuous, and not exclusive of other criteria, than
create a new category or even transform the LDC category into a general catego-
ry of least developed and most vulnerable countries. Specific categories combin-
ing income and vulnerability can nevertheless be useful in defining eligibility for
a particular type of funding.

Part 1

An Index and Categories
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Designing a List of “Priority” Countries
for Bilateral Aid

Methodological Note with Reference to French Aid?

in collaboration with Sosso FEINDOUNO

The aim of this note is to provide an analytical framework for a bilateral donor, in
this case France, wishing to draw up a list of priority countries for its aid in a rational
way, based on transparent political choices. Drawing up a list of priority countries
for French aid, intended to complement in a coherent way the 44 least developed
countries (LDCs) which have already been officially selected, is based on choices
that are both technical and political. The principle is to add a certain number of
vulnerable countries, with the aim of eventually obtaining a round number such as
16 or 26, among the small and medium-sized countries that are particularly vulner-
able. It is proposed that the simulations be carried out using the structural vulnera-
bility index (FSVI) developed by FERDI's Observatory of Vulnerability and Resilience.

This index, which is based on the same principles as the United Nations’ Multi-
dimensional Vulnerability Index (MVI), while correcting certain methodological
shortcomings, has been supplemented and adjusted according to two major cri-
teria: low per capita income, to give priority to the poorest countries, and small
demographic size, to give priority to small countries, many of which are Small
Island Developing States (SIDS). A more donor- specific adjustment margin was
also considered. In the case of France, the possibility of giving a certain prefer-
ence to French-speaking countries was thus examined.

Two main options emerge from the many simulations carried out, each based
on a distinct logic, with the choice between them remaining fundamentally po-
litical. The first option, which corresponds to simulations that differ only in the

9. This text was originally published as a policy brief: Feindouno S., Guillaumont P. (2025) “Designing a List
of 'Priority' Countries for Bilateral Aid. Methodological Note with Reference to French Aid”, FERDI Policy
Brief B279.
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maximum per capita income threshold used for this variable (either that of the
Development Assistance Committee (DAC) or 1.5 times its value), sets a popula-
tion ceiling of 100 million, in line with the criterion used to identify LDCs. The sec-
ond option limits eligibility to countries with a population of less than 10 million.
The first option leads to a list that is more consistent with the group of LDCs.

>

The starting point for this study the desire of one country, in this case France,
to draw up a list of priority countries for the allocation of its official development
assistance, which would explicitly take into account the vulnerability of recipient
countries and replace a previous system.

At its meeting on 18 July 2023, the French government’s Interministerial Commit-
tee for Cooperation and Development (CICID) adopted the following resolution,
made public in August 2023:

“A target for the concentration of the State’s financial effort has been introduced to
enable a gradual increase in French ODA devoted to the LDCs over the period 2024-2027:

o As far as bilateral aid is concerned, the government will ensure that at least
50% of the State’s financial effort goes to the LDCs from 2024, on the basis of
a forecast of appropriate use of the various instruments (loans, grants, etc.). As
regards multilateral aid, France will also defend in the relevant fora a financial
effort benefiting the LDCs of at least 50%.

o In line with international discussions and work, the government will update
the indicator for the concentration of the State’s financial effort if the definition
of vulnerable and fiscally fragile countries is revised from 2025. This definition
could already include certain member countries of the SIDS (Small Island Devel-
oping States) group”™

In short, the CICID called for a list of countries for which at least 50% of official
concessional financing for development would be reserved. The principle adopt-
ed for this list was that it should include all LDCs and a complementary list of
other particularly vulnerable countries, defined in an appropriate manner.

This request provided an excellent example of the use that could be made of an

internationally recognised vulnerability index such as the MVI by a bilateral do-
nor. This is why FERDI took the initiative of drawing up this methodological note,

10. Cf.CICID, 2023. See the full document:



which was its sole responsibility. Its possible use by the French government and
the simulations which were then carried out by FERDI at its request are of a differ-
ent order and naturally remain confidential since they are intended to inform the
government with a view to a political decision. However, the method described
has a more general scope, illustrating the possible use of an indicator such as the
MVl in the context of bilateral aid.

>

Drawing up a list of priority countries for concessional financing (in other words,
a list of countries eligible for such financing) without clearly defining the criteria
on which it is based cannot lead to a political consensus. In the absence of explicit
criteria, such a list may even weaken the scope of the priority it is supposed to ex-
press by erasing the differences between the countries included or not in it. On the
other hand, a list drawn up and ordered according to transparent criteria makes it
possible not only to distinguish between countries according to their position with
regard to these criteria, but also to choose a threshold for closing the list (eligibility
condition) at a level that depends on the number of countries that is wished to
include. The use of continuous criteria is preferable to categories, the latter being
justified only in relation to the criteria on which they are based (Guillaumont, 2023)."

Moreover, consensus between countries is only really necessary in the case of
multilateral aid, which justifies the use of a formula to express it. In the case of
bilateral aid, while the donor’s preferences may be discretionary, they can also
be summarised in a transparent formula, possibly aligned with those of interna-
tional institutions. It is also legitimate for bilateral aid to openly take into account,
alongside universal criteria, other specific criteria linked to the history and geog-
raphy of the donor, for example linguistic or cultural links.

A list of priority countries is the expression of a policy. This policy must be able
to be expressed in simple terms, even in a line or a sentence, which can then rela-
tively easily correspond to a formula, giving it a rigorous foundation.

>

Let us start from the principle, apparently shared by the French authorities, that
a list of priority countries for French aid includes the 44 LDCs™, supplemented by

11. See Guillaumont, 2023a.
12. Following the recent graduation of Sao Tome and Principe on 13 December 2024, the number of LDCs
now stands at 44.
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a list of other “particularly vulnerable” countries. The reference to the LDC cat-
egory is in itself a significant recognition of a United Nations governance, or at
least a recognition of the validity of this category for development financing (not
currently shared by the Bretton Woods institutions). The supplementary list, the
number of which is subject to discretionary choice, should make it possible to
include countries which, although not on the list of LDCs, have comparable needs
for concessional financing. The target of particularly vulnerable countries should
logically mark a continuity with the category of LDCs, which have themselves
been designed as poor countries facing strong structural handicaps to growth
and development, notably because of their vulnerability. It should be remem-
bered, however, that a high level of vulnerability does not prevent a country from
“graduating”from this category, if its levels of per capita income and human capi-
tal are no longer deemed to be low. Extending the list of priority countries beyond
the LDCs thus opens up access to concessional financing to countries that are not
or are no longer LDCs, but are still fairly highly vulnerable. It is therefore relevant
to check the consistency between the list of LDCs and the supplementary list.

>

A clear choice must be made as to which vulnerability index to use. This should
be an index of structural vulnerability, i.e., one that is relatively stable and clearly
independent of the current political will of the countries concerned (also referred
to as exogenous vulnerability), in order to avoid any moral hazard. Structural vul-
nerability differs from general vulnerability, which also includes elements linked
to current policy. The indicator chosen must therefore meet three fundamental
criteria® ™ (i) exogeneity: it should reflect characteristics that are independent of
the countries’ current political will; (i) universality: it should be possible to apply
it to all developing countries, and not just to a specific category; (iii) multidimen-
sionality: it should cover the three main dimensions of vulnerability: economic,
environmental and social (or societal).

Most of the available indices do not meet these conditions, particularly that of
exogeneity, because they are not strictly structural, even though some can be
interesting indicators of general vulnerability (such as the ND-Gain index).

As far as we know, only three composite indicators (to which FERDI has contrib-
uted) meet the three conditions mentioned above: the Economic Vulnerability
Index (EVI)> used since 2000 by the United Nations Committee for Development
Policy to identify LDCs, which has been modified several times, but which is only

13. See Guillaumont and Wagner, 2022.
14. See United Nations, 2021.
15. See



weakly multidimensional; the Universal Vulnerability Index (UVI) developed by
the Commonwealth Secretariat® in 2021, and finally the Multidimensional Vulner-
ability Index (MVI) recently adopted by the United Nations.”

In line with the choice made by France to build a list starting from the list of
LDCs - the official United Nations list - it is quite logical that the supplementary list
should be based on the United Nations MVI'® or on an index of its choice derived
from it. However, a different view could arise if, in drawing up this supplementary
list, France wanted to focus on one dimension of vulnerability, namely, as is some-
times suggested, vulnerability to climate change. FERDI has set up an indicator
that can be used for this purpose, the PVCCI*®, proposed as a useful criterion for
allocating funds for adaptation to climate change, but not for drawing up a list of
structurally vulnerable countries in the different dimensions. Moreover, following
a FERDI recommendation, the MVI aggregates its components using a quadrat-
ic mean so as to give each country the greatest impact on the dimension(s) of
vulnerability where it is strongest, which makes it possible to have a high vul-
nerability index for countries such as small island states that have a very high
vulnerability to climate change, without having a high vulnerability in the other
two dimensions.®

The calculations were based on a corrected version of the MVI, using prelim-
inary data from the FSVI (FERDI Structural Vulnerability Index) developed by
FERDI as part of its Vulnerability and Resilience Observatory. Based on the same
fundamental principles as the United Nations MVI, the FSVI makes a number of
improvements to the latter. These include better treatment of resilience, a more
rigorous aggregation method, combined with a more parsimonious choice of the
number of components, and the inclusion of both internal and regional exoge-
nous violence. In addition, it removes some indicators deemed less relevant, such
as the proportion of women in parliament, in order to reinforce its structural and
exogenous character.

>

Once the vulnerability index has been chosen, there are two possible solutions
for drawing up the list of vulnerable countries in addition to the LDCs. The first is
to base the list exclusively on the vulnerability index selected, while the second

16. See:
17. To find out more about the MVI and its construction methodology, see:

18. Before the MVl was officially available, simulations had been carried out using the Commonwealth’s UVI,
which is based on similar principles.

19. See Feindouno, Guillaumont and Simonet, 2020.

20. See Guillaumont, 2023b.
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also takes into account the countries’ per capita income. The second solution has
been chosen to take better account of countries’ structural handicaps and needs.

Indeed, the first solution, in which membership of the LDC category and the
vulnerability index are two independent and complementary eligibility criteria
for inclusion on the list of priority countries, leads to the inclusion of vulnerable
countries regardless of their level of per capita income (or their level of human de-
velopment), and therefore regardless of the factors other than vulnerability which
determine the need for support to these countries. These factors are taken into
account, albeit imperfectly, in the identification of LDCs.

This is why it seemed preferable, for the classification of vulnerable non-LDCs, to
set out various formulations combining in a single index both the low level of per
capita income (or human development) and the structural vulnerability of coun-
tries, both of which are themselves included in the criteria for identifying LDCs.

To these two variables has been added a variable representing the small demo-
graphic size of the countries, in order to give preference to small countries, small
size being itself a source of vulnerability, not necessarily fully taken into account
in the available indices.

Finally, as a priority list of countries eligible for French aid, a “cultural” preference
may be given to French-speaking countries, the degree of which is itself adjust-
able. More generally, a donor specific preference may be explicitly recognised,
depending on the policy choices of the donor, besides the more universal criteria
such as income per capita and structural vulnerability. In this more general frame-
work, the French-speaking preference would be only one of the donor specific
preferences, among other possible ones, indeed a quite natural one in the case
of French aid.

The index used to classify countries will therefore be a function of the three vari-
ables of low per capita income, structural vulnerability and small population, plus
a donor specific adjustment parameter. There are several possible formulations:
LDC+ other poorest and most vulnerable countries; LDC+ other poorest and most
vulnerable countries of small or medium size; LDC+ other poorest and most vul-
nerable countries of small or medium size, with a “discretionary” preference for a
specific group of countries, such as French-speaking countries. In addition to the
LDCs, the countries included in these latter formulations are then classified ac-
cording to an“adjusted vulnerability index” (based on income level, demographic
size and possibly a donor- specific preference, e.g for French-speaking countries).

These expressions correspond to formulas containing the following variables
and parameters: low per capitaincome Y (expressed as an index), V the structural



vulnerability index, low population P (itself expressed as an index*'), belonging to
the group of “preferred” countries, such as French-speaking countries (introduced
in the form of a specific weighting). As the per capita income and vulnerability
variables (as well as the small population size variable) should be considered as
interactive (multiplicative), with the impact of vulnerability increasing as income
decreases, a geometric form should be used.

Adjusted Vulnerability Index = Y + V = P ()

Adjusted Vulnerability Index, supplemented by
a specific preference coefficient (e.g. French-speaking) =
o * Adjusted Vulnerability Index + B * specific preference coefficient
Witha+f=1 (2)

This formulation is consistent with and complements the definition of LDCs, as
the criteria for identifying LDCs are complementary and not substitutable, contrary
to what an arithmetic average would imply.

The result of these formulas is an adjusted vulnerability index that serves as a “prio-
rity status” index. The ranking of countries according to this index reflects their
relative need for concessional financing, but in no way provides an estimate of
the absolute value of this need.”

It is then possible to select the number of countries for the complementary list
of 44 LDCs, depending on the target set.

>

Per capita income is preferred to the UNDP Human Development Index (HDI),?
which includes per capita income and the level of human capital (education and
health)*. In fact, the vulnerability index used, the FSVI, like the MVI, includes ele-
ments corresponding to the level of human capital in its structural component, and
more specifically in its part relating to the lack of structural resilience. Per capita
income must be expressed in log and the corresponding index established using

21. Thisindex is the complement to 100 of the population log index, whose figure has itself been limited to
between 1 million and successively 10 and 100 million.

22. Agraph canillustrate the consistency of the supplementary list thus established with the list of LDCs by
ranking the countries (LDCs as well as non-LDCs) according to their index in descending order..

23. UNDP: United Nations Development Programme.

24. Simulations were also carried out using the Commonwealth Secretariat’s UV, alternating between per
capita income and the human development index, and adapting the composition of the UVI index for
each country accordingly.
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the max-min method. The maximum initially used corresponds to the threshold
established for a country to move out of the group of middle-income countries into
the group of high-income countries, a threshold used by the OECD’s Development
Assistance Committee (DAC) for a developing country no longer to be considered
an ODA recipient® (set for fiscal year 2024 at $13,845). However, in response to the
desire of some high-income but highly vulnerable countries to still be considered
eligible for ODA, the per capita income index can also be calculated using a max-
imum equivalent to one and a half times the previous threshold, i.e., $20,767. The
data on per capita income comes from the World Bank and are calculated using
the Atlas method. They correspond to a three-year average (2021-2023).

The population figure, i.e., the size of the country, must also be expressed in logs
(because of the wide dispersion of the variable) and by taking the complement
to 100 of the log population index as a low population index. This index has itself
been calculated by successively taking a population of 100 million and a popula-
tion of 10 million as the maximum. The first threshold is justified by the desire to
exclude from the list large countries with a population of more than 100 million,
in line with the practice of the CDP?, which since 1991 has excluded countries
with a population of more than 100 million from inclusion in the LDC category
(with an exception initially made for Bangladesh). The second threshold, of 10 mil-
lion, might be justified if, on the contrary, the government’s choice was to give
absolute priority to small countries below this threshold.” The population data
suggested to be used correspond to a three-year average (2021-2023) calculated
on the basis of statistics from the Population Division of the United Nations De-
partment of Economic and Social Affairs (DESA).

As for the donor specific preference, such as the French-speaking preference,
which the French government may legitimately wish to introduce, it has not been
included as a fourth variable in the formula (which uses a geometric mean), but
as a coefficient applied to it for all the countries concerned, in an additive manner.
Several coefficients can be used, for example 15%, 20% and 25%...®

It is then possible to carry out a number of simulations combining the different
hypotheses indicated above, giving preference of course to those for which polit-
ical preferences have been expressed by the State.

To check the consistency between the list of non-LDCs selected in this way and
that of the 44 LDCs, it is possible to compare the distribution of the index be-

25. ODA: Official Development Assistance.

26. CDP: Committee for Development Policy.

27. Remember that because of the multiplicative nature of the formula, a country that reaches 10 million
has a zero value for its smallness index, which in turn leads to a zero value for the adjusted composite
vulnerability index.

28. The Francophonie criterion may includes the (56) full members of the OIF. Or all countries where the
share or the population speaking French is above a given threshold.



tween the LDCs and the non-LDCs selected, according to one or other formula,
and to see the extent to which they significantly differ.

>

How does FSVI differ from MVI?

Before discussing the differences between these two indices, it is worth high-
lighting what they have in common. The MVI and the FSVI are structural vulner-
ability indices based on the common principles of exogeneity of components,
multidimensionality and universality. Both aim to capture the structural vulnera-
bility of countries independently of their current policies. Due to their character-
istics, these indices are intended to guide the allocation of resources to the most
vulnerable countries. They are based on quantitative data from reliable and rec-
ognised sources. Unlike many other indices, the MVI and the FSVI adopt a trans-
parent calculation methodology, facilitating their replication. The overall results
of the two indices are similar: the Least Developed Countries (LDCs) and the Small
Island Developing States (SIDS) are among the most vulnerable countries. How-
ever, differences appear in the country rankings, where the FSVI offers consistent,
more robust and less questionable results.

Despite these similarities, the MVI has certain technical and methodological lim-
itations that the FSVI corrects. These adjustments relate to several aspects. First
of all, the MVI adopts a symmetry between vulnerability and resilience, which
raises a methodological problem: the elements of resilience, whether structural
or not, have a cross-cutting character, making it possible to mitigate or absorb
various kinds of shocks. The FSVI adopts a more parsimonious approach by using
a reduced number of components, facilitated by the removal of the symmetry
between vulnerability and resilience.

Furthermore, while the MVI systematically uses the quadratic average, the FSVI
combines several types of averages according to their relevance in each case. It
uses the quadratic average for the measurement of vulnerability in order to bet-
ter reflect the dimension in which each country is most vulnerable (as well as
its components), the geometric average for resilience components, due to their
cross-cutting nature, and the arithmetic average for the overall combination,
guaranteeing consistency between the pillars.

As for the environmental dimension of vulnerability, the FSVI incorporates spe-
cific risks such as glacial lake outburst floods (GLOF), which are absent from the
MVI, in addition to the risks present in the MVI. This inclusion reinforces the uni-
versality of the index. As for social and societal vulnerability, while the MVl is lim-
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ited to regional or neighbourhood violence, the FSVI also takes recurrent internal
violence into account, recognising its structural nature?. Moreover, with regard to
economic vulnerability, unlike the MVI, which only considers the concentration of
export products, the FSVI also incorporates market concentration, thus offering a
more comprehensive assessment of economic risks.

Finally, for the sake of parsimony and in order to fully respect the principle of
exogeneity of the components, the FSVI excludes the indicator of women'’s rep-
resentation in parliament. This indicator, although important in itself, does not
directly reflect structural vulnerability and could introduce a risk of moral hazard
or perverse incentives in the allocation of resources.

In short, the FSVI*® corrects some limitations of the MVI by proposing a more
robust approach that is better adapted to the structural characteristics of vulner-
able countries. It introduces methodological and conceptual improvements that
strengthen the consistency of the index and its relevance for the allocation of
international resources.

>
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Part 2
An Index for Allocation

Taking into Account Vulnerability
in the Global Distribution
of Concessional Flows3®

In the run-up to the Paris June Summit, the question of mobilizing new resourc-
es to finance development and global public goods seems to receive much more
attention than the way in which these new funds, like the old ones, are allocated
among countries.

If there is to be a“financial pact’, it should be with countries, for whom allocation
is crucial. Some priority is to be given to countries that are vulnerable to varying
degrees to exogenous shocks, external or natural.

P> Why Vulnerability Matters and Should Be
Taken into Account in Aid Policies

Vulnerability is the risk of a country being affected by shocks of exogenous or-
igin. It depends on the likely size of shocks, on the exposure of the country to
these shocks, and on its capacity to cope with them, the so-called resilience. Vul-
nerability may take various forms according to the origin of the shocks (external,
natural, policy related)...

The negative impact of these shocks, either linked to the instability of the price
of commodities or to the recurrence of droughts or to natural disasters or to
conflict has long been established in the literature. Their negative impact has
been evidenced on economic growth, but also on various aspects of sustainable
development (poverty, inequality, as well as on governance, quality of policy,
corruption...).

31. This text was originally published as a policy brief: Guillaumont P. (2023) "Taking into account vulnerability
in the global distribution of concessional flows", FERDI Policy Brief B246, April.
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Shocks and related vulnerability are felt to be of increasing importance, in partic-
ular with respect to climate change, what motivates the international pressure to
see them better taken into account, and also with respect to insecurity.

P> Three Reasons to Clearly Take Vulnerability
into Account: Justice, Effectiveness and Transparency

First, justice: vulnerability has been seen as a structural handicap to growth,
which justifies a support from the international community to make countries
opportunities more equal. It is in this spirit that vulnerability has been introduced
as one of the criteria for identifying LDCs.

The second reason is about aid effectiveness. It has been shown in the literature
that development assistance is marginally more effective in countries facing shocks,
because at the macro level it acts ex post as a stabilizer. And ex ante it may or should
be seen as a kind of insurance mechanism or safety net, particularly needed in poor
and risky countries, threatened to fall in poverty trap. At the microlevel it may be
also the role of aid to support relevant insurance schemes in vulnerable countries.

A third reason to clearly take vulnerability into account in the design of aid poli-
cies is that it could make this design more transparent and avoid the proliferation
of exceptions and specific facilities. The countries specificity and needs can be
addressed otherwise in the design and management of operations.

P> How to Clearly Take Vulnerability into Account

Vulnerability can be made an operational concept for the repartition of conces-
sional funds by two ways: by the rules of eligibility to these funds and by the rules
of allocation of these funds among countries. Categories are needed for eligibility,
criteria for allocation.

There is no satisfactory category to address vulnerability.

The Least Developed Countries (LDCs), the only official UN category, relies on
three criteria among which vulnerability, the other two being income pc and hu-
man capital. But this does not prevent many non-LDCs, especially those graduat-
ed or graduating from the category, from being highly vulnerable. The category
could be extended to the non-LDCs most vulnerable countries, thus covering the
least developed and most vulnerable countries (LDVCs). But it would involve to
significantly change LDCs identification rules.



The Multilateral Development Banks (MDBs) have indeed defined the countries
eligible to their concessional windows (IDA, ADF). They have done so on the ba-
sis of a group of “low” income pc, to which they have added on an ad hoc basis
a complementary list of generally small countries, which partly corresponds to
situations of vulnerability.

They have also identified a group of “fragile states”, with varying names and con-
tent, used as a means of taking a specific form of vulnerability into account, the
weakness of the state, by opening a specific window for these countries: FVC (Fra-
gility Violence and Conflict) at IDA, TSF (Transition States Facility) at ADF.

Even applied to other forms of vulnerability (climate) with specific facilities, creation
of new groups is not enough to fairly address vulnerability in the allocation of funds.

First it raises the question of the respective thresholds of access and exit (any
country is either inside or outside), even if it can indeed be answered by interme-
diate zones or transitory measures. Second adding various sub-categories accen-
tuates the risk of a lack of global consistency, with inequitable effects.

Third and above all, the creation of new groups leaves unsolved the issue of allocation
between countries (within the groups or sub-groups) as to some trade measures. In
short, even if categories are useful for eligibility to specific windows, continuous cri-
teria of allocation among countries, notably including vulnerability, are clearly needed.

>

However, until now, MDBs have been reluctant to introduce vulnerability into
their Performance Based Allocation (PBA) formula (except the Caribbean Bank of
Development, a similar exception being that of the European Commission since
2014 for its development funds). Why this reluctance? Few bad reasons given.

One is the fear that the introduction of vulnerability criteria will be at the ex-
pense of the performance criterion. It should be underlined that the vulnerability
considered is an exogeneous vunerability (beyond the present will of the coun-
try). Moreover it has been shown that the two criteria may be made perfectly
compatible and that the PBA can effectively be transformed in a Performance and
Vulnerability Based Allocation (PVBA).»

Another is to say that the allocation is often only partially used, due to a low

32. In the formula it can be managed without lowering the share going to the most performant countries.
At the same time the vulnerability linked to present policy (the weakness of resilience policy) should be
included as a negative factor of performance.
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absorptive capacity of recipient countries, the responsibility for which is indeed
shared between donors and recipient countries, questioning the operating mode
of the MDBs and their risk aversion.

A third reason seems the risk that a display of vulnerability levels affects the no-
tation of countries by agencies. Agencies anyway are quite aware of the vulnera-
bilities of countries. The fact that these vulnerabilities are taken into account an al-
location formula can be seen as showing there is indeed an insurance mechanism
at work likely to lower the impact of vulnerability. And most vulnerable countries
wish their structural vulnerability to be reco-gnized. It can also be said that being
recognized as vulnerable for exogenous reasons is less stigmatizing that being
included in a group of “fragile states” (whatever the name they are given).

Finally a practical reason seems due to the fear of not being able to establish a
robust and consensual indicator of vulnerability, a fear that should disappear with
regard to the great deal of work done to design truly exogenous vulnerability
indices.

>

A major process of elaboration is ongoing at the UN at the request of the small
islands states to promote a so called “multidimensional vulnerability index” (MVI),
which is to be available around the time of the summit after consultation with
member countries. (The Commonwealth Secretariat a little earlier produced a
similar work, called “Universal Vulnerability Index”).

Alongside the usual requirements of a composite index (availability of reliable
data and relative simplicity) this composite indicator must and will have 3 specific
features.

(i) It has to be exogenous or structural, reflecting factors beyond the present con-
trol of countries, to be used effectively as a financing criterion (without moral
hazard);

(ii) It should be “universal’, what means relevant for various kinds of vulnerable
countries, and not only the Small Island Developing States (SIDS);

(i) Then it must be multidimensional, i.e. it should include an economic dimen-
sion, which has been identified and analysed for a long time, but also an



environmental dimension, and more particularly the vulnerability to climate
change, and finally a social dimension or exogenous socio-political fragility
(such as revealed by the presence of violence and insecurity at the borders,
or the recurrence of epidemics).

There is no need of a specific health dimension of vulnerability, because
health-related vulnerability is captured by various ways through the three dimen-
sions noted above.?

The index being finalized at the UN will probably meet these principles and
could serve as a reference at the Paris Summit.

To be noted, the vulnerability to climate change has been the main driver for the
consideration of vulnerability (The Summit was announced at the end of COP27),
but it has rapidly been agreed in building a relevant index that it cannot be limit-
ed to that dimension.

P> The Allocation Criteria (and Indicators)
Should Be Adapted to the Objectives of
the Various Financial Instruments

This seems obvious for climate finance.

If it is a question of mitigation, the allocation criteria must first aim at effective-
ness. But credits for mitigation must also provide concessional financing for the
additional costs of using low-carbon technologies in LICs, according to income pc
and possibly vulnerability criteria.

For the allocation of adaptation credits, the vulnerability criterion is particularly
important: it must rely on a physical vulnerability to climate change index, totally
exogenous and capturing the main physical manifestations of climate change in
the country, as done by the FERDI PVCCI.

For the compensation of losses and damages, the evaluation of these is almost
impossible, as it is difficult to distinguish what is the result of climate change (for
which the countries of the North are responsible) and what is due to the climate

33. Adding a fourth (health) dimension would be both difficult and redundant First, it is difficult to assess the
probability of health shocks, as done for the economic and climatic shocks, although the third or social
dimension may include a component such as the number of deaths due to the recurrence of epidemics.
Second, the economic consequences of health shocks are captured through indicators of economic
vulnerability. Third health indicators are to be included as components of the “structural resilience”.
Indeed the notion of “health vulnerability” is ambiguous: it refers not only to possible consequences of
health shocks, as just explained, but also to the health consequences of any kind of shocks (external, or
climatic, or socio-political).
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in its historical component, and also as it is difficult to distinguish in the losses
and damages what is really exogenous and what is due to the management of risks
by the countries and their preparation: a preventive approach is as important as cu-
rative action, which could still lead to allocate (in part) according to the physical
vulnerability to climate change.

>

The final allocation between countries of the new resources mobilized, as well as
of the old ones, should be at the heart of a Summit intended to reshape interna-
tional financing and address vulnerabilities of developing countries. This involves
an international consensus on the rules of eligibility to the concessional resources,
and above all on continuous criteria for their allocation among countries.

In addition to per capita income, which should not be the only differentiation
criterion, vulnerability criteria likely to reflect a structural vulnerability, independent
of current policy are to be taken into account. Vulnerability linked to a bad current
policy should, on the contrary, diminish the measure of performance/governance
and affect allocation in the opposite direction.

The structural vulnerability criterion must capture the various forms of vulnerabili-
ty that countries face, still independently of their present will, through specific in-
dicators related to economic vulnerability, vulnerability to climate change, social
vulnerability, which includes the fragility linked to exogenous insecurity.

To be fully consistent, these allocation principles should apply to all existing and
new concessional financing. This involves significant changes in the allocation for-
mulas of MDBs concessional windows, where vulnerability has not yet been clearly
and transparently integrated. This could condition their legitimacy to manage all
or part of the new funds that will have been mobilized. The prospect of a consen-
sus on a new multidimensional vulnerability index (MVI) or at least on the princi-
ples of its construction should contribute to promote this consistency.

In order to inform the international community about current practices and to mon-
itor the implementation of the principles set out, an index of the quality of allocation
with regard to the multidimensional vulnerability criterion would be established an-
nually. It could be for each donor (multilateral and bilateral) the weighted average
level of the vulnerability indices for each recipient country. This calculation would
be part of a new measure of the “selectivity” of concessional flows.

Of course, allocation is not all what matters. Besides allocation among countries
(in part) according to vulnerability, MDBs should be invited to focus their opera-



tions into directions leading to risk reduction in vulnerable countries, and also to
report on this matter.

If there should be a global financial pact between countries, the commitments
on the amounts mobilized and the instruments implemented would have to
be accompanied by commitments on the rules for their distribution between
countries.

>
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On the Principles of Allocation of Concessional
Finance, in Particular from Multilateral
Development Banks3

Allocation is here understood as allocation among countries, while it is some-
time taken as allocation between projects or operations. Intercountry allocation
is an essential issue for concessional resources that are scarce. This note presents
few remarks on the allocation of concessional resources an issue that has until
now been rather neglected compared to their mobilization, although the two are
interlinked. Since MDBs are the main supplier of these resources to countries, and,
as multilateral, should have agreed and transparent rules of allocation, the follow-
ing remarks mainly apply to them.

P> Allocation Should Follow Different Rules According
to the Goals of the Resources to Be Allocated:
Financing Development or Global Public Goods

Any system of intercountry allocation of concessional finance (CF) should indeed
combine considerations of justice (needs) and effectiveness (or performance), in
a way that depends on the pursued goal: each allocation system should fit for
purpose. Allocation criteria cannot be the same when the main goal is the de-
velopment of recipient countries or when it is the preservation or the promotion
of a Global Public Good (GPG). As for GPGs, the need is first global, so that the
effectiveness criterion of allocation should be predominant compared to country
needs. For instance, allocation criteria for mitigation of climate change cannot
be the same that criteria for development assistance or even for adaptation to

34. This text was originally published as a policy brief: Guillaumont P. (2023) "On the principles of allocation
of concessional finance, in particular from Multilateral Development Banks", FERDI Policy Brief B259,
December. It is an extended version of a short intervention at a workshop held during the Paris Peace
Forum, November 10, 2023.
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climate change. Consequently, the envelopes of CF devoted to GPGs should be
distinct from CF mainly focused on countries development. In what follows, we
essentially only consider the later kind of CF.

P> Income per Capita and Structural Vulnerability
Should Be Jointly Considered as Criteria
for Access to Concessional Finance

For the access to the CF aiming at the development of recipient countries, in
order to fit country needs, income per capita should not be the only criterion of
eligibility and allocation. With regard to the severe handicap resulting from the
recurrence of exogenous shocks and the exposure to these shocks, and as repeat-
edly advocated by a broad range of developing countries, the income per capita
should be supplemented by a criterion of structural vulnerability of countries (i.e.,
the vulnerability of countries that is independent of their present will). This vul-
nerability should be measured along its three main dimensions: economic, envi-
ronmental/climatic and social (fragility). Indices of multidimensional vulnerability
have been made recently available, likely to be refined and revised by the MDBs,
under the condition they remain structural (or exogeneous). Nevertheless, when
the access to concessional funds is specifically devoted to adaptation, only the
physical vulnerability to climate change might be considered (along with income
per capita).

P> Vulnerability Should Be Considered for Allocation,
Not Only for Eligibility

Considering vulnerability for the access to CF devoted to the development of
countries involves that it becomes a criterion of allocation of these resources be-
tween countries and not only a criterion of eligibility (eligibility only would gen-
erate a risk of captation of CF by middle income vulnerable countries). To be sure
that in the allocation of concessional resources among countries the structural
vulnerability (SV) criterion is favourable to poor countries, this criterion should be
considered jointly with income per capita. In the choice of the formula to be used,
the impact of SV should be all the more important that the income per capita is
lower (in other words, the higher the income per capita, the lower should be the
impact of an allocation). This can be easily obtained with usual kinds of allocation
formulas.



P> Vulnerability in the Allocation Rules
Would Materialize a Preventive Approach

Taking into account vulnerability in the allocation rules would change the usu-
al “Performance-Based Allocation (PBA)” into a “Performance and Vulnerability
Based Allocation (PVBA)” It would underline the role of concessional finance for
enhancing the resilience of vulnerable poor countries, what is not the case of the
various schemes of ex post support available after the shocks occur. Compared
to these schemes it is a more preventive treatment of vulnerability. It would also
meet the will, often expressed, that concessional finance be used for derisking
private investment, since the more vulnerable the countries, the higher their
need for derisking.

P A Common Allocation Framework
Among MDBs is Needed

For the global consistency of the allocation of CF aiming at development, it
would be relevant that the MDBs (which are the major source of CF) adopt a com-
mon framework of allocation relying on income per capita and SV (as well as per-
formance) even if there may be some small differences or specificity in their own
assessment of the criteria, in particular of SV (as it is already the case for perfor-
mance). It may be the responsibility of the World Bank to open the path.

As for the allocation of CF to GPG, the need of coordination is even greater. It
may involve strong institutional arrangements among donors.

Waiting for these coordination and arrangements, a reporting of the allocation of
multilateral development assistance among countries according to their income
per capita and their structural vulnerability could be immediately implemented.
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Using a Multidimensional Vulnerability
Index in a Performance Based Allocation

Main Issues to Be Addressed3s

—in collaboration with Laurent WAGNER
>

The issue of introducing a vulnerability indicator in an aid allocation formula
such as the Performance Based Allocation (PBA) used by several Multilateral De-
velopment Banks (MDBs) has been discussed for a long time. Three reasons make
it particularly desirable to now reconsider the issue.

First is the need to follow-up the “MDBs vision statement” from the Paris Sum-
mit for a New Global Financing Pact of June 2023, in which the multilateral banks
agreed to explore how they could consider multidimensional vulnerability in
concessional finance, while taking into account the work of the United Nations.
Second, in July 2024, the United Nations General Assembly adopted a resolution
promoting a “multidimensional vulnerability index” and inviting international fi-
nancial institutions to consider using it “as appropriate, as a complement to their
existing practices and policies’, which is mainly related to concessional financing.
More recently in the perspective of the FfDg4, the 4th UN Conference on Financing
Development to be held next July, the Secretariat of 4P (Paris Pact for People and
Planet) that supports the follow-up of the 2023 Paris Summit has reaffirmed its
wish that this proposal be considered in order to direct financing to those coun-
tries most in need. Third, within this framework, many countries, as well as several
international institutions (The Commonwealth Secretariat, Organisation interna-
tionale de la francophonie - OIF, African Union, etc.), have expressed their own

35. This text was originally published as a policy brief: Guillaumont P., Wagner L. (2025) “Using a Multidimen-
sional Vulnerability Index in a Performance Based Allocation”, FERDI Policy Brief B28o.
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interest for such a reform, by which vulnerability would be taken into account for
the allocation of multilateral development assistance.

While there are many ways by which development finance can consider the
structural vulnerability of countries, using a multidimensional and structural vul-
nerability index, possibly adapted to the objectives and mandate of each organi-
zation, should enable a preventive and transparent ex-ante allocation policy. In so
doing it cannot of course replace ex-post instruments to address the most severe
shocks that countries have to face unexpectedly.

The present Brief mainly relies on a vast body of works over the past decade and
published by the authors as books and papers in academic journals (see Guil-
laumont, Guillaumont Jeanneney and Wagner, 2017, 2020), and FERDI Policy Briefs
B246, B259, B278).

>

The Performance Based Allocation (PBA) is a simple mathematical formula de-
veloped and used by Multilateral Development Banks (MDBs) to allocate multilat-
eral concessional resources on the basis of “performance”. Although the various
formulae used have evolved over time, the core principle of the PBA has been
maintained through the years thanks to its appealing emphasis on performance.

The origin of the PBA can be traced back to the late '70s when it was first imple-
mented at the World Bank, for the allocation of the credits from its concessional
window, the International Development Association (IDA). For the geographical
allocation of development assistance by a multilateral institution, rather than
leaving it to be governed by discretionary practices, the PBA made it easier to find
a consensus among board members in the apparent simplicity of a mathematical
formula, where roughly the amount Ai allocated to a country i is a function of
population size, Gross National Income per capita (GNI pc) and an assessment of
public policy and institutional performance :

Ai = f (Performance, Income per capita, Population)

While today’s practice, still relying on a formula, has become more complex, the
core message of the PBA has remained the same for almost 40 years. The goal of
the PBA is to reward well performing countries by allocating a larger amount of aid,
according to their “Country Policy and Institutional Assessment” (CPIA) which rep-
resents the alleged quality of their public policy and institutions or, in other words,

36. The distinction between loans and grants is based on other criteria afterward.



their commitment to development. Performance is measured from the CPIA and
its components¥. Therefore, since the beginning, PBA and CPIA are joint products.

The real debate about the PBA and its embedded vision of aid effectiveness has
come under scrutiny essentially since the late ‘9os and the release of the 1998
World Bank report Assessing Aid, reiterating the conclusions of a paper by Da-
vid Dollar & Craig Burnside,*® according to which aid is more effective in coun-
tries with better policies. This paper, strongly debated in the academic literature,
aimed at providing econometric evidence directly supporting the PBA, and pro-
pelled a renewed interest for the PBA as the right allocation methodology for the
concessional windows of the Multilateral Development Banks (MDBs). Soon after,
most of the MDBs, as well as some other multilateral agencies which had adopted
the PBA, gathered in a kind of PBA club: 1999 for African Development Bank, 2000
for Caribbean Development Bank, 2001 for Asian Development Bank, 2002 for In-
ter-American Development Bank and 2005 for International Fund for Agricultural
Development.

However, these various PBA formulae have not remained the same for all this
time, which may be seen as a natural consequence of the shortcomings of such
a restrictive formula. First the design of the formula has changed, either in the
way by which the performance indicator is built or in the coefficients applied to
the variables of the formula. Second, PBA formulae appeared to be not flexible
enough to deal with some special attributes of recipient countries — too small,
too big, highly indebted, fragile, conflict-afflicted, or post-conflict countries to
name a few which warrant special treatments and tend to escape the general
PBA. This led most MDBs to add an extended list of exceptions and special fund-
ing windows to the PBA to deal with particular cases, while performance was kept
as the main guiding principle for aid allocation (or was supposed to be). Never-
theless, the main reason for it has changed over time: Instead of being a direct
factor of aid effectiveness, the PBA is meant to be an incentive to the adoption
of better policies, and reflects the feeling that giving more aid to countries con-
sidered as the “best performers” will drive other countries to become more vir-
tuous. This is a significant change from the PBA initial philosophy, in which aid
effectiveness depended on the quality of economic policies and not the other
way around. Since better policies are good for growth, encouraging them could
become an indirect driver of growth.

Although the impact of governance on aid effectiveness has been challenged
in the academic literature, there is a consensus that aid effectiveness depends on

37. The Country Policy and Institutional Assessment (CPIA) rates IDA countries, on a 1-6 scale increasing with
the quality of governance, against a set of 16 criteria grouped in four clusters: economic management,
structural policies, policies for social inclusion and equity, and public sector management and institutions.

38. Initially a 1997 World Bank working paper, then published in the American Economic Review in 2000.

49



50

some specific characteristics of recipient countries (see a survey in Guillaumont
& Wagner, 2013). Among these characteristics, vulnerability to exogenous shocks
has received increasing attention. These exogenous shocks are of various origins:
economic (e.g., deterioration of terms of trade), climatic (e.g., drought), security
(e.g., violence imported from neighboring countries), health (e.g., deadly epidem-
ic breaks out). The structural vulnerability resulting from the recurrence of these
shocks are handicaps to growth and development, that generate aid needs, as
does low income. Moreover, vulnerability to shocks is a factor that also improves
marginal aid effectiveness, as good governance is supposed to do. In this frame-
work, aid can have a macroeconomic impact on growth thanks to its stabilizing
effect. More broadly aid dampens the negative impact of shocks on development.

>

The allocation of concessional funds involves a trade-off between performance
criteria and need criteria, the main difficulty being that those countries with the
greatest needs (the poorest and most vulnerable countries) are often countries
deemed to be the least performing. To overcome this difficulty and tackle other
issues that escape the performance-based allocation (PBA), specific facilities have
been added to the basic allocation framework. However, the specific funding win-
dows for countries facing a specific kind of vulnerability (either to climate change
or for state fragility, for instance) do not allow for the different degrees of vul-
nerability to be taken into account, either between countries that are said to be
the most vulnerable and benefit from the funds, or between other countries that
are also vulnerable to some extent. Specifically, the most vulnerable countries,
especially to natural disasters whose recurrence severely limits borrowing and
debt capacity, are not always the poorest. Similarly, countries most vulnerable
to the effects of climate change or subject to unfavorable regional dynamics (i.e.,
cross-border terrorism) are not clearly identified through the three indicators of
the PBA formula (Performance, GNI pc, Population). A reason why, as noted above,
the major development banks have elected to multiply dedicated windows rath-
er than integrate indicators reflecting these new challenges directly into the PBA.

A “Performance and Vulnerability Based Allocation”

A simple and coherent solution, however, is to recognize the structural vulnera-
bility of countries, which does not depend on their current policies, as a criterion
for allocating concessional funds. This can avoid resorting to categories of coun-
tries that are always debatable, and in no way leads to abandoning the traditional
criteria of performance (or governance), which can be improved, and income per
capita. Due to many developing countries being hindered by acute and multidi-
mensional vulnerabilities (economic, environmental, social), it has become essen-



tial to help them deal with their vulnerabilities in a preventive manner, knowing
that almost all of them, albeit in varying forms and degrees, are vulnerable to
exogenous shocks and stressors. This would mean moving from a “Performance
Based Allocation” to a “Performance and Vulnerability Based Allocation” (PVBA)*.
In this case, the amount of aid allocated to a country i would be a function of, an
assessment of public policy and institution (for “performance”), structural vulner-
ability, besides income per capita and population size, such as:

Ai = f (Performance, Vulnerability,
Income per capita, Population).

Relying on fair, effective and transparent principles

Taking structural vulnerability into account in the allocation of aid relies on fair,
effective and transparent principles. It is equitable because structural vulnerabili-
ty in its various forms is a handicap for sustainable development and internation-
al justice aims at equalizing opportunities between countries. It is also effective,
not only because, as recalled above, aid has a higher marginal effectiveness in
situations of vulnerability, by helping to cushion shocks, but also and even more
because it leads to a preventive treatment of vulnerabilities (enhancing resilience
and limiting the higher costs associated to the ex-post handling of shocks). Fi-
nally, it is a way to improve the transparency of the allocation rules established
in multilateral institutions, where to respond to specific country needs there has
been a proliferation of exceptions to the basic rule of performance-based alloca-
tion, leading to its lack of transparency in practice, and to the fact that it is applied
only to a limited extent. Taking structural vulnerability into account in a logical
and simple framework alongside performance makes it possible to better reward
true performance while more equitably considering countries’ needs.

And allowing to go beyond per capita income and categories

In the current architecture of development finance, the access to concessional
finance is essentially based on the categorization of countries in a dichotomous
way, mostly based on a per capita income threshold. However, the complexity of
the issues combined with the multiplication of development objectives has led
to a proliferation of instruments for which countries are eligible or not, without
taking into account in any way the continuous nature and complexity of all the
interactions between structural handicaps. Thus, the use of per capita income for
eligibility purposes hides a very large heterogeneity in terms of structural vul-
nerability between countries, notably small island states, which although among
the most vulnerable in the world, do not have access to concessional financing or

39. The same principle should guide the ex-post analysis of the selectivity of the various donors in judging
the quality of the allocation of their aid between countries according not only to their governance and
per capita income, but also to their structural vulnerability.
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debt relief mechanisms. Taking vulnerability into account not only as a criterion
for allocation but also for access to concessional resources (i.e., eligibility) would
allow for a more equitable distribution.

>

The challenge: assessing structural vulnerability

If there were to be agreement on the principle that vulnerability combined with
low average income justifies relatively more aid and should simultaneously guide
allocation between countries, one of the key challenges would be to agree on the
best way to measure vulnerability. Such a consensus on an indicator should be
possible, provided that its purpose and method are well established, particularly
for its use as an allocation criterion. In this context, building an index that could
be used for aid allocation is of critical importance.

For that, the needed vulnerability index should meet three specific criteria (Guil-
laumont and Wagner, 2022), in addition to the usual conditions that any compos-
ite indicator must satisfy with respect to the availability and reliability of the data,
as well as its clarity and transparency. We briefly recall here these three specific
criteria: the index should be multidimensional, universal and structural or separa-
ble (i.e., able to isolate structural from non-structural vulnerability).

The index should be truly multidimensional

While there may be a debate about the number and scope of the various dimen-
sions of the vulnerability index, three main dimensions have emerged to ensure
an optimal balance between the need for diversity and for simplicity: economic,
environmental and social. These three dimensions correspond to three clearly
identifiable categories of shock. The key is to avoid redundancy of components
and to assess separately the three dimensions identified, keeping in mind they
may be interrelated. The three dimensions are to be aggregated in such a way
that a high vulnerability in only one dimension is adequately reflected, even if
vulnerability appears low in another or the other two. This means that the three
dimensions are not perfectly substitutable and that the index must aggregate
them accordingly.

A first dimension is economic vulnerability, which is the traditional dimension of
macroeconomic vulnerability illustrated by the Economic Vulnerability Index (EVI)
that has been used since 2000 by the UN Committee for Development Policy as a
criterion for identifying LDCs, revised several times, and recently renamed “Envi-
ronmental and Economic Vulnerability Index” (EEVI), so that it is likely to capture
the possible economic impact of various kinds of exogenous shocks (economic,



environmental, health, etc.). A second dimension is environmental vulnerability,
which has to be focused on vulnerability to climate change, because of the major
and growing importance of this vulnerability, especially for SIDS, that it is logical
and convenient to consider separately, through purely physical indicators, while
the impact of other forms of vulnerability due to environment can be captured
through the economic and social dimensions. Finally, the third dimension is social
vulnerability, targeting recurring social shocks and their exposure to these shocks.

The index should be universal

The initial request from the UN General Assembly referred mainly to the vul-
nerability of small island developing states., with the intent to show the high
vulnerability of these countries and to use the index as an argument for special
support to them, especially with regard to development financing. For the index
to provide such a support, it is necessary that the vulnerability of SIDS can be
fairly compared with that of other developing countries, some of which may also
be highly vulnerable, albeit in different ways. For this reason, the Commonwealth
Secretariat proposed the concept and measurement of a Universal Vulnerability
Index (UVI). It is precisely because the index is multidimensional that it should be
universal. This leads to re-emphasizing the need to highlight the vulnerability of
countries in their specific dimension. When in the MVI the different dimensions
are aggregated, more impact will be given to those components that reflect high-
er vulnerability (thanks to the use of a quadratic average).

The index should be “structural’,
not including present policy factors

A country’s vulnerability depends on the one hand on structural and other ex-
ogenous factors, i.e,, factors that are beyond the present control of governments,
and on the other hand on factors that are linked to their present policies. The
vulnerability to be taken into account in order to justify a higher aid allocation
(or a preferential treatment such as that given to LDCs) is only that vulnerability
which does not result from the weakness of the present policy, which makes this
criterion essential for the index to be used for aid allocation.

Disentangling the structural or exogenous factors of vulnerability from those
due to current policy is not always easy, but absolutely necessary. The exogenous
or structural vulnerability results both from the recurrence of shocks, which re-
flects their probability, and from the exposure to the shocks, which determines
their potential impact and corresponds to structural features inherited from the
past. As for resilience, i.e., the ability to cope with shocks, since it itself depends
both on structural (or inherited) factors, and on the current policy, to guide allo-
cation only (low) structural resilience must be considered, either within structural
vulnerability or alongside it.
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Meeting the principles with the “HLPMVI”
or a‘“generic MVI"?

These three essential principles were included in the roadmap given by the Pres-
ident of the General Assembly to the High-level Panel that was established to de-
velop a multidimensional vulnerability index and published its report in February
2024, referred to here as HLPMVI (High-Level Panel Multidimensional Vulnerability
Index) (United Nations, 2024).

The HLPMVI is based on a conceptual framework which captures two pillars or
domains of vulnerability: (i) structural vulnerability, linked to a country’s expo-
sure to adverse external shocks and stressors, and (ii) (lack of) structural resilience,
which is associated with the (lack of) capacity of a country to withstand such
shocks. The conceptual framework elaborates the three dimensions (economic,
environmental and social) of sustainable development both for structural vulner-
ability and structural resilience. While this work is an essential reference for re-
searchers and policy makers who are concerned about the structural vulnerability
of countries, there does not appear to be a full consensus around the structure,
content and country results of the HLPMVI, notably when it comes to the main
MDBs. However, as recognized by the UNGA Resolution, the HLPMVI should be
seen as a “living tool” from which MDBs can develop their own vulnerability in-
dices better reflecting “as appropriate” their mandates and sensibilities. For this
reason, in what follows we use the word MVI in its generic meaning, as an index
meeting the three principles underlined above (multidimensionality, universality,
and exogeneity or separability), either the HLPMVI or an index “in the spirit of the
MVI” specific to each MDB or common to several of thema°#,

>

To combine the criteria, in most cases GNI per capita (GNIpc), population size
and performance, and derive each country’s share in total allocation, the weight-
ed average of the criteria can be arithmetic or geometric. Historically, PBA,, the
country’s PBA score is given in most cases by a geometric average

PBAScore,= Performance x GNI pcf x Population

40. In several works FERDI uses an index called FSVI (FERDI Structural Vulnerability Index), more parsimo-
nious than the HLPMVI and intended to be more consistent with the three principles quoted above, in
particular that of exogeneity.

41. Another example of an index trying to meet the three principles it the “Universal Vulnerability Index”
of the Commonwealth Secretariat (2022).

42. Or by an arithmetic average PBAScore,= (aPerformance, + BGNIpc) x Population. While an arithmetic
average seems simpler, the geometric one is preferable and closer to the present practices.



What in a“PVBA" would give:

PVBAScore, = Performance® x Vulnerability* x GNIpc?
x Population®

The coefficients a, f5, 6, and ¢ represent the weight given to each criterion. The
higher the weights the higher impact each criterion has on the country’s alloca-
tion score. The country’s share in total allocation is given by PBAShare, = PBAS-
core./ .. PBAScore.®.

With this formula the elasticity of allocation with respect to each criterion (for
instance vulnerability) is constant and independent of the level of the other crite-
ria (for instance policy), but the marginal contribution (or partial derivative) of a
criterion depends both on the level of the criterion and on the level of the other
criteria. (see Guillaumont, Guillaumont Jeanneney and Wagner, 2020). This has im-
portant policy implications as explained below.

In fact, it is the balance chosen between the coefficients of the three criteria
that drives the allocation. In the context of the PBA, the performance assessment
has been given an overwhelming weight historically. However, as noted above,
it also led to the introduction of a series of exceptions and special procedures
to adapt the PBA and make it workable. We argue that a simpler and more co-
herent solution would be to recognize the structural vulnerability of countries
as an additional criterion for allocating concessional funds. This prevents resort-
ing to categories of countries that are always debatable, and in no way leads to
abandoning the traditional criteria of performance (or governance), which can
be improved, and income per capita. As stated above, this would mean moving
from a “Performance Based Allocation” to a “Performance and Vulnerability Based
Allocation” (PVBA) where:

A>0,6>0,<0ande>0.

One of the key questions would then be how to determine the right value for
the weight, 6, given to vulnerability in the PVBA. It is obviously a choice of each
MDB committed to use a vulnerability index in its PBA.

Another political choice for each MDB will be to determine which of the special
windows or arrangements brought into its PBA in order to avoid its shortcom-
ings can be phased-out, for the reasons recalled above (need of transparency and

43. The PBA generates relative allocations: it means that PBAShare, for country i is not only a function of
the three criteria for country i but also of the relative rank of those criteria compared to all other eligible
countries.
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need to differentiate between unequally vulnerable countries). A sensitive issue
is in particular the choice of the level of the base allocations (IDA) or minimum
allocations (African Development Fund), precisely set up (and increased) to favor
small (so vulnerable) countries*.

>

Three main objections are sometimes raised against a reform of the PBA by in-
cluding an index of vulnerability in the allocation process, and call for answers.
These answers may rely both on political arguments and on a proper interpreta-
tion of the formula itself.

Does the PVBA imply to weaken performance considerations?

A PVBA allows for relative allocations to be redirected to some extent from least
vulnerable to most vulnerable countries. Can it be done without really weakening
the role of performance? Of course, the result depends on the average of the val-
ue given to the coefficients of the various variables of the formula. More import-
ant to note, with the PVBA formula, as it stands, vulnerability and performance
reinforce each other: the marginal impact of vulnerability on allocation is higher
the higher the level of performance (and the marginal impact of performance.is is
higher the higher the level of vulnerability). Moreover, as shown by a simulation
of a PVBA for the African Development Fund (see Guillaumont, Guillaumont Jean-
neney and Wagner, 2020) it is possible to leave the share of best performers un-
changed, by redirecting among best performers (from the less vulnerable to the
more vulnerable), and similarly within the share of poor performers. The incentive
part of the allocation model is maintained, while it becomes more equitable, and
transparent.

Does the PVBA introduce distorted incentives?

Another concern, somewhat linked to the previous one, the moral hazard that
would result from the inclusion of a vulnerability indicator in the allocation for-
mula, namely the risk that the recipient countries weaken their effort to lower
their vulnerability. This objection is unfounded insofar as the vulnerability index
is designed to be independent from the present policies (the principle of exoge-
neity, as explained above, it is a structural indicator). And to go further and ensure
a good coherence of a PVBA formula with regard to vulnerability, we suggest that
the performance measurement should itself include an assessment of the quality
of the resilience related policies implemented in the country.

44. "Base allocation” is added to the PBA, while the “minimum allocation” replaces the PBA when the PBA
results in a lower amount than this minimum.



Why introducing vulnerability may not
be detrimental to low-income countries

A major concern expressed about the reform proposed (initially by the SIDS) is
that the addition of the vulnerability criterion will lead to diverting part of the
allocation to the benefit of vulnerable middle-income countries and to the detri-
ment of LDCs and LICs. There are two answers to this. One is that the most vulner-
able among middle-income countries are very small countries whose allocation
can be increased through an improved eligibility without a significant impact on
the bulk of other allocations. The other and more important answer is: if the PVBA
is applied with the PBA current formulation, the marginal impact of the vulner-
ability criterion is higher the lower the per capita income. This is in line with the
text of the UNGA resolution which emphasizes that the MVl is not a substitute but
a complement to the per capita income.

The political economy issue:
The pace of reform and its urgency

The difficulty with a reform of the allocation rules is that it may be politically
difficult to implement on a constant budget basis, since, while it increases the
share of some countries, it decreases that of others. The mobilization of increased
resources could politically facilitate a reform of their allocation, so that the result-
ing decrease in the relative share of some countries may not correspond to an
absolute decrease, if it is mitigated by an additional transitionary support pro-
vided to the countries concerned. It seems that the time is right to take advan-
tage of the impetus given by the reform of the international architecture and the
increase in concessional resources, if it is not threatened in the present context.
The reform here proposed may even appear a minor one compared to the unex-
pected consequences of the ongoing changes in the international architecture of
development finance, and a way to increase the role of transparent rules instead
of discretionary allocation decisions.

>

In spite of robust academic work, stakeholders still need to be convinced of the
rationale of a reform relying on an appropriate index of structural vulnerability
taken into account both for eligibility (to concessional financing) and even more
for its allocation between countries. A recent study by FERDI shows that ODA
presently allocated by MDBs to individual countries is not significantly correlated
to their MVI or a similar index (see Feindouno and Guillaumont 2025a).
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The reform is not only desirable, it is also feasible, as shown by the fact that some
multilateral development banks, such as the Caribbean one, already use an index
in their allocation formula, that the European Union itself has been doing so for a
decade, even if not with the best indices, and that at the bilateral level a country
like France wishing to set up a list of priority countries has decided to retain the
LDCs and a complementary list of vulnerable countries identified mainly through
an index close to the MVI (see Feindouno and Guillaumont, 2025b)*.

The institutions that already use a vulnerability index for allocation purposes
and even more those that are invited to do so, may refer to the MVl in a flexible
way, as a “living tool” (as stated in the UNGA resolution), according to their ob-
jective and mandate, in other words they can only be led to use an index “in the
spirit of the MVI’, granted it is based on its three fundamental principles: to be
multidimensional, universal and exogeneous, i.e., structural.

The issue is therefore now how MDBs that wish to improve their aid allocation
criteria can agree to do so by introducing a relevant index of structural vulnerabil-
ity into their allocation formula, making it a“PVBA" (Performance and Vulnerability
Based Allocation). One key issue would be to show through clear and transparent
simulations that a PVBA, for which the weights given to performance, vulnerabil-
ity and income are appropriately balanced, can generate reasonable allocations
while putting a more direct, consistent and transparent emphasis on vulnerability
in its various dimensions and where it represents a major concern.

The improved framework would help to develop proactive and preventive
strategies to assist vulnerable countries cope with external shocks. While ex-post
interventions and humanitarian support are important tools, the international
strategy to address structural vulnerability must also rely on policies aimed spe-
cifically at reducing exposure and improving resilience. A better and more trans-
parent focus on vulnerability would enhance aid effectiveness by supporting
countries to address the drivers of vulnerability, to measure related impacts and
to strengthen resilience. The PVBA would generate an improved complementari-
ty between the country allocation derived from the formula and additional funds
targeting specific issues.

45. Other institutions such as the African Development Bank or the Asian Development Bank use a vulnera-
bility index as part of their allocation framework, albeit outside of their main allocation formula, mainly
to better target small States.
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Assessing “Aid Selectivity” by Considering
the Vulnerability of Countries

in collaboration with Sylviane GUILLAUMONT JEANNENEY

The Paris Summit for a New Global Financing Pact in June 2023 was initially an-
nounced as a response to country vulnerabilities, in particular vulnerability to cli-
mate change. Support for vulnerable countries remains one of the principles of the
Paris Pact for People and Planet (4P) that emerged from this summit¥. Whatever the
sectoral allocations or financial instruments recommended, it is necessary to ensure
that the funds mobilised, especially those added to existing funding, will actually
benefit vulnerable and poor countries or respond to situations of vulnerability.

In the early 2000s, when the fashionable idea was to ensure that the alloca-
tion of aid favoured the best-governed countries, the concept of “aid selectivity”
emerged, with the aim of assessing the extent to which, for each source of aid,
flows were well directed towards these countries. This definition of selectivity
stemmed from the thesis of Burnside and Dollar (1997, 2000a and b, 2004a and
b) that aid would be effective in promoting growth (and thus reducing pover-
ty) only in well-governed countries. It was used by many authors in the 2000s
(World Bank, 1998, 2004*; Dollar and Levin, 2004; Roodman, 2004; World Bank
and IMF, 2004). It can also be found in well-known works on the relationship be-
tween aid and poverty reduction (Collier and Dollar, 2001 and 2002). Since 2003,
the Center for Global Development (CGDEV) has published the Commitment to

46. This text was originally published as a policy brief: P.,, Guillaumont Jeanneney S. (2024) "Assessing 'Aid
Selectivity' by Considering the Vulnerability of Countries", FERDI Poliy Brief B261.
47. The four principles are as follows
- no country should have to choose between fighting poverty and preserving the planet;
- each country adopts its own transition strategy, taking into account its needs and constraints to achieve
the goals of the Paris Agreement;
- a shock of public funding is needed to help vulnerable economies lift their populations out of poverty,
while protecting the planet;
- amuch greater leverage effect is needed to increase private funding for our global challenges.
48. The Global Monitoring Report divided aid-receiving countries into two categories of equal size on the
basis of CPIA alone, those with ‘good policies and institutions’ and those with ‘bad’ ones.
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Development Index (Robinson, Beata Cichocka, Ritchie and Mitchell, 2021), which
aims to rank developed countries according to the contribution of their economic
policies to the development of poor countries (aid, trade, migration, investment,
security, technology and environmental policy). Until 2021, the aid component in-
cluded the governance of assisted countries as a criterion for aid selectivity (Bird-
sall, Mahgoub and Perakis, 2010).

This concept of selectivity, tainted by its connotation of “good governance’, has
since been criticised and is no longer widely used.# On the one hand, the defini-
tion of “good governance” that would be identical everywhere has been called
into question. Above all, it is now recognised that economic growth is only one
of the goals of aid, even if poverty reduction is linked to it, and that the effec-
tiveness of aid does not depend solely, or perhaps primarily, on the quality of
economic policy. It also (and mainly) depends on the handicaps suffered by the
poorest countries that need to be overcome. Structural handicaps are also used
by the United Nations to define the category of least developed countries (LDCs).
These are the weakness of human capital and the vulnerability of countries. The
importance of vulnerability in aid effectiveness is now well recognised (Collier
and Dehn, 2001; Guillaumont and Chauvet, 2001%°; Collier and Hoeffler, 2004 in
post-conflict situations).

In an article published in World Economy in 2007 (Amprou, Guillaumont and
Guillaumont Jeanneney), we proposed a new measure of selectivity that, without
abandoning the governance criterion but showing its limitations, simultaneously
used other criteria to judge the quality of aid flows’ geographical orientation. These
criteria included not only a low level of per capita income and human capital but
also the level of economic vulnerability, measured at the time using the indica-
tor calculated by the United Nations Committee for Development Policy (CDP) to
identify LDCs. In the early 2010s, work published by FERDI as an extension of the
above-mentioned article made it possible to update the results initially presented
in the World Economy article (Guillaumont Jeanneney and Le Velly, 2010, 2011). It
then became appropriate for selectivity with respect to a vulnerability criterion to
be considered as a means of assessing the quality of public funding policies and
for any progress made following the Summit to be reported in this respect.

49. Forexample, according to the Commitment Development Index published in 2021, which is still designed
to compare the efforts of high-income countries to help poorer countries, the quality of financing for
development component of this index is measured by six indicators: the degree of linkage of flows, the
transparency of aid policy, the proportion of aid going through a multilateral channel, the proportion of
projects corresponding to the objectives of recipient countries, the proportion of low-income countries
in bilateral aid, and the proportion of countries classified by the World Bank as fragile. The governance
of the countries receiving aid is no longer included in the quality of aid (Robinson et al. 2021).

50. This article deals with the shocks to which many developing countries are exposed, either as a result of
the variability of commaodity prices, or of climatic incidents and natural disasters. In these situations, aid
is more effective by preventing the disruption of imports and the cumulative fall in growth, as it reduces
the negative impact of vulnerability.



This new concept of selectivity would benefit from the in-depth analysis of the
vulnerability of developing countries, particularly in recent years. A country’s vul-
nerability is the risk of its development being hampered by exogenous shocks,
whether external or natural. An essential distinction in the use of a vulnerability
index in the calculation of a selectivity indicator is indeed between what is exog-
enous, that is, independent of the present will of countries, and what depends on
their will or their present policy. Financing countries according to their vulnera-
bility is only justified if this vulnerability is truly structural and not linked to the
countries’ current policies.s The vulnerability indicator also needs to be multidi-
mensional. Three dimensions of vulnerability are now commonly distinguished,
albeit with varying perimeters. For example, if we look at the way in which shocks
manifest themselves, we can distinguish (i) economic vulnerability, which is like-
ly to capture the economic impact of various kinds of exogenous shocks (eco-
nomic, environmental, health-related, etc.); (ii) vulnerability to climate change:
because of the major and growing importance of this type of vulnerability, par-
ticularly for SIDS, it may be logical and convenient to consider it separately, using
purely physical indicators,s with the impact of other forms of environmental vul-
nerability then being captured through the economic dimension; and (iii) social
or socio-political vulnerability, which involves targeting recurring social shocks
that reflect the fragility of States, this vulnerability being captured specifically by
recurrent violent events, which occur either within the country or at its borders.

The method that we propose for measuring the relative “selectivity” of donors
is simple. For each source of aid and for each criterion used, including of course
the vulnerability criteria, we calculate a weighted average indicator for recipient
countries that is comparable from one source of aid to another. As it is not pos-
sible to consider vulnerability independently of the level of per capita income,
the calculation must combine the vulnerability indicator with an indicator of low
income (in fact its log) or, if we want to take into account a multidimensional
measure of poverty in recipient countries, including the weakness of their human
capital, it will be possible to use the weakness of the Human Development Index,
which combines indicators of per capita income, education and health.

51. Refusing to isolate what is truly exogenous in vulnerability would run the risk of generating moral hazard,
corresponding to the incentive countries would have not to improve their policies to deal with vulner-
ability. This distinction between structural vulnerability and general vulnerability has been systemati-
cally made in FERDI's work, notably in the construction of an index for the African Development Bank,
then in its contribution to the elaboration of a ‘universal vulnerability index’ for the Commonwealth
Secretariat and finally in its contribution to the elaboration of a ‘multidimensional vulnerability index’
for the United Nations.

52. Economic vulnerability has been used since 2000 by the United Nations Committee for Development
Policy as a criterion for identifying LDCs, and the EVI index developed for this purpose has been revised
several times. Its latest name is Economic and Environmental Vulnerability.

53. FERDI has developed an indicator of physical vulnerability to climate change, which takes into account
two risks caused by climate change: those linked to trend shocks such as rising sea levels, increasing
temperatures and decreasing rainfall, and those linked to the intensification of recurrent thermal, rainfall
and cyclonic shocks.
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For the calculation, it is of course necessary to know the geographical distribu-
tion of the flows from each source of aid, which the OECD should normally have,
and the relative shares of each recipient should be used as a weighting coefficient
for calculating the average level of income (or HDI) and the average level of vul-
nerability of the recipients of aid from a given bilateral or multilateral source.

The measure of vulnerability used as a criterion should benefit from the prog-
ress made in this area over the last fifteen years, as mentioned above. For exam-
ple, the United Nations Committee for Development Policy (CDP) has redefined
its vulnerability index, and the Commonwealth Secretariat and then the United
Nations have developed new multidimensional measures of vulnerability. These
new indices meet the criteria required for calculating selectivity, namely a mea-
sure of structural or exogenous vulnerability, independent of the current will of
the countries, to avoid any moral hazard: it is the structural or exogenous vul-
nerability of the recipient country that corresponds to a need for aid, whereas
vulnerability linked to a poor current policy reveals poor governance, which may
remain a negative criterion for allocation.

It is of course possible to add a governance or performance criterion to the
two previous criteria, which was the basis of the initial measure of selectivity.
However, as its assessment remains contested and is not in line with the objec-
tive of alignment with countries’ political choices, which was one of the princi-
ples of the Paris Declaration on Aid Effectiveness, it is conceivable to measure
selectivity according to two versions, one including this third criterion and the
other not.

Whether we stick to the two criteria of a low level of development and high
vulnerability or add a third criterion of governance/performance, it is easy to com-
bine them using the most appropriate type of average and the most appropriate
weighting. It is even conceivable to let each user (for their own use, if not for in-
ternational comparisons) choose the type of average that they prefer, as well as
the weighting between the different criteria or even between the components of
each multidimensional indicator. The programme was developed at FERDI and is
called “Build Your Own Index” However, if, in the wake of the June Summit, since it
was initially conceived as a summit for vulnerable countries, we wanted to ensure
the accountability of development partners from this initial perspective, it would
be relevant simply to assess the orientation of concessional flows in terms of a
multidimensional vulnerability indicator. Each type or source of funding would
thus be assigned an average indicator of the vulnerability of recipient countries.
Similarly, since vulnerability cannot be the only criterion for allocating aid, the
average level of per capita income or human development of recipient countries,
or their average level of “performance’, should be measured and compared. In
the same way, it would be possible to monitor the average level of vulnerability



of recipient countries in its various dimensions, or any other variable chosen as a
criterion, both at the global level and for each source of aid.

Let us add that, since the variables used as criteria are partially correlated, we may
also wish to measure not the average impact but the marginal impact of each of
them (in this case vulnerability) by estimating econometrically the elasticity of each
type of flow in relation to the different variables (including vulnerability) used as al-
location and selectivity criteria. By calculating the average vulnerability of recipient
countries, we can see the extent to which each source of funding has in fact focused
more or less on vulnerable countries according to their level of vulnerability, while
the marginal impact of vulnerability (or elasticity) attempts to show the extent to
which each source, in its allocation choices according to different criteria, has been
specifically sensitive to the degree of vulnerability of recipient countries. This second
measure, which depends on the estimation method, can only be complementary to
the previous one, the meaning of which is clearer and on which political commu-
nication is simpler (see the comparison of the two methods in Amprou et al., 2017;
work in progress by FERDI will present the respective scope of the two methods).

The recommended method is easily applicable to ODA flows. Depending on the
availability of statistics, it should also be possible to apply it separately to other
categories of flows to the countries for which they are intended: TOSSD and its
components, FDI, as well as, in a complementary manner and subject to specific
adjustments, flows intended to promote various types of global public goods.
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Do Multilaterals Allocate Their Concessional
Resources According to Countries’
Vulnerability as Well as Their Income?

Comparison with Bilaterals Through
a New Measure of Selectivity>

in collaboration with Sosso FEINDOUNO

Following the Paris Summit for a Global Financial Pact and the United Nations res-
olution on the adoption of a Multidimensional Vulnerability Index (MVI), multilateral
development banks (MDBs) have been called upon to integrate structural vulnerability
into the allocation of their concessional resources. Assessing their commitment and
accountability cannot be limited to examining the tools and allocation rules they have
adopted; it is also necessary to analyse ex post the extent to which financial flows have
actually been directed according to the structural vulnerability of recipient countries.

To this end, we revisit and refine a measure of aid selectivity based on vulnerability,
initially proposed by FERDI, using the newly adopted United Nations MVI and an
improved version of this index. This approach enables us to compare the actual allo-
cation behavior of MDBs in distributing concessional flows, both in relation to other
multilateral institutions and bilateral official development assistance (ODA) sources.
This exploratory analysis shows that, while recipient countries of MDBs'ODA are, on
average, more vulnerable than those receiving bilateral ODA, major MDBs do not
systematically differentiate their allocations according to the degree of vulnerability
of recipient countries. The method applied here, based on ODA flows, is subject to
methodological refinements and can be extended to a broader or different scope,
depending in particular on the progress expected in measuring the Total Official
Support for Sustainable Development (TOSSD).

54. This text was originally published as a policy brief: Feindouno S., Guillaumont P. (2025) "Do Multilaterals
Allocate Their Concessional Resources According to Countries’ Vulnerability as Well as Their Income?
Comparison with Bilaterals Through a New Measure of Selectivity", FERDI Policy Brief B278.
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The Paris summit for a “Global Financial Pact’, initially aimed at financing vul-
nerable countries, gradually expanded its scope, evolving into the “Paris Pact for
People and Planet” (the 4P). Nevertheless, the question of how vulnerability could
be taken into account in the financing for development agenda remained a cen-
tral concern. The importance of this issue was further reinforced by the debates
surrounding the preparation and subsequent adoption of a Multidimensional
Vulnerability Index (MVI) by the United Nations General Assembly, along with an
invitation for multilateral development banks (MDBs) to use it as a criterion for
allocating their concessional resources. In order to assess the potential impact of
such a reform, it is first necessary to examine whether, in their current practices,
these institutions already take vulnerability into account, along with the level of
poverty, when allocating their concessional resources. Given their specific role
in this domain, it is also useful to compare their practices with those of bilateral
donors.

The debate is thus taking place at two levels: first, the reform of MDB allocation
rules, which can be described as an ex-ante perspective; and second, their ex-post
accountability regarding their actual practices, including the implementation of
the rules they are supposed to have adopted. This analysis falls within the latter
perspective (allocation accountability) which, twenty years ago, was examined
under the term ‘selectivity;, though with reference to objectives other than tack-
ling vulnerability. This approach has been much less followed than that of ex ante
allocation criteria, particularly regarding vulnerability.

This isillustrated by the OECD’s 2024 report on multilateral cooperation: Multilat-
eral Development Finance 2024. It provides a rich and detailed analysis of the evo-
lution of this cooperation, making it an essential reference. The report highlights
the impact of recent crises as well as ongoing efforts to reform the international
development finance architecture. Two main chapters are devoted to distinguish-
ing between funding received by multilateral institutions and funding disbursed
by them. However, the crucial question of how this funding is allocated across
countries, which is essential for assessing their strategy, is barely mentioned.

In particular, the question of the extent to which multilateral cooperation fa-
vours vulnerable countries, which was at the heart of the 2023 agenda, is not di-
rectly addressed. Two uses of the term “vulnerable countries”are to be considered
in the OECD’s 2024 report. The first reference served to emphasise that it is logi-
cal for vertical funds to provide substantial concessional support to the “poorest
and most vulnerable countries”. This is illustrated by considering the correlation
between the commitments of these funds and, on the one hand, the Gini coeffi-
cient and, on the other hand, the poverty ratio of the recipient countries. These



correlations are then compared with those found for the World Bank Group, the
United Nations and the MDBs. There is therefore no debate on vulnerability, and
the correlation with a Gini coefficient is fundamentally ambiguous (should it be
strong or weak?) (Cf. Guillaumont, 2023).

A second reference to the most vulnerable countries appears at the top of the
recommendations. It is suggested that the capacity of the (multilateral) system to
support the poorest and most vulnerable countries should be preserved, but without
any diagnosis of the system’s current contribution in this area. The report’s authors
therefore suggest that“an evaluation be commissioned through the G20 or any other
relevant global forum to understand the impact of recent and ongoing reforms on aid
allocation across sectors, region and country groupings”. This suggestion opportunely
raises the question of how accountability should be ensured for the commitments
made to reform the international development finance system, particularly with
regard to the stated intention of meeting the expectations of vulnerable countries
(Guillaumont and Guillaumont Jeanneney, 2024).

This note is an initial contribution to this discussion. It examines the extent to
which multilateral sources of financing, and by comparison bilateral sources, take
into account the vulnerability of countries, as well as their level of poverty, in the
allocation of their concessional resources.

To answer this question, we need to provide a number of methodological details
that will determine the relevance of the analysis.

>

What measures of vulnerability are used?

Since we are carrying out a quantitative analysis of the behaviour of bilateral
and multilateral donors, we need to take into account the different dimensions of
vulnerability and therefore refer to a multidimensional vulnerability index, without
forgetting that there are non-quantifiable factors of vulnerability, which are not
strictly comparable but should ideally be captured in vulnerability profiles. In this
context, the vulnerability to be taken into account as an allocation criterion is
structural vulnerability, i.e., vulnerability that is independent of the current policy
and measured by indicators that reflects this characteristic.

The most prominent index currently is the one recently produced by the
High-Level Panel set up at the United Nations at the request of the General As-
sembly, and adopted in August 2024: the MVI (Multidimensional Vulnerability
Index). However, this index has a number of shortcomings, particularly when it
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comes to guiding the allocation of resources (see Guillaumont, 2024). This is why
we also use the index constructed by FERDI as part of its Observatory of vulnera-
bilities and resilience, based on the same principles as the MVI, but corrected for
its main shortcomings. This index is referred to here as the FSVI (FERDI Structural
Vulnerability Index).

Whether we are talking about the MVI or the FSVI, we obviously do not imag-
ine that the sources of funding have taken such indicators into account in their
decisions, but we are trying to reveal donor behaviour as a function of their own
implicit perceptions of country vulnerability.

What flows are we talking about?

This analysis applies first and foremost to flows of concessional resources (classi-
fied under Official Development Assistance — ODA), as these are the flows explic-
itly or implicitly guided by donor policies for allocating scarce concessional. MDBs
often use allocation formulas to distribute these resources. However, it would
also be valuable to examine at a later stage how these financing sources allocate
non-concessional resources and whether there is complementarity between the
allocation patterns of concessional and non-concessional flows.

The analysis is first carried out at a global level, with all multilateral flows com-
pared with all bilateral flows, according to the disbursement statistics produced
by the OECD. Given the heterogeneity of these flows and donor behaviors, the
analysis is then disaggregated to focus on major sources of multilateral financing,
particularly the concessional windows of multilateral development banks such as
the International Development Association (IDA) and the African Development
Fund (ADF), as well as the United Nations Development Programme (UNDP), Eu-
ropean institutions, and the broader allocation patterns of the United Nations
system.

To mitigate the influence of annual fluctuations in disbursements and to better
reflect consistent donor behavior, the study uses cumulative or average disburse-
ments over a three-year period for each donor-recipient pair. The main reference
period is 2020-2022, but for comparative purposes over time, a three-year period
from 10 or 15 years earlier could also be analyzed to identify potential changes in
allocation patterns.

Which method?

The method of analysis used is a measure of what we have called a’new selectivity,
i.e. a selectivity of aid according to vulnerability and per capita income, described
in several works, initially in an article in Word Economy (Amprou, Guillaumont P.
and Guillaumont Jeanneney, 2007) and, more recently, in publications by FERDI



(see FERDI Policy Brief B261, reproduced in Boussichas and Guillaumont, 2024). This
method is twofold, and it is important to specify the meaning of each of the two
modalities in order to characterise the allocation of each “donor”. The first is based
on an analysis of the ‘average profile’ of recipient countries, i.e., the average level
of vulnerability and poverty of the beneficiaries of funding from a donor or group
of donors. This is done by calculating the average vulnerability of beneficiaries,
weighted by the relative size of the flows allocated by that donor to each country.
This measure makes it possible to compare the selectivity of different donors, but
does not provide information on the way in which each donor differentiates its
allocations according to the vulnerability or poverty of each country. The average
level of vulnerability of recipients is calculated independently of the average level
of poverty.

The second approach looks at the ‘marginal impact’ of vulnerability and poverty
on the allocation of resources. It examines the extent to which each donor dif-
ferentiates its allocations according to the vulnerability and income of recipient
countries. This method could be described as “differential selectivity”, as opposed
to the first approach, which corresponds to “average selectivity” based on recip-
ient profiles.

These two approaches are complementary: the first gives an overall view of the
profile of beneficiaries, while the second enables us to understand the degree of
differentiation in the allocation of funds according to vulnerability and poverty.

The average vulnerability profile (2 of the lessor or group of lessors 1 is given by:

vi=Z(Vj*a)i].)

Where V' is the MVI or FVI score of the recipient country j, a)i]. is the share of
flows allocated by the donor or group of donors I to the recipient countryj.

Similarly, the per capita income profile Y, of the lessor or group of lessors 1 is
given by:

— *
Y= Z (Yj wij)
Where Y is the level of per capita income (GNI pc) in the recipient countryj, a)l.].
is the share of flows allocated by the donor or group of donors i to the recipient

country ]

It should be noted here that the indicator chosen to take into account the
country’s poverty is per capita income, and not the poverty rate. This choice is
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explained by the fact that the poverty rate depends on both average income and
income inequality. However, inequality as such is not a criterion justifying an in-
creased allocation of aid to a country. This distinction has already been discussed
in the analysis of vulnerability indices (see Guillaumont, 2023).

For the second method, where the objective is to measure the differential (or
marginal) impact of vulnerability and income on the allocation of resources be-
tween countries by a donor or group of donors, we estimate a function in which
the amount of aid per capita received by each country from a donor depends on
both per capita income and vulnerability. This model is written as:

log (A;/P) =aV .+ BlogY + &,

Where Ai- represents the total amount of aid allocated by the donor I to the
country j, jthe population of the country j, V] the vulnerability score (MVI or
FSVI), Yj the per capita income of the countryj, and Ei]. the error term.

The coefficients & and ‘3 can then be used to interpret the marginal impact of
the explanatory variables on the allocation of aid. When the function is estimated
in logarithms, the coefficients correspond to elasticities, which is the case for the
relative variation in aid compared to a relative variation in income. In the case of
a semi-logarithmic estimate, they take the form of semi-elasticities, which is the
case for the relative variation in aid for an absolute variation in vulnerability, which
is an index with bounded values.

This second method makes it possible to analyse the behaviour of each lessor
independently of the others, while offering the possibility of comparing their be-
haviour through the level of estimated elasticities. In addition, it allows the results
obtained to be compared with a normative allocation model, in which target co-
efficients would be set as objectives according to income or vulnerability.

To describe the actual behaviour of funding sources, the first method may seem
simpler and more robust, as it is based solely on descriptive statistics that allow
comparisons between funders. However, it does not allow us to disentangle the
respective impact of income and vulnerability, two variables that are partially cor-
related, which is made possible by the second method, which uses econometric
estimation, the results of which are certainly more or less significant. Above all,
the two methods do not serve the same purpose. The first highlights a selectiv-
ity or average preference for vulnerable countries, while the second measures a
selectivity or differential preference, i.e,, the way in which a donor modulates its
allocations according to the degree of vulnerability of the beneficiary countries.
In a way, the second method provides another form of descriptive statistics, but



it differs from explanatory models of aid allocation, which seek to identify all the
factors influencing donors’ decisions. In this case, only those factors that corre-
spond to shared objectives and that require donors to be held accountable are
taken into account. This distinction between different approaches to the analysis
of aid allocation has been highlighted in several studies (see McGillivray, 2000;
Guillaumont, 2020).

P> Presentation of Results

Average vulnerability and poverty profiles by donor

The main results are presented in Table 1. The MVI profile (FSVI, FERDI Struc-
tural Vulnerability Index) reflects the average vulnerability of recipient countries,
weighted by the relative share of flows they receive from each donor (or group of
donors); it expresses the average preference of each donor in terms of vulnerabil-
ity. Similarly, the poverty profile measures the average per capita income level of
recipient countries, again weighted by the relative shares of allocations; it reflects
the average preference of each donor in terms of poverty.

Table 1. Average vulnerability profile and income of recipients according to donors

Multilateral donors 46.45 42.48 2413.32
IDA 55.2 51.08 1042.9
FAD 54.72 52.14 1013.02
Asian Development Bank 52.57 45.71 1453.51
Caribbean Development Bank 59.46 56.66 8727.43
Inter-American Development Bank | 48.83 54.16 2890.68
United Nations 48.65 44.41 2313.05
UNDP 53.53 50.29 1633.51
FIDA 54.99 49.66 721.44
European institutions 32.86 28.21 4013.95
Bilateral donors 46.43 42.21 2950.94
France 46.79 42.22 4245.66
Germany 45.22 39.9 3642.88
Japan 48.54 40.8 2217.19
Sweden 46.45 45.27 2298.98
United Kingdom 51.45 46.26 2401.87
United States 46.97 43.42 2701.29
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In the early 2010s, the European Union made a clear commitment to take vulner-
ability into account when allocating its aid flows. However, according to the results
presented in the text, the EU tends to concentrate its aid on countries that are on
average less vulnerable than multilateral aid as a whole, and with a higher aver-
age per capita income. This paradoxical result can be explained by several factors.

Firstly, variables other than income and vulnerability come into play in the al-
location formula, including governance, but this is also the case for the MDBs,
with IDA or FAD. Furthermore, when we move from the potential allocation for-
mula to disbursements, aid allocation decisions are often influenced by geo-
political considerations and the strategic interests of its member states. As a
result, countries of economic or geopolitical importance to Europe, particu-
larly those located close to it (such as the Balkan or Mediterranean countries)
or with strong historical links with certain Member States, may receive a great-
er share of aid than the formula would suggest, even if they are less vulnerable.

Another explanatory factor lies in the conditions of eligibility for concessional
financing. As a result of these conditions, recipients of European aid have, on av-
erage, a lower level of vulnerability than recipients of other sources of multilateral
aid. On the other hand, as will be shown below, the EU seems to show real dif-
ferentiation in the allocation of its aid between eligible countries, according to
their relative level of vulnerability. This sensitivity to differences in vulnerability
contrasts with the allocation of the concessional windows of the multilateral de-
velopment banks, which, as the results of the second method show, do not sys-
tematically take vulnerability into account in the actual distribution of resources.

The first finding is that there is, on average, no significant difference between all
bilaterals and all multilaterals in terms of the average vulnerability profile of recipi-
ent countries, whether using the MVI or the FSVI. A more detailed analysis of the av-
erage vulnerability profiles of recipient countries for IDA, ADF, IFAD and UNDP also
shows a high degree of similarity, although these institutions are distinguished by
a relatively higher average level of vulnerability than that of multilateral donors as a
whole. This difference can be explained by the fact that the United Nations system
as a whole includes organisations whose objectives are not exclusively develop-
ment-oriented and that grant subsidies to countries that are not necessarily very
vulnerable. As we shall see, these same countries are not necessarily low-income.

The results obtained for the main MDBs contrast with those of the European
Union, which has a relatively lower average level of vulnerability among its ben-
eficiaries. At first glance, this finding may seem paradoxical, given that the Eu-
ropean Union, along with the Caribbean Development Bank, is one of the few
institutions to explicitly include a vulnerability indicator in its allocation criteria.
However, this apparent contradiction can be explained by several factors, which
will be detailed below (see Box 1).



The gap between the average preference of all multilaterals for low-income
countries (average profile of $2,415) and that of the major institutions mentioned
above (around $1,000 for IDA and the ADF) is even greater. At the same time,
the average preference of multilaterals for low-income countries remains slightly
higher than that of bilateral donors, with the latter showing an average per capita
income profile of $2,953, and even around $4,000 for European institutions. This
suggests that, while bilateral donors direct their aid to countries with an aver-
age level of vulnerability similar to that of multilateral aid recipients, they nev-
ertheless give priority to higher-income countries. The differences observed can
be interpreted as reflecting donors’ distinct trade-offs between vulnerability and
poverty. They are also the result of the income thresholds applied for eligibility
for concessional funds, which are generally lower for multilateral development
banks than for European institutions. Once these thresholds are exceeded, MDBs
intervene through other financing windows that are not ODA in the strict sense.
An analysis of the average profile of donors over the period 2020-2022 shows that
institutions such as the UNDP, IDA and the African Development Bank direct a sig-
nificant proportion of their resources to the most vulnerable and poorest coun-
tries. However, on average, multilateral donors as a whole, of which the MDBs are
only a fraction, do not differ significantly from bilateral donors in terms of the av-
erage vulnerability of recipient countries. On the other hand, they do differ more
markedly in terms of the average income of recipient countries, which is lower in
the case of multilateral funding. As for the European institutions, they seem to
direct their ODA towards countries with a relatively higher income and a lower
level of vulnerability. This does not mean, however, that they do not differentiate
their allocations according to vulnerability, as we can see from the box and the
results of the second method.

Differentiated (between countries) or marginal impacts
of vulnerability and per capita income

The averages observed above do not provide any information about the sensi-
tivity of allocations to differences in vulnerability between eligible countries.

Table 2 presents the results of the regressions using the MVI as the vulnerability
indicator and those obtained using the FSVI. The choice of one or other of the two
vulnerability indicators does not affect the main conclusions regarding the allo-
cation of aid. The trends observed with the two indicators are broadly similar.s

With regard to the coefficient of the vulnerability index, for all multilateral
donors as well as for all bilaterals, the results show that the MVI (or FVI) score is
significantly positive, with a greater impact for multilaterals than for bilaterals.

55. In both cases, introducing the population log alters the results because of the relationship between
vulnerability and the population log, whose coefficient is always highly significant and negative.
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Table 2. Marginal impact of vulnerability and per capita income on allocated resources

Vulnerability index

MVI & per capita income log

MVI - Score

Log of per
capita income

IDA MVI 0.0123 0.165
FAD MVI 0.0183" -0.277
Asian Development Bank MVI 0.143™ -1.936™
Caribbean Development Bank MVI 0.00177 0.289
Inter-American Development Bank | MVI 0.0925" -1.154%*
United Nations MVI 0.0369™" -0.480™
UNDP MvI 0.03617" -0.793"
FIDA MVI 0.0365™" -0.801™
European institutions MvI 0.0296"" -0.284™

France MVI 0.000594 0.0245
Germany MvI 0.00703 -0.0672
Japan MVI 0.00876 -0.0358
Sweden MVI 0.0268™" -0.6317"
United Kingdom MVI 0.012 -0.296"
United States MVI 0.0317™ -0.289"

Vulnerability index

FSVI & per capita income log

FSVI - Score

Log of per
capita income

IDA FSVI 0.0115 0.193

FAD FSVI 0.00776 -0.0795
Asian Development Bank FSVI 0.127™ -1.530"
Caribbean Development Bank FSVI -0.0476 0.996

Inter-American Development Bank | FSVI 0.0867"" -1.142™
United Nations FSVI 0.0346™ -0.402"™"
UNDP FSVI 0.0325™" -0.719""
FIDA FSVI 0.0271™" -0.612™
European institutions FSVI 0.0267" -0.208"

France FSVI -0.00102 0.0469
Germany FSvI 0.00457 -0.0252
Japan FSVI 0.0083 -0.019
Sweden FSVI 0.0266™" -0.594""
United Kingdom FSvI 0.00463 -0.182"
United States FSVI 0.0324™" -0.260"




Elasticity in relation to per capita income differs even more markedly between
multilaterals as a whole, where it is significantly negative, and bilaterals as a
whole, where it is not significant. Since our objective here is to characterise the
behaviour of the various multilateral (but also bilateral) players, we need to ex-
amine the behaviour of specific institutions in relation to overall flows. There are
two possible scenarios.

The two major concessional funds, the IDA and the ADF, even though on aver-
age they give greater preference to vulnerable countries than other donors, do
not in fact differentiate their ODA support according to the degree of vulnerabil-
ity of the recipient countries. This can be attributed to the fact that they do not
use a vulnerability index in their allocation formula that would allow this differen-
tiation to be made. A similar observation applies to the Caribbean Development
Bank, which uses its own index, but which is very different from the multidimen-
sional vulnerability indices considered here. Furthermore, the results obtained for
this institution are based on a limited sample of countries, which may limit their
robustness.

In contrast, UNDP and IFAD allocations, which each show an average preference
for vulnerable countries, appear to be sensitive to the respective degree of vul-
nerability of the recipient countries. The contrast is even sharper with the situa-
tion of the European Union, whose average preference for vulnerable countries
is low, but which is very sensitive to the degree of vulnerability of the various
recipient countries. This sensitivity can be explained by the use of vulnerability
indices in the formula for allocating concessional funds.

As far as bilateral donors are concerned, the extent to which vulnerability and
per capita income are taken into account in the allocation of aid varies consid-
erably from country to country. Bilateral aid does not seem to follow a system-
atic and linear logic based on these criteria, which underlines the importance of
institutional frameworks and strategic choices specific to each donor. However,
an in-depth analysis of the institutional perimeters within which ODA is allocat-
ed would be necessary to better interpret these disparities, which is beyond the
scope of this study.

All in all, the analysis shows that it is not enough for an institution to set up
mechanisms to take into account the vulnerability of countries for its allocation to
be proportionally adapted to the degree of vulnerability of the beneficiaries. This
appears to be the case for the concessional windows of the World Bank and the
African Development Bank, which, although they direct a significant proportion
of their aid to vulnerable countries, do not modulate their allocation according to
the level of vulnerability of the different beneficiaries.
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The preceding analysis presents a tool for the accountability of the policies fol-
lowed by the MDBs in relation to the objectives assigned to them, at least for their
concessional windows, of tackling the vulnerability and poverty of countries. This
tool, which FERDI intends to promote and apply to different sources of financing,
does however face a series of questions, which are only outlined here, and which
will need to be answered. These questions relate simultaneously the nature of the
flows considered, the objectives pursued and the indices used according to these
objectives.

Flow perimeter

The flows considered above, whether multilateral or bilateral, are confessional
or ODA flows. However, the problem of allocation between countries does not
only arise for the concessional windows of the MDBs, which are clearly governed
by allocation rules. | For the other flows they pay out, although there are no pre-
defined allocation rules, we can nonetheless observe, ex post, an effective distri-
bution of resources between recipient countries. It would therefore be relevant
to extend the analysis to non-concessional flows in order to assess whether they
follow similar logics or whether they reflect other types of donor preferences.

Objectives and indicators

A differentiation must also undoubtedly be made according to the objectives
pursued. We have used the multidimensional vulnerability index in the case of
ODA. But if we consider, for example, the case of flows for adaptation to climate
change, the question arises - and this is a matter of debate - of using a climate
change vulnerability index instead, and if the flows are for the purpose of miti-
gating climate change, the reference to a country’s vulnerability, even if multidi-
mensional, is no longer necessary. Extending the method to the flows covered by
the TOSSD would therefore require a geographical breakdown and a breakdown
by purpose of the financing listed under this indicator, information that is not yet
available in detail

The question of performance

Finally, should the selectivity with regard to poverty and vulnerability be sup-
plemented by a selectivity based on performance, which was dominant in the
analyses and judgements of 20 years ago? The perspective adopted here is that of
selectivity on the basis of countries’ needs (poverty and vulnerability). The refer-
ence to performance, which is still very much present in ex ante allocation rules,
can very easily be introduced into the first method used here, that of the average
profile, whatever reservations may be expressed about the performance indicator



used and its ability to represent a criterion of efficiency in allocation. However, its
introduction into an allocation function (second method) risk modifying the na-
ture of the results, due to the correlation that may exist between the performance
indicator, the vulnerability indicator and the income indicator. In short, if the ob-
jective is to assess selectivity according to the needs of countries as defined by
the international community, income and structural vulnerability elasticities are
sufficient. If, on the other hand, the aim is to develop an optimal allocation mod-
el that takes into account both countries’ external financing needs and the ef-
fectiveness of their use, the issue becomes more complex and controversial. It is
therefore essential to clearly define the purpose of the exercise.

Functional form

This being the case, the definition of elasticities or coefficients that character-
ise the behaviour of aid sources, particularly multilateral sources, is open to dis-
cussion and improvement. For example, whether the relationship characterising
need as a function of income or vulnerability is fully linear, as is assumed here, or
needs to take another form.

>

This note, covering the period 2020-2022, shows that, overall, multilateral do-
nors, particularly the MDBs, have allocated relatively more concessional resources
to poor and structurally vulnerable countries than bilateral donors over this peri-
od. However, while this trend is clearly observable, the difference in terms of the
vulnerability of beneficiaries is sometimes limited and varies depending on the
institutions in question.

On the other hand, these same MDBs do not seem to differentiate their alloca-
tions between the countries they support according to their respective degree
of vulnerability. This finding reflects the fact that their allocation model does not
explicitly and continuously take into account differences in structural vulnerabili-
ty between countries, even though these differences can now be measured using
indices such as the MVI recently adopted by the United Nations, or an improved
version of it. This observation could serve as an argument for these institutions
to integrate structural vulnerability more systematically into their allocation rules

The results based on the average income and vulnerability profiles of the recip-
ient countries reveal differences in eligibility for the funds under consideration;
however, the marginal impacts resulting from the estimation of a two-variable
function reveal, on the contrary, differences in allocation behaviour between
countries. These conclusions are valid only for the analysis period studied. It
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would be relevant to extend this analysis over a longer period in order to iden-
tify any changes in donors’ allocation strategies. Such an approach would make
it possible to better capture temporal dynamics and provide a more robust and
complete view of trends in the allocation of concessional resources according to
vulnerability and poverty criteria.
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Structural Vulnerability
and Transformation: Their Links
and the LDC5 Monitor Consistency>

The purpose of the LDC5 Monitor is twofold: firstly, to assess the vulnerability of
LDCs and the means used to deal with it, and secondly, to examine the structural
transformation of LDCs in line with the Doha Development Agenda (DDA). Vul-
nerability and structural transformation, neither of these terms, although used
since the early days of development economics, is used in a perfectly clear and
unambiguous way, while their importance is largely recognised. And the link be-
tween the two needs to be clarified.

>

The concept of vulnerability refers to the risk of a country's development being
hampered by shocks of exogenous origin. This concept and the means of measur-
ing it, for LDCs as for other groups of developing countries, have made significant
progress in recent years. There now seems to be a consensus that the measure
of vulnerability should be universal (applicable to different categories of coun-
tries and comparable between them), multidimensional (economic, environmen-
tal and social) and available in two versions, one purely structural and the other
more general (see Guillaumont and Wagner, 2022). In the context of the Monitor,
we are primarily interested in structural vulnerability, i.e., vulnerability that is in-
dependent of the present will of governments or that they have in some way
inherited as a result of history or geography - in short, exogenous vulnerability. It

56. This text was first prepared for the meeting organised by OECD Development Centre, FERDI and
UNU-WIDER, "LDCs Monitor: Defining its scope and uses" (7 March 2024, Helsinki), following the "Sec-
ond LDC Future Forum: Innovation for structural transformation in LDCs" (4-6 March 2024, Helsinki)
organised by UN-OHRLLS and the Ministry of Foreign Affairs of Finland, in partnership with UNICEF,
FERDI, UNU-WIDER and OECD Development Centre.

Cf. Guillaumont P. (2024) "Structural vulnerability and transformation: their links and the LDCs Monitor
consistency", FERDI Policy Brief B265, March.
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was with this in mind that the Multidimensional Vulnerability Index (MVI), prepared
under the aegis of UN OHRLLS and UNDESA by a High-Level Panel convened for
this purpose from 2022 to 2023, was developed and proposed to the President of
the United Nations General Assembly, and published in its final form in February
2024 (United Nations, 2024).

Even when we agree that the desired vulnerability index must have the three
characteristics indicated above (universality, multi-dimensionality, exogeneity),
there may certainly be differences of opinion in the choice of the most relevant
components” and in the way they are measured. It is desirable to move towards
a consensual index, but it is easy to imagine that each institution required to use
this type of index can configure it in its own way as long as the three characteris-
tics indicated are retained. It should also be noted that there are two other indices
which claim to have the desired characteristics, the one drawn up by the Com-
monwealth Secretariat (UVI, Universal Vulnerability Index) (2021) and the one used
by the United Nations Committee for Development Policy to identify the LDCs,
although the latter is much less multidimensional than the other two (an index
introduced in 2000 and transformed several times). In order to monitor changes
in the structural vulnerability of LDCs over the course of the Doha Development
Agenda, it would seem logical to use an index meeting the basic principals of the
MVI but revised with respect to the main criticism it raises. FERDI will be able to
adjust and update regularly such an index for the Monitor.

>

The notion of structural transformation itself has a long history. Very fashionable
today, often presented as new and the essential condition for sustainable devel-
opment, it is in fact as old as development economics. In its early days, 70 years
ago, a particularly renowned author such as Francois Perroux repeatedly stressed
that development involved structural transformation. And similar remarks could be
found among many other "pioneers" of development economics, as well as in the
major texts that have fuelled the evolution of this discipline. For some economists,
the term is now the key to sustainable development. But for others, itis an "auberge
espagnole”, in the sense that everyone finds in it what he brings to it or wishes to
putintoit. Itis certainly possible to include all sorts of transformations (economic,
environmental, social) under this expression, multidimensional as is vulnerability.
The obvious implication is that structural change can only be a good change, i.e.
change that promotes development, perhaps forgetting that what is considered
good change can vary over time or according to ideological positioning (e.g. spe-

57. Due to differing views on the MVI among UN member states, two facilitators have been appointed
to find a consensus on what will be presented to the General Assembly.



cialisation based on comparative advantage versus diversification). It should be
added that the right structural transformation today is a "green transformation’,
which brings it closer to the notion of energy transition. But here again an am-
biguity arises: while in North thinks of growth leading to carbon neutrality (and
therefore geared towards mitigation), the South more spontaneously considers
growth that is resilient to climate shocks (and therefore geared towards adaptation).

For many economists, however, the notion of structural change has a precise
meaning. It is a reallocation of factors of production from the least productive
sectors to the most productive ones. It is therefore possible to attribute part of
economic growth to this structural change, with the other part resulting from
productivity growth in each sector (which is quickly described as technical prog-
ress). This type of measurement can lead to apparently curious results, particular-
ly for LDCs, as highlighted by Alassane Drabo in Out of the Trap (Guillaumont, Edr,
2019): the growth observed in LDCs since the turn of the century is more due to
productivity progress in each sector than to structural change, understood in the
sense of reallocation of factors between sectors. In fact, this traditional definition
of structural change as a factor of growth is somewhat too horizontal and linked
to the very broad segmentation of the sectors considered. From a less horizontal,
more sectorally focused and more dynamic perspective, structural change im-
plies just as much, if not primarily, an increase in productivity in the least pro-
ductive sectors. Take the case of agricultural development, which is essential in
many LDCs. Increasing productivity in the agricultural sector is obviously neces-
sary both to feed the country's population without making it too dependent on
the outside world, to provide the jobs for young people that urban expansion
is unable to offer, and to reduce poverty, which is higher in rural areas. This in-
crease in agricultural productivity obviously implies real structural change (in ru-
ral infrastructure and services, in access to energy and credit). This is also the case
for agroindustrial activities, the "industrialisation", which is sometimes taken for
structural transformation, being a change in the production process as well as the
broadening of a sector. We cannot, therefore, limit ourselves to a "inter-sectoral”
approach to structural change.

The (green) structural transformation of LDCs, as used here, is therefore the set
of transformations that affect the overall productivity of the economy, wheth-
er through inter-sectoral labour migration or intra-sectoral productivity growth
(and which respond to the challenges of climate change, through a contribution
to mitigation and/or an adaptation strategy).

As there are various forms of structural transformation, for this transformation
to be truly sustainable, it must correspond to the preferences of the countries
concerned, which is a precondition for ownership, or in other words that it is
endogenous.
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>

The links between vulnerability and structural transformation are fundamental
and work both ways.

Vulnerability in its various dimensions is clearly unfavourable to structural trans-
formation and growth, for two reasons which have long been at the heart of the
analysis of the effects of instability (particularly export instability) on develop-
ment. The first is that it increases uncertainty, heightens the sense of risk and
slows down investment, particularly in rural and fragile areas, where the risks are
particularly high, and which are considerable in the LDCs. The second reason is
linked to the lasting effect of shocks due to the asymmetry of the effects of posi-
tive and negative shocks: this has been evidenced many times over on variables
such as school enrolment, child survival, or on the macro-economic level of debt
and the budget deficit (Guillaumont, 1985, 2009, 2023). In short, the asymmetric
effect of shocks is that negative shocks not only reduce current income (what
could be offset by positive shocks), but also, and above all, irreversibly affect hu-
man and material capital.

Conversely, structural change is needed to reduce vulnerability and build resil-
ience. Not just any structural transformation, of course. A good definition of struc-
tural transformation is probably one that reduces structural vulnerability, a major
handicap to development. It is for this reason that (structural) vulnerability was
introduced in 2000 by the CDP as one of the three criteria for identifying LDCs. Ad-
mittedly, vulnerability as it was measured at the time was imperfect (Guillaumont,
2009) and has remained so despite the improvements made, but the important
thing was that this vulnerability was identified as a structural obstacle to devel-
opment. As a result, most of the components of the structural vulnerability index,
the current CDP index or the MVI, can be considered as elements whose modi-
fication corresponds to a structural transformation favourable to development.
Admittedly, they do not all lend themselves to immediate action or reduction,
precisely because they are structural, but they are indeed medium or long-term
targets: for example, reducing the concentration of exports or acting on other
factors of instability (in exports, agricultural production, etc.) or structural politi-
cal fragility (which reduces recurrent violence). Similarly, improving resilience fac-
tors (in particular human capital and infrastructure) is largely a structural transfor-
mation, since they are also factors of increased productivity (Guillaumont, 2023b).
Finally, the link between vulnerability and structural transformation needs to be
assessed in its regional context, since regional integration can be both a powerful
factor in reducing vulnerability and in structural transformation, particularly for
small countries.



>

These two types of link show that the two areas proposed for the LDC5 Monitor
are closely linked and complementary. The work that will be carried out by the
Monitor, with a sharing of tasks, will enable us to take a fresh look at the imple-
mentation of measures in support of the Doha Development Agenda by examin-
ing whether they help to reduce structural vulnerability, increase resilience and
thus enable a structural transformation leading to an acceleration of sustainable
development in the LDCs.

It is important to examine how international support measures affect this dual
interaction.

It is clear that the Monitor cannot deal with all aspects of structural vulnerabil-
ity and transformation in all LDCs, which implies examining virtually all aspects
of development. There are other institutions with a mandate to do this, and all
the capacity to do so (UN-OHRLLS, UN CDP, UN DESA, UNCTAD, etc.). The Moni-
tor's task is to focus on indicators relating to the links between vulnerability and
structural change, and on related policies. Its specific feature is that it does this in
close association with think tanks based in the LDCs, which is made possible by
their membership to the Monitor. For example, within the framework of the LDCs
Monitor and following on from the work carried out for the MV/, it will be possible
to establish indicators of the selectivity of financial flows for all LDCs, taking into
account the vulnerability of recipient countries, as the FERDI has planned to do
(Guillaumont and Guillaumont Jeaneney, 2024), and also to help establish dynam-
ic profiles of vulnerability and structural transformation for a few LDCs.

>
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Using the MVI for the FfDy4

Allocution at the UN FfD4 Third Preparatory Committee,
10 February 2025

The key objectives of this meeting are indeed important, as are the key questions
we are invited to address. Promoting the MVI is a welcome means of integrating
the needs of vulnerable countries into the agenda of the FfD4.

10 years ago, at the Addis Ababa conference, the question of how financing
for development could contribute to the fight against vulnerabilities was clearly
posed. Followingly several initiatives have been taken in this regard, while at the
same time, the vulnerability, in its various dimensions, has become a more crucial
and urgent issue.Actually, the international financial institutions have introduced
various modalities or innovations to address vulnerability in their financing mech-
anisms (including special windows for fragile states or states in transition, such as
FCV, facilities to compensate for shocks, such as CRW, etc.)

What characterizes the whole set of these measures, which are dispersed and
probably not very transparent for the countries concerned, is that:
- they are more curative than preventive and that
- they are not consistently tackling the structural vulnerability of countries in its var-
jous dimensions (economic, environmental, societal)
- and they do not differenciate their support according to the respective degree of
vulnerability of the countries.

This is the reason why they do not use an index such as the MVl and why a more
comprehensive and preventive approach needs to use it. What is missing (in the
architecture of international development finance) is to quantitatively take into
account structural vulnerability in the access to concessional financing thanks to an
appropriate index.
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The adoption of the MVI by the UNGA, which recommends its use by financial
institutions, marks a strong step in the will to fill what is missing. It is in line with
the “MDBs vision statement” adopted at the 2023 Paris Summit for a New Global
Financing Pact, inter alia inviting the MDBsto consider vulnerability for the ac-
cess to concessional funding, while taking into account the work of the United
Nations.

But there is still a long way to go to bring the practice of the international fi-
nancial institutions closer to the wishes expressed in the UN GA Resolution. The
preparation of the FfD4 Conference should make it possible to move in this direc-
tion by building on the dialogue already underway Let me recall that in October
2023, during the IBW Annual meetings in Marrakech (and at the same time as the
publication of the HLP report on the MVI), two World Bank Executive Directors
took the initiative with FERDI to organize an event where 2 main MDBs VPs in
charge of concessional funds, the USG RF here and other representative of inter-
national institutions (Commonwealth) agreed to discuss how to take vulnerability
into account in access to concessional financing. It is this dialogue that must now
be continued and deepened at an operational level.

There are several reasons to move forward effectively and quickly in this direction:

1) Besides the opportunity offered by the preparation of FfD4 (and the parallel
debate on the reform of the international financing architecture), the recent
risk of a drastic reduction in the volume of concessional financing, raises more
than ever the problem of its allocation between countries, which has so far been
less addressed than that of its mobilization.

2) In spite of a robust academic work, stakeholders still need to be convinced
of the rationale of a reform relying on an appropriate index and consisting of
taking into account structural vulnerability, both for eligibility to concessional
financing and even more so for its allocation between countries. A recent study
by FERDI shows that ODA presently allocated by MDBs to individual countries
is not significantly correlated to their MVI or a similar index

3) The reform is not only desirable, it is also possible, as shown by the fact that some
multilateral banks, such as the Caribbean, already use an index in their allocation
formula, that the European Union itself has been doing so for 10 years, even if
not with the best indices, (and that at the bilateral level a country like France
has decided to consider as priority countries the LDCs and a complementary
list of vulnerable countries identified in particular through an MVI index).

4) For institutions that already use a vulnerability index for allocation purposes
and even more for those that are invited to do so, they will refer to the MV,



if they do, in a flexible way, as a “living tool, according to their objective and
mandate, in other words to use an index “in the spirit of the MVI’, based on its
three fundamental principles: multidimensionality, universality and exogeneity,
i.e., structural character.

The issue is therefore now how MDBs that do not yet do so can agree to intro-
duce a Structural vulnerability index into their allocation formula, which is the
PBA, making it a PVBA.

Here we have to face three objections, often heard and likely to be raised even
more in the current situation, to which an adequate formulation of the PBA must
make it possible to respond:

1) One is the strong commitment of donors to the criterion of performance. not
to be discussed here (We are not discussing here, the merits of the criterion
of performance supposed to be correlated with effectiveness in an allocation
formula, that could just as well be conceived as a formula representing the
needs of countries, but it is clear that it will not be questioned today). What is
important to show is that the addition of vulnerability in the formula will not
necessarily reduce a relevant impact of performance on allocation, as we did
in the past in the case of the African Development Fund (without the reform
being adopted at that time).

2) Another is the fear that the addition of the vulnerability indicator will lead to
diverting part of the allocation to the benefit of vulnerable middle-income
countries and to the detriment of LDCs and LICs. (There are two answers to
this: one is that the most vulnerable in middle-income countries are very
small countries whose allocation can be increased through enlarged eligibil-
ity without significant impact on the rest of the allocations. The other more
important answer is that) if the PBA is applied in its current formulation, the
marginal impact of the vulnerability criterion is higher the lower the per cap-
ita income The text of the resolution emphasizes that the MVI is not a substi-
tute but a complement to the per capita income.

3) The third objection is that of moral hazard that would result from the inclusion
of a vulnerability indicator in the allocation formula, namely the risk that the
recipient countries weaken their effort to lower their vulnerability. This ob-
jection is unfounded insofar as the vulnerability index is well constructed as
being clearly independent of the present policy (principle of exogeneity, it is a
structural indicator). And to go further and ensure a good coherence of the for-
mula with regard to vulnerability, we suggest that the performance indicator
should itself include the resilience policy led by the country.
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These questions seemingly technical raise the issue of the criteria for the alloca-
tion of concessional funds, which should be addressed in the Seville declaration.
On this issue the position of the member countries, in particular the recipient
countries, should be taken into account, as they have already expressed it in vari-
ous fora (Doha LDCs, Paris Summit, Marrakech meetings, and here at the previous
preparatory committee), with the support of FERDI.












Towards an Effective Use of a Multidimensional
Vulnerability Index in Development Finance

A previous collection of policy briefs accompanied the work of the High-Level Panel
convened by the United Nations to develop a Multidimensional Vulnerability Index
(MVI). This index has since been adopted by the United Nations General Assembly
and is attracting renewed attention. It is more relevant than ever to reflect on its
scope, its potential for evolution, and how it can be used to inform development
financing.

The briefs gathered in this volume examine the added value of a structural and
multidimensional vulnerability index—not only for the possible definition of country
groupings, but above all for the fair and effective allocation of multilateral conces-
sional financing. They also seek to contribute to the foundations of a new donor
“selectivity," based on transparent and rational criteria.

At a time when the overall volume of available funding is under threat, the question
of how to allocate resources has never been more critical.
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